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ECR Review
Case Nos. 2008-00549
and 2008-00550

Louisville Gas and Electric Company
Kentucky Utilities Company

March 6, 2009

¢: INFWHDVILV



Scope of Review Cases

— Six-month Review Period
* Billing months of May 2008 through October 2008

ECR Review Cases Technical
Conference March 6, 2009



Operation of the ECR -- LG&E

 Four Components that make up the

net under-collection of $608.,538:

— Updating overall rate of return for the ECR Plan
(overall rate of return including return on equity)

— Inconsistency in calculation of BESF

— Use of BESF percentage in determining amount
collected in base rates

— Use of 12-month average revenues to determine
the billing factor

ECR Review Cases Technical
Conference March 6, 2009



Over/Under Reconciliation -- LG&E

Combined Over/Under Recovery (608,538)

Due to Change in Rate of Return 222,254
Due to BESF Inconsistency (597,821)
Due to Use of BESF % (939,572)

Use of 12-Month Average Revenues 706,601
Subtotal (608.,538)

Unreconciled Difference (-)
ECR Review Cases Technical 4

Conference March 6, 2009



Operation of the ECR -- KU

« Four Components that make up the
net under-collection of $3,949,299:

— Updating overall rate of return for the ECR Plan
(overall rate of return including return on equity)

— Inconsistency in calculation of BESF

— Use of BESF percentage in determining amount
collected in base rates

— Use of 12-month average revenues to determine
the billing factor

ECR Review Cases Technical
Conference March 6, 2009



Over/Under Reconciliation -- KU

Combined Over/Under Recovery (3,949,299)

Due to Change in Rate of Return 715,967
Due to BESF Inconsistency (1,565,892)

Due to Use of BESF %  (2,883,254)

Use of 12-Month Average Revenues (216,120)

Subtotal (3.949.,299)
Unreconciled Difference (-)
ECR Review Cases Technical 6

Conference March 6, 2009



~ Over/Under-Collection Components

e Qverall rate of return

— Adjustments to the jurisdictional revenue requirement are
required for compliance with previous Commission Orders
to reflect the actual changes in the overall rate of return on
capitalization that is used in the determination of the return
on environmental rate base associated with the ECR Plans.

« Overall changes to Rate Base

— During the period under review, there were no changes to
Rate Base from the originally filed billing period.

ECR Review Cases Technical 7
Conference March 6, 2009



Over/Under-Collection Components

» Inconsistency in BESF calculation

— In the most recent 2-year review cases, KU and LG&E calculated the
BESF factor using base rate revenues excluding the customer charge
revenues, while the monthly filings use BESF times total base revenues
to estimate the ECR revenues collected through base rates.

— Because the monthly estimate of ECR revenues collected through base
rates is determined by multiplying BESF times total base revenues,
overstating BESF overstates the ECR revenues collected through base
rates.

— When ECR revenues collected through base rates are overstated, the
monthly E(m) 1s understated which contributes to the under-recovery
position.

ECR Review Cases Technical 8
Conference March 6, 2009



Over/Under-Collection Components

» Use of the BESF percentage to estimate the amount collected through base
rates.

— In the monthly filings, the BESF percentage is used to determine the amount of
ECR revenue collected through base rates by applying the percentage to total
base rate revenues.

— In the review proceedings, the billing determinants are used to determine the
actual ECR revenues collected through base rates.

— This methodology results in a perpetual mismatch between actual revenues
collected and estimated revenues reported in the monthly filings.

« Use of 12-month average revenues to calculate MESF and then applying
that same MESF to actual monthly revenues

— The result is an over-collection during the summer months when actual
revenues will generally be greater than the 12-month average and an under-
collection during the shoulder months when actual revenues will generally be
less than the 12-month average.

ECR Review Cases Technical 9
Conference March 6, 2009



Recommendations

» Louisville Gas and Electric Company

— Approve collection of $608,538 over a three month
period following the Commission’s Order

— Find environmental surcharge amount for the
billing period ending October 2008 just and
reasonable

— Approve the use of an overall rate of return on
capital of 10.82% using a return on equity of
10.63% beginning in the first billing month
following the Commission’s Order

ECR Review Cases Technical 10
Conference March 6, 2009



Recommendations

* Kentucky Utilities Company

— Approve collection of $3,949,299 over a six month
period following the Commission’s Order

— Find environmental surcharge amount for the

billing period ending October 2008 just and
reasonable

— Approve the use of an overall rate of return on
capital of 11.12% using a return on equity of
10.63% beginning in the first billing month

following the Commission’s Order

ECR Review Cases Technical 11
Conference March 6, 2009



