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VERIFICATION

STATE OF KENTUCKY )
} SS:
COUNTY OF JEFFERSON )
The undersigned, S. Bradford Rives, being duly sworn, deposes and says that he
is the Chief Financial Officer, for Louisville Gas and Electric Company, that he has

personal knowledge of the matters set forth in the responses for which he is identified as

the witness, and the answers contained therein are true and correct to the best of his

A s

S. BRADFORD RIVES

information, knowledge and belief.

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

and State, this Z;d day of October, 2008.

T & C% (SEAL)

Notary Pl@aﬂc

My Commission Expires:

/] et C?l. 20/




VERIFICATION

STATE OF KENTUCKY )
)} S8
COUNTY OF JEFFERSON )

The undersigned, Paul W. Thompson, being duly sworn, deposes and says that
he is the Senior Vice President, Energy Services for Louisville Gas and Electric
Company, that he has personal knowledge of the matters set forth in the responses for
which he is identified as the witness, and the answers contained therein are true and

correct to the best of his information, knowledge and belief.

Mgt

PAUL W. THOMPSON

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

and State, this ) 4 day of October, 2008.

JM’V’”M \Y Z@»ﬁ (SEAL)

Notary Pblit

My Commission Expires:

Norendien 1, Qolo




VERIFICATION

STATE OF KENTUCKY )
) SS:
COUNTY OF JEFFERSON )

The undersigned, Chris Hermann, being duly sworn, deposes and says he is
Senior Vice President — Energy Delivery for Louisville Gas and Electric Company, that
he has personal knowledge of the matters set forth in the foregoing testimony, and the

answers contained therein are frue and correct to the best of his information, knowledge

(Ll

CHRIS HERMANN

and belief.

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

and State, this_ 3% day of October, 2008.

e & EL, (SEAL)

Notary Public {) | 70

My Commission Expires:

OG‘IMJH‘ ?; 20/0




VERIFICATION

STATE OF KENTUCKY )
) SS:
COUNTY OF JEFFERSON )

The undersigned, Paula H. Pottinger, Ph.D., being duly sworn, deposes and says
that she is the Senior Vice President, Human Resources for Louisville Gas and Eleciric
Company, that she has personal knowledge of the matters set forth in the responses for
which she is identified as the witness, and the answers contained therein are true and

correct to the best of her information, knowledge and belief.

LA‘}L«PﬁTﬁﬁGER{/yn.D.

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

and State, this 3 = day of October, 2008,

\jﬁnmﬂh \N 55?3,..5 (SEAL)

Notary Pu@@

My Commission Expires:

/)O’UDW\/QFE/\ Q{,QO/D




VERIFICATION

STATE OF KENTUCKY )
) SS:
COUNTY OF JEFFERSON )

The undersigned, Lonnie E. Bellar, being duly sworn, deposes and says that he is
the Vice President, State Regulation and Rates for Louisville Gas and Electric Company,
that he has personal knowledge of the matters set forth in the responses for which he is

identified as the witness, and the answers contained therein are true and correct to the

best of his information, knowledge and belief,

TONNIE T BELLAR

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

and State, this_ 3% day of October, 2008.

”jfcﬂwm (h% - (SEAL)

Notary Puﬁh

My Commission Expires:

/) et 1 3010




VERIFICATION

STATE OF KENTUCKY )
) SS:
COUNTY OF JEFFERSON )

The undersigned, Valerie L. Seott, being duly sworn, deposes and says that she is
the Controller, for Louisville Gas and Electric Company, that she has personal knowledge
of the matters set forth in the responses for which she is identified as the witness, and the

answers contained therein are true and correct to the best of her information, knowledge

Vidoee ﬂw@/

VALERIE L. SCOTT

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

and State, this 359 day of October, 2008.

T \ 2 (sEALy

Notary Pubﬁ}c ) 70

My Commission Expires:

[rvemlies C),. 20/0




VERIFICATION

STATE OF KENTUCKY )}
) SS:
COUNTY OF JEFFERSON )

The undersigned, J. Clay Murphy, being duly sworn, deposes and says that he is
the Director, Gas Management, Planning, and Supply for Louisville Gas and Electric
Company, that he has personal knowledge of the matters set forth in the responses for

which he is identified as the witness, and the answers contained therein are true and

correct to the best of his information, knovj and/%f. {

J.CL YMURPﬁY/ |

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

and State, this_ X day of October, 2008.

T\ £l (sEAL

Notary Puﬂﬁé 44

My Commission Expires:

/)E/Ufﬂﬁj}ﬂl Cijo?()/ﬁ




VERIFICATION

STATE OF KENTUCKY )
COUNTY OF JEFFERSON ; o

The undersigned, Shannon L. Charnas, being duly swom, deposes and says that
she is the Director, Utility Accounting for Louisville Gas and Electric Company, that she
has personal knowledge of the matters set forth in the responses for which she is
identified as the witness, and the answers contained therein are true and correct to the
best of her information, knowledge and belief.

,QWU/LAM \ 5/ (J NN,

'SHTANNON L. CHARNAS

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

and State, this 3 o day of October, 2008.

J@?ﬂmfuﬂ 4 2., (SEAL)
Notary Pubilig 04

My Commission Expires:

() e litin q 2010




VERIFICATION

STATE OF KENTUCKY )
) §S:
COUNTY OF JEFFERSON )

The undersigned, Butch Cockerill, being duly sworn, deposes and says that he 1s
Director, Revenue Collection for Louisville Gas and Electric Company, that he has
personal knowledge of the matters set forth in the responses for which he is identified as
the witness, and the answers contained therein are true and correct to the best of his

information, knowledge and belief.

BUTCH COCKERILL

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

add
and State, this _of day of October, 2008,

Jf{b’hwﬂw\ Q %/ (SEAL)

Notary Phdlic 4

My Commission Expires:

Newember 9 delo




VERIFICATION

STATE OF KENTUCKY )
) 8S:
COUNTY OF JEFFERSON )

The undersigned, William Steven Seelye, being duly sworn, deposes and says
that he is the Senior Consultant and Principal, for The Prime Group, LLC, that he has
personal knowledge of the matters set forth in the responses for which he is identified as

the witness, and the answers contained therein are true and correct to the best of his

AN~

WILLIAY STEYEN SEELYE

information, knowledge and belief. ™

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

and State, this QEA day of October, 2008.

\\jﬂ/m/w—\ Q&« az'wh/ (SEAL)

Notary Puh@c ! 20

My Commission Expires:

ﬂM@’\ ﬁia?()/{}




VERIFICATION

COMMONWEALTH OF PENNSYLVANIA )
) SS:
COUNTY OF CUMBERLAND )

The undersigned, John J. Spanos, being duly sworn, deposes and says that he is
the Vice President, Valuation and Rate Division for Gannett Fleming, Inc., that he has
personal knowledge of the matters set forth in the responses for which he is identified as

the witness, and the answers contained therein are true and correct to the best of his

Vo | e
JOHN J. SPANOS

information, knowledge and belief.

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

and State, this M day of September, 2008.

é% ?9 Z Z;@ﬁ (SEAL)
Otary Public

My Commission Expires:

&gﬁm 20 _Zansl
/ Z, 22

COMMONWEALTH OF PENNSYLVATHA
Notarial Seal
Charyi Ann Rulter, Notary Public
East Pennsboro Twp . Cumberand Counly
My Comrnission Froires Fel. 20, 2011

Membar Pennswiven  Arenciation of Nolaries




VERIFICATION

STATE OF TEXAS )
) SS:
COUNTY OF )

The undersigned, William E. Avera, being duly sworn, deposes and says that he
is President of FINCAP, Inc., that he has personal knowledge of the matters set forth in
the responses for which he is identified as the witness, and the answers contained therein
are true and correct to the best of his information, knowledge and belief.

WILLIAM E. AVERA

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

and State, this |} St day of October, 2008.
/:Q\ ()\},\ (SEAL)

’ Notary Pahlic
My Commission Expires:
\/\o0/2 o |
GER ADRIEN MCKENZIE

. ﬁ— " Nolary Public
s STATE OF TEXAS

T My Comm Exp Jan 10 2011







Q-1.

A-1.

LOUISVILLE GAS AND ELECTRIC COMPANY

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

Response to Third Data Request of Commission Staff
Dated September 24, 2008

Question No. 1
Responding Witness: Paul W, Thompson

Refer to LG&E's response to Item 5 of Commission Staff's Second Data Request
dated August 27, 2008 ("Staff's Second Request"). The 2008 Joint Integrated
Resource Plan ("IRP") of LG&E and Kentucky Utilities Company ("KU") calls
for two 475 MW combined cycle combustion turbines ("CT") to be added to the
LG&E/KU generation fleet in 2015 and 2019, respectively. It shows no coal-fired
generation being added and one 155 MW simple cycle CT added over the forecast
period, which ends in 2022. Explain which of these units is the "additional base
load unit" to which Paul W. Thompson referred on page 15 of his direct
testimony. If it is one of the combined cycle CTs, explain why only one combined
cycle CT is considered a base load unit.

Both combined cycle units are included in the Company’s plans for construction
over the IRP period. Both units will be considered base load umits. The reference
on page 15 of the direct testimony was simply to the next base load unit to be
built.






Q-2

A-2.

LOUISVILLE GAS AND ELECTRIC COMPANY

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

Response to Third Data Request of Commission Staff
Dated September 24, 2008

Question No. 2

Responding Witness: S. Bradford Rives

Refer to LG&E's response to Item 10 of Staff's Second Request.

a.

Provide the date on which LG&E began to solicit proposals for the new credit
facilities discussed in the direct testimony of S. Bradford Rives ("Rives
Testimony™).

What is the specific date by which LG&E must make a decision as to the bank
with whom it will enter into a credit agreement for the new credit facilities?

LG&E has been having discussions with banks for several months about the
possibility of providing letter of credit facilities. Since the response to PSC-2
Question No. 10, the Company has received three additional verbal quotes.
L.G&E is in the process of preparing documents for the bank that has provided
the lowest bid. The pricing of the lowest bid (50 bps) is significantly lower
than the amount included in the proposed adjustment (110 bps).

There is no deadline for LG&E to make the decision. However, the Company
is expecting to complete all of the debt restructuring approved in Case No.
2008-00131 by the end of 2008.






Q-3.

Response to PSC-3 Question No. 3
Page 1 of 3

LOUISVILLE GAS AND ELECTRIC COMPANY

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

Response to Third Data Request of Commission Staff
Dated September 24, 2008

Question No. 3

Responding Witness: William E. Avera

Refer to LG&E's response to Item 16 of the Staff's Second Request (page 1 of 5
of the attachment, and page 24 of the Direct Testimony of William Avera). There
appear to be significant differences between LG&E and many of the firms that are
included as proxies for LG&E in the analysis.

a.

Eight of the firms in the proxy group own and operate nuclear power
generation facilities, while LG&E does not. Explain why this should not be a
factor in rejecting these firms as appropriate for inclusion in the proxy group.

Allete, Alliant Energy, Integrys Energy, Scana Corporation, and Vectren
Corporation are all mid-cap companies, as reported by Value Line. All others
in the proxy group are large-cap companies. Explain how these large
companies are appropriately included in the proxy group.

Refer to LG&E's response to Item 107 of the Staff's Second Request wherein
LG&E provides a discussion of is target capital structure. Allete, Alliant
Energy, Constellation Energy, Duke Energy, Integrys Energy, MDU
Resources, and Sempra Energy have debt-to-capital ratios of less than 35
percent. Only Dominion Resources, Exelon Corporation, Vectren
Corporation, and Wisconsin Energy have debt-to-capital ratios greater than 50
percent.

(1) Explain why firms with capital structures so dissimilar to LG&E's should be

included in the proxy group.

(2) For each company in the proxy group, including LG&E, provide the

percentage of 2007 revenues derived from: (1) non-utility sources; (i1) utility
operations subject to price regulation by a state commission; and (iii} utility
operations not subject to price regulation by a state commission.

Each firm in the Utility Proxy Group has comparable risk based on objective
measures of investors’ risk assessments. As explained on pages 23-24 of Dr.
Avera’s direct testimony, in order to reflect the risks and prospects associated

Avera



Response to PSC-3 Question No. 3
Page 2 of 3

with LG&E’s jurisdictional utility operations, the proxy group companies
were those included by The Value Line Investment Survey (*Value Line”) in
its Electric Utilities Industry groups with: (1) both electric and gas utility
operations, (2} S&P corporate credit ratings between “BBB” and “A”; (2) a
Value Line Safety Rank of “3” or better; and (3) a Value Line Financial
Strength Rating of “B++” or better. Credit ratings are assigned by
independent rating agencies to provide investors with a broad assessment of
the creditworthiness of a firm. Because the rating agencies’ evaluation
includes virtually all of the factors normally considered important in assessing
a firm’s relative credit standing, corporate credit ratings provide a broad
measure of overall investment risk thail is readily available to investors
Widely cited in the investment community and referenced by investors as an
objective measure of risk, credit ratings are also frequently used as a primary
risk indicator in establishing proxy groups to estimate the cost of equity.

Apart from the broad assessment of investment risk provided by credit ratings,
other quality rankings published by investment advisory services also provide
relative assessments of risk that are considered by investors in forming their
expectations. Given that Value Line is perhaps the most widely available
source of investment advisory information, its Safety Rank and Financial
Strength Rating provide useful guidance regarding the risk perceptions of
investors. The Safety Rank is Value Line’s primary risk indicator and ranges
from “1” (Safest) to “5” (Riskiest). This overall risk measure is intended to
capture the total risk of a stock, and incorporates elements of stock price
stability and financial strength. The Financial Strength Rating 1s designed as a
guide to overall financial strength and creditworthiness, with the key inputs
including financial leverage, business volatility measures, and company size.
Value Line’s Financial Strength Ratings range from “A++" (strongest) down
to “C” (weakest) in nine steps.

LG&E is rated “BBB+” by S&P, which is identical to the average for the
utilities in the Utlity Proxy Group. Meanwhile, the average Value Line
Safety Rank and Financial Strength Rating for the Ultility Proxy Group is “2”
and “A”, respectively. These two benchmarks indicate that the risks
assoclated with an equity investment in the Utility Proxy Group are
conservative and in-line with those generally associated with a “BBB+”
credit.

Within the Utility Proxy Group, individual companies may differ with respect
to the specific characteristics noted in parts a, b, ¢ (1) above. Yet it is
reasonable to consider that taken as a whole, these companies are comparable
in investment risk to LG&E based on objective, published indicators that
incorporate consideration of a broad spectrum of risks, including nuclear
generation, capitalization size, debt to total capital, and consideration of other
company specific factors. For example, nuclear generation has characteristics

Avera



C.

Response to PSC-3 Question No, 3
Page 3 of 3

that investors regard as contributing {o investment risk such as exposure to
federal regulations regarding safety, spent fuel treatment, homeland security
measures, high capital costs, and technical complexity, while there are other
features that decrease risk such as low relative fuel costs, limited exposure to
fuel transportation disruptions or cost, environmental exposure, and use of
carbon fuel. While LG&E does not have nuclear exposure, its dependence
upon coal has risks in the perception of investors as documented on pages 15-
16 of Dr. Avera’s direct testimony. When all of the characteristics of the eight
companies with nuclear exposure in the Utility Proxy Group are considered,
the end-result is that objective measures of investors’ risk assessment position
these companies as comparable in risk to LG&E considering its concentration
of coal generation and all of its other characteristics.

See response to 3(a) above. Size can affect investor risk perceptions. The
companies in the Utility Proxy Group vary in size from mid-capitalization to
large capitalization as classified by Value Line. When all of the
characteristics of the companies in the Utility Group are considered in the
objective measures of risk reported the end-resuit is that they are rated
comparable to LG&E.

(1) See response to 3 (a) above. The capital structures of the companies in the
Utility Proxy Group are one factor considered in the overall objective risk
measures that are comparable to LG&E. Dr. Avera does not consider any
of the capital structures of the companies in the Utility Proxy Group “far
out of line” with LG&E’s target capital structure. Each company selects
its target capital structure to balance the costs and benefits of debt with 1ts
other risk factors and financial objectives. The historical and projected
capital structures for the firms in Dr. Avera’s Utility Proxy Group were
presented on Schedule WEA-8 to his testimony.

(2) The data requested is not publicly available to investors in one consistent
Jocation. Due to differences in reporting among utilities, 1t is difficult to
get comparable data that would allow development of the requested
revenue breakdown. In order to respond to this request, public financial
records were reviewed for the companies including Value Line reports,
corporate websites, annual reports, and filings with the Securities and
Exchange Commission. The attached schedule reflects the results of that
search. The empty cells reflect instances where comparable date for the
utility was unavailable. The entries in italics are data that was derived
from sources other than Value Line. Revenues subject to price regulation
at the Federal Energy Regulatory Commission {FERC) were included in
the category of Utility Not Subject to State Price Regulation.

Avera



Total Non-Utility State Price Utility Not

Company Revenue Sources Regulation  State Price Regulation Notes
1 ALLETE 5842 44.0% 66.0% 10.0% 58% MPUC, 10% FERC. 8% PSCW
2 Allant Energy $3.438 36.1% 78.6% 14.7% Non-utility estimated as all not identified
3  Consolidated Edison $13,120 Total Likility of $10.821 wmdentified mn NY, NJ, PA and FERC
4 Constellation Energy $21.193 Regulated 12% electric and 4% gas
5 Dormunion Resources $15,674 Reguinted electric $6,044 mil. and regulated gas $1.174 mil.
6 Duke Energy $12.720 Regulated ciectric $8,976 mil. and regulated gas $720 mil.
7 Entergy Corp. $11,484 Regulated utility revenues $9.225 mil.
8 Exefon Corp. $18916 61.7% Linable fo separate unreguinted from not state price reg.
9 Integrys Energy Group $10.292 67.9% Unable to separate state price regulated from FERC
10 MDU Resources Group $4.248 72.4% Unable to separate state price regulated from FERC
11 PG&E Corp. $13.237 0.0% Unable to separate state price reguiated from FERC
12 P S Enterprise Group $12,853 33.9% Linable to separate state price reguiated from other regulation
13 SCANA Corp. $4,621 33.8% Linable to separate state price reguiated from FERC
14 Sempra Energy $11.438 38.3% Linnble to separnte state price regulated from FERC
15 Vectren Corp. $2.282 23.6% Linable fe separate state price reguiated from other reguintion
16 Wisconsm Energy $4,238 0.5% 94.4% 51%
17 Xcel Energy, Inc. $10.034 2.4% 85.8% 11.8% Non-utility may inciude some FERC transnusston
18 LG&E $1,286 0.0% §5.5% 14.5%

Revenue in $ millions

(a} The Value Line Investment Survey {june 27, Aug. 8 & Aug. 29, 2008}
{b) Information from Company Form 10-K and Annual Reports presented m italics.

Attachment to Response to PSC-3 Question No, 3(c)(2)
Page 1 of 1
Avera






LOUISVILLE GAS AND ELECTRIC COMPANY

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

Response to Third Data Request of Commission Staff
Dated September 24, 2008

Question No. 4
Responding Witness: Lonnie E. Bellar

Refer to LG&E's responses to Items 23, 24, and 91(f)(1)(c) of Staff's Second
Request, all of which reference the correction of errors or changes LG&E intends
to make to its original filing. Based on these corrections and adjustments, provide
the revised amounts of LG&E's proposed electric and gas base rate increases.

In order to incorporate other changes identified through the Third Data Request of
Commission Staff and Supplemental Data Request of the Intervenors, the
Company will prepare the requested information and file it with the Commission
no later than QOctober 10, 2008.






Q-5.

LOUISVILLE GAS AND ELECTRIC COMPANY

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

Response to Third Data Request of Commission Staff
Dated September 24, 2608

Question No. 5
Responding Witness: Valerie L. Scott

Refer to LG&E's response to Item 25 of the Staff's Second Request. Provide the
amount of revenues related to MISO Schedule 10 expenses realized by LG&E
since the end of the test year through the most recent month available.

The amount of revenue related to MISO Schedule 10 expenses realized by LG&E
from the end of the test year through August 2008 is $1,113,978 ($278,496 per
morith as ordered in Case No. 2003-00266 and corrected in Case No. 2005-
00471).






A-0.

LOUISVILLE GAS AND ELECTRIC COMPANY

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

Response to Third Data Request of Commission Staff
Dated September 24, 2008

Question No. 6
Responding Witness: William Steven Seelye
Refer to Volume 3 of 5 of LG&E's application at Tab 42 which shows test year
electric "Sales to Ultimate Consumers” of $770,423,196. Reconcile this amount to
the "Revenue As Billed" of $780,786,963 shown in Volume 5 of 5 of LG&E's
application on Seelye Exhibit 3, page 1 of 26.

These arnounts are reconciled as follows:

Sales to Ultimate Consumers $ 770,423,196
(LG&E Application Volume 3 of 5 at Tab 42)

Revenue as Billed (Seelye Exhibit 3, page 1 of 26) $ 780,786,964
Accrued Revenues (9,763,357)
Unbilled Revenues 785,000
Merger Surcredit Amortization (1,382,146)
HEA Revenue (3,265)

Sales to Ultimate Consumers $ 770,423,196







A-T.

LOUISVILLE GAS AND ELECTRIC COMPANY

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

Response to Third Data Reguest of Commission Staff

Dated September 24, 2008

Question No. 7

Responding Witness: William Steven Seelye

Refer to Volume 3 of 5 of LG&E's application at Tab 42 which shows test year
gas "Sales to Ultimate Consumers" of $374,873,592. Reconcile this amount to the
"Revenue As Billed" of $388,349,421 shown in Volume 5 of 5 of LG&E's

application on Seelye Exhibit 23, page 2 of 2.

These amounts are reconciled as follows:

Sales to Ultimate Consumers
(LG&E Application Volume 3 of 5 at Tab 42)

Revenue as Billed (Seelye Exhibit 23, page 1 of 2)
Unbilled Revenues

Accrued Revenues

VDT Rebilled

UCDI - Special Contracts - Dupont

UCDI - Special Contracts - Ft. Knox

Less:

Sales for Resale

Brokered

$ 374,873,592

$ 388,349,421
1,203,000
352,260
(4,999)
40,778
16,472

9,367,439
5,715,901

$ 374,873,592







Q-8.

A-8.

Response to PSC-3 Question No. 8
Page 1 of 2

LOUISVILLE GAS AND ELECTRIC COMPANY

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

Response to Third Data Request of Commission Staff
Dated September 24, 2008

Question No. 8
Responding Witness: Valerie L. Scott

Refer to LG&E's responses to Items 26, 79, and 81 of the Staff's Second Request,
all of which pertain to the coal tax credit which is the subject of the adjustment on
Reference Schedule 1.33 of Exhibit 1 to the Rives Testimony in LG&E's
application. The coal tax credit expires at the end of 2009, meaning an application
for 2009 must be submitted by March 15, 2010, for use on either LG&E's 2009
state income tax return or its 2010 property tax return.

a. The years in which LG&E did not qualify for the credit were 2000 and 2001,
the first two years the credit was available. Given that LG&E has qualified for
the credit for six consecutive calendar years, explain why LG&E is concerned
about the "contingent nature" of the credit.

b. In response to ltem 49(b) of Staff's Second Request, William Steven Seelye
refers to "the likelihood that the Companies will need to file rate cases in the
near future (i.e. due to the need to recover the costs associated with Trimble
County Unit 2)." With the anticipation of filing another rate case in
conjunction with Trimble County Unit 2 going into service, which is
scheduled for the summer of 2010, explain why LG&E is concerned about the
expiration of the credit, the financial impact of which it would not realize until
sometime in 2010.

c. Explain why the expiration of the credit is a basis for not continuing to
recognize it for rate-making purposes when the amortization expense
associated with the Mill Creek Ash Dredging Regulatory Asset is included for
rate-making purposes although it is scheduled to expire in April 2010.

a. LG&E has received the coal tax credit in the past six years, but each year is
independent of the others. To receive the credit, LG&E must purchase enough
Kentucky coal to exceed the 1999 base period. Since the credit is contingent
on the amount of Kentucky coal purchases over the 1999 base period, it is not
known if LG&E will receive the credit in one or both of the last two years of
the statute. Also, if LG&E does exceed the base amount of purchases to

Scott
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receive a coal tax credit, the amount of the credit is not known. The coal tax
credit has varied over the years from $0 to $1,700,000.

LG&E believes inclusion of this credit in the determination of future rates is
not appropriate as the credit is not known or measureable. In addition, the
statute is due to expire as explained in the response to PSC-2 Question No. 26.

An amortization, like the Mill Creek Ash Dredging Regulatory Asset, is a
known and measurable amount, unlike the coal tax credit. The annual
amortization amount is known as well as the amortization period. Future years
coal tax credit, if any, as stated in part (a), is not known. LG&E may be
awarded the credit in the upcoming two years and, if LG&E does receive a
credit, the amount is still unknown at the present time.

Scott






Q-9.

A-9.

LOUISVILLE GAS AND ELECTRIC COMPANY

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

Response to Third Data Request of Commission Staff
Dated September 24, 2008

Question No. 9

Responding Witness: Shannon L. Charnas

Refer to LG&E's response to Item 33 of Staff's Second Request and Rives Exhibit
1, Reference Schedule 1.29.

a.

Explain whether the improper accounting of the IT contracts discovered in
July of 2007 occurred only during 2007 or if it had occurred in prior years. If
it occurred in prior years, what has LG&E done to correct the prior year
incidents?

Explain whether LG&E's proposed adjustment results in more than 12 months
of IT contract expense being included in the pro forma expense amount.

The improper accounting of the IT contracts had occurred in prior years and
was corrected on a prospective basis via the August 2007 journal entry. The
entry corrected the prepaid balance as of August 31, 2007, the offset of which
was a correction of IT contract expenses through August 2007.

LG&E’s proposed adjustment of $1,190,095 on Rives Exhibit 1, Reference
Schedule 1.29 brings the total test year expenses for LG&E to $3,414,932,
which is made up of the $2,224,837 total IT contract expense in the test year
and the $1,190,095 pro forma adjustment. The $2,224,837 was understated
because expenses that properly related to the test year were recorded as
expenses in the year prior to the test year. Thus, the pro forma adjustment
results in a total of $3,414,932, which correctly reflects 12 months of LG&E’s
IT contract expense, as shown in the response to PSC-2 Question No. 33, page
8 of 8.






Q-10.

LOUISVILLE GAS AND ELECTRIC COMPANY

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

Response to Third Data Request of Commission Staff
Dated September 24, 2008

Question No. 10
Responding Witness: J. Clay Murphy

Refer to LG&E's response to Item 37 of Staff's Second Request, which includes
LG&E's estimates of its residential customers' average annual temperature
normalized gas consumption for the years 2003 through 2007. The discussion of
the decline in average residential gas consumption in the direct testimony of [.
Clay Murphy referred to the decline between the test year in LG&E's previous
rate case and the test year in this case. The data response indicates a general trend
of declining usage; however, it shows an increase at the end of the 5-year period
2003-2007. Identify and describe the factors that account for the increase in
average annual consumption, from 68.1 to 72.8 Mcf, between 2006 and 2007.

. Historically, declines in residential customer usage do not follow a straight line

path downward from one level to another. The large reduction in average
normalized residential gas consumption for 2006 was likely the result of dramatic
conservation efforts by customers in response to higher than historical levels of
natural gas prices following Hurricanes Kafrina and Rita. In 2007, natural gas
prices declined from 2006 levels, which likely contributed to a decrease in more
extreme conservation efforts during 2007 and resulted in a partial rebound in
average annual residential consumption for 2007. However, the average annual
residential consumption for 2007 was still lower than the levels for 2003, 2004,
and 2005.

This overall downward trend in residential natural gas consumption is generally
consistent with the analysis of the American Gas Association dated March 2007
which indicated that the decline in residential gas consumption is influenced by
on-going efforts by consumer to tighten their homes, purchase more efficient
appliances, and turn down their thermostats, the price of natural gas and other
factors.






LOUISVILLE GAS AND ELECTRIC COMPANY

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

Response to Third Data Request of Commission Staff
Dated September 24, 2008

Question No. 11
Responding Witness: Butch Cockerill
Q-11. Refer to LG&E's response to Item 47 of Staff's Second Request. Provide a list of

the types of costs included in "Outside Services" along with the accompanying
test year dollar amounts.

A-11. The costs included in “Outside Services” are all costs necessary for our contract
partner to provide these services. These costs include labor, transportation,
overhead, and profit. One combined rate for all these costs is established through
a competitive bid process. See below for amounts billed in the test year.

Outside Services

Month Costs (000°s)
May-07 $ 76
Jun-07 § 82
Jul-07 578
Aug-Q7 $ 85
Sep-07 582
Oct-07 $73
Nov-07 577
Dec-07 $74
Jan-08 N
Feb-08 $81
Mar-08 $76
Apr-08 574

Total 5 929






LOUISVILLE GAS AND ELECTRIC COMPANY

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

Response to Third Data Request of Commission Staff
Dated September 24, 2008

Question No. 12

Responding Witness: William Steven Seelye

Q-12. Refer to LG&E's response to ltem 51 of Staff's Second Request.

a.

A-12. a.

b.

Provide a list which identifies the LG&E gas customers that are served under
special contracts.

. Provide a schedule, by customer, which shows the throughput and base rate

revenue of each special contract customer during the test year. Generic
references,i.e., "Customer A, Customer B, etc." may be substituted for
specific customer names on this schedule.

During the test year, the following LG&E gas customers were served under
special contracts:

E.1. DuPont
Ford Motor Company (two delivery points)
Fort Knox

Effective May 1, 2008, in an Order dated April 11, 2008, in Case No. 2007-
00449, LG&E began serving the electric operations of LG&E and KU under a
special contract. Because this special contract did not become effective until
after the end of the test year, there were no base rate revenues or throughput
volumes during the test year. However, a pro forma adjustment was made to
reflect the application of this special contract for the test year. In the
Company’s class cost of service study, revenue from this new special contract
was treated as a revenue credit rather than as a separate class of customers.

The throughput and base rate revenue of each special contract customer
during the test year is shown on pages 7 and 8 of Seelye Exhibit 11, a
copy of which is attached hereto.
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Q-13.

LOUISVILLE GAS AND ELECTRIC COMPANY

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

Response to Third Data Request of Commission Staff
Dated September 24, 2008

Question No. 13
Responding Witness: William Steven Seelye
Refer to LG&E's response to Item 54(c) of Staff's Second Request. Explain why
the revised runs of Seelye Exhibits 18 and 19, which were based on fewer

variables than the original run contained in the exhibits, resulted in larger kWh
adjustments than the adjustment in the exhibits.

. Reducing the number of variables in regression models will generally change the

value of the coefficients of the remaining variables. The predictive quality of the
original models (as indicated by the R-square of the model) is greater than or
equal to the predictive quality of the revised models. For each of the months and
classes where larger kWh differences occurred, the predictive quality of the
original model was notably higher than the predictive quality of the revised
model. Limiting the number of weather variables will not always result in a
higher kWh adjustment. However, in these instances, the change in model
specification caused a greater amount of the vanability in daily energy to be
associated with changes in weather.

Compared to the original kWh adjustment, the revised run for HDD-65 and CDD-
65 resulted in a kWh adjustment that was 9.5% or 23,778,000 kWh higher; the
revised run for HDD-60 and CDD-70 resulted in a kWh adjustment that was 2.7%
or 6,522,000 kWh higher. For each of the revised runs, the difference is
explained primarily by the residential class (class 1); in particular, the kWh
adjustment for August and September was notably higher in the revised runs.
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LOUISVILLE GAS AND ELECTRIC COMPANY

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

Response to Third Data Request of Commission Staff
Dated September 24, 2008

Question No. 14

Responding Witness: William Steven Seelye

Q-14. Refer to LG&E's response to Item 54 of Staff's Second Request, pages 33 to 37 of
the Direct Testimony of William Steven Seelye, and Seelye Exhibits 15, 18, and

19.

a.

A-14. a

Describe in detail the reasons for developing the proposed electric temperature
normalization adjustment based on degree day variations for individual
months as opposed to degree day variations for a complete season, i.e., the
cooling season or the heating season.

Provide a revised run of Seelye Exhibits 18 and 19 based on total degree day
variations for the heating season and cooling season based on the same
bandwidth of two standard deviations centered on the mean used in LG&E's
proposed electric temperature normalization adjustment.

The Company’s proposed electric temperature normalization adjustment was
based on degree day variations for individual months because of quantitative
differences in temperature sensitivity from one month to another,
especially during shoulder months. The impact of temperature on kWh
sales during shoulder months differs significantly than the impact during
non-shoulder months. The sales response to changes in temperature will
be different when daily mean temperatures are in a range of 55° Fto 75° F
(which often occurs during shoulder months) compared to when daily
mean temperatures are outside of this range (which often occurs during
non-shoulder months).

Attached is the requested analysis. This model would result in a revenue
adjustment of -$14,288,388 and an expense adjustment of -$4,825,077, as
compared to a revenue adjustment of -$14,374,348 and expense adjustment
of -$4,751,178 proposed by the Company. The difference in the net
adjustment resulting from the two methodologies is $159,859.

The heating season was defined as the months of October through April,
and the cooling season was defined as the months of May through
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Seelye

September. In both the heating season model and cooling season model,
the dependent variables were daily kWh sales for each rate class. The
following independent variables were used in both models: (a) HDD6S, (b)
CDD65, (c) WEEKEND, and (d) HOLIDAY. The dichotomous indicator
variable XMAS_ WEEK was also used in the heating season model.
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LOUISVILLE GAS AND ELECTRIC COMPANY
Adjustment to Reflect Weather Normalized Electric Sales Margins
12 Months Ended April 30, 2008

HEATING AND COOLING SEASONAL ADJUSTMENTS

HDBR6S AND CDD65
i} (2) 3 )
kiloWatt-Hour
Adjustmernt to Revenue
Usage Enerpy Rae Revenue Adjustment Adjustment
23° 131 [t
Residential Rate R {174.216 000) 00604 S (1115675265 5 (11.156.799)
General Service Rate GS (25.956.060}) s (1.865.458 64) § (18G5 159)
Sinple Phase (%.254.000) 5 (688.9404 10)
Apr-2007 ¥] GO6849 8 -
May-2007 ~580.060 Ci6849 5 (39.724 2%
Jun-Z607 -61 L4030 00762 (46,5064 31)
Jul-2607 i} 007621 -
Aug-2007 -4 141400 067621 {315,585 61)
Sep-2007 -2.385.000 0.67621 {181,760 85)
{et-2007 <1.537.000 0 D6E4Y {1D5.269 13}
Nov-2007 0 G 96849 -
Dee-2007 0 G 96849 -
Jun-2008 0 006849 -
Feb-2G08 ) 06849 -
Mar-2008 ] 0 6840 .
Apr-2008 i 0 (6849 -
Three Phase (15.802.00¢ 3 {L.170.254 54)
Apr-2007 I D 0GR4G  § -
May-2007 A38.060 ¢ 06849 § {64,243 G2)
Jun-2607 -LO50.060 ¢ 07621 (80.020 50
Jul-2607 0 G74621 .
Agg-2007 -7.10%.400 047021 (541.776. 89
Bep-2007 -4,(:14.000 087631 (305.5006.94)
Oc1-2007 -1.691.4000 0 GOB4D {184,306 59)
Nov-2007 i 0.66R4Y -
Dec-2007 [ 0 046849 -
Jan~2008 0 G 06849 .
feh-2008 0 G 684G -
Mar-20068 0 06849 -
Apr-2008 i} 006849
Large Commereial Rate L.C {33, 206.000) s (0591372 § (905,914
Secondiry {29.622.000) varne 8§ (800.386 44)
Pritnary {2 104.000) [RE U {56.850.08)
Secondary Small Time of Day {1.278.0001 QU89 S (42,0313 42}
Prirnary Small Time of Day {202.000) QU289 S (6,643 78)
Large Commercial Rate LCTOD (6,484,000} 5 (175.45704) 8 {17545
Secondary (3.464.000) GO266 5 {53.735 84)
Primary (3.020.000) o206 % {81.721 20}
Industrinf Power Rate LP (5.858.000) s (138.07306) § (138.073)
Secondary {5,0:14.000) w1357 % (118.179 98}
Primary (Ba4.U00) 002357 % (1%.893 08)
Industrisl Power Rate LPTOD - 13 - $ B
Sccondary - HEIRE T Y -
Primary - Qe 8 -
Special Contracts {1.987 000y s {46.992 55) ¢ (46,993}
Fort Knox {1.987.000) Q02165 5 (46,992 55)
DuPont . 002379 8 -
Louisville Wister Company - 402364 § -
Street Lighting Energy Rate SLE - - -
Traffic Lighting Rae TLE . - v
Liphts Lights
Pubiic Street Lighting Rate PSL . . -
Qutdoor [ ighting Rate OL. . . .
Total {146.802.000) 5 {14.288.387 65) & (14.283.288)
Expenses (variable onfy) {246,807 000) 001955 8§ (4.825.076.85) § (41.825.07T)
ADJUSTMENT TO NET OPERATING INCOME BEFORE TAXES 3 {9.463.311)

Seelye Exhibit 19
Page 1 of ¢



Louisville Gas & Electric Company

Seascnal Electnic Temperature Normalization Based on Subset of Weather Vanables (HDDB5 & CDDEbB)

Index
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2008
2008
2007
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2007
2007
2007
2008
2008
2008
2008

Month

Company HDDG0
4 1GE
51GE
6 LGE
7 LGE
8 LGE
9 LGE

10 LGE
11 LGE
12 LGE

1 LGE
2LGE
3 LGE
4 LGE
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51.GE
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9 LGE
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HDD65

0

-274.73

o

Y

0
-384.622
5887.068
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0
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Total

Adjustment Class Descr

0 RS Sec
-11356.64 RS Sec
-11609.62 RS Sec

{ RS Sec
-78628.79 RS Sec

-45767.682 RS Sec

-26852.908 RS Sec

0 RS Sec
0 RS Sec
0 RS Sec
¢ RS Sec
0 RS Sec
0 RS Sec
0 CilGS Sec1ph

-579.994 C/l GS Sec 1 ph
-611.358 C/l GS Sec 1 ph

0 C/HGS Sectph

-4140.561 CA GS Sec 1 ph
-2384.849 C/l GS Sec 1 ph
-1537.318 CN GS Sec 1 ph

0 C/l GS Sec 1ph
6 CHGS Sec1ph
0 C/HGS Sec1ph
0 Cfl GS Sec 1 ph
0 C/1GS Sec 1ph
¢ C/ G5 Sectph
0 CHGS Sec3ph

-838.257 C/t G5 Sec 3 ph
-1049.664 C/l GS Sec 3 ph

0 CHGS Sec3ph

-7109.088 C/I GS Sec 3 ph
-4014.059 C/l GS Sec 3 ph
-2690.554 C/i GS Sec 3 ph

0 C/IGS Sec 3ph
0 C/1 GS Sec3ph
D CNGSSec3ph
0 C/ GS Sec 3 ph
0 CGS Sec 3ph
0 CHGS Sec3ph
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Louisville Gas & Electric Company

Seasonal Electric Temperature Normalization Based on Subset of Weather Variables (HDDGS & CDDE5)

Index
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2007
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2008
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2008

Manth Company HDDEO

4 LGE
5 LGE
6 LGE
7 LGE
8 LGE
9 LGE
10 LGE
11 LGE
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2 LGE
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5 LGE
6 LGE
7 LGE
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9 LGE
10 LGE
11 LGE
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1 LGE
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9 LGE
10 LGE
11 LGE
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1 LGE
2LCGE
3 LGE
4 LGE
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HDDGS
0
-5.2

CbDsb
0
-72.24
-75.68
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-512.56
-285.84
-293.888
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-12.188
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COOoOoOQO0
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Total
Adjustmeni Class Descr

0 CALCSTOD Sec

-77.44 CALC STOD Sec
-75.68 G/t LC STOD Sec

0 CNLC STOD Sec

-512.56 T/l 1.C STOD Sec
-303.12 C/I LG STOD Bec
-308.2 G/ LC STOD Sec

0 C/NLC STOD Sec
0 C/tLC STOD Sec
0 C/HLC STOD Sec
0 C/NLC STOD Sec
0 CHLC STOD Sec
0 CHLC STOD Sec
0 CHLC STOD Pn

-12.859 C/I LC STOD Pri
-12.188 C/1 LC STOD Pri

0 C/HLC STOD Pri

-82.546 C/I LC STOD Pn
-49.359 C/ LC STOD Pri
-48.056 CA LC STOD Pri

0 CALCSTOD P
0 CALC STOD P
0 CHLC STOD Pri
0 CALC STOD P
0 CNLC STOD P
0 G/ LC STOD Py
0 CHLC Sec

-1769.693 C/l LC Sec
-1812.866 C/l LC Sec

Q0 CHLC Sec

-12278.047 CI LC Sec
~7141.58 C/ LC Sec
-6619.348 CNMLC Ssc

0 CHLC Sec
0 CHLC Sec
0 CHLC Sec
0 CIHLC Sec
0 CHLC Sec
0 C/ILC Sec
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Louisville Gas & Electric Company

Seasonal Electnc Temperature Normalization Based on Subset of Weather Vanables (HDD85 & CDD85)

tndex

O W@ W wDemnwo

Year

2007
2007
2007
2007
2007
2007
2007
2007
2007
2008
2008
2008
2008
2007
2007
2007
2007
2007
2007
2007
2007
2007
2008
2008
2008
2008
2007
2007
2007
2007
2007
2007
2007
2007
2007
2008
2008
2008
2008

Month

Company HDDE0
4 LGE
5LGE
6 LGE
7 LGE
8 LGE
9 LGE

10 LGE
11 LGE
12 LGE

1 LGE
2LGE
3LGE
4 LGE
4 LGE
5 LGE
6 LGE
7 LGE
8 LGE
9 LGE

10 LGE
11 LGE
12 LGE

1 LGE
2 LGE
3 LGE
4 LGE
4 LGE
5 LGE
§ LGE
7 LGE
B LGE
9 LGE

10 LGE
11 LGE
12 LGE

1 LGE
2 LGE
3 LGE
4 LGE
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Open
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Totaj

Adjustment Class Descr

QCHLCPn
-140.004 C/HLC Pn
~133.518 CNLC Pni

CCHLC Pn
-804.281 CH LC Pri
-539.51% CALC Pri
-386.648 C/H LC Pri

0 CNLC P

0 CALCPn

0 CHLC Pn
Q C/ILC Pn
QCHLC Pri
Q0 CALC Pn
0 CHLC Sec TOD

-225.338 Ci LC Sec TOD
-220.726 C/I 1.C Sec TOD

0 CNLC Sec TOD

-1484.917 CH LC Sec TOD
-883.341 C/1 LC Sec TOD
-639.582 C/i LC Sec TCD

0 CilL.C Sec TOD
0 CALC Sec TOD
0 ClHLC Sec TOD
0 CHLC Sec TOD
Q0 CHLC Sec TOD
0 C/iLC Sec TOD
0 CALCPiTOD

-164.31 CA LC Pri TOD
-182.05 CA LC PriTOD

0 CHALC P TOD

-1232.975 C/ LC Pri TOD
-698.399 CH LC PriTOD
-742.05 CA LC PriTOD

0 CALCPriTOD
G CALCPATOD
O CALCPHiTOD
0 CILC PriTOD
0 CALCPriTOD
0 CHLC P TOD

Attachment to Response to PSC-3 Question No. 14(b)

Page 4 of 8
Seelye



Louisville Gas & Electric Company
Seasonal Electric Temperature Nomalization Based on Subset of Weather Vanables (HDD85 & CDDES5)

Total
index Year Maonth Company HDD60 HDDS5 CDD6S CDD70  MinTemp MaxTemp Open QOpen Adjustment Class Descr

12 2007 4 LGE 0 0 0 0 0 0 it 0 g Cfi LC Special
12 2007 5 LGE 0 7.59 -123.606 0 0 0 0 0  -116.016 C/ LC Special
12 2007 6 LGE 0 0 -129.492 0 0 0 0 0 -128.492 C/I LC Special
12 2007 7 LGE 0 0 0 0 0 a 0 a 0 C/ LC Special
12 2007 8 LGE 0 g -877.014 0 0 0 0 g -B77.014 C/t LC Special
12 2007 9 LGE 0 10.626 -506.196 0 0 0 0 0 -495.57 C/l LC Special
12 2007 10 LGE 0 -16.852 -351.944 0 0 0 0 0  -368.796 C/ILC Special
12 2007 11 LGE 0 0 0 0 g 0 0 0 0 C/t LC Special
12 2007 12 LGE 4] 0 it 0 o a ¢ 0 G C/lLC Special
12 2008 1 LGE 0 0 0 0 0 0 g 0 0 CALC Special
12 2008 2 LGE g g ) a g 8 & D 0 CA LC Special
12 2008 3 LGE 0 o 0 0 0 a 0 0 0 G/ LC Special
12 2008 4 LGE 0 G ] ¢ 0 o 0 0 0 CHLC Special
13 2007 4 LGE 0 g 0 0 0 0 o ¢ 0 C/ILP Sec

13 2007 5 LGE 0 2411 -281.064 0 0 0 0 0  -256.954 C/lLP Sec

13 2007 6 LGE 0 0 -294.448 0 0 0 0 0 -294.448 C/ LP Sec

13 2007 7 LGE 0 0 o 0 0 0 0 0 0 CitLP Sec

13 2007 8 LGE o 0 -1984.22 o ¢ 0 0 0 -1994.216 G/l LP Sec

13 2007 9 LGE 0 33.754 -1151.02 0 ¢ 0 0 0 -1117.27 Cil LP Sec

13 2007 10 LGE 0 6.896 -1358.33 0 0 0 o 0 -1351.334 C/ILP Sec

13 2007 11 LGE t] o o 0 4] 0 4 0 0 CHLP Sec

13 2007 12 LGE 0 0 0 0 0 0 0 0 0 CHLP Sec

13 2008 1 LGE 0 0 0 0 0 g 0 0 0 CHLP Sec

13 2008 2 LGE 0 0 0 0 Y 0 s 0 0 CALP Sec

13 2008 3 LGE 0 0 0 0 0 0 0 ] 0 C/ALP Sec

13 2008 4 LGE 0 ¢ 0 ¢ 0 g 0 0 G C/HLP Sec

14 2007 4 LGE 0 0 0 0 0 i 0 0 0 C/IHLP Prn

14 2007 5 LGE 0 4.43 45908 g 0 ¥ 0 a 41,476 CALP Pu

14 2007 6 LGE 0 0 -48.092 0 0 g 0 0 -48.082 CA LP Pre

14 2007 7 LGE 0 0 0 0 0 0 0 0 0 CHLP P

14 2007 8 LGE 0 0 -325.714 0 0 0 0 0 -325714 CHLPPn

14 2007 9 iGE ¢ 6202 -187.996 0 a 0 0 0 -i81.794 CHLPPn

14 2007 10 LGE G 8.888 -255.84 g 0 0 ] 0 -246.952 C/ LP Pri

14 2007 11 LGE 0 0 0 0 0 0 0 0 0 CALPPri

14 2007 12 LGE 4] 0 0 Q 0 0 ] 0 0 CNLPPn

14 2008 1 LGE 0 0 g 0 g g i) g o CALP Pri

14 2008 2 1GE 0 0 0 o g 0 0 0 0 CHLPPn

14 2008 3 LGE o 0 0 0 o o ] 0 0 CHEP P

14 2008 4 LGE g 0 0 0 0 0 0 0 0 CHLP P
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Louisville Gas & Electric Company
Mormais and Standard Deviations

Calendar
tookup index Month Varable Month
2008_1_1 1 1/1/2008 HDD80 1
2008 2 1 1 2/1/2008 HDDS0 2
2008 3.1 1 3M1/2008 HDDSO 3
2007_4_1 1 4/1/2007 HDBE&O 4
2007_5_1 1 572007 HDDSO 5
2007_6_1 1 6/1/2007 HDDS0O 6
2007_7_1 1 7/1/2007 HRDGO 7
2007_8_1 1 8M1/2007 HDD60 8
2007_9_1 1 8/1/2007 HDDSO g
2007_10_1 1 10/1/2007 HDD60 10
2007_11_1 1 11/1/2007 HDD&O 11
2007_12_1 1 12/1/2007 HDD&0 12
2008_4_1 1 4/1/2008 HDD80 4
2008 1 2 2 1A/2008 HODSS 1
2008 2 2 2 2/1/2008 HDD65 2
2008 3 2 2 312008 HDDB5 3
2007 4 2 2 4112007 HDDES 4
2007_5_2 2 5172007 HDDSS 5
2007_6_2 2 6M/2007 HDDSS g
2007 _7 2 2 7Hj2007 HDDSS 7
20078 2 2 8/1/2007 HDD6S 8
2007 8 2 2 9172007 HDDBS 9
2007_10 ¢ 2 16/1/2007 HDD8S 10
2007_11_¢ 2 11172007 HDDSS 11
2007 _12 ¢ 2 12M42007 HDDG6S 12
2008 4 2 2 4/1/2008 HDDBS 4
2008_1_3 3 1/1/2008 CDD65 1
2008_2 3 3 2M/2008 CDD65 2
20608 _3_3 3 3172008 CDODE5S 3
2007_4_3 3 4/1/2007 CHD8&S 4
2007 5 3 3 5BM1/2007 CDDES 5
2007 6 3 3 6/M/2007 CDD65 6
2007 7.3 3 7Hi2007 CDDGS 7
2007 8 3 3 8/1/2007 CDD65 8
2007 8.3 3 g//2007 CDD65 9
2007_10_2 3 10/1/2007 CDD&5 10
2007_11_2 3 117172007 CDDBS 11
2007_12_% 3 12/1/2007 CDDES 12
2008_4_3 3 4112008 CDD6S 4

Actual
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417
236

4

0

0

]

o
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348
557
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935
787
569
329

240

51
202
asz2
g7
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350
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28
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299
429
399
198

37

o

29

Normat +-
Stdev
786
646
417
222
5

0

0

4]

0
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348
857
144
935
787
569
329
32
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158
484
712
240

51
181
360
397
480
264

67

30

20-Year
Normnal
743
598
411
154

26

0

0

0

10

123
370
686
154
886
738
552

640
253

124

20-Year
Stdev
150
"7
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Louisville Gas & Electric Company
Nommnals and Standard Dewviations

Calendar
Month Vanabla
1/4/2008 CDD70
2/1/2008 CDO70
3/1/2008 CDD7YQ
4/1/2007 CDD70
5/1/2007 CDD70
6M/2007 CDD70
711/2007 CDD70
8/1i2007 CDD70
912007 COD7Q
10/1/2007 CDD7G
11/1/2007 CDD70
12/1/2007 CDD7Q
4/1/2008 CDD7Q
1/1/2008 MinTemp
21172008 MinTemp
3/1/2008 MinTemp
47112007 MinTemp
5/172007 MinTemp
6/1/2007 MinTemp
7112067 MinTemp
B/1/2007 MinTemp
9/1/2007 MinTemp
10/1/2007 MinTemp
111112007 MinTemp
12/1/2007 MinTemp
4/1/2008 MinTemp
11172008 MaxTemp
2/1/2008 MaxTemp
37112008 MaxTemp
4/1/2007 MaxTemp
5112007 MaxTemp
6/1/2007 MaxTemp
71112007 MaxTemp
B8/1/2007 MaxTemp
9/1/2007 MaxTemp
10/1/2007 MaxTemp
11/1/2007 MaxTemp
12/1/2007 MaxTemp
41172008 MaxTemp

Month

JIC T Gy JEETRNE Gy JECRIT G |
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Actual
g

0
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1

46

1147
1380
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1850
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1417
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2076
2640
2325
1740
1550
2050

Normal
g

0

0

7

47

167
276
249

98

11

0

4]

7

806
807.95
1147
1395
1745.3
1853
2154.5
2114.2
1806
1494.2
173
G630
1385
1298.9
1307.975
1760.8
2031
2368.4
2532
27342
27125
2424
2148.3
1713
1416.7
2031

Normal +/-
Stdev
¢

4]

4]

11

84
217
242
330
147

26

0

0

&

827
878
1147
1380
1847.6
2019
2108
2194.8
1881
1605.8
1170
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1417
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1305
1735
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24738
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2814.8
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1740
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96.1
96
155
87
158.1
127.135
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81
99.2
84
713
99.2
108
868
138
158.1
81
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Louisville Gas & Electric Company
Normals and Standard Deviations

Calendar

Maonth Variable

1/1/2608 Open
2{1/2008 Open
31172008 Cpen
4/1/2007 Qpen
51172007 Open
6/1/2007 Open
71172007 Open
B/1/2067 Open
9/1/2007 Open
10/1/2007 Open
14172007 Open
12/1/2007 Qpen
47172008 Open
1/1/2008 Open
211/2008 Open
3/1/2008 Open
4/1/2007 Open
51172007 Open
6/1/2007 Open
7/1/2007 Open
8/1/2007 Open
9/1/2007 Open
10/1/2007 Open
11/1/2007 Qpen
121172007 Open
47172008 QOpen
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LOUISVILLE GAS AND ELECTRIC COMPANY

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

Response to Third Data Request of Commission Staff
Dated September 24, 2008

Question No. 15

Responding Witness: Paul W. Thompson / Shannon L. Charnas

Q-15. Refer to LG&E's response to Item 63(a) of Staff's Second Request.

A-15.

a

For the 12-month periods ended April 30, 2004, 2005, and 2006, provide the
amount of expense recorded in Account 512, Maintenance of Boiler Plant.

For each of the 12-month periods ended April 30, 2004, 2005, 2006, and
2007, identify the generating units which had a scheduled maintenance outage
or major turbine overhaul similar to those that occurred during the test year at
Trimble County Unit 1 and Cane Run Unit 5.

For each of the calendar years 2009, 2010, and 2011, identify which LG&E
generating units are planned to have a scheduled maintenance outage or major
turbine overhaul similar to those that occurred during the test year at Trimble
County Unit 1 and Cane Run Unit 5.

Expense recorded in Account 512, Maintenance of Boiler Plant for the 12-
month periods ended April 30, 2004, 2005, and 2006 were:

2004 $24,678,867
2005 $26,333,419
2006 $25,219,875

The Trimble County 1 outage in the test year was an annual outage and the
Cane Run 5 outage in the test year was a major overhaul. The list below
contains all of the planned outages (major and annual) in the 12-month
periods requested.

May 1, 2003 ~ April 30, 2004: | Cane Run 4 Annual Outage
Cane Run 5** Pulverizer Mills
Cane Run 6 Annual Outage
Mill Creek 2* Major Overhaul
Mill Creek 2 Annual Outage
Mill Creek 3** Major Overhaul
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Thompson / Charnas

Mill Creek 4 Annual Qutage
Mill Creek 4 Chemical Cleaning
Trimble County 1* Major Overhaul
May 1, 2004 — April 30, 2005: | Cane Run 4 Major Overhaul
Cane Run 5* Pulverizer Milis
Cane Run § Annual Outage
Cane Run 6 Steam Turbine Bearings
Cane Run 6 Annual Outage

Mill Creek 1

Annual Qutage

Mill Creek 2** Annual Outage
Mill Creek 3* Major Overhaul
Mill Creek 4 Annual Outage
May 1, 2005 — April 30, 2006: | Cane Run 4 Annual Qutage
Cane Run 5 Annual Outage

Cane Run 6%*

Annual Outage

Mill Creek 1

Annual Outage

Mill Creek 2* Annual Outage
Mill Creek 3 Annual Qutage
Mill Creek 4 Major Overhaul

Trimble County 1

Annual Outage

May 1, 2006 — April 30, 2007: | Cane Run 4 Annual Outage
Cane Run 5 Annual Qutage
Cane Run 6* Annual Qutage

Mill Creek 1

Annual Qutage

Mill Creek 2

Annual Outage

Mill Creek 3

Annual Outage

Mill Creek 4

Annual Outage

* - continued from previous 12-month period
** . continues into next 12-month period

¢. The Trimble County 1 outage in the test year was an annual outage and the
Cane Run 5 outage in the test year was a major overhaul. The list below
contains all of the planned outages (major and annual) in the years requested.

January 1, 2009 — December 31, 2009: | Cane Run 4 Annual Qutage
Cane Run 5 Annual Qutage
Cane Run 6 Major Overhaul
Mill Creek 1 Annual Outage
Mill Creek 2 Annual Outage
Mill Creek 3 Annual Outage
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Mill Creek 4

Annual Qulage

Trimble County 1 | Major Qverhaul
January 1, 2010 — December 31, 2010: | Cane Run 4 Annual Outage
Cane Run 5 Annual Qutage
Cane Run 6 Annual Outage
Mill Creek 1 Major Overhaul
Mill Creek 2 Annual Outage
Mill Creek 3 Annual Outage
Mill Creek 4 Annual Qutage
Trimble County 2 | Annual Outage
January 1, 2011 — December 31, 2011: | Cane Run 4 Major Overhaul
Cane Run 5 Annual Qutage
Cane Run 6 Annual Qutage
Mill Creek 1 Annual Outage
Mill Creek 2 Major Overhaul
Mill Creek 3 Major Overhaul
Mill Creek 4 Annual Qutage
Trimble County 1 | Annual Outage
Trimble County 2 | Annual Outage







LOUISVILLE GAS AND ELECTRIC COMPANY

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

Response to Third Data Request of Commission Staff
Dated September 24, 2008

Question No. 16
Responding Witness: Paul W, Thompson

QQ-16. Refer to LG&E's response to Item 63(b) of Staff's Second Request. Clarify the
meaning of Trimble County Unit I's "combustion turbine" outage work.

A-16. The response to Item 63(b) provided in Staff’s Second Request was incorrect.
The correct explanation for the increase was outage work performed on Brown
Station Combustion Turbine Unit Number 6 during the fall of 2007.






Q-17.

A-17.

LOUISVILLE GAS AND ELECTRIC COMPANY

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

Respounse to Third Data Request of Commission Staff
Dated September 24, 2008

Question No, 17
Responding Witness: Chris Hermann

Refer to LG&E's responses to Item 64(a) of Staff's Second Request and Item 78
of the Attorney General's August 28, 2008 data request. Explain what is meant by
"regulatory work in the areas of pipeline integrity and corrosion."

As a result of the Pipeline Safety Improvement Act of 2002, the Department of
Transportation issued new regulations requiring operators of natural gas
transmission pipelines to implement pipeline integrity management programs.
The regulations required operators to have a written plan in place by December
17, 2004, and required operators to complete an initial baseline integrity
assessment of covered transmission lines by December 2012, Recurring integrity
assessments are required afier 2012 on an ongoing basis. LG&E has increased
staffing and field activities to meet these new regulatory requirements.

LG&E has also increased staffing and field activities focused on preventing
corrosion on the gas transmission and distribution systems. This has included
staff focused on analyzing corrosion related data on our system, developing
related operating standards, and managing field activities. Increased volumes of
anode installations and other corrosion prevention activities have been completed
in the field to prevent corrosion of gas facilities. Such work will be ongoing,






LOUISVILLE GAS AND ELECTRIC COMPANY

CASE NO. 2008-00252
CASE NO. 2067-00564

Response to Third Data Request of Commission Staff
Dated September 24, 2008

Question No. I8

Responding Witness: Chris Hermann

Q-18. Refer to LG&E's response to ltem 64(c) of Staff's Second Request.

a.

A-18. a.

Explain why the inspections of mains required by the Metropolitan Sewer
District ("MSD") differed between the 12 months immediately preceding the
test year and the test year.

Explain whether MSD requires a consistent number of inspections of mains
by LG&E on a yearly basis and provide the number of inspections, number of
mains inspected, and feet of mains inspected that MSD required of LG&E
annually for the years 2003 through 2007.

During 2006, MSD made LG&E aware that, as a result of certain of LG&E’s
gas main replacement activities, LG&E’s gas facilities had become invasive
of certain MSD facilities. In order to determine the scope of this problem,
LG&E began, on its own initiative, a proactive inspection process to resolve
and correct all such potential facility invasions to ensure the safe operation of
the gas system. The inspection plan was developed in 2006 with mspections
taking place in 2007 and 2008. The previous response by LG&E was
incorrect in that MSD did not require these facility inspections by LG&E.

MSD does not require facility inspections by LG&E. As explained above,
these inspections were a corrective initiative by LG&E.
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LOUISVILLE GAS AND ELECTRIC COMPANY

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

Response to Third Data Request of Commission Staff
Dated September 24, 2008

Question No. 19

Responding Witness: Shannon L. Charnas / William Steven Seelye

Q-19. Refer to LG&E's responses to Items 72 and 83 of Staff's Second Data Request. In
the first response, LG&E states that it did not accrue any "unbilled expenses”
concurrently with the recording of unbilled revenue. In the second response,
LG&E states that accrued expenses were not removed because there were no
accrued expenses associated with the accrued revenues listed.

a.

A-19. a.

Explain how recording unbilled revenue without associated expenses satisfies
the "matching principle" as dictated by generally accepted accounting
principles.

. LG&E has proposed adjustments for unbilled revenues (Rives Reference

Schedule 1.0) and accrued revenues (Rives Reference Schedule 1.09). Explain
the distinction between unbilled revenues and accrued revenues and state
whether accrued revenues are also unbilled.

The Company follows the matching principle for accounting purposes, as
dictated by GAAP, by recording unbilled revenues and accrued expenses to
match revenues eamned in the month with actual expenses incurred in the same
month.

For ratemaking purposes, the Company develops normalized test year
operating results using expenses, revenues and billing determinants that are
representative of operations on a going forward basis. Because the revenues,
expenses and billing determinants have been fully normalized in this
proceeding all three have been fully synchronized.

The Company has historically removed unbilled revenues in the calculation of
rates as approved in KU’s last base rate case, Case No. 2003-00434, and
LG&E’s last base rate case, Case No. 2003-00433, as well as LG&E’s Case
No. 2000-080 and Case No. 90-158. Accrued expenses were not removed in
any of these cases.
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In its Order in Case No. 2003-00433, the Commission recognized that “the
revenues eliminated by LG&E's adjustment included the recovery of
environmental surcharge, fuel clause and demand-side management costs that
are removed from test-year operating results through various other
adjustments”. In that case, as in this one, the Company proposed adjustments
for those and other factors that impact the calculation of unbilled revenues,
such as changes in the number of customers, to properly normalize for those
factors. In its Order, the Commission indicated that any mismatch “is
adequately mitigated by the various normalization adjustments included in its
rate application”. Since the Company made similar adjustments in this case
and such adjustments were agreed to by the Commission in the last case, the
Company did not propose to remove “unbilled expenses” from test year
operations following the removal of the unbilled revenues.

The Company’s revenue 15 categorized based on the balance sheet
classification of the revenue transaction. Billed revenue represents
transactions billed through the Company’s CIS and is posted as a receivable to
FERC Account 142. Unbilled revenue represents the dollar amount of the
energy delivered, but not yet billed during a given month as a result of the
timing of the cycle billings, and is posted as a receivable to FERC Account
173. The Company defines accrued revenues as accruals to eliminate the
regulatory lag and over or under recovery of the various regulatory
mechanisms (FAC, ECR, etc). These accrued revenues are recorded as
miscellaneous deferred debits in FERC Account 186. Based on the
Company’s classification, unbilled revenues are separaie and distinct from
accrued revenues.






L.OUISVILLE GAS AND ELECTRIC COMPANY

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

Response to Third Data Request of Commission Staff
Dated September 24, 2008

Question No. 20

Responding Witness: John J. Spanos

(Q-20. Refer to LG&E's response to Item 74(d) of Staff's Second Request.

a.

A-20. a.

The order of the Pennsylvania Public Utility Commission does not identify
that the equal life group ("ELG") method was proposed. Provide the relevant
section of the testimony of John Spanos in the Pennsylvania case which
reflects that the depreciation proposal of the utility was based on the ELG
method.

In the order of the Indiana Commission, identify whether there is any support
for the decision to adopt ELG other than the first full paragraph on page 55 of
the order which states that the Commission had "on numerous occasions
accepted the use of the ELG methodology.”

The order of the Pennsylvania Public Utility Commission did not specifically
identify the utilization of the ELG procedure because this procedure is utilized
by almost all studies proposed in the state. Nonetheless, the attached section
of Mr. Spanos’ testimony sets forth his proposal of the ELG procedure.

There is support for the decision. The order of the Indiana Commission
accepts Mr. Spanos’ proposal of depreciation rates which were developed
using the ELG procedure. Attached is the section of Mr. Spanos’ testimony
which sets forth his proposal of the EL.G procedure.
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Exhibit No. 6-A, Part i, titled "Depreciation Study - Calculated Annual
Depreciation Accruals Related to Utility Plant in Service at June 30, 2004"
includes the results of the depreciation study as related to the estimated original
cost at June 30, 2004. The report also includes explanatory text, statistics
related to the estimation of service life, and the detailed depreciation
calculations.

What was the purpose of your depreciation study?

The purpose of the depreciation study was to estimate the annual depreciation
accruals related to utility plant in service for ratemaking purposes and, using
Commission-approved procedures, to estimate the Company’s book reserve at
June 30, 2004.

Is the Company's claim for annual depreciation in the current proceeding based
on the same methods of depreciation as were used in its most recent water rate
proceeding in Docket No. R-000167507

Yes, it is. For most plant accounts, the current claim for annual depreciation is
based on the straight line remaining life method of depreciation, which has been
used for over fifteen years. For Accounts 340, 341.2, 342, 343, 346 and 347,
the claim is based on the straight line remaining life method of amortization.
The annual amortization is based on amortization accounting which distributes
the unrecovered cost of fixed capital assets over the remaining amortization
period selected for each account

What group procedure is being used in this proceeding for depreciable

accounts?
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The equal life group procedure is used in the current proceeding for all
depreciable accounts and installation years. The equal life group procedure
also was used in this same manner in the Company's last rate proceeding.

Is the Company's claim for accrued depreciation in the current proceeding
made on the same basis as has been used for over seventeen years?

Yes. The current claim for accrued depreciation is the book reserve brought
forward from the book reserves approved by the Commission at Docket No. R-
850174.

How was the book reserve used in the calculation of annual depreciation?

The book reserve by account was allocated to vintages to determine original
cost less accrued depreciation by vintage. The total annual accrual is the sum
of the results of dividing the original costs less accrued depreciation by the
vintage compaosite remaining lives.

How was the book reserve at June 30, 2004 estimated?

The book reserve at June 30, 2004, by account, was projected by adding
estimated accruals, salvage and the amortization of net salvage, and
subtracting estimated retirements and cost of removal from the book reserve at
June 30, 2003. Annual accruals were estimated using the annual accruals
calculated as of June 30, 2003. For most accounts, salvage and cost of
removal were estimated by (1) expressing actual salvage and cost of removal
as a percent of retirements by account, for the most recent five-year period, and
(2) applying those percents to the projected retirements by account. For mains

and services, the historical percents derived in the manner described above
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PETITIONER'S EXHIBIT T (JJS)

TESTIMONY OF JOHN J. SPANOS
VICE PRESIDENT OF GANNETT FLEMING
ON BEHALF OF
PSI ENERGY, INC.
CAUSE NO. 42359 BEFORE THE
INDIANA UTILITY REGULATORY COMMISSION

PLEASE STATE YOUR NAME AND ADDRESS.

My name is John J. Spanos. My business address is 207 Senate Avenue, Camp
Hill, Pennsylvania, 17011.

ARE YOU ASSOCIATED WITH ANY FIRM?

Yes. Iam associated with the firm of Gannett Fleming, Inc.

HOW LLONG HAVE YOU BEEN ASSOCIATED WITH GANNETT
FLEMING, INC.?

I have been associated with the firm since college graduation in June, 1986.
WHAT IS YOUR POSITION WITH THE FIRM?

I am Vice President of its Valuation and Rate Division.

WHAT IS YOUR EDUCATIONAL BACKGROUND?

I have Bachelor of Science degrees in Industrial Management and Mathematics
from Carnegie-Mellon University and a Master of Business Administration from
York College.

DO YOU BELONG TO ANY PROFESSIONAL SOCIETIES?

Yes. I am a member of the Society of Depreciation Professionals and the
American Gas Association/Edison Electric Institute Industry Accounting

Commitiee.

JOHN J. SPANOS
.1-
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I estimated the net salvage percentages by incorporating the historical data for the
period 1989 through 2001 and considered estimates for other electric companies.

I also used the Demolition Cost Estimates prepared by Sargent & Lundy,
Petitioner’s Exhibit U-1 (AWW-1) through Petitioner’s Exhibit U-6 (AWW-6) for
steam production accounts.

PLEASE DESCRIBE THE SECOND PHASE OF THE PROCESS THAT
YOU USED IN THE DEPRECIATION STUDY IN WHICH YOU
CALCULATED COMPOSITE REMAINING LIVES AND ANNUAL
DEPRECIATION ACCRUAL RATES.

After I estimated the service life and net salvage characteristics for each
depreciable property group, I calculated the annual depreciation accrual rates for
each group based on the straight line remaining life method, using remaining lives
weighted consistent with the equal life group procedure. The calculation of
annual depreciation accrual rates were developed as of September 30, 2002.
PLEASE DESCRIBE THE STRAIGHT LINE REMAINING LIFE
METHOD OF DEPRECIATION.

The straight line remaining life method of depreciation allocates the original cost
of the property, less accurnulated depreciation, less future net salvage, in equal
amounts to each year of remaining service life.

PLEASE DESCRIBE THE EQUAL LIFE GROUP PROCEDURE FOR
CALCULATING REMAINING LIFE ACCRUAL RATES.

In the equal life group procedure, the property group is subdivided according to

service life. That is, each equal life group includes that portion of the property which

JOHN J. SPANOS
-11-
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experiences the life of that specific group. The relative size of each equal life group
is determined from the property’s life dispersion curve. This procedure eliminates
the need to base depreciation on average lives, inasmuch as each group is equivalent
to a unit having a single life. The full costs of short-lived units are accrued during
their lives, leaving no deferral of accruals required to be added to the annual costs
associated with long-lived units. The calculated depreciation for the property group
is the summation of the calculated depreciation based on the service life of each
equal life group.

The equal life group procedure allocates the capital cost of a group property to
annual expense in accordance with the consumption of the service value of the group.
The more timely return of plant investment accomplished by fully accruing each
itemn’s cost during its service life not only reduces the risk of incomplete capital
recovery, but also results in less investment-related cost over the life span of a
depreciable group. Under the equal life group procedure, the future book accruals
(original cost less book reserve) for each vintage are divided by the composite
remaining life for the surviving original cost of that vintage. The vintage composite
remaining life is derived by summing the original cost less the calculated reserve for
each equal life group and dividing by the sum of the whole life annual accruals.
PLEASE DESCRIBE AMORTIZATION ACCOUNTING.
Amortization accounting is used for accounts with a large number of units, but
small asset values. In amortization accounting, units of property are capitalized in
the same manner as they are in depreciation accounting. However, depreciation

accounting is difficult for these assets because periodic inventories are required to

JOHN ). SPANOS
-12-

Spanos
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LOUISVILLE GAS AND ELECTRIC COMPANY

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

Response to Third Data Request of Commission Staff
Dated September 24, 2008

Question No. 21
Responding Witness: Shannon L. Charnas
(Q-21. Refer to LG&E's response to Item 75 of Staff's Second Request.

a. Pages 2-10 of the attachment include a comparison of depreciation under
"Current rates ASL" and "2006 New ELG" rates. The Direct Testimony of
Shannon L. Chamas in Case No. 2007-00564 indicates that John Spanos
"studied the Average Service Life ("ASL") and Equal Life Group ("ELG")
methodologies for determining depreciation rates . . . " Clarify that the
"Current rates ASL" shown in the attachment are not rates developed by Mr.
Spanos in conjunction with his 2006 depreciation study, which LG&E
submitted in Case No. 2007-00564.

b. If the response to (a) above indicates that the "Current rates ASL" were not
developed by Mr. Spanos in conjunction with Case No. 2007-00564, provide,
in the format used on pages 2-10 of the attachment, a comparison of
depreciation under the ASL rates developed by Mr. Spanos in conjunction
with his 2006 depreciation study and the ELG rates he has recommended for
LG&E.

c. Describe all favorable and unfavorable consequences to LG&E if the
Commission were to require reclassification of LG&E's asset removal costs
from accumulated depreciation to a regulatory liability account for regulatory
reporting purposes.

A-21. a "Current rates ASL" shown in the attachment are the rates approved by the
Commission in Case No. 2001-00141.

b. See attached.

c. If the Commission were to require the reclassification of LG&E’s costs of
removal from accumulated depreciation to a regulatory liability account for
regulatory reporting purposes, a favorable consequence would be that it would
create consistency between GAAP reporting and regulatory reporting. An
unfavorable consequence would be the inconsistency that would be created
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with prior years’ regulatory reporting. There should be no impact on the
ratemaking treatment of the costs of removal, regardless of where they are
recorded, since a basic concept behind including cost of removal as a
component of deprecation rates 1s to prevent generational inequities. No other
consequences have been identified by LG&E.



ELECTRIC PLANT
Intangible Plant

Steam Production Plant

31020

Land

311 00 Structures and Improvements

e

011Z Cane Run Unit 1

0121 Cane Run Unit 2

4133 Cane Run Unit 3

0141 Cane Rup Unit 4

4142 Cane Run Unit 4 Scrubber

0151 Cane Run Unit 5

0152 Cane Run Unit 5 Scrubber

0161 Canc Run Unit 6

0162 Canc Run Unit 6 Scrubber

0211 Mill Creek Unit |

0212 Mill Creek Unit 1 Scrubber
04221 Milt Creek Unit 2

0222 Mill Creek Unit 2 Scrubber
0231 MiH Creck Unit 3

0232 Mill Creel Unit 3 Serubber

0241 Mill Creek Unit 4

0242 Mill Creek Unit 4 Scrubber
(311 Trimble County Unit 1

0312 TC Unit § Cooling Tower FHFU 105
0312 Trimble County Unit 1 Scrubber

Capital Leased Property
0161 Cane Run Unit 6
0241 Mifl Creek Unit 4

31200 Beiler Plant Equipment

0:03 Cane Run ELocomptive
0§04 Cane Run Rail Cars

0112 Canc Run Unit 1

0§21 Canc Run Unit 2

0131 Cane Run Unit 3

0141 Cane Run Unit4

0142 Cane Run Unit 4 Scrubbey
015} Cane Rug: Unit 5

0152 Cane Run Unit § Scrubber
0161 Cane Run Unit 6

0162 Cane Run Unit 6 Scrubber
0203 Mil} Creck Locomotive
0204 Mill Creek Rail Cars

92131 Mill Creek Unit 1

0212 Mill Creek Unit 1 Scrubber
0221 Mill Creek Unit 2

0222 Ml Creek Unit 2 Scrubber
0231 Mill Creek Unit 3

$232 Mill Creel Unit 3 Scrubber
0241 Mill Creek Unit 4

0242 Mill Creek Unit 4 Scrubber
0311 Trimble County Unit i
0312 TC Unit | Cooling Tower PHFU 105
0312 Trimble County Unit 1 Scrubber
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Louisville Gas and Eicctric Company
Annualized Deprecintion
Depreciation adjustrent under 2006 ASL. rates vs. proposed 2006 ELG rates
DEPRECIABLE 2006 Depreciation 2006 Depreciation
PLANT ASL Under ELG Under
4730108 Rates 2006 ASL Rates Rates 2006 ELG Rates
2340 000% - 060% -
6.302,956 000% - 0 868% -
4.233.982 080% - 008% -
2102942 0 00% - 000% -
3,532,141 060% - 0 06% -
3.8i%.018 114% 43.537 126% 48.120
760.360 0 95% 7223 1H% 8.440
6,165,918 192% 118,386 2 00% 123.318
1.696,435 | 56% 26.464 | 66% 28.161
19,461,771 213% 414,536 222% 432,051
1.894,85% 204% 38.655 21¥% 48,360
19,174,039 1 64% 314,465 1 71% 327.825
1,716,996 1 65% 28,330 1 74% 24876
10.816.688 1 42% 153.597 1 50% 162,250
1.393.404 1 81% 25,221 I §9% 26.335
24.858.259 1 5H4% 175,254 1 58% 392,650
362.867 1 47% 5334 1 53% 5.552
60488020 1 85% 1,119,028 I 92% 1.161.370
5,330,552 I 76% 93,818 I 82% 97.016
160,530.135 2 08% 3.33%.027 215% 3.451.398
117,401 1 08% 2.446 215% 2528
a11.309 228% 11,658 2 354% 12,016
128.957.286 6116919 6.349.266
1,236,508 213% 36,338 222% 27450
1,640,450 i85% 30,348 192% 31,497
2,876,958 56.686 58.947
51.549 267% 1.376 4 79% 2,469
1,501,773 3 14% 47.156 359% 53.914
1,053,743 000% - 080% -
132,837 000% - 0 80% -
711,483 000% - 000% -
36.339.036 5 8844 1,783,935 6 66% 2,020,580
17.076,550 493% 841,876 5 14% 980196
36,914,060 611% 2,255,445 6 71% 2476929
28,412,993 407% 1,156,409 4 62% 1,312,680
48.163,545 519% 2,499,688 5 78% 2.783.853
32.098.66% 4 46% 1.431.60% 491% 1.595.304
613.424 290% 17.789 4 04% 24,782
3.593.112 313% 112464 358% 128.633
49.106.781 424% 2.082.128 4 72% 2,317.840
42,565,898 4 50% £.915,645 4 96% 2,111,467
47.542.433 4 70% 2,234,494 522% 2481715
34.482.173 4 28% 1.475.837 471% 1,624.110
140,162,816 38M% 5424304 448% 6,279,294
63.198.506 385% 2,433,142 4 38% 2,768,095
237.317.538 385% 9.136.725 4 45% 10.560.630
184,320,483 IN% 4,241.290 4 1% 4,732,868
247714970 362% 8.967.282 4 04% 10,007,685
i5.510 362% 561 4 04% 627
64,095,503 362% 2,320,257 4 10% 2,627,916
1,241, 189365 50.379.403 56,891.588
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Louisvilie Gas and Electric Company
Annunlized Beprecintion
Pepreciation ndjustment under 2006 ASE. rates vs. proposed 2006 ELG rates
DEPRECIABLE 2006 Depreciation 2406 Depreciation
PLANT ASL tinder FLG Under
4/30/08 Rates 2006 ASL Rates Rates 2006 ELG Rates
Jurbogenerator Units
0112 Cane Run Unit ) 106.009 0 60% - o 00% -
G121 Cane Run Unit 2 15999 0 66% - O 00% -
0131 Cane Run Unit 3 SBl.378 0 06% - 0 00% -
0141 Cane Run Usit 4 $.122.982 3 0%% 281.900 340% 30181
0151 Cane Run Enit § 1.375.366 2 22% 163.733 242% 178.484
0161 Cane Run Unit & 15.385.10% 329% 506,174 347% 3338064
6211 Mill Creek Unit | i4.510.858 2 15% 311.483 230% 333,750
0221 Ml Creek Unit 2 16,626.880 2 46% 409,621 262% 435.624
0231 Miifl Creck Unit 3 27,124,236 2% 583,111 218% 618,433
0245 Mill Creek Unit 4 42.098.157 229% 964 048 245% 1.031.405
6312 TC Unit 1 Cooling Tower PHFU 105 21.816,938 248% 541,060 268% 584,694
0311 Trimble Couniy Unit | 59,415,212} 2 48% 1.473.497 T 68% 1,592,328
214.182,953 5,234.585 3.618.763
Accessory Electric Equipment
0112 Cane Ron Unit 1 1,891,013 000% - 0 00% .
0121 Cane Run Unit 2 1.277.223 000% - 000% -
0131 Cane Rur Unit 3 767.324 0 00% - 0 00% -
0141 Cane Run Unit 4 5.532.270 318% 175,926 3 40% 188.097
0142 Cane Rur Unit 4 Scrubber 987.94% 082% 8.101 112% 11.065
0151 Cane Run Unit 5 6,892,343 T97% 04,703 3 12% 215,041
0152 Cane Run Unit 5 Scrubber 2,231,029 P 49% 33,093 167% 37.691
0161 Cane Rur Unit 6 8.518.498 X 80% 238518 293% 249.592
01462 Cane Run Unit 6 Scrubber 2,124,667 [ 44% 30,5935 161% 34,207
0211 Mili Creek Unit 1 14,425,286 175% 396.695 2 84% 409.678
0212 Mill Creek Pnit 1 Scrubber 5.541.695 1 67% 92,546 1 80% 99.751
0221 Mili Creek Unit 2 6.428,715 103% §30,503 213% 136,832
0222 Mill Creek Unit 2 Scrubber 4,505,053  65% 76,135 1 83% 82442
0231 Ml Creek tnit 3 13.487.584 t 58% 2§3,104 1 64% 221196
0232 Mill Creel Unit 3 Scrubber 2,531,773 t 56% 39.496 162% #1615
0241 Mill Creek Unit 4 20.753.835 P 75% 363,194 185% 383948
0242 Mill Creek Unit 4 Scrusbber 5.864.979 171% 100,291 181% 106.156
031 Frimbie County Unit 1 56,226,923 213% 1,197,633 228% 1281874
0312 TC Unit | Cacling Tower PHFU 105 63422 213% £351 228% 1,446
0312 Trimble County Unit I Scrubber 2,136.920 212% 58,023 228% 62,402
162 718,602 3,359,908 3,562,033
Miscelfancous Plant Equipment
0112 Cane Run Unit 38.746 D 00% - 080% -
0131 Cane Run Unit 3 11664 0.00% - 080% “
0141 Cane Run Unit 4 11.143 6 30% 4.482 6 50% 4.624
0142 Cane Run Unit 4 Scrubber 6.464 283% 183 3 16% 204
0151 Cane Run Unit 5 80,860 540% 4.367 5353% 4.472
0152 Cane Run Unit 5 Scrubber 47,299 2 85% 1,348 312% 1.476
0161 Canc Run Unit 6 2.153.924 4 32% 118970 451% 124.262
0162 Canc Run Unit 6 Scrubber 31.569 275% BGE 2 58% 941
0211 Mill Creek Unit | 646.199 3.22% 22418 33t 23,462
0221 Mill Creck Unit 2 115,871 2 H% 3.360 3 16% 3.592
0231 Mill Creck Unit 3 318,625 259% 8252 2 75% 8.850
0241 Mill Creck Unit 4 5,363,692 3 04% 163968 328% 176,913
£242 Mill Creck Unit 4 Scrubber 53.0067 2 83% 1,500 3 02% 1.661
0351 Trimble Ceunty Unit | 2,713,060 289% 78407 3 16% 85,733
12.332.430 408.123 436,109
Asset Retirement Oblipations - Steam ™ 5,607,179
Tatal Steam 1,974,317 463 65,555,625 72,916,706




Hydraulic Production Plant - Project 289

Hydraulic Production Plant - Other Than Project 289
0450 - Ohie Falls Other Than Project 289

0451 - Ohio Fatls Project 289
330 26 Land

331 00 Structures and Improvements

332 00 Reservoirs, Dams & Waterways

333 00 Water Wheels. Turbines and Generatoss
334 00 Accessory Electric Equipment

3356G Mise Power Plant Equipment

336 00 Roads, Railroads and Bridges

33620 Loand

331 00 Structures and Imprevements
335 00 Misc Power Plant Equipment
336 08 Roads, Raitroads and Bridges
337 00 Aset Retirement Obligations -~ Hydro *

Total Hydraulic Plant

Other Production Plant

340 20

Land

341 080 Suucieres and Improvements

34200

0171 Cane Run GT 11

0410 Zom and River Road Gas Turbine

0431 Paddys Rus Generator 12
0432 Paddys Run Generator 13
045% Brown CT 5

0460 Brown CT 6

0461 Brown CT 7

0470 Trimble County CT 5
0471 Trimble Coupty CT 6
0474 Trimble County CT 7
0475 Trimble County CT 8
0476 Trimble County CT %
0477 Trimbie County CT 10

Fuel Holders, Producers and Accessories

171 Cane Run GT 11

0410 Zor and River Road Gas Tusbine

0430 Paddys Run Generator 11
0431 Paddys Run Generator 12
0432 Paddys Run Generator 13
0459 Brown CT 5

0460 Brown CT 6

0461 Brown CT 7

0470 Trimble County CT §
0471 Trimble County CT 6

0473 Trimbie County CT Pipeline

0474 Trimble County CT 7
0475 Frim¥le County CT B
0476 Trimble County CT 9
0477 Trimble County CT 10
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Louisville Gas and Electric Campany
Annunlized Depreciation
Depreciation adjustment under 2006 ASI. rates vs. proposed 2006 ELG rates
BEPRECIABLE 2006 Bepreciation W6 Depreciation
PLANT ASL Uader ELG Under
4/30/08 Rates 2006 ASL Rates Rates 2686 ELG Rates
& 0 00% - 000% "
4,550,757 0 08% 3.641 0 08% j.641
9,352,023 3 3% 308.617 3 30% 368,617
10.895,237 025% 27238 025% 21,238
4,581,251 294% 134,689 2 95% £35.147
224,50 229 5143 231% 5.186
28,757 000% - 0 00% -
20,632,574 479.315 479828
1 0 06% B ¢00% -
65.796 0 33% 349 0 55% 362
718314 1 61% 126 i 68% 131
1.134 0 0DY% - 0 00%% .
31,163
165907 475 493
29,738,482 479,800 480,322
49,259 0 00% - 0 00% -
48.932 134% 924 233% 1.606
8.241 061% 50 159% 131
42,865 G 60% 257 1 58% 677
2,158.698 305% 45,840 3 5% 67.999
838,539 3 05% 26,185 3i5% 27.044
105,978 3171% 3359 329% 3.487
§44.356 3112% 4.504 323% 4,663
1.555.655 3 6% 49,158 3N 50.870
1.467.924 3 14% 46,093 3235% 47,708
2.083.698 3 4% 3,596 345% 71,888
2.075,527 3348, 69.323 345% 71.606
2,137,402 334% 71.389 3 45% 73.740
2.132.790 334% 71,235 345% 73,581
14.840.604 477,514 494,999
118.874 385% 4.577 4 89% 5.813
12.802 0 59% 6 | 69%% 216
9,238 0 58% 54 169% 156
§2,197 0 85% Ho4 1 %6%% 239
2.255,3318 17 308% 69,464 J2t% 72.396
822.581 307% 25,253 320% 26,323
363,762 299% i0.876 3I1% 11,313
102,065 299% 3,052 IN% 3,174
97,997 317% 3,307 3129% 3.224
97.862 3i17% 3.102 33%% 3220
1.998,39% 319% 63,749 3% 66.347
338423 336% 11371 350% 11.845
337.096 136% 11.326 3 50% 11798
L YREY 3 36% HELL 350% 12,150
361,860 3 36% i2.158 350% 12,665
7.275.631 229533 240,879



34300

344 00

34500

346.00

Prime Movers

0432 Paddys Run Generator 13
4459 Brown CT 5

0460 Brown C¥ 6

0461 Brown CT 7

0470 Trimble County CT 5
0471 Trimbie County CT 6
0474 Trimble County CT 7
0475 Trimbie County CT 8
0476 Fomble County CT 9
0477 Frimble County C7T 10

Generslors

017} Cane Run GT 1%

0410 Zom and River Road Gas Turbine
(430 Paddys Run Generater 11
0431 Paddys Run Generator §2
0432 Paddys Run Generator 13
0459 Brown CT §

0460 Brown CT 6

0461 Brown CT 7

0470 Trimble County CT 5
0471 Trimble County CT 6
0474 Trimble County CT 7
3475 Trimble County CT 8
0476 Trimble County CT 9
0477 Trimble Coungy CT 10

Accessory Electric Equipment
0171 Cane Run GT 11

0410 Zorn and River Road Gas Turbine
0438 Paddys Run Generator 1§
8431 Paddys Run Geaerator 12
0432 Paddys Run Generator 13
0459 Brown CT 5

0460 Brown CT &

0461 Brown CT 7

0478 Trimble County CT 5
047 Trimble County CT 6
0474 {rimble Courty CT 7
0475 Trimble County CT 8
0476 Trimble County CT ¢
0477 Trimble Coumy CT 10

Misceliancous Plant Equipment
0410 Zom and River Road Gas Turbine
0430 Paddys Run Generator 11
043] Paddys Run Generator 12
0432 Paddys Run Generator 13
0459 Brown CT 5§
0460 Brown CT 6
0461 Brown CT 7
0476 Trimble County CT 5
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Louisville Gas and Electric Company
Annualized Depreciation
Depreciation adjustment usder 2006 ASL rates vs. praposed 2006 ELG rates
DBEPRECIABLE 2006 Depreciation 2006 Depreciation
PLANT ASL Under ELG Under
430/08 Rates 1006 ASL Rates Rates 2006 ELG Rates
19.711.932 3 84% 756,938 4 60%% 906,749
14.329.963 3 84% 550.27% 4 61% 660.6)1
19.135.984 3 85% 736,735 4 68% 895.564
19.416.144 381% 739.755 4 60% 893,143
12.535,260 3 88% 486.368 467% 585,397
12.417 084 3 88% 481,806 467% 579,906
13.328.878 399% 531.822 4 88% G50.449
13.203.913 3I59% 526.836 4 B8% 644 351
13,094,542 3 99% 532,472 4 88% 639,014
13,060,778 39%% 521,125 4 88% 637,366
150.235.077 5.854,129 7,692.549
2492495 573% 142.820 573% 142 820
1.B27.58] 2 W% 40345 2 7% 49.345
1523516 2 74% 41,733 274% 4§.733
2.991.746 263% 78,683 2 63% 78.683
5,859,858 300% 175,796 3 00% 175.196
3.219.205 3 .00% 96.576 300% 40,576
2487995 291% 70.364 293%% 10.847
2.423,079 291% 70,453 293% 13,938
1,539,295 3 09% 47.564 309% 47.564
1.537.168 309% 47.498 309% 47,4598
1.726.824 328% 56,640 3 2%% 56,813
1,717,277 3 28% 56,327 329% 56.498
1.728.008 3 28% 56.679 325% 56.851
1,722,674 3 20% 56,504 32%% 56,676
32734322 £.046,982 1.048.639
116.627 240% 27199 4 60% 5.365
40,936 231% 446 4 50% 1.842
68,109 4 27% 1.968 6 33% 4,311
114.338 3 82% 4,368 50932 5,780
2778993 332% 92.263 372% 103.379
2.575,301 332% §5.500 372% 95.801
943 589 326% 30,728 36%% 34.593
943,792 3 36% 30,768 367% 34,637
685.979 3 38% 23.186 3 78% 25,930
685.03% 328% 23154 378% 25.8%4
E.B4E.955 31528 64.837 3 89% T1.652
1.834.732 352% 64.583 3 89% 7137
1.889.431 352% 66,508 3 89% 13,499
1,885,354 352% 66,364 3 80% 73,340
16,403,367 558.91% 628.395
0488 4 00% - 0 00% -
9494 400% 2 G 00% .
ALY 000% - 6 00% -
1,274 483 T 81% 35813 2 83% 36.068
2,395.235 28t% 67.3G6 283% 67.785
212.456 2 86% 642 2 88% 647
23.048 2 B6% 659 T 89% 666
i4.529 322% 458 3 24% 471
5203 3111% 162 313% 163

0474 Trimble County CT 7
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Louisville Gas and Electric Company
Annualized Deprecistion
Depreciation adjustment under 2006 ASL rates vs. propuosed 2006 ELG rates
DEPRECIABLE 2008 Depreciation 2006 Deprecistion
PLANT ASE Under ELG Under
4/30/08 Rates 2006 ASL Rates Rutes 2006 £1.G Rates
0475 Trimble County CT & 5.183 3% 161 313% 162
0476 Tamble County CT 9 5328 3Ii2% 166 312% 166
0477 Trimble County CT 10 5316 3 10% 165 312% 166
3,770,896 165,542 106,294
34700 Asset Retirernent Obligations - Other Prad * 297215
Total Other Production ‘2ﬂ25.596.l72 8.273.411 5,611,755
Transmission Flant
350 2 Transmission Lines Land 885,061 000% - 0 80% .
3501 Land Rights 7.781.411 392% 305,031 4 30% 334,601
352 1 Sructures & Improvements 3.443.349 1 17% 40.287 142% 48,896
353 | Station Equipsent - Project 289 1.108.850 P32% 14,637 1.59% 17.634
3531 Station Equipment 133.193.6%4 132% 1,758,157 159% 2.117.780
354 Towers & Fixtures 24.705,992 1 38% 340.943 1 58% 390,355
355 Poles & Fixtures 38,255,365 295% 1LE2R.474 3 6%% 1.411.549
356 1 Overhead Condutiors & Devices - Project 289 16.350 2 52% 413 3 4% 513
356 Overkead Conductors & Devices 38.514.217 152% 970,558 3 4% 1,209,346
357 Underground Conduit 1 880,752 185% 34,794 21¥% 40,660
358 Underground Conductors & Devices 5.303.989 365% 193.506 4 21% 233,298
359 Transmission ARO's * 4.000
TOTAL TRANSMISSION PLANT 255.091.069 £.786.8%0 5.794.030
Distribution Plant
360 2 Subsiation Land 1.981.707 000% - 000% -
360.2 Substation Land Class A (Plant Held for Future 1 637.632 000% - 0 06% -
361 Substation Structures 6,130,215 181% 61,915 1 6% 71110
362 1 Submation Equipment 86,733,151 1418 876,005 191% 1.656.603
362 1 Substation Fauipment - Class A (Plant Held for | £1.382 0 00% - 000% "
364 Poles Towers & Fixtures 106,709,095 3005 3.208.273 3 59% 3.830,856
368 Qverhead Conductors &Devices 182,141,013 2 %% 5,282,089 392% 7.139.928
366 Underground Conduit 62,534,874 125% T81.686 134% 837967
367 Underground Conductors & Devices ©5.365.944 176% 1,678,441 224% 2,136,197
368 | Line Transformers 97370472 218% 2,122,676 2906% 2.823.744
368 2 Line Transformer Instatiations t1.107.541 218% 242,144 2 90% 322119
369 1 Underground Services 3,521,786 245% 86,284 335% 115,867
369 2 Ovethead Services 21,035,201 4 09% 1,049,856 5 99%%, 1.260.248
370 1 Meters 25.560.632 3 719% 968,748 4 73%% 1.209.018
370 2 Meter Instailations & BIB4I0 379% 334,597 4 73% 417,584
373 | Overhead Strect Lighting 24,651,434 271% G82.845 384% 946.615
373 2 Underground Streetiiphting 42.382.522 205% 1.250.284 3 94% 1.669.871
373 4 Street lighting Trandformers 87,546 o 60% - G 00% .
374 ARO Distribution * 37,674
TOTAL DISTRIBUTION PLANT 776,832,239 18,618.843 24,437.728
General Plent
392 1 Transpertation Eguip Cars & Trecks %.076.918 20 00% {814,184 20.60% 1.814,184
392.2 Transperation Equip Trailers LY RN 362% 30,167 3 B4% 21,393
3934 Teols, Shop, and Garage Equipment 3,194,244 4 39% 140,227 435% 140227
395 Laboratory Equipment 1.496.15} 3032% 453.633 3032% 453,633
396 | Power Operated Equip Hourly Rated 1,285,136 20 00% 457021 20100% 457.027
396 2 Power operated Equipment Other 51,068 317% 1.619 383% 1,956
TOTAL GENERAL PLANT 16,654,627 2.886.857 2.888.420
TOTAL ELECTRIC PLANT 3.278,232.39) 100,601 426 116,128.960
GAS PLANT
INTANGIBLE PLANT 1.187 a90% - 090% -
UNDERGROUND STORAGE

350 1 Land 32,864 4 00% " 0 06% -



350 2 Riphts of Way

351 2 Compressor Station Structures
351 3 Reg Station Structures

351 4 Other Structures

352 40 Well Driiling

352 50 Well Equipment

352 ] Storage Leascholds & Rights

352 2 Reservairs

352 3 Nonrecoversble Natural Gas

Gas Stored Underground Non-Current
353 Lines

354 Compressor Station Equipment

355 Measuring & Regulating Equipment
356 Punification Equipment

357 Cher Eguipment

358 ARO Storapge *

TOTAL UNDERGROUND STORAGE

TRANSMISSION PLANT
365 2 Rights of Way
367 Mains

TOTAL TRANSMISSION PLANT Excl ARO Assets

DISTRIBUTION PLANT

374 Land

374 2 Land Rights

373 1 City Gate Structuses

375 2 Other Distribution Structuzes

376 Mains

378 Measuting and Rep Equipment

379 Meas & Rep Equipment - City Gate
380 Services

3BE Meters

382 Meter instalintions

383 Houst Regulators

384 House Regulator Instailations

385 Industrial Meas & Reg Station Equip
386 Other Equipment

388 ARQ Disuibution *

TOTAL DISTRIBUTION PLANT

GENERAL PLANT
3921 Cars & Trucks
392 2 Trailers
394 Other Equipment
395 Laboratory Equipment

396.1 Power Operated Equipment Hourly rated

396.2 Power Operated Equipment Other
TOTAL GENERAL PLANT

Attachment to Response to PSC-3 Question No. 21¢(b)
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Charnas
Louisville Gas and Electric Company
Annuatized Depreciation
Depreciation adjustment soder 2006 ASL rates vs. proposed 2006 ELG rates
DEPRECIABLE 2006 Depreciation 2806 Depreciation
PLANT ASL Under ELG Under
4/30/08 Rates 2006 ASL Rates Rates 2006 ELG Rates
63.678 0 00% - 0 00% -
1.704.639 1 36% 23,175 1 68% 28.628
10.880 G 00% - 0 00% -
L3477 092% 12,531 P07 14.087
1633898 0 36% 9.44% 0 44% 11541
6.142,763 3 46% 212.540 4 03% 248.782
548241 0 00% - 0 00% -
400,511 0 06% - D004 -
9.548.855 4 92% BB.769 092% B88.76%
2.139.590 0 00% - 0 00% -
12,768,805 1 68% 214.516 213% 270,699
15,120,619 128% 143.544 1 47% 222273
387.809 122% 4.731 1 72% 6.670
9.933.661 192% 190,726 2 44% 242,381
1.567,350 2 18% 23,268 281% 25,993
541,132
64.451,571 971833 1.163,833
220,659 827% 596 0 30% 662
12,681,249 03T% 46,921 0 44% 55,797
12.501.968 47,556 56,459
59.725 0 00% - 0 00% -
74618 G 0% 30 0 04% 30
224.019 1 06% 21375 §23% 2755
505355 B 35% 42,197 7 M% 38.963
279,586,446 1 76% 492071 2 16% 6,039,067
8,254,321 153% 208.834 3 68% 303,759
3,864.491 233% 90,043 296% §14.389
137.878.756 3 60% 4,963,635 503% 6.535.301
22.084,789 39%% 881.183 521% 1.150.618
5.381.447 70%% G63.E45 11 17% 1.047.908
4.941.391 223% 109,699 2 59% 127982
5,298,054 223% 118.147 317% 167,948
159.362 0 94% 1.498 107% £.705
51812 148% 1.779 3 9644 2039
30,769
472.394.054 [2.005.285 15,932,465
1.932.498 2000% 386.500 20 §G% 386,500
451.395 4 76% 21,486 6 56% 29,612
3,750,330 4 58% 175,515 4 68% 175.515
436.783 36 02% 157.329 36 02% 157,329
2415942 20 00%% 483,188 20 00% 483,188
51,525 269% 380 325% L675
9.038.473 £,225.405 1,233,819
558,787,193 14,251,039 18 386.576

TOTAL GAS PLANT
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Charnas
Louisville Gas snd Electric Company
Annuatized Depreciation
Depreciation adjustment under 2006 ASL rates vs. proposed 2006 ELG rates
DEPRECIABLE 24 Depreciation 1066 Deprociation
PLANT ASL Under ELG Under
4730/08 Rates 2006 ASL Rates Rates 2006 ELG Rates
COMMON UTILITY PLANT
INTANGIBLE PLANT
301 Organization 83.782 000% - 0 00% -
302 Franchises and Consents 4,200 0 00% “ 0 80% -
303 Software 29.259.188 20 00% 5851838 20 60% 5.851,838
TOTAL INTANGIBLE PLANT 29.347.170 5.851.838 5.851.838
GENERAL PLANT
389§ Land 1.691.544 8 00% - 0.800% -
389 2 Land Rights 202,095 295% 5562 295% 5.962
390 10 Structures and Improvements « BOC 18,239,781 3 30% 601.913 4 01% 731,415
390 10 Structures and improvements - LG&E Building 1.482.088 3 30% 48,909 4 01% 59,432
390 10 Structures and Improvements - BOC [Actors) 493,943 3303 16,3040 401% 15807
360 10 Stryctures and lmprovements 28,701,014 330% 947,133 4 (1% 1150911
350 20 Structuses and Improvements - Transportation 431,574 25 92% 111,864 29 19% 125,876
360 30 Structuses and Improvements - S$4ores 10,918.82) 151% 164.874 172% 187,804
390 40 Structuses and Improvements - Shops 529.682 131% 1257 1 46% 7.733
390 60 Structuses and Improvements - Microwave B55.653 231% 19.766 2461% 22,846
391 10 Office Fumninre 12.943.068 46 01% 177.878 6 06% 784,350
391 20 Office Equipment 3.388.007 B 78% 297,467 8 89% 301,194
391 30 Computer Equipment - Non PC 18.405.419 21 96% 4.041.830 2205% 4£.058,395
391 3§ Personal Computers 1.870.245 20 68% 386,767 26 19% 489.817
39) 40 Security Equipment 2.601.715 £ 93% 180,299 6 909, 181 860
392 | Cars & Trucks 84.479 20 60% 16.5%6 20 00% 16,896
392 7 Traiters 63.404 263% 1.668 3 50% 2219
343 Stores Equipment 1,208.453 5.60% 67,673 560% 67.673
394 OQther Equipment 3,636,099 517% 187.986 517% 187.986
395 Laboratory Equipment 22,282 61 24% 13,645 61 24% 13.645
356 | Power Operated Equipment Howrly 258,314 20 60% 51,663 20 60% 51,663
396 2 Power Operated Equipment Other 14.147 401% 567 4.64% 656
397 Communications Eguipment 35,656,730 12 00% 4,278.808 12 60% 4.278,808
397 10 Comm Equip - Computer 6.342,423 G 96%% 57.082 0 96% 57.082
398 80 Miscellancous Equipment 594390 34 63% 205,837 3463% 205837
399 1@ ARC Common * 3,735
TOTAL GENERAL PLANY 150,639,505 12,490,043 13.009.967
TOTAL COMMON UTILITY PLANT 179,986,675 18,341,881 18,861,805
TOTAL PLANT IN SERVICE 4.017,006,260
Total Anous! Depreciation excluding ARO amounts 133,194,346 153,377,340
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Charnas
Louisville Gas and Electric Company
Annualized Depreciation
Deprecintion adjustment under 2006 ASE rates vs, proposed 2806 ELG rates
DEPRECIABLE 2006 Deprecintion 1606 Depreciation
PLANT ASL Usder ELG Under
4/30/08 Rates 206 ASL Rates fates 2006 ELG Rates
1.es5 Amounts not included in Income Statement Depreciation
Flectric
CANE RUN LOCOMOTIVE 1.376 2.449
CANE RUN RAIL CARS 47,156 53.914
MILL CREEK LOCOMOTIVE 17.78% 24,782
MILL CREEK RAIL CARS 112464 128.633
OTHER PRODUCTION-TRIMBLE County PIPELINE 63.749 66.347
392 1 Cars & Trucks 1.814.184 1.B14,184
396 1 Power Operated Equipment Hourly 457,027 457,027
Total Electric 2.513.745 2,547.356
Gas
392 1 Cars & Trucks 386,500 386.500
396 1 Power Operated Equipment Hourly 483,188 483,188
Total Gas 869,688 B6%.688
Common
392 1 Cars & Trucks 16.896 16.896
396 1 Power Operated Equipment Houtly 31,663 51,663
Total Common 68.559 58.559
Subtotal Amounts Not Included in Income Statement Depreciation 3.451.992 3.485.602
Total Annualized Depr, less ARO and Amis not in Inc. 5t. Bepr. 129,742,355 149,851,738
1.ess ECR Depreciation 9.406.243 10.803.374
Total Apnualized Depreciation excluding ECR and ARO §20,336,111 139,088,364

® Represents list of ARO assets  Please note these amounts ass not inciuded in the calculation
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Charnas
Louisville Gas and Electric Company
Anpunlized Depreciation
Depreciation adjestment under 2006 ASL. rates vs. proposed 2006 ELG rates
DEPRECIABLE 246 Depreciation 2066 Depreciation
PLANT ASL Under ELG Uader
4/30/08 Rutes 2006 ASL Rates Rates 206 ELG Rates
Deprecintion Totals Recap by Method
4% 26%
Electric Gaos Total
Total Annuatized Depreciation - Electric and Gas Split - New Rates ASL
Totai Plant Depr exel ARG 100,601,426 14.251.03% 114,852 465
Total Common Plam % 13.572.992 4,768,889 18,341,881
Less Amis not ing in Income Statement Depr (2.513.745) (869.688) (3,383.433)
Less Amts not ine in Income Statement Depr - Common (50.733) (17,815) {68.559)
Less Annualized ECR Depreciation (9,406,243) “ (9.406,243)
Annualized Bepreciation under current rates 102.203.6%6 18.132.415 120.336.131
Toial Annualized Peprecintion - Electric and Gas Split - New Rates ELG
Total Plant Depr excl ARQ FL6.128.950 18,386,576 134,515,535
Total Common Plant % £3.957.736 4,504,669 18,861,805
1.ess Amts notine in Income Statercent Depr {2,547,356) {B69,68R) (3.417.044)
Less Amts notinc in Inceme Statement Depr - Common (50,733} {17.825) (68.559)
1.ess Anngalized ECR Deprecintion (10,803,374} - (10,803,374)
Annuafized Depreciation under current rates 116,685,232 22.403.132 139.088.364



200% Plan

Proicct 6 — NOx ali plants
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o X Charnas
Louisville Gas and Electric Company - ECR April 2008
2006 Depreciation 2006 Depreciation
ASL. Under Proposed Under

Rates 2006 ASL Rates ELG Rates 2006 ELG Rates

Trimbic County t SCR 6/1/2002

Investments 34,910,939 362% 1,263,776 4 04% 1,410,402
Retirements, Original Cost {184,425) {4,440 {4,440}
Trimbie County 1 Catalyst /112005

Investments 1,444,358 362% 52,286 4.04% 58,352
Mill Creck 3 12/1/2003

Investments 19.730477 387% 763,569 4 48% 883.925
Miil Creck 4 12/1/2003

Investments 21,669,172 3 85% 834263 4 45% 964,278
Coane Run 6

Invesiments 398,347 5.19% 20,674 5 78% 23,024
Trimble County 1 Investmenis £2/172002

Investments 3,200,663 3 62% 115,864 4 04% 129,307
Retirements. Original Cost (300,000) (7.23%) (7,230)
Cane Run & 4/1/2003

Investments 3,150,880 6.11% 192,519 671% 211,424
Retirements, Original Cost (22,747 {648) {648)
Cane Run 4 10/1/2003

Investments 1,963,177 5 88% 115,435 6 66% 130,748
Retirements. Oripinal Cost (44,432) {1.308) {1.308)
Mill Creeli 4 12/1/2003

Investments 43,947,781 31 85% 1,691,990 4 45% 1,955,676
Retirements. Original Cost {993,467) (28,020 (28.020)
Mill Creek 2 3/1/2004

investments 550,661 4 70% 25,881 522% 28,745
Mill Creek 1 4/1/2004

Investments 598,446 4.24% 25374 4 72% 28,247
Retirements, Original Cost (222,092) {5,308) (5,308)
Mill Creek 3 3/12004

Investments 49,365,169 3187% 1.980.432 4 48% 2211.560
Retirements, Original Cost (701,158) (21,245 (21,245)
Mill Creck Substation 9712001

Investments 2,525,302 i 32% 33334 1 59% 40,152
Retirements, Original Cost (521,706) (10,956) (10,956)
Miil Creek 4 SCR - May 2006 Addition 3172006

Investments 1,724,257 3 85% 66.384 4 45% 76.729
TC Air Heater Baskets - Dee 2005 Addition £2/1/2005

Investments 463,939 3162% 16,795 4 (4% 18,743
Retirements, Original Cost {344,487y {8,304) (8,304)
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Louisville Gas and Electric Company - ECR April 2008

LG&E NOX - April 2006 Addition
[nvestments

Retirements, Qriginal Cost

MC3 - SCR Catalyst Repiacement
Investments

2001 Plan Additions

2001 Plan Retirements

2603 Plan

Proiect 7 — Mill Creek FGD Serubber Conversion

Mill Creek FGD Scrubber Conversion Unit
Investments

Retirements, Original Cost

Mill Creek 1 FGD Rapid Amortization
Investments

Mill Creek FGD Scrubber Conversion Unit 2
Investments

Retirements, Qriginal Cost

Mill Creek FGD 2 Rapid Amortization
Investments

Mill Creek FGD Scrubber Conversion Linit 3
investments

Retirements — Qriginal Cost

Mill Creek FGP Scrubber Conversion Unit 3
Investments

Retirements ~ QOriginal Cost

Mill Creek FGI 3 Rapid Amortization
Enivestments

Mill Creek FGD Scrubber Conversion Unit 4
investments

Retirements ~ Original Cost

Project R — Precipitators

Mill Creek 2 - Include in Rate Base Feb 2003
Investments

Retirements - Original Cost

Mill Creek 3 — Incinde in Rate Base Feh 2003
Investments

Retirements — Original Cost

Mill Creek 3

Investments

Retirements -- Original Cost

Cane Run §

Investinents

Retirements — Original Cost

Project 9 - Clesrwell Water System
Investiments

Retirements - Original Cost

41172006
5,373,292
(2,516,451

7112007
1,843,984

192.860,844
(5.850,967)

1/1/2003
6,780,427
{256,009)
1/1/2005
(1,575)
1-Aup-2002
5,496,522
{593,300)
1-Jan-2005
203,537
5/1/2004
6.192,799
(501,511
5/1/2004
5.685,853
(4.221,527)
1-3an-2005
19,187
6/1/2003
6,490,936
(365,346)

10/1/2601
2,076,159
(101.069)
6/1/2001
3,484,535
(284,031
5/1/2004
2,144,386
(1,195.718)
6/1/2004
4,224,013
(264,918)
6/1/2003
1,197,310
{56,001)

Charnas
2006 Bepreciation 2006 Depreciation
ASL Under Proposed Under
Rates 2006 ASL Rates ELG Rates 2006 ELG Rates
3 85% 206,872 4 45% 239,111
(70,968} (70,968)
387% 71,362 4 48% 82.611
4 50% 305,119 4 96% 336,309
(5,984) (9,984}
4 50% (340 4.96% (376)
428% 235.251 471% 258.886
{23,676) (23,676}
428% 8.711 471% 9.587
3 85% 238,423 4.38% 271,245
(22,769) (22,76%)
3.85% 218,905 438% 249,040
(191.652) (191,652)
185% 739 4 38% 840
371% 240,814 4 14% 268,725
{19,656) (19,656}
4 70% 97,581 522% 108,378
2.316) (2.316)
3187% 134,852 4 48% 156,107
(8,604) (8.604)
387% 82,988 4 48% 96,068
(36,228) (36,228)
611% 258,087 6 71% 283,431
{7.608) (7.608)
IN% 44,420 4 14% 49,569
{3,013) {3.013)
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Charnas
Louisville Gas and Electric Company - ECR April 2008
2006 Depreciation 2006 Depreciation
ASL Under Proposed Under
Rates 2006 ASL Rates ELG Rates 2006 ELG Rates
Project 10 — Abserber Travs
Mill Creck 3 Include in Rate Base Feb 2003 5/112001
Investments 1,362,310 385% 52,641 4 38% 50,888
Mill Creck 4 Include in Rate Base Feb 2003 512001
Investments 1,367,310 37% 50.727 4 14% 56,607
2003 Plan Additions 46,722,749
2003 Plan Retirements {7,839,520)
2805 Plan
Proicct 11 — Special Waste Land{ill Expansion
Mili Creck 8/1/2005
Investments 2,188,050 3 85% 84,240 4 45% 97,368
Mill Creck 117172005
Investments 94,931 371% 3.522 4 14% 3930
Retirements — Original Cost (83,141) (4,476) (4,476}
Proiect 12 - Special Waste Landfili Expansion
Cane Run 127572006
Investments 2,323,293 3 B5% 89,447 4 45% 103,387
Project 12 — Specisl Waste Landiiil Expansion - Becember 2007 Addition
Cane Run 12/112007
Investments 664,844 3 85% 25,596 4 45% 29,586
Projeet 13 — Scrubber Refurbishment
Trimble Co 1 121172007
Investments 855,968 362% 30,986 4 % 35,095
Project 14 — CR6 SDRS Tank RPLC
Cane Run 6 1172006
Investments 154,841 4 46% 6,906 4 97% 7,696
Retirements -- Original Cost (72.799) {1,584) (1.584)
Project 14 — CR6 Madule Mist Efim Rple
Cane Run 6 5/1/2006
Investments 127,294 4 46% 5,677 497T% 6,326
Retirements — Original Cost {89.971) (1,956) {1,956)
Praject 14 .. CRG Expansion Joint Replacement
Cane Run 6 £2/1/2007
investments 26.373 4 46% 1,176 4 97% 1311
Retirements — Ogiginal Cost (21,578) (288) (288)
Project 16 — Scrubber Improvements
Trimble Co 1 10172005
Investments 4,281,077 362% 154,975 4 10% 175,524
Projert 16 — Scrubber Improvements - Sept 2006 Addition
Trimbic Co I 9/1/2006
[nvestmenis 3,080,000 362% 111,496 4 10% 126,280
Retirements — Original Cost {404,979) (14,052) {14,052)
2005 Plan Additions 13,796,671

2005 Plan Retirements

{672,468)



2606 Plan
Project 20 - Mercury Monitors

Cane Run 6 - Data Loppers
Investments

Mill Creek 4 - Data Loppers
investments

Irimble County 1 - Data Loggers

Investments

CEMS Stackvision EDR Upgrade
Investments

Project 21 — Particulate Monitors
Mill Creek |

Investments

Mill Creek 2

Investments

Mill Creck 3

Investiments

Mill Creek 4

Investments

2006 Plan Additions

Total Additions
Total Retirements
Total
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Louisville Gas and Flectric Company - ECR April 2008

12/172006
27.584
12/1/2006
38,545
12/1/2006
20,073
10/1/2007
77,639

4/1/2006
72,995
4/1/2006
86,735
3/1/2006
87,743
171/2005
149,675

560,989

253,941,254
{14,362,955)

239,578,299

Charnas
2006 Bepreciation 2006 Deprecistion
ASL Under Proposed Under
Rates 2006 ASL Rates ELG Rates 2006 ELG Rates
319% 1,432 5 78% 1,594
3 85% £.484 4.45% 1,715
362% 727 4 04% 8N
362% 2881 4 04% 3.137
4 24% 3,085 4 72% 3,445
4 710% 4,077 522% 4.528
187% 31396 4 48% 3,931
3.85% 5,762 4 45% 6,661
§ 9.406,243 $ 10,803,374
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LOUISVILLE GAS AND ELECTRIC COMPANY

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

Response to Third Data Request of Commission Staff
Dated September 24, 2008

Question No. 22

Responding Witness: S. Bradford Rives

Q-22. Refer to LG&E's response to Item 77 of Staff's Second Request and the attached
KU response to Item 94 of Staff's Second Request in Case No, 2008-00252.

A22.

a.

a.

Is it LG&E's contention that the ARO assets recorded on its books of account
are not supported by the capital recorded on its books? If yes, explain the
response.

Provide the amounts of the "net ARQO asset" and offsetting "higher
accumulated depreciation” referenced in the last sentence of the response to
Itemn 77.

Using the same methodology as was used by the Commission in LG&E's last
rate case, Case No. 2003-00433, provide the amount of the adjustment that
would be made to LG&E's capitalization to correspond to its ARO-related
adjustment to rate base.

Yes. No capital has been expended to support the ARO assets. SFAS No.
143 is the accounting standard that originally required the recording of
Asset Retirement Obligations (“ARO”). Conceptually, the standard
required companies to book a liability equal to the present value of
expected future legally required retirement costs. The standard did not
contemplate expensing the costs of this liability immediately, but instead
required the recording of an equal ARO asset. Thus, an asset and liability
of equal value were recorded on the Companies’ books and records. The
asset and liability offset and had no effect on the Companies’ capital
balances and therefore no capital adjustment is required or proper.

The asset is amortized and the liability accretes as the timing of payment of
the projected liability moves closer. The amortization costs and the
accretion costs do not impact the income statement, but are rather captured
in another asset account (Regulatory assets-ARQO). As a result of this
accounting, capital accounts are not impacted and once again the
conclusion is that no adjustment to capital is required or proper.
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To the extent some costs of removal are incurred before the anticipated
retirement date, the capital accounts are impacted by the funding required
for such retirement costs, but this treatment of capital is no different than it
would have been before ARQ accounting. Since the capital accounts are
treated in the same manner with and without ARO accounting, no
adjustment is required or proper.

The attachment (also provided in electronic format on CD) to this response
illustrates the accounting described above. As can be seen in the
attachment, the capital accounts (debt and equity) are the same with and
without ARO accounting, proving that no capital adjustments are either
required or proper. (Lines 10 and 11 on page 2 equal lines 17 and 18 on

page 3)

See the following table for a breakout of the net ARO assets:

($000s) Electric (Gas

Asset Retirement Obligation Cost $ 6,072 $ 573
Asset Retirement Obligation Accumulated Depreciation (2,423) (424)
Net ARO Asset $ 3,649 $ 149

Accumulated depreciation is separately recorded for the ARO assets and the
underlying physical assets. After adopting SFAS No. 143, removal costs for
physical assets that have an ARO are no longer recorded in accumulated
depreciation, but rather are charged to the ARO liabilities. Accumulated
depreciation on the physical assets is, therefore, higher by $1,303,284 (for the
cash outlay for the removal cost shown in PSC-2 Question No. 77), than it
would have been prior to the implementation of SFAS No. 143. Please note
that the information as requested only summarizes the “net ARO asset” and
does not provide the other aspects of ARO accounting which were included in
the response to PSC-2 Question No. 77.

For the reasons stated above, LG&E believes the adjustment made by the
Commission in Case No. 2003-00433 was incorrect. The amount as of the
end of the test year that corresponds to the Commission’s adjustment in the
prior case is the amount shown in part (b) above.

Due to the complexity of the accounting for AROs, the Company has
provided its example in electronic format and is available to meet with the
Commission Staff and the intervenors in this case should they wish to hold a
technical conference on this topic.
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Financial Statement Exampie
ARO Accounting
Row Number
I ASSUMPTIONS
2 Intital plant investment 5 1,000 00
3 Depreciation rate (inc Cost of 325%
4 Removal component of 25%})
5 T¥ax depreciation-20 Year MACRS Year 1 Year 2 Year 3
6 Rate 375% 7.22% 6 .68%
7 Tax Depr 3 3750 3 7220 % 66.80
8 Tax Rate 4 .00%
9 Actual Cost of Removal in Year 3 10 (Originat Plant value of $50)
10 Equity Component of Capital 32 00%
11 ROE 11 25%
12 Debt Cost 6 00%
13 Cost of Capial (at NOI level) 8 73%

14 Originai ARO Asset/Linbility 174 (35100 in Year 30 discounted at 6%)



Row Number

1

hoh S L2 b

13
i4

15

16
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FINANCIAL STATEMENTS WITHOUT ARO ACCOUNTING
BALANCE SHEET Assct Purchase Year | Year2 Year3
ASSETS
Plant in Service $ LOOOOO $  LO0DOG § L,00000 § 950.00
Accumulated Depreciation - (32.50) (65.00) {37.50)
Net Plant 1,000.00 267,50 935.00 912.50
TOTAL ASSETS 3 1,0060.00 § 967.50 § 93500 3 912,50
LIABILITIES AND EQUITY
Deferred taxes g - s 200 % 17.88 § 3160
Debt 480.00 463 44 440 22 422.83
Equity 520.00 502.06 476.90 458.07
TOTAL LIABILITIES AND EQUITY 3 1,000.00 3 967.50 § 935.00 § 912,50
INCOME STATEMENT Year 1 Year 2 Year3
Revenue 3 15880 % 154.44 % 148.33
Depreciation 32 50 3250 3250
Deferred taxes 200 i3 88 1372
Current taxes 37.00 21.77 22.05
Net Operaling Income 87.30 8429 80.06
Interest Expense 28.80 27.81 26.41
Net Income 3 5850 % 5648 § 53.65
ROE {beginning of year Equity) 1125% 1125% I125%
CASH FLOW STATEMENT Year 1 Year 2 Year 3
Net Income b 5850 % 5648 % 5363
Add: Depreciation 3230 3250 32.50
Add: Deferred Taxes 2,00 15.88 1372
Cost of Removal - - (10.00)
Total Cash Available b 93.00 § 104.86 % 89.87
Debt Repayment b (1656) § (2322) % (17.39)
Dividends/Return of Capital 3 (7644) 3 (81.64) § (72.49)
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FINANCIAL STATEMENTS ASSUMING ARO ACCOUNTING
BALANCE SHEET Asset Purchase Yeari Year 2 Year3
ASSETS
Plant in Service $ 1,00000 $ 1,60000 $ 1L,00000 % 950.00
Accumulated Depreciation - (30.00) {60.00) {40.00)

1,600.00 §70.00 940,00 910.00
ARO Asset 17 40 1740 17.40 17.40
Accumulated Depreciation ARO - (0.52) (1.04) (1.56)

17.40 16.88 16.36 15.84

Net Plant 1,017 40 986 88 956.36 0925 84
Regulatory Asset - 1.58 3.20 4.90
TOTAL ASSETS 3 1,017.40 § 988.46 3§ 959.56 $ 930.74
LIABILITIES AND EQUITY
AROQ liability 21740 % 18.46 $1956 $ 1074
Repulatory Liability (Parent COR) - 250 5.00 7.50
Deferred taxes - 200 17 88 3160
Debt 480.00 463 44 440.22 422.83
Equity 520.00 502.06 476.90 458.07
TOTAL LIABILITIES AND EQUITY 3 1,017.40 § 98846 % 05956 § 930.74
INCOME STATEMENT Year 1 Year 2 Year 3
Revenue 3 15880 § 15444 % 148 33
Depreciation 32.50 3250 32350
Deferred taxes 2.00 15.88 1372
Current taxes 37.00 21.77 22.05
Net Operating Income 8730 84.29 80.06
Interest Expense 28.80 27.81 2641
Net Income $ 38.50 § 5648 § 53.65
CASH FLOW STATEMENT Year | Year 2 Year 3
Net Income 5 5850 % 5648 § 53.65
Add: Depreciation 32.50 3250 3250
Add; Deferred Taxes 200 1588 13.72
Cost of Removal - - {10.00)
Total Cash Available b 93.00 % 104.86 3 89.87
Debt Repayment 3 (1656} § (23.22) § (17 39)
Dividends/Return of Capital b {(7644) § (81.64) § (72.49)
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LOUISVILLE GAS AND ELECTRIC COMPANY

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

Response to Third Data Request of Commission Staff
Dated September 24, 2008

Question No. 23

Responding Witness: Valerie L. Scott / Counsel

QQ-23. Refer to LG&E's responses to Items 80(b) and 105 of Staff's Second Request and
Item 26(a)(8) of Staff's initial data request. The responses indicate, among other
things, that EON U.S. Investments Corp. files consolidated federal and state
income tax returns. The responses also indicate that federal and state income tax
returns are filed for LG&E.

a.

Is LG&E aware that the Commission has previously approved the use of an
effective income tax rate based on the filing by the utility and its affiliates of
consolidated income tax returns (see the Commission's January 31, 2002
Order in Case No. 2001-00092 and its February 28, 2005 Order in Case No.
2004-00103).

State LG&E's position on the use of an effective tax rate in determining its
revenue requirements in this case.

The Company is aware of the two cases. The Commuission first addressed the
issue in its January 31, 2002 Order in In the Matter of> Adjustment of Gas
Rates of the Union Light, Heat and Power Company.! In that case, the
applicant filed 1its tax retumns as part of a consolidated group and calculated its
effective Kentucky income tax rate at 3.03% and sought recovery at that rate
rather than the statutory rate of 7%. The Commission allowed ULH&P to use
the 3.03% effective rate, but stated that it had “some concerns about using this
approach, especially since the effective rate changed from 5.15 to 3.03 percent
between two tax yearsq”2 Because of that concern, the Commission stated that
use of the effective rate would only be on a “trial basis.” It then directed
ULH&P to provide an analysis in its next rate case showing the effective
Kentucky income tax rate for the years between 2000 and the tax year
applicable to the next rate case.’

' Case No 2001-00092.
* Case No. 2001-00092, January 31, 2002 Order, p 59

*I1d, p. 60.
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The Commission next addressed the issue in its February 28, 2005 Order in In
the Matter of:  Adjustment of the Rates of Kentucky-American Water
Company.” In that case, KAW sought recovery of its income tax expense
based on the federal statutory rate of 35% of its taxable income. The AG
retained Andrea Crane as an expert witness and she proposed a Consolidated
Income Tax Adjustment (“CTA”) based on the fact that KAW files its federal
taxes as part of a consolidated group. The Commission held that the CTA
should be approved and reduced KAW’s federal income tax expense.
However, the Order is clear that it did so not because it generally favors or
agrees with the CTA concept. Instead, the lynchpin of the holding was that
the PSC believed that KAW had committed in an earlier case that it would
realize tax savings by virtue of being a member of a consolidated tax filing

group.”

The Commission most recently addressed the issue in the rehearing phase of
LG&E’s 2003 rate case. In its March 31, 2006 Order on Rehearing in /n the
Matter of. An Adjustment of the Electric Rates, Terms and Conditions of
Louisville Gas and Electric Company,® the Commission rejected the use of a
consolidated group driven “effective” tax rate in computing Kentucky income
tax expense:‘.7

In the case, LG&E argued that Kentucky’s statutory rate should be used to
calculate Kentucky income tax expense. The AG argued in favor of using an
effective tax rate that resulted from LG&E’s participation in a consolidated
tax filing group. The AG cited the ULH&P and KAW cases discussed above
as “precedent” for use of an effective tax rate. The Commission rejected the
AG’s argument. It stated that the ULH&P decision allowed use of an
effective rate only on a trial basis until ULH&P’s next rate case which had
been filed® by the time the Commission addressed the issue in LG&E’s case.
In ULH&P’s next rate case, ULH&P took the position that an effective tax
rate should not be used because of the substantial variance in the rate from
year to year. Instead, ULH&P argued that the statutory rate is “known, easily
verifiable and not distorted by non-recurring items or apportionment
adjustments atiributable to other entities participating in the filing of a
consolidated tax return.”” The Commission noted that the AG did not object
to ULH&P’s use of the statutory rate. As for the KAW case, the Commission

* Case No. 2004-00103.

® Case No. 2004-00103, February 28, 2005 Order, p. 66 (“Moreover, Kentucky-American and its corporale
parents having previously touted TWUS's filing of consolidated tax returns as 2 benefit to obtain approval
of the merger transaction, have no cause to object now if we act upon their representation.”)

® Case No. 2003-00433.

" The Commission reached a similar result in its Final Order issued March 31, 2006 in Case No. 2003-
00434, In the Matter of, An Adjustment of the Rates, Terms and Conditions of Kentucky Utilities Company

5 Case No. 2005-00042.

? Case No. 2003-00433, March 31, 2006 Order, p. 6. (quoting Case No. 2005-00042, An Adjustment of the
Gas Rates of the Union Light Heat and Power Company, Direct Testimony of Alexander J. Torok, at 7)
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again noted that Commission accepted the AG's federal consolidated tax
adjustment based on a voluntary commitment, previously made by KAW in
conjunction with its acquisition by RWE, that it would be able to file
consolidated tax returns and achieve tax savings by doing so. '°

The Commission reached the correct decision in the LG&E case in rejecting
use of an effective tax rate. It held:

By having to recognize tax losses and other tax credits related to
these non-regulated activities to derive an effective Kentucky
income tax rate could well be viewed as forcing the utility to use
these non-regulated activities to subsidize the regulated utility
operations. H

b. LG&E agrees with this determination of the Commission in Case No. 2003~
00433.

The Commission’s decision in the 2003 LG&E rate case is also consistent
with the Commission’s approval of the Corporate Policies and Guidelines for
LG&E and KU in Case No. 97-300 and the Commission’s approval of similar
guidelines in connection with the establishment of LG&E’s and KU’s
respective holding companies in Case Nos. 98-374 and 10296, Those
guidelines contain a section on “stand alone” method for allocating the
income tax liabilities for each entity. LG&E’s Tax Allocation agreement also
specifically states how tax payments and benefits will be handled. This
agreement was provided to the Commission. The stand alone method is
required by subsection four, third paragraph of the attached Corporate
Policies and Guidelines for Intercompany Transactions and has been used by
LG&E for many years.

LG&E is opposed to the use of the effective consolidated income tax rate in
determining revenue rate requirements in this case. LG&E has not charged its
customers for expenses incurred at its affiliated companies and has no plans to
do so in the future. Because LG&E’s customers have not paid for the losses of
affiliated companies, or assumed any of the risks associated with the non-
regulated companies, the customers should not bear the risk or receive the
benefits of affihates’ taxable income or losses. As the Commission correctly
stated 1n LG&E’s last rate case, “By having to recognize tax losses and other
credits related to these non-regulated activities to derive an effective Kentucky
income tax rate could well be viewed as forcing the utility to use these non-
regulated activities to subsidize the regulated utility operations.”"?

“1d,p. 7. (Citing Case No. 2004-00103, February 28, 2005 Order at 65-66)
"id,p
“Id,p
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Exhibit MLF-2

Corporate Policies and Guidelines
for Intercompany Transactions

These Policies and Guidelines have been established to set
forth business practices to be observed in transactions between
Louisville Gas and Electric Company (“LG&E”), Kentucky Utilities
Company (“KU”), their Holding Company, LG&E Energy Corp. (“LG&E
Energy”) and any non-utility subsidiary created by LG&E Energy. As
nonutility subsidiaries are created by LG&E Energy, these policies
and guidelines will be revised and expanded to ensure that the non-
regulated activities are not subsidized by LG&E’'s or KU’'s
ratepayers. Updated policies and guidelines will be filed with the
Public Service Commission on an annual basis.

Policies and Guidelines

1. Separation of costs between utility and non-utility

activities will be maintained.

Distinct and separate accounting and financial records will be
maintained and fully documented for each entity. All costs, which
can be specifically identified and associated with an activity,
will be directly assigned to that activity. Indirect costs, which
provide a benefit to more than one activity, will be allocated to
the activities that receive a benefit.

Although initially there will be a sharing of rescurces

between LG&E, KU and LG&E Energy, to the extent practicable, each
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subsidiary of LG&E Energy will acquire and maintain its own
facilities, eqguipment, staff and financing.

2. Intercompany transactions shall be structured to ensure

that non-requlated activities are not subsidized bv the

regulated utility.

Separate accounting and financial records will be maintained
to ensure that intercompany transactions related to non-utility
activities will not have an adverse impact on the utilities or
their customers.

Transfers or sales of assets will be priced at the greater of
cost or falr market wvalue for transfers or sales from LG&E or KU to
LG&E Energy or other subsidiaries and at the lower of cost or fair
market value for transfers or sales made to LG&E or KU from LG&E
Energy or any of LG&E Energy’s non-utility subsidiaries. Transfers
or sales of assets between LG&E and KU will be priced at cost.
Settlement or transfer of liabilities will be accounted for in the
same manner. Through this policy, the utilities will receive the
full benefit from intercompany transfers or sales.

LG&E or KU shall furnish a report to the PSC annually of each
transfer of utility assets between themselves or between LG&E or KU
and LG&E Energy or any of its non-utility subsidiaries, which has
a value of $250,000 or more. Transfers having a value of less than
5250,000 will be grouped and reported by specific categories, such

as transportation equipment, power operated equipment, etc.
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Transfers or sales of nonutility assets, payment of dividends
and normal recurring transactions are expressly excluded from this
reporting requirement.

All goods or services provided by LG&E or KU to LG&E Energy or
any ©of its non-utility subsidiaries will be billed at cost,
including the proper assignment of all indirect costs.

LG&E and KU will utilize their auvtomated responsibility
accounting system to accumulate and allocate costs among the
various companies. To the extent possible, specific activities ox
projects will be directly recorded in the accounting and financial
records of the appropriate company. Transacticns affecting more
than one entity will be allocated among the affected companies by
reference to some reasonable, objective standard related to the
facts and circumstances of the transaction ({i.e., number of
employees, number of transactions, etc.)

Billings for intercompany transactions shall bhe issued on a
timely basis with documentation sufficient to provide for
subsequent audit or regulatory review. Payments for intercompany
transactions shall be made within thirty (30) days of receipt of
the invoice. If payment is not made by the due date, late charges
will be assessed by the billing company.

3. Strict internal controls will be maintained to provide

reasonable assurance that intercompany transactions are
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accounted for in accordance with management’s policies

and guidelines.

Accounting poliicies and procedures for intercompany
transactions will be fully documented and provided to all entities.
Intercompany transactions will be fully documented in sufficient
detail to enable vwverification of the relevant information.
Periodic audits will be made of Iintercompany transactions and
transfer prices to ensure that these policies and guidelines are
being observed. Any detected deviations from these policies and
guidelines shall be reported to management and such deviations
shall be corrected in a timely manner.

4. Financial Reporting.

LG&E Energy and all subsidiaries shall prepare and have
available monthly and annual £inancial information required to
compile financial statements and to comply with other reporting
requirements. The financial information shall be accumulated and
prepared in accordance with Generally Accepted Accounting
Principles. In addition, the accounting information prepared and
maintained by LG&E and KU shall conform to the requirements of the
Public Service Commission of Kentucky and the Federal Energy
Regulatory Commission’s uniform system of accounts.

All intercompany transactions shall be reported and the nature
and terms of the transactions should be fully described and

explained.
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LG&E Energy will file consolidated Federal and State income
tax returns which will include LG&E’s, KU’'s and any other
subsidiaries’ taxable income. The “stand alone” method will be
used to allocate the income tax liabilities of each entity.
Payment transfers for tax liabilities or tax benefits will be made
on the dates established for the payment of Federel estimated

income taxes.

1/185

0087968.01
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LOUISVILLE GAS AND ELECTRIC COMPANY

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

Response to Third Data Request of Commission Staff
Dated September 24, 2008

Question No, 24

Responding Witness: William Steven Seelye

Q-24. Refer to LG&E's response to Itemn 86 of Staff's Second Request, specifically page
2 of 2 of the attachment, which pertains to the proposed electric year-end
customer adjustment.

A-24.

a.

The number of GS customers ranged between 41,772 and 42,573 during the
test year, excepl for December 2007, when it was only 39,544. Explain why
the number of customers in December is fewer than the number of customers
during the rest of the test year.

The number of LP customers served at secondary voltage was 324 at the end
of the test year, the lowest level of the test year (which was the same as in
December 2007). Explain why the number of customers in those months
declined as compared to the other months of the test year.

The number of TLE customers ranged between 872 and 914 during the test
year except for the first-of-the-year level of 753 and the year-end level of 720.
Explain why the number of customers was fewer at those points in time
compared to the other months of the test year.

The number of PSL customers ranged between 39,230 and 40,371 during the
test year except for the last three months when the numbers were 37,917,
43,432, and 37,725. Explain why the number of customers fluctuated in this
manner for the months of February, March, and April of 2008.

The number of OL customers was 53,971 at the beginning of the test year and
ranged between 44,609 and 47,490 thereafter, until the last month of the test
year, when it increased to 48,971. Explain why the number of customers
changed in this manner over the course of the test year.

a.—e.
LG&E does not track the reasons that customers enter or leave its service
territory. Changes in the number of customers from month to month can be the
result of a number of factors, including but not limited to the examples provided
below. Fluctuations in customer counts can result from customer movement out
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of the territory and receiving a final bill in the following month, and customers
entering the service territory and receiving an initial bill in the same calendar
month. Additionally, fluctuations can occur by the closing and opening of
businesses or residential customers’ buying and selling homes within the
Company’s service territory. Furthermore, fluctuations also occur because of
seasonal customers’ terminating service during periods when service is not
needed and reconnecting when service is again needed. Fluctuations in customer
counts can also result from billing adjustments made in a current month for
activity in previous months.






LOVUISVILLE GAS AND ELECTRIC COMPANY

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

Response to Third Data Request of Commission Staff
Dated September 24, 2008

Question No. 25

Responding Witness: Paula H. Pottinger, Ph.D. / Valerie L. Scott

Q-25. Refer to LG&E's response to Item 89 of Staff's Second Request and Rives Exhibit
I, Reference Schedule 1.15, of LG&E's application.

A-25.

a,

Explain whether the amounts included in the calculation of pro forma payroll
include a provision for compensated absences. If yes, provide a schedule
which shows the compensated absences included in the "Grand Total" pro
forma payroll for each account shown on Item 89(a).

. State the amount of leave time an employee is allowed to carry forward.

Describe how LG&E estimates the increase or decrease in employee leave
time carry-forward balances when calculating pro forma payroll costs.

Identify all employee positions that were vacant as of April 30, 2008, and
state whether or not each position is currently vacant.

For all employee positions identified in (d) above, state when LG&E expects
to fill the position.

A provision for compensated absences is not included in the calculation of pro
forma payroll costs. The adjustment at Reference Schedule 1.15, page 2 is to
adjust test year labor to reflect annualized base labor at April 30, 2008.

Non-bargaining unii employees are allowed to carry forward one week of
vacation time. Bargaining unit employees are not allowed to carry
forward any vacation time,

Carry-forward balances are not considered when calculating the pro forma
payroll costs. The adjustment at Reference Schedule 1.15, page 2 is to adjust
test year labor to reflect annualized base labor at April 30, 2008.

No vacant employee positions were included 1n the labor costs. Labor costs
were based on actual employee counts.

No vacant employee positions were identified in (d) above.
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LOUISVILLE GAS AND ELECTRIC COMPANY

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

Response to Third Data Request of Commission Staff
Dated September 24, 2008

Question No. 26
Responding Witness: Paula H. Pottinger, Ph.D.

Refer to LG&E's response to Item 91 of Staff's Second Request. For each amount
of other compensation listed for each executive employee, describe how the level
of compensation was determined.

The Company is not seeking recovery in rates for the cost associated with “other
compensation”. Target short-term and long-term awards are communicated as a
percent of salary based on respective external market data. Actual short-term and
long-term payments are based on performance against pre-determined goals.

An example of a short-term and long-term incentive calculation is attached,

Short-Term Incentive

Per the attached plan, pre-determined goals for the short-term incentive plan
include annual financial and individual objectives. Financial and individual
objectives are weighted accordingly based on job level and responsibilities.

Long-Term Incentive
Per the attached plan, target awards are made annually for a three year

performance cycle. In the case of the LG&E Energy Corp. Performance Unit
Plan, performance is based on annual pre-determined Value-Added objectives. At
the end of the three year performance cycle, long-term incentive payments are
calculated based on the average Value-Added performance results for the three
year period.

Perquisites

Perquisites were determined in accordance with market practice and vary based
on job level. The attached summary provides the perquisites available by job
level. Payment varies based on actual usage of the various perquisites offered.



Example of Short-Term and Long-Term Incentive Calculations
Responding Witness — Paula H. Pottinger, Ph.D.



Short-Term Incentive Award Example

Target
. Performance Target E.ON U.S. Management
Name Base Salary lnceuztwe Total Target From To #of Days Period Percent  Payout Adjusted EBIT Effectiveness
Measure Weighting % 40% B0%
Employee Name $ 125000 250% $ 31,250  1/1/2007 12/31/2007 365 100% $ 31,250 TargetPayout$ 12,500.00 18,750.00
Payout % { 105.00% | 100.0% ]
365 $ 31,250 Earned Payout § $ 1312500 § 18,750.00
Total Target $ 31,250 $ 31875 Payout

Attachment to Response to PSC-3 Question No. 26
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Long-Term Incentive Award Example - LG&E Energy Corp. Performance Unit Plan

2005 Grant $ $37,500 A
Payout Calculation Example
Sample
Year Performance
Payout %
(1]
2005 100.0% Current Measure for
2008 104.9% Performance Units s E.ON
U.S. Value-Added
2007 108.3% alue-Aade
Average Performance Payout % o
2005 - 2007 104.40% B
Sample Payout (March 2008) $38,150 AXB

Attachment to Response to PSC-3 Question No. 26
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E.ON Short-Term Incentive System for Top Executive Group
Responding Witness — Paula H. Pottinger, Ph.D.



E.ON Short-Term Incentive System
for the Top Executive Group (TEG)

Contents

1. Preliminary Remarks

2. E.ON Compensation Philosophy for the Top Executive Group
3. Overview

4. The New Short-Term incentive Plan: Details and Application

5. Annex ! Forms



1. Preliminary Remarks

E.ON is one of the largest and most successful energy companies.

Our overriding objective is to shift the focus from striving for size to striving for more
efficiency in order to achieve continuous improvement and deliver the potential we
have in the Group.

in this way, we want to rise to become the undisputed market leader in our industry
and create value for our investors.

The goal that guides us in our efforts is to make E.ON the world’s leading power and
gas comparny.

The business contribution of the executives who belong to the Top Executive Group
(TEG) is the key to our ability to achieve our strategic objectives. The new
compensation philosophy for the Top Executive Group is designed to reward this
contribution.

The new Short-Term Incentive (ST1) System will ensure that the annual variable
compensation (referred to as “bonus” below) of all the members of the Top Executive
Group will in future be linked even more closely both to the performance of the E ON
Group and to the individual's performance.

2. E.ON Compensation Philosophy for the Top Executive Group

An up-to-date and consistent compensation philosophy helps to position a company
as an employer of choice in an international environment. E.ON’s compensation
systems are based on a Group-wide compensation philosaphy and its consistent
implementation within the E.ON Group.

The Group-wide harmonization of the compensation systems for the Top Executive
Group supports the guiding principles of “OneE.ON". A consistent structure {e.g.
short-term and long-term incentives) of executive compensation systems as well as
their link to consistent performance indicators guarantee that executives will make the
best possible contribution to the implementation of our Group strategy.

Entwurf 30.09.2008
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3. Overview

Eligibility
The new E.ON STI plan will apply to all members of the Top Executive Group (TEG)

from January 1, 2005. Where executives have differing legal or contractual bonus
agreements, these will be brought into line with the new bonus system.

Line Manager

The line manager is the executive to whom an individual reports at the next higher
hierarchy level or, in the case of board functions, the Chairman of the respective
Supervisory Board.

Executive

The term “executive” means the individual eligible to receive a bonus.

Bonus

The term “bonus” means the annual variable compensation that may be paid out
under E.ON's Short-Term Incentive Plan (ST1).

Targeti-setting agreement

The target-setting agreement will be used as a key management tool in the framework
of the new bonus system. The target-setting agreement is a written agreement in
which both the business performance targets that are relevant for a given executive
and the personal performance targets agreed between the executive and his or her
line manager are recorded for a given financial year (defined as running from 1. Jan —
31. Dec).

The level of the bonus will vary with the degree to which these targets are achieved.

Target bonus

The term “target bonus” means the amount of compensation for a given financial year
that will be paid out if all the targets are fully achieved. The amount of the target
bonus will be determined in advance.

Entwurf 30.09.2008 3



Targets: Business performance

The planned business performance will be documented in the target-setting
agreement and used as one element for the determination of the bonus.

The percentage split between business and personal targets will depend on where the
employing company is positioned within the organization {Corporate Center, Market
Unit, Business Unit) and on whether, or not, an executive holds a board position.

The business performance targets (usually “adjusted EBIT") are set at the beginning
of a financial year in cooperation with the Corporate Controlling Department and the
relevant controliing / finance depariments in the Market Units.

Targets: Personal targets

The target-setting agreements will also specify personal targets as a criterion to
determine the executive’s bonus. A minimum of 3 and a maximum of 5 personal
targets should be agreed between the executive and his or her line manager and
recorded in the target-setting agreement.

Quality of wording of personal targets

The wording of the personal targets must be precise. The targets defined must be
ambitious, and the criteria applied to measure the degree of target achievement must
be comprehensible. Depending on their importance, personal targets may be
weighted differently.

Deagree of target achievement; business performance targets

Business performance is usually measured in terms of the company's “adjusted
EBIT". Adjusted EBIT will be measured as a percentage of actual versus previously
budgeted adjusted EBIT. As a general rule, the degree of target achievement can vary
between

o aminimum of 0 % (if 70 % or less of the budgeted adjusted EBIT is achieved)
and

o a maximum of 200 % (if 130 % or more of the budgeted adjusted EBIT is
achieved).

Dearee of target achievement: personal performance targets

There will be five grades to rate the level of personal target achievement:

from “target not achieved” (0 %) up to "target greatly exceeded” (200 %). The review,
where appropriate, may also cover values between the specified percentages (e.g.
125 %).
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Overall managerial performance

An executive's general managerial performance may, for many reasons, differ from
the actual degree of target achievement and the line manager may want to appraise
overall performance rather than performance against agreed objectives. Overall
management performance may be better or worse than the performance calculated
against actual target achievement. The proposed bonuses will be subject to approval
by the Board of Management of E.ON AG. This will ensure a consistent application of
the system across all Market Units.

Minimum / maximum bonus

Under the STI plan, there is no guaranteed minimum bonus payment. if overall an
executive accomplishes less than 50 % (cut-off) of the agreed personal targets, there
will be no bonus payment made irrespective of business target achievement.

The maximum payment that an executive can achieve is double (200%) of the target
bonus.

Contractual agreements
The new bonus rules will not affect any contractually agreed minimum bonuses.

Performance review with executive

The line manager to whom an executive reports will be responsible for agreeing
targets and assessing the degree of their achievement during a personal meeting with
the executive. These meetings should take place at the end of each financial year.

Approval by the Board of Management of E.ON AG

The E.ON AG Board will review and approve the bonuses proposed for all executives
in the Top Executive Group.
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4. The New Short-Term Incentive Plan; Details and Application

The new E.ON STl is an additive plan. This means that performance is splitinto a
number of individual target elements. Actual performance against these targets are
then added together to calcuiate the final bonus achievement.

Financial targets - usually budgeted adjusted EBIT at Corporate Center, Market Unit
and Business Unit level - as well as the executive's personal targets will be agreed in
advance for one financial year.

Target cateqories

The business performance targets and personal targets will be weighted in
accordance with the matrix below. The matrix below shows the percentage split
between personal targets and business performance targets in the overall target
bonus.

The weighting of the various parts of the bonus will depend on where the employing
company is positioned within the organization (Corporate Center, Market Unit,
Business Unit) and on whether, or not, an executive has a board role.

Group Market Unit Business Unit g Personal
{Adj. EBIT) (Adj. EBIT) (Adj. EBIT) Targets
CC Executive 40 % 60 %
MU Board 20 % 40 % 40 %
Dual Role * 20% 20% 20 % 40 %
MU Executive 20% 20% 60 %
BU Board 10 % 10 % 30 % 50 %
BU Executive 10 % 10 % 20% 60 %
Dual BU Role ™ 10% 25 %™ 25 %" 40 %
* Functions with board responsibility and business unit responsibility
- Functions with board responsibility at business unit level and operative responsibiiity at the
level below
i Counts as business unit level in this case

bk Counts as level below business unit in this case
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Business performance: Adjusted EBIT

E.ON's key internal earnings figure is adjusted EBIT (Earnings Before Interest and
Taxes), which is used as an indicator of the sustainable profitability of a business. The
adjusted EBIT is not influenced by any fisca! or financial factors. Certain one-off or
rare effects are also eliminated from the adjusted EBIT. This includes in particular
book gains and restructuring expenses. The adjusted EBIT therefore covers the
company’s sustainable performance from the current sales process as well as the
sustainable income from investments. For more information, please consult the £.ON
Planning and Controlling Handbook.

The adjusted EBIT targets are identical to the budget targets set as a result of the
annual planning process. These targets are adjusted in the event that the capital
employed differs from the budget targets and if there are major unplanned portfolio
changes.

Personal targeis

An executive's personal targets will invariably be derived from Group, Market Unit and
Business Unit targets, and at the same time, they must be related to the executive's
functional area and scope of responsibilities.

Both strategic and operational targets can be specified in the target-setting
agreement. Personal targets may be linked to key business performance figures or
they may be aimed at personal managerial objectives. It is also possible to define
team targets, which may be appropriate when there are projects to modify or improve
joint processes and operations.

A minimum of 3 and a maximum of 5 personal targets should be agreed between the
executive and his or her line manager in the target-setting process and recorded in
the target-setting agreement. Depending on their importance, personal targets can be
weighted differently.

At least one personal target may be derived from the “Onek.ON Performance
Measurement” work. Targets can be chosen from the following categories:

Customer satisfaction

Brand value

Commitment of employees and attractiveness as an employer
Safety

Sustainable development

Security of supply

® ® @ @ & o

In addition, it is recommended that one of the personal targets, for executives with
corporate roles (Corporate Center and Market Unit levels), should be a budget target.
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Quality of Personal Targels
Targets must meet high standards in terms of the way they are worded because:

— the clearer the target, the stronger its effect as a management tool

~ the clearer and the more comprehensible the criteria applied to assess the target
achievement, the simpler the appraisal of the target achievement and the greater
the acceptance of the process and its resuits

it is particularly important to agree on suitable measures for the assessment of the
target achievement because the degree of target achievement ultimately determines
the amount of the bonus paid out o an executive.

When describing a target, attention should be paid to the following points:

o Completeness: target content (what?), scope of the target (how much?) and
time horizon {by when?)

e Consistency

¢ Resulit orientation: “The target will be achieved if ..."

e Where the achievement of targets can be measured quantitatively: it may be
necessary o define target corridors (from ... to)

o Agreement on suitable assessment criteria to determine the degree of target
achievement; it must also be possible to rate the degree of target achievement
of executives who surpass their targets.

The availability of the data needed to determine the degree of target achievement
must be guaranteed. The method to be used to measure the degree of target
achievement must be agreed at the time when the target-setting agreement is
concluded. Targets whose measurement or appraisal involves uncertainties should be
avoided.

After the conclusion of a target-setting agreement with an executive's line manager,
the agreement must be transmitted to the £E.ON Corporate Executive HR Department
in E.ON's Corporate Center via the relevant department in the Market Unit with
responsibility for executives.

Examples of personal targets

e Execution of the "best-practice” program through implementation of the project
“xy” by ... (month / year)

o Presentation of a retail strategy capable of being implemented with the
objective of sustainably increasing the number of customers by ... % by ...
(manth / year)

¢ Completion of the integration of new company X into the controlling system of
the E.ON Group by ...

e Identifying and implementing measures designed to reduce the budgeted
administrative expenses by X % by ... {month / year) relative to the actual
budget for the year ...
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Target adjustments in the course of a year

it is recognised that personal targets may change in the course of a year (additions,
modifications, deletions). Such changes must be agreed with the line manager. The
Corporate Executive HR Department in E.ON's Corporate Center must be informed
about such changes at the time when they are agreed.

Measurement / Appraisal of target achievement: business performance targets

The degree of achievement of the business performance target is usually rated as

follows in terms of the adj

usted EBIT:

Degree of target
achievement: Actual relative

Yeage of variable target
hbohus achieved based on

to budgeted adjusted EBIT  |corporate performance
70% 0%

85% 50%

100% 100%

115% 150%

130% 200%

The diagram below shows the linear bonus payout range which is used for each
element of the STI Plan:

200

ioe /

Targe! achievament in %

A d ER 10 [l 20 i 40

Dudges variance Adjusted TO:Y in %

A target achievement of 100 % means that the business target has been fully
achieved based upon the adjusted EBIT budgeted for a given financial year and
relative to a agreed amount of capital employed.

For target achievement levels ranging between 70 and 130 %, the target bonus
achieved will be determined on a straight line basis (linear interpolation).
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The overall target achievement based on the business performance is calculated by
adding all weighted target achieverments (Group, Market Unit and Business Unit
levels; see matrix on page 6).

The degree of target achievement at Market Unit or Business Unit leveis will be
agreed between E ON's Corporate Center (Corporate Controlling, Corporate
Executive HR) and the relevant departments (Controlling, Executive HR) in the Market
Units

Evaluation of {arget achievement: personal targeis

The evaluation of personal target achievement will be broken down into five
categories:

Degree of target achievement Y%age of variable target
bonus achieved based
on personal
performance

Target not achieved 0%

Target partially achieved (50%) 50%

Target achieved (100%}) 100%

Target exceeded by a wide margin

{150%) 150%

Target greally exceeded (200%) 200%

A target achievement of 100 % means that the target has been fully achieved. Any
variation from this level must be explained and documented. An executive’s
performance will be evaluated for each personal target. The degree of achievement of
all personal targets will be calculated by adding up the (possibly weighted} degrees of
achievement of each specific target.

It is not acceptable to compensate for a missed target by giving excessively positive
achievement levels for other targets.

The performance achievement may also cover values between the specified
percentages (e.g. 125 %).

QOverall target achievement

An executive's overall target achievement will be calculated by adding both corporate
performance achievement and personal performance achievement. The resulfs
documented will be rounded to two decimal places in accordance with commercial
custom.

Example fllustrating the calculation of the Short-Term Incentive

The ratio of business targets to personal targets will be fixed in advance, depending
on where a given position is located within the organizational structure (Corporate
Center, Market Unit, Business Unit) and on the leve! of responsibility (eg board
responsibility, see matrix on page 6).
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Depending on their relative importance, the percentage weight of personal targets
may either be identical or different.

This can be illustrated by means of the following example:

In the case of a Market Unit executive, for instance, the predetermined weighting
between corporate targets and personal targets would be as follows in accordance
with the matrix on page 6:

20% : 20% : 60%
(adj. Group EBIT : adj. Market Unit EBIT : Personail)

The 60% share of the agreed personal targets would be divided up between the
number of targets (from minimum of three to a maximum of five), with the weighting
being either different or identical for each target. in this example, there are three
personal targets, which are weighted 0.5: 0.25 : 0.25.

The degree of achievement (between 0 and 200 %) of each of the corporate and
personal targets will be determined and weighted in accordance with the
predetermined %age weights,

in this example, the targets have been accomplished as follows:

Achievement of the corporate performance target for the E.ON Group:
7.5 % above budgeted adjusted EBIT ™ Target achievement: 125 %

Achievement of the corporate performance target for the Market Unit:
10 % above budgeted adjusted EBIT == Target achievement: 133.3%

Achievement of personal targets:

Target 1 120 % (weighted at 0.5)
Target 2 80 % (weighted at 0.25)
Target3 150 % (weighted at 0.25)

The sum total for the personal tarqets amounts to:
(120% x 0.5)+ (80% x 0.25) + (150 x 0.25) = 60 % + 20% + 37.5% = 117.5%

The executive’s overall {arget achievement can now be calculated as foliows:

(adj. Group EBIT) x 20% + (adj. Market Unit EBIT) x 20% + (Personal) x 60%

= (125%) x 20% + (133.3%) x 20% + (117.5%) x 60%
= 25% + 26.7% + 70.5%
=122.2%
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5. Annex / Forms

Bonus and target-setting process

The conclusion of the target-setting agreement is the start of the annual bonus
process and the final calculation of the target achievement completes the process.

Timetable

December

January

February

March

April

Preliminary meeting between the executive and his or her line manager
{o define targets for the following fiscal year (Y2)

For the personal targets: The executive's target achievement will be
determined and his or her performance will be appraised by the line
manager for the previous fiscal year (Y1), based on the executive's self-
assessment

Personal meetings befween executives and their line managers to

discuss

¢ the target achievement in terms of the corporate performance and
the executive’s personal performance during the past fiscal year (Y1)

o the finalization of the personal targets agreed for the current year
(Y2)

Corporate performance targets will be defined for the current year (Y2)
at Group, Market Unit and Business Unit levels and approved by the
Board of Management of E.ON AG. The targets will be agreed in
advance among Corporate Contrelling, Corporate Executive HR and the
relevant departments of the Market Units.

Results of the Top Executive Group's target-setting and target
achievement appraisal meetings will be transmitted to the HR
department in charge of an executive's contract or the Executive HR unit
of the Market Unit concerned and to Corporate Executive HR in E.ON's
Corporate Center.

The proposed bonuses will be examined and approved by the Board of
Management of E.ON AG.

As a rule, bonuses will be paid out after the Annual Shareholders
Meeting of E.ON AG.
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LG&E Energy Corp. Long-Term Performance Unit Plan
Responding Witness — Paula H. Pottinger, Ph.D.



LG&E ENERGY CORP. LONG-TERM PERFORMANCE UNIT PLAN

Effective January 1, 2003

ARTICLE 1. ESTABLISHMENT, PURPOSE, AND DURATION

1.1. Establishment of the Plan.

LG&E Energy Corp, (hereinafter referred to as the "Company”) establishes as of the date
set forth above the “‘LG&E Energy Corp. Long-Term Performance Unit Plan” (hereinafter
referred to as the “Plan”), which permits the grant of Performance Units, as hereinafter
defined, to employees of LG&E Energy Corp. and its Subsidiaries. The Plan was approved
by the Board of Directors of the Company in a consent resolution dated April 25, 2003.

1.2. Purpose of the Plan.

The purpose of the Plan is to promote the success of the Company and its Subsidiaries by
providing incentives to Key Employees that will link their personal interests to the long-term
financial success of the Company and its Subsidiaries and to growth in Parent shareholder
value. The Plan is designed to provide flexibility to the Company and its Subsidiaries in
their ability to motivate, attract, and retain the services of Key Employees upon whose
judgment, interest, and special effort the successful conduct of their operations is largely
dependent. Grants under the Plan may be made in conjunction with grants of phantom
options under the E.ON Phantom Option Plan in the case of certain Key Employees.

1.3. Duration of the Plan.

The Plan is effective as of January 1, 2003. The Plan shall remain in effect, subject to the
right of the Board of Directors to terminate the Plan at any time pursuant to Article 9 herein.

ARTICLE 2. DEFINITIONS AND CONSTRUCTION

2.1, Definitions.

Whenever used in the Plan, the following terms shall have the meanings set forth below
and, when the meaning is intended, the initial lefter of the word is capitalized:

(a) “Award” means a grant under this Pian of Performance Units.



(b)

(c)

(e)

“Beneficial Ownership” shall have the meaning ascribed to such termin Rule
13d-3 of the General Rules and Reguiations under the Exchange Act.

“Board” or "Board of Directors” means the Board of Directors of the
Company.

“Cause” shall mean the occurrence of any one of the following:

(i The willful and continued failure by a Participant to substantially
perform his/her duties {(other than any such failure resuiting from the
Participant's disability), after a written demand for substantial
performance is delivered to the Participant that specifically identifies
the manner in which the Company or any of its Subsidiaries, as the
case may be, believes that the Participant has not substantially
performed his/her duties, and the Participant has failed to remedy the
situation within ten (10) business days of receiving such notice; or

(iiy  the Participant's conviction for committing a felony in connection with
the employment relationship; or

(iity  the wiliful engaging by the Participant in gross misconduct materiaily
and demonstrably injurious to the Company or any of its Subsidiaries.
However, no act, or failure to act, on the Participant's part shall be
considered “willful” unless done, or omitted to be done, by the
Participant not in good faith and without reasonable belief that his/her
action or omission was in the best interest of the Company or any of
its Subsidiaries.

“Change in Control” shall be deemed to have occurred if the conditions set
forth in any one of the following paragraphs shall have been satisfied:

i Parent is notified by a third party that it has acquired 25 percent or
more of the voting rights of Parent in accordance with § 21 of the
German Securities Trading Act (WpHG), or

(iiy  athird party on its own or together with voting rights attributable to him
in accordance with § 22 German Securities Trading Act (WpHG) has
acquired a share in voting rights which, at Parent's Annual
Shareholders' Meeting, would represent or which, at Parent's last
Annual Shareholders’ Meeting, would have represented the majority
of the voting rights present at such a Meeting, or

(i) an affiliation agreement is concluded with Parent as controlied
company in accordance with §§ 291 ff. of the German Stock
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(vii)

Corporation Act (AktG), or

Parent is being integrated in accordance with §§ 319 ff. of the German
Stock Corporation Act (AktG), or

Parent changes its legal status in accordance with §§ 190 ff. of the
German Conversion Law (LUmwG), or

Parent is being merged with another legal entity, provided that the
enterprise value of such legal entity is more than 20 percent of the
enterprise value of Parent at the time of adopting the resolution by
Parent. The methods of valuation acknowledged by the professional
association of qualified auditors (Stellungnahme  des
Hauptfachausschusses des Instituts der Wirtschaftspritfer HF 2/1983
= Grundsétze zur Durchfiihrung von Untemehmensbewertungen
sowie die neueren Verlautbarungen des Berufsstandes) shall be used
to determine the value of both entities, to the extent that both
enterprise values will be determined according to said methods in
connection with the merger. Otherwise, the market capitalization of
both legal entities at the time the resolution is adopted by Parent will
be deemed as their respective enterprise values. If a market
capitalization cannot be determined, the enterprise values agreed
upon by both legal entities will be deemed as their respective values.

Company ceases to be an affiliated company of Parent as defined
in § 15 of the German Stock Corporation Act or where the following

apply:

(a) A complete liquidation or dissolution of the Company unless,
the Parent continues to own directly or indirectly all or
substantially all of the Company's assets;

{b)  An agreement for the sale or other disposition of all or
substantially all of the assets of the Company to any person or
entity (other than a subsidiary of the Parent);

(¢} A merger or other combination involving the Company as a
result of which Parent ceases to beneficially own more that
50% of the outstanding Vating Stock, of the successor to the
Company, unless the Parent or its subsidiary continues to own
directly or indirectly all or substantially all of the Company’s
assets; or

{d)  Any person or entity acquires Beneficial Ownership of a greater
percentage of the Voling Stock of the Company than the
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(i)

()

(m)

(n)

(0)

percentage or such Voting Stock then held, directly orindirectly
by Parent.

“‘Committee” means the Senior Vice President, Group Corporate Officer Resources -
of the Parent and any other person, if any, designated by the Chairman and Chief
Executive Officer of the Parent to administer the Plan pursuant to Article 3 herein.

“Company” means LG&E Energy Corp., a Kentucky corporation, or any successor
thereto as provided in Article 11 herein.

“Exchange Act” means the Securities Exchange Act of 1934, as amended from time
to time.

“Key Employee” means (i) an employee of the Company or any of its Subsidiaries,
including an employee who is an officer or a director of the Company or any of its
Subsidiaries, who, in the opinion of the Committee, can coniribute significantly to the
growth and profitability of the Company and its Subsidiaries, (i) may include
employees who are members of the Board who are employees, or (iii) any other
employee, identified by the Committee, in special situations involving extraordinary
performance, promotion, retention, or recruitment. The granting of an Award under
this Plan shall be deemed a determination by the Committee that such employee is
a Key Employee, but shall not create a right to remain a Key Employee.

“Parent” means E.ON AG, an ankliengesellschaft formed under the Federal
Republic of Germany, or any successor thereto as provided in Article 11 herein.

“Participant” means a Key Employee who has been granted an Award under the
Plan.

“Performance Unit" means an Award, designated as a performance unit, granted to
a Participant pursuant to Article 5 herein.

*Person” shall have the meaning ascribed to such term in Section 3(a) (9) of the
Exchange Act and used in Sections 13(d) and 14(d) thereof, including a “group” as
defined in Section 13(d) thereof.

“Plan” means this LG&E Energy Corp. Long-Term Performance Unit Plan, as herein
described and as hereafter from time fo time amended.

“Subsidiary” shall mean any corporation of which more than 50% (by number of
votes) of the Voting Stock at the time outstanding is owned, directly or indirectly, by
the Company.

“Voting Stock” shall mean securities of any class or classes of stock of a
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corporation, the holders of which are ordinarily, in the absence of contingencies,
entitled to elect a majority of the corporate directors.

2.2. Gender and Number.

Except where otherwise indicated by the context, any mascuiine term used herein also
shall include the feminine, the plural shall include the singular, and the singular shall
include the plural.

2.3. Severability.
In the event any provision of the Plan shall be held iliegal or invalid for any reason, the

illegality or invalidity shall not affect the remaining parts of the Plan, and the Plan shall be
construed and enforced as if the illegal or invalid provision had not been included.

ARTICLE 3. ADMINISTRATION

3.1. The Committee.

The Plan shall be administered by the Committee as permitted by law and Article 3.5.
3.2, Authority of the Committee.

Subject to the provisions of the Plan, the Committee shall have full power to construe and
interpret the Plan; to establish, amend or waive rules and regulations for its administration;
to accelerate the end of a performance period or the termination of any award agreement;
and (subject to the provisions of Article 9 herein) to amend the terms and conditions of any
outstanding Award to the extent such terms and conditions are within the discretion of the
Committee as provided in the Plan. The Committee shall not have authority to resolve
disputed claims under the Plan.

3.3. Selection of Participants.

The Committee shall have the authority to grant Awards under the Plan, from time to time,
to such Key Employees (including officers and directors who are employees) as may be
selected by it. The Committee shall select Participants from among those whom they have
identified as being Key Employees.

3.4. Decisions and Appeals.

All determinations and decisions made by Commitiee pursuant to the provisions of the Plan
may be reviewed by the Chairman and Chief Executive Officer of the Parent, upon the
written request of either the Committee or a Participant. Any determination made by the



Chairman and Chief Executive Officer of the Parent, pursuant to this section shall be final,
conclusive and binding on all persons, including the Company and its Subsidiaries, its
shareholders, employees, and Participants and their estates and beneficiaries, and such
determinations and decisions shall not be subject to review.

3.5. Delegation of Ceriain Responsibilities.

The Committee may delegate to an appropriate party any of its responsibilities under the
Plan.

3.6. Procedures of the Committee.

To the extent the Committee is comprised of more than one member, all determinations of
the Committee or any delegates shall be made by not less than a majority of members
present at any meeting (in person or otherwise) at which a quorum is present. A majority of
the entire Committee or the number of delegates at a given time shall constitute a quorum
for the transaction of business. Any action required or permitted to be taken at a meeting
of the Committee or the delegates may be taken without a meeting if a unanimous written
consent, which sets forth the action, is signed by each member of the Committee and filed
with the minutes for proceedings of the Commitiee or delegates.

3.7. Award Agreements.

Each Award under the Plan shali be evidenced by an award agreement which shall be
signed by an authorized officer of the Company and by the Participant, and shall contain
such terms and conditions as may be approved by the Committee. Such terms and
conditions need not be the same in all cases.

ARTICLE 4. ELIGIBILITY AND PARTICIPATION

4.1. Eligibility.

Persons eligible to participate in this Plan include all employees of the Company and its
Subsidiaries who, in the opinion of the Committee, are Key Employees.

4.2. Actual Participation.

Subject to the provisions of the Plan, the Committee may from time to time select those
Key Employees to whom Awards shall be granted and determine the nature and amount of
each Award. No employee shali have any right to be granted an Award under this Plan
even if previously granted an Award.



ARTICLE 5. PERFORMANCE UNITS

5.1, Grant of Performance Units.

Subject to the terms and provisions of the Plan, Performance Units may be granted to
Participants at any time and from time to time as shall be determined by the Committee or
any delegate who shall have complete discretion in determining the number of Performance
Units granted to each Key Employee.

5.2. Value of Performance Units .

The Committee shall set performance goals over certain periods to be determined in
advance by the Committee (“Performance Periods’). The initial value for each
Performance Unit shall be one dollar. With regard to each grant of Performance Units, the
Committee in consultation with the Senior Vice President Controlling of the Parent shall set
the performance goals that will be used to determine the extent to which the Participant
receives a payment of the value of the Performance Units awarded for such Performance
Period. These goals will be based on the attainment, by the Parent, Company, or its
Subsidiaries, of certain objective performance measures. With respect to each such
performance measure utilized during a Performance Period, the Committee shall assign
percentages to various levels of performance which shall be applied to determine the extent
to which the Participant shall receive a payout of the value of Performance Units.

5.3. Payment of Performance Units.

After a Performance Period has ended, the holder of a Performance Unit shall be entitled to
receive the value thereof as determined by the Committee. The Committee shall make this
determination by first determining the extent to which the performance goals set pursuant
to Section 5.2 have been met. It will then determine the applicable percentage (which may
be greater or lesser than 100%) to be applied to, and will apply such percentage to, the
value of Performance Units to determine the payout to be received by the Participant. In
addition, with respect to Performance Units granted to any Key Employee, no payout shall
be made hereunder except upon written certification by the Committee that the applicable
performance goal or goals have been satisfied to a particular extent.

5.4. Discretion to Adjust Awards.

The Committee shall have the authority to modify, amend, or adjust the terms and
conditions of any Performance Unit award, at any time or from time to time, including but
not limited to the performance goals.



5.5. Form and Timing of Payment.

The payment described in Section 5.3 herein shall be made in a cash lump sum as soon as
administratively practical upon the determination by the Committee provided for in Section
5.3, unless the Participant has previously elected to defer such payment in a manner
prescribed by the Committee. If any payment is permitted by the Committee to be made on
a deferred basis, the Committee may provide for earnings to be credited on such amount in
a manner they determine.

5.6. Termination of Employment Due to Death, Disability, or Retirement.

in the case of death, disability, or retirement (each of disability and retirement as defined
under the established rules of the Company or any of its Subsidiaries, as the case may be),
the holder of a Performance Unit shall receive a prorated payment based on the
Participant's number of full months of service during the Performance Period, further
adjusted based on the achievement of the performance goals during the entire
Performance Period, as computed by the Committee. Payment shall be made at the time
payments are made to Participants who did not terminate service during the Performance
Period.

5.7. Termination of Employment for Other Reasons.

In the event that a Participant terminates employment with the Company or any of its
Subsidiaries for any reason other than death, disability, or retirement, prior to the end of the
Performance Period all Performance Units shall be forfeited; provided however, in the case
of any termination not for Cause, the Commitiee in its sole discretion may waive the
automatic forfeiture provisions and make a prorated payment to the holder of a
Performance Unit. Payment made pursuant to this Section shall be made at the time
payments are made to Participants who did not terminate service during the Performance
Period. In the event of a Participant's termination of employment pursuant to this Section
after completion of the respective Performance Period of a Performance Unit, but prior to
payment pursuant to Section 5.5, the Participant shall be entitled to payment without
proration.

5.8. Nontransferability.

No Performance Units granted under the Plan may be sold, transferred, pledged, assigned,
or otherwise alienated or hypothecated, other than by will or by the laws of descent and
distribution until the termination of the applicable performance period. Al rights with
respect to Performance Units granted to a Participant under the Plan shall be exercisable
during his lifetime only by such Participant.

ARTICLE 6. BENEFICIARY DESIGNATION




Each Participant under the Plan may, from time to time, name any beneficiary or
beneficiaries (who may be named contingently or successively and who may include a
trustee under a will or living trust) to whom any henefit under the Plan is to be paid in case
of his death before he receives any or all of such benefit. Each designation will revoke all
prior designations by the same Participant, shall be in a form prescribed by the Committee,
and will be effective only when filed by the Participant in writing with the Committee during
his lifetime. In the absence of any such designation or if all designated beneficiaries
predecease the Participant, benefits remaining unpaid at the Participant's death shall be
paid to the Participant's estate.

ARTICLE 7. RIGHTS OF EMPLOYEES

7.1. Employment.
Nathing in the Plan shall interfere with or limit in any way the right of the Company or any of

its Subsidiaries to terminate any Participant's employment at any time, nor confer upon any
Participant any right to continue in the employ of the Company or any of its Subsidiaries.

7.2. Participation.

No employee shall have a right to be selected as a Participant, or, having been so selected,
to be selected again as a Participant.

7.3. No Ilmplied Rights; Rights on Termination of Service.

Neither the establishment of the Plan nor any amendment thereof shall be construed as
giving any Participant, beneficiary, or any other person any legal or equitable right unless
such right shall be specifically provided for in the Plan or conferred by specific action of the
Committee in accordance with the terms and provisions of the Plan. Except as expressly
provided in this Plan, neither the Company nor any of its Subsidiaries shall be required or
be liable to make any payment under the Plan.

7.4. No Right to Company Assets.

Neither the Participant nor any other person shall acquire, by reason of the Plan, any right
in or title to any assets, funds or property of the Parent, Company or any of its Subsidiaries
whatsoever including, without limiting the generality of the foregoing, any specific funds,
assets, or other property which the Parent, Company or any of its Subsidiaries, in its sole
discretion, may set aside in anticipation of a liability hereunder. Any benefits which become
payable hereunder shall be paid from the general assets of the Parent, Company or the
applicable subsidiary. The Participant shall have only a contractual right to the amounts, if
any, payable hereunder unsecured by any asset of the Company or any of its Subsidiaries.

Nothing contained in the Plan constitutes a guarantee by the Company or any of its
Subsidiaries that the assets of the Company or the applicable subsidiary shall be sufficient
to pay any benefit to any person.



ARTICLE 8. CHANGE IN CONTROL

Notwithstanding any other provisions of the Plan, in the event of a Change in Control, all
Performance Unit awards granted under this Plan shall be immediately paid out in cash.
The amount of the payout shall be based on the higher of:

(i) the extent, as determined by the Committee, to which performance goals,
established for the Performance Period then in progress have been met up through
and including the effective date of the Change in Control or

(i)  100% of the value on the date of grant of the Performance Units.

ARTICLE 9, AMENDMENT, MODIFICATION, AND TERMINATION

9.1. Amendment, Modification, and Termination.

At any time and from time to time, the Board, upon recommendation by the Committee,
may terminate, amend, or modify the Plan.

9.2. Awards Previously Granted.

No termination, amendment, or modification of the Plan shall in any manner adversely
affect any Award theretofore granted under the Plan, without the written consent of the
Participant.

ARTICLE 10. TAX WITHHOLDING

The Company and any of its Subsidiaries shall have the power and the right to deduct or
withhold, or require a Participant to remit to the Company or any of its Subsidiaries, an
amount sufficient to satisfy taxes (including the Participant's FICA obligation) required by
law to be withheld with respect to any grant, exercise, or payment made under or as a
result of this Plan.

ARTICLE 11. PARENT AND SUCCESSORS

All obligations of the Company under the Plan, with respect to Awards granted hereunder,
shall be binding on the Parent and any successor to the Company, whether the existence
of such successor is the result of a direct or indirect purchase, merger, consolidation or
otherwise, of all or substantially all of the business and/or assets of the Company.

ARTICLE 12. REQUIREMENTS AND GOVERNING LAW

12.1. Requirements of Law.
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The granting of Awards under this Plan shall be subject to all applicable laws, rules, and
regulations, and to such approvals by any governmental agencies or national securities
exchanges as may be required.

12.2. Governing Law.

The Plan, and all agreements hereunder, shall be construed in accordance with and
governed by the laws of the Commonwealih of Kentucky.

i1



Perquisites
Responding Witness — Paula H. Pottinger, Ph.D.



Officer Perquisites

Description CEO EVP SVP VP V;;f;;e‘fr
Automobile Y Y Y Y N
Country Club Y N N N N
Financial Planning and Tax Preparation Y Y Y Y N
Life Insurance - Group Term (1) Y Y Y Y Y
Life Insurance - Supplemental Executive Y Y Y Y N
Luncheon Club Y Y Y Y N
Nonqualified Savings Plan Y Y Y Y Y
Spousal Air Travel Y Y Y Y N
Supplemental Executive Retirement Plan (SERP) Y Y Y Y N
Vacation Sellback (2) Y Y Y Y Y
Wellfit and Choose Well Health Incentives (1) Y Y Y Y Y

(1) Officers are eligible for the same fevel of benefit as non-officer employees.

(2} Officers may choose to receive pay in lieu of 1 week of vacation. This policy is

available to non-officer employees as well.

Attachment to Response to PSC-3 Question No. 26
Page 1 of 1

Pottinger






A-27.

LOUISVILLE GAS AND ELECTRIC COMPANY

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

Response to Third Data Request of Commission Staff
Dated September 24, 2008

Question No. 27

Responding Witness: Chris Hermann / Shannon L. Charnas

. Refer to LG&E's response to Item 94(a) of Staff's Second Request. The level of

conservation advertising recorded by LG&E in Account 909 increased from
roughly $319,000 in 2005 to more than $571,000 in 2007.

4.

Explain how LG&E determines the level of conservation advertising it will
incur in a given year.

Provide the amount of conservation advertising included im LG&E's 2005,
2006, and 2007 operating budgets.

Provide the amount of conservation advertising included in LG&E's 2008
operating budget and the amount that has been expended to date in 2008.

The method for determining the level of conservation advertising incurred
annually is not formulaic. The Company considers numerous factors,
including the recommendations of third-party agencies, availability of funds,
prioritization of important topics, surveys or other customer feedback,
relevance of other related announcements, and other externalities. This 1s a
dynamic process that changes throughout the year as other energy-efficiency-
related topics, news coverage, announcements or initiatives take place locally
or nationally.

Items included in Account 909 are not limited to conservation advertising.
The annual operating budgets are consistent with the accounting practices and
are not developed in a way that permits distinction of conservation
advertising.

As noted above, the annual operating budgets are consistent with the
accounting practices and are not developed in a way that permits distinction of
conservation advertising. The actual amount of advertising in Account 909
expended January 1 through August 31, 2008 is $48,618. Approximately 51%
of that total is for expenses related to encouraging environmental protection
and conserving electric energy.






LOUISVILLE GAS AND ELECTRIC COMPANY

CASE NO. 20608-00252
CASE NO. 2007-00564

Response to Third Data Request of Commission Staff
Dated September 24, 2008

Question No. 28
Responding Witness: Shannon L. Charnas
Q-28. Refer to LG&E's response to Item 97 of Staff’s Second Request. Provide the
monthly average per-gallon cost of fuel for September 2008. Also provide the
monthly average per-gallon costs for October and November 2008 as those costs

become available.

A-28. The September 2008 cost of fuel is not available at this time. The Company will
provide the requested data through the monthly updates.
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LOUISVILLE GAS AND ELECTRIC COMPANY

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

Response to Third Data Request of Commission Staff
Dated September 24, 2008

Question No. 29

Responding Witness: Shannon L. Charnas

Q-29. Refer to LG&E's response to Item 99 of Staff’s Second Request, specifically, the
attachment to the response. Explain in detail why the annual expense incurred by
LG&E for contracted labor for maintenance coniracts increased from $13.7
million in 2005 to over $24.1 million during the test year.

A-29.

Contracted labor for maintenance contracts increased from $13.7 million in 2005
to over $24.1 million during the test year due to the following:

Bray Electric Services Inc — increased $0.2 million, new consolidated
agreement for Transmission project inspection.

C E Power Solutions LLC — increased $1.5 million, new consolidated
contract for sub-station maintenance services.

Energy Economics Inc ~ increased $0.2 million, gas regulator and meter
replacement work.

Evans Construction Co Inc — increased $0.2 million, incorporation of light
maintenance work at Operations Centers and Business Offices statewide.
Mechanical Construction Services Inc — increased $0.8 million, scheduled
boiler outage repair work.

Mechanical Dynamics and Analysis LLC - increased $1.0 million,
consolidated fleet wide turbine-generator overhaul agreement and
scheduled outages.

Miller Pipeline Corp — increased $1.7 million, gas leak identification and
mitigation.

Moore Security LLC ~ increased $0.3 million, security at Company
locations.

National Environmental Contracting Inc - increased $0.2 million,
Insulation repair and installation, including asbestos abatement.

PIC Energy Services Inc — increased $1.7 million, scheduled boiler outage
repair work.

PipeEyes LLC - increased $0.6 million, underground facility and
infrastructure inspection.
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e Stoll Construction and Paving Co Inc — increased $0.1 million, road and
sidewalk repair associated with gas main replacement work.

e TransAsh Inc — increased $2.1 million, landfill management work at Cane
Run Station.

As all the costs listed above relate to on-going inspection, maintenance, and by-
product removal, the costs are considered recurring.






Q-30.

A-30.

Response to PSC-3 Question No. 30
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Murphy

L.OUISVILLE GAS AND ELECTRIC COMPANY

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

Response to Third Data Request of Commission Staff
Dated September 24, 2008

Question No. 30
Responding Witness: J. Clay Murphy

Refer to LG&E's response to Item 110 of Staff's Second Request. Provide a
detailed description of the unique operating characteristics and other
circumstances of LG&E's gas system that cause its transportation tariffs to differ
from the transportation tariffs of other Kentucky gas distribution companies.

LG&E has a number of unique operating characteristics and other circumstances
that differentiate it from the other major Kentucky gas distribution companies.
The Commission has recognized that these differences can necessitate tariff
provisions for transportation and other natural gas services that vary for each local
distribution company (“LDC"). Specifically, in its Order in Administrative Case
No. 297 dated May 29, 1987, the Commission acknowledged that transportation
tariffs could differ on a case-by-case basis when it stated that “[wlhile the
Commission is requiring all Class A LDCs and other intrastate transporters of
natural gas to file a nondiscriminatory transportation tariff, its precise form and
conditions may vary.” (at p. 53) In the case of LG&E, its transportation services
are designed to facilitate natural gas transportation service on LG&E’s gas system
while maintaining reliable service for sales customers.

Based on LG&E’s review of 2007 figures for the 5 major LDCs in Kentucky,
LG&E’s load profile is more predominantly residential and commercial sales than
the average load profile of the other major LDCs. About two-thirds of LG&E’s
system throughput is made up of residential and commercial sales as compared to
an average of about one-third for the other major LDCs in Kentucky. Because
LG&E’s loads are predominantly residential and commercial space-heating loads,
LG&E’s loads are more volatile and temperature-sensitive than the loads of other
LDCs in Kentucky. In order to ensure that LG&E can reliably meet these
variable loads, it must be able to manage the supplies available to it in order to
match those supplies with system demands. As LG&E explained in its Response
to PSC-2 Question No. 110, although LG&E will have the continued
responsibility for serving increased numbers of customers (particularly space-
heating customers) if the eligibility threshold is broadened, it will not be able
manage the gas deliveries made by these customers to LG&E. For example,
during critical periods, transportation customers may deliver all of, some of, none
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of, or more than their actual gas consumption. Not being able to manage these
supplies means that LG&E’s reliability in serving all customers could be
diminished.

Similarly, LG&E believes that it is the only LDC in Kentucky that offers natural
gas service to electric generators using combustion turbines and other generation
facilities. Serving these generation loads further contributes to the hourly and
daily variability of system gas loads that must be served and balanced by L.G&E.
If transportation customers (particularly space-heating customers) deliver
volumes of gas to LG&E that do not match their actual hourly and/or daily gas
consumption, then supplies and other facilities required to serve highly variable
eleclric generation loads may need to be diverted to serve the requirements (or to
otherwise balance the loads) of these transportation customers. As such, system
reliability may be diminished.

LG&E is more dependent upon the operation of on-system storage to serve
system loads than are the other major LDCs in Kentucky. For example, based on
LG&E’s review of 2007 figures for the 5 major LDCs in Kentucky, more than
one-third of LG&E’s annual throughput is served through on-system storage
withdrawals as compared to the average of about one-tenth for the other major
Kentucky LDCs. Storage is complex to operate, and because LG&E is dependent
on storage to meet the primarily space-heating sales requirements of its customers
on both an hourly and daily basis, LG&E must maintain a sound operating regime
in order to ensure the reliability of the gas services it provides. The complexity of
operating LG&E’s storage facilities is compounded when transportation
customers (particularly space-heating customers) deliver some of, none of, or
more than their actual hourly and/or daily gas consumption. Such delivery
mismatches make it more difficult to maintain a sound operating regime with
respect to LG&E’s on-system storage facilities.

Additionally, LG&E’s on-system storage operations are mechanically dependent
such that LG&E must operate compression to pull gas from its storage during the
withdrawal season. Most other storage operators rely upon prevailing field
pressures to effectuate withdrawals of gas from storage. This means that LG&E
must be able to manage with a high level of certainty the amount of gas being
delivered by the interstate pipeline system in order to ensure that the appropriate
amounts are deliverable (and actually delivered) from LG&E’s on-system storage
through the operation of compression. Allowing additional customers to transport
(particularly space-heating customers) will make it more difficuit for LG&E to
manage with a high level of certainty the amount of gas being delivered by the
interstate pipeline system. Because these customers are responsible for managing
their own supply, they may deliver some of, none of, or more than their actual gas
consumption, negatively impacting LG&E’s ability to balance its system loads to
reliably serve all customers.
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LG&E is served by only 2 interstate pipelines whereas most of the other major
LDCs are served by several pipelines. On average, the other major LDCs in
Kentucky are served by more than 4 interstate pipelines. This means that LG&E
does not have as many pipeline supply options available to serve and balance the
loads on its system. This adds to LG&E’s concemn that expanding the eligibility
of transportation service (particularly to space-heating customers) may make it
more difficult for LG&E to balance the loads on its system. Again, this is
because transportation customers may not match their hourly and daily delivertes
of natural gas to LG&E with their consumption of natural gas.

There are also a number of other differences that distinguish LG&E from the
other major [.DCs in Kentucky. For example, LG&E does not have an
unregulated marketing company that offers natural gas to retail customers. LG&E
is not affiliated with either an interstate or intrastate pipeline. LG&E does not
currently purchase native natural gas production or supplies.  Varying
circumstances such as these may cause LDCs to position themselves differently
with respect to their tanff offerings.

Each LDC’s tariff has distinguishing features that meet the individual operating
characteristics and other circumstances of the particular LDC. LG&E’s tariffs are
designed to protect the reliability of its gas sysiem and maintain reliable service
for all customers. Consequently, LG&E does not support a change to its
transportation tariffs that would broaden the eligibility for transportation services
by incorporating a minimum annual threshold whether in lieu of, or in addition to,
the minimum threshold as currently incorporated therein. Furthermore, given the
structure of its transportation services and tariffs in combination with its unique
operating characteristics and other circumstances, LG&E would not be adequately
compensated for, or protected against, the added risks associated with broadening
the eligibility requirements (under Rate TS, for example) to include more space-
heating customers (by lowering the annual threshold under that rate schedule to
25,000 Mcf per year, for example).






LOUISVILLE GAS AND ELECTRIC COMPANY

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

Response to Third Data Request of Commission Staff
Dated September 24, 2008

Question No. 31
Responding Witness: Lonnie E. Bellar / Shannon L. Charnas

Q-31. Refer to LG&E's response to ltem 72 of the Attorney General's August 28, 2008
data request. The response indicates that total Edison Electric Institute ("EEI")
expenses booked by LG&E in the test year were $437,595.55. 1t also indicates
that EEI determined that 16.15 percent of dues paid was spent on lobbying
activities in 2007. Provide the amount of LG&E's total EEI expenses in the test
year that represent its EEI dues.

A-31. Amount of LG&E’s total EEI expenses in the test year, including dues, are as

follows:
Percentage of Lobbying
Activities Amount Lobbying Per EEl  Amount per EEI
EEI Dues:
Regular Activities $ 281,385 16.15% $ 45,444
Industry Issues
Separately Funded
Activities (SFA) 27,734 35.86% 9,945
Environmental SFA 101,987 15.02% 15,318
Mutual Assistance
Program 2,162 0.00% -
Total Dues $ 413,268 $ 70,707
EEI Training 24,328 0.00% -

Total Paid EEIX $ 437,596 $ 70,707






LOUISVILLE GAS AND ELECTRIC COMPANY

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

Response to Third Data Request of Commission Staff
Dated September 24, 2008

Question No. 32

Responding Witness: Chris Hermann / Shannon L. Charnas

Q-32. Refer to LG&E's response to ltem 2 of the Attorney General's April 14, 2008 data
request in Case No. 2007-00564 and pages 7-8 of the Direct Testimony of Sidney
L. "Butch" Cockerill concerning the Customer Care System ("CCS") which 1s
planned to go into service in February of 2009.

A-32.

a.

Provide the amount of any costs associated with the CCS which were recorded
as operating expenses by LG&E during the test year and explain why the costs
were expensed rather than capitalized.

Provide the test year operating expenses incurred in conjunction with the
operation and maintenance of all systems whose functions will be performed
by the CCS after it goes into service.

Provide the estimated annual operating and maintenance expenses for the first
12 months' operation of the CCS.

In the test year, $591,029 was recorded as operating expenses for the Customer
Care System. These costs were expensed consistent with the Statement of
Position 98-1 issued by the American Institute of Certified Public Accountants
(AICPA) regarding accounting for software. These costs include items such
as preparation and delivery of end-user communications and trainings,
facilities costs and hardware and software maintenance.

. and c.

The operating expenses included in the test year associated with systems
which will be replaced by CCS total $2,040,598. Additionally, $591,029 was
incurred in the test year related to CCS project expenses. The total of the test

year expenses that will not be incurred once CCS is fully operational is
$2,631,627.

An estimate of the on-going annual operating and maintenance expenses of
the CCS 1s $2,793,000. However, in the first 12 months, the Company will
incur additional operating expenses of approximately $507,000 for post go-
live technical support and licensing.






LOUISVILLE GAS AND ELECTRIC COMPANY

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

Response to Third Data Request of Commission Staff
Dated September 24, 2008

Question No. 33
Responding Witness: Valerie L. Scott

Q-33. Refer to LG&E's response to Item 3 of the Attorney General's Initial Request for
Information. Provide the origin of the $1,157,302,781 shown as "Billed revenues
from ultimate customers for the twelve months ended 04/30/08."

A-33. LG&E’s billed revenues from ultimate customers come from the Company’s
Customer Information System. This system provides the billed revenue amounts
distributed by the different revenue classes such as residential, commercial, public
authority, etc. Also, the revenue is separated by revenue components such as
customer charges, demand charges, DSM, ECR, etc.






Q-34.

A-34.

LOUISVILLE GAS AND ELECTRIC COMPANY

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

Response to Third Data Request of Commission Staff
Dated September 24, 2008

Question No. 34
Responding Witness: Shannon L. Charnas

Refer to LG&E's response to Item 7(a) of the August 27, 2008 data request of the
Kentucky Industrial Utility Customers, Inc. Explain why there were no unbilled
FAC fuel revenues reported as of April 30, 2007.

Prior to the fourth quarter of 2007, FAC revenue that was not yet billed through
the Company’s Customer Information Sysiem was included in accrued FAC. In
the fourth quarter of 2007, to enhance the analysis of operations, FAC revenue
was further differentiated into unbilled FAC, FAC accrued for the regulatory lag,
and the accrual for the over or under recovery of FAC. The net effect of this
change was that FAC revenue was included in unbilled revenue at April 30, 2008,
while FAC revenue was included in accrued revenue at April 30, 2007, Please
note, however, that all FAC revenues have been removed from test year operating
results in this and previous rate proceedings, consistent with Commission
practice.






Response to PSC-3 Question No. 35
Page 1 of 3
Hermann / Scott / Charnas

LOUISVILLE GAS AND ELECTRIC COMPANY

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

Response to Third Data Request of Commission Staff
Dated September 24, 2008

Question No. 35

Responding Witness: Chris Hermann / Valerie L. Scott / Shannon L. Charnas

Q-35. LG&E and many other utilities have recently been dealing with the issue of
storm-related service restoration.

a.

A-35. a.

Describe, generally, the process used to account for (1) restoration services
provided to LG&E by other utilities and (2) restoration services provided by
LG&E to other utilities. This description should indicate how, and in which
accounts, LG&E records amounts it reimburses other utilities and how, and in
which accounts, 1t records reimbursements it receives from other utilities.

Provide the amounts of all restoration costs, reimbursements, etc. recorded by
LG&E 1n the test year for services it received from other utilities as well as
services it provided to other utilities.

Refer to Rives Exhibit 1, Reference Schedule 1.18

(1) Provide the amount of payroll costs included in the test year storm damage
expenses of $5,587,633.

(2) Identify in which account(s) the payroll costs provided in (1) were
recorded.

(3) Explain whether the proposed storm damage adjustment results in a
portion of LG&E's in-house labor costs being included for recovery in
LG&E's overall labor costs as well as the storm damage adjustment. If
there are any amounts that are included for recovery in both areas, identify
the amounts and describe how LG&E intends to remedy the potential for
double-recovery of these amounts.

(1) When other utilities provide assistance to LG&E, they track the costs
incurred (labor, materials, etc) and provide LG&E an itemized invoice.
When LG&E receives the invoice it is charged to a specific Oracle project
and task related to that particular storm. The charges could go to any of
the following account numbers:



583001
584001
588100
592100
593002
593004
594001
595100
596100
925001
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Operations-Overhead Lines

Operations -Underground Lines
Miscellaneous Distribution Expense
Maintenance-Substation
Maintenance-Conductor/Devices

Tree Trimming

Maintenance-Electric Manholes Ete.
Maintenance-Transformer/Regulators
Maintenance of Street Lighting and Signals
Public Liability

(2) When LG&E is approached to provide restoration services to other
utilities, a project and task are created in Oracle to record the costs. The
task number is set up with the mutual assistance receivable GL account
number (FERC 143024). All costs of the services LG&E provides to the
other utility are recorded on this project and task.

When LG&E’s work is completed and all charges have been posted to the
project, a listing of the costs is prepared by expenditure type (labor,
materials, etc.). This list is then used to create an invoice to send to the

other utility.

b. LG&E received no restoration services from other utilities and therefore
recorded no costs to be reimbursed to other utilities in the test year. LG&E
provided assistance to Ameren in St. Louis, MO during the test year. The total
amount billed and reimbursed was $85,754. Neither the expenses nor
offsetting reimbursement are included in net operating income.

c. (1) The amount of payroll costs included in the test year storm damage
expense of $5,587,633 was $1,666,010.

(2) The payroll costs provided in (1) above were recorded in the following

accounts:

571100
580100
583001
588100
550100
593001
593002
593003
593004
594002
594003

Maintenance of Overhead Lines $2,143
Operations Supervision/Engineering 7,040
QOperations-Overhead Lines 734,006
Miscellaneous Distribution Expense 220
Maintenance Supervision/Engineering 3,995
Maintenance-Poles and Fixtures 202,758
Maintenance-Conductor/Devices 544924
Maintenance of Services 114,704
Tree Trimming 16,409
Maintenance-Underground Conductor Etc. 3,818

Maintenance-Underground Electric Services 1,466
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595100 Maintenance-Transformers/Regulators 34,527
Total $1.666.010

(3) The proposed storm damage adjustment does not result in labor costs
being included for recovery in both the storm damage adjustment and
LG&E’s in-house labor costs. Labor is processed through the VOLTS
timekeeping system and requires a project and task specific to the work
performed. In the event of a storm, a special project and task is created
and used. Time is approved by each employee’s supervisor, which ensures
that .only hours worked are charged to appropriate projects and tasks.



