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these costs on the same basis. (See Seelye Exhibit 23, pages 7 through 9 for the 

functional assignment of cash working capital on the basis of OMLPP shown on 

pages 43 through 45.) The functional vector used to allocate a specific cost is 

identified by the column in the model labeled “Vector” and refers to a vector 

identified elsewhere in the analysis by the column labeled “Name”. 

Once costs for all of the major accounts are functionally assigned and 

classified, the resultant cost matrix for the major cost groupings (e.g., Plant in 

Service, Rate Rase, Operation and Maintenance Expenses) is then transposed and 

allocated to the customer classes using “allocation vectors” or “allocation factors”. 

This process is illustrated in Figure 2 below. 
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The results of the class allocation step of the cost of service study are included 

in Seelye Exhibit 24. The costs shown in the column labeled “Total System” in 

Seelye Exhibit 24 were carried forward ,from the functionally assigned and classified 

costs shown in Seelye Exhibit 23. The column labeled “Ref” in Seelye Exhibit 24 

provides a reference to the results included in Seelye Exhibit 23. 

What methodologies are commonly used to classify distribution plant? 

Two commonly used methodologies for determining demand/customer splits of 

distribution plant are the “minimum system” methodology and the “zero-intercept” 

methodology. In the minimum system approach, “minimum” standard poles, 

conductor, and line transformers are selected and the minimum system is obtained by 

pricing all of the applicable distribution facilities at the unit cost of the minimum size 

plant. The minimum system determined in this manner is then classified as customer- 

related and allocated on the basis of the number of customers in each rate class. All 

costs in excess of the minimum system are classified as demand-related. The theory 

supporting this approach maintains that in order for a utility to serve even the smallest 

customer, it would have to install a minimum size system. Therefore, the costs 

associated with the minimum system are related to the number of customers that are 

served, instead of the demand imposed by the customers on the system. 

In preparing this study, the “zero-intercept” methodology was used to 

determine the customer components of overhead conductor, underground conductor, 

and line transformers. Because the zero-intercept methodology is less subjective than 

the minimum system approach, the zero-intercept methodology is strongly preferred 

over the minimum system methodology when the necessary data is available. With 

- 89 - 



1 

2 

3 

4 

5 Q. 

6 A. 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

the zero-intercept methodology, we are not forced to choose a minimum size 

conductor or line transformer to determine the customer component. In the zero- 

intercept methodology, a zero-size conductor or line transformer is the absolute 

minimum system. 

What is the theory behind the zero-intercept methodology? 

The theory behind the zero-intercept methodology is that there is a linear relationship 

between the unit cost ($/ft or $/transformer) of conductor or line transformers and the 

load flow capability of the plant, which is proportionate to the cross-sectional area of 

the conductor or the kVA rating of the transformer. After establishing a linear 

relation, which is given by the equation: 

y = a + b x  

where: 

y is the unit cost of the conductor or transformer, 

x is the size of the conductor (MCM) or transformer (kVA), and 

a, b are the coefficients representing the intercept and slope, 

respectively 

it can be determined that, theoretically, the unit cost of a foot of conductor or 

transformer with zero size (or conductor or transformer with zero load carrying 

capability) is a, the zero-intercept. The zero-intercept is essentially the cost 
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component of conductor or transformers that is invariant to the size (and load 

carrying capability) of the plant. 

Like most electric utilities, the feet of conductor and number of 

transformers on L,G&E’s system is not uniformly distributed over all sizes of 

wire and transformer. For this reason, it was necessary to use a weighted 

regression analysis, instead of a standard least-squares analysis, in the 

determination of the zero intercept. Without performing a weighted 

regression analysis all types of conductor and transformers would have the 

same impact on the analyses, even though the quantity of conductor and 

transformers are not the same for each size and type. 

Using a weighted regression analysis, the cost and size of each type of 

conductor or transformer is, in effect, weighted by the number of feet of 

installed conductor or the number of transformers. In a weighted regression 

analysis, the following weighted sum of squared differences 

15 

16 is minimized, where w is the weighting factor for each size of conductor or 

17 transformer, and y is the observed value and j j  is the predicted value of the 

18 dependent variable. 

19 Q. Has the Commission accepted the use of the zero-intercept methodology? 
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A. Yes. The Commission found L,G&E’s cost of service studies (both electric and gas) 

submitted in Case No. 2000-080 and Case No. 90-158 to be reasonable, thus 

providing a means of measuring class rates of return and suitable for use as a guide in 

developing appropriate revenue allocations and rate design. The Commission also 

found the embedded cost of service study submitted by The Union Light Heat and 

Power in Case No. 2001-00092, which utilized a zero-intercept methodology, to be 

reasonable. 

Have you prepared exhibits showing the results of the zero-intercept analysis? Q. 

A. Yes. The zero-intercept analysis for overhead conductor, underground conductor, 

and line transformers are included in Seelye Exhibits 25,26, and 27. 

Please summarize the results of the electric cost of service study. 

The following table (Table 1) summarizes the rates of return for each customer class 

before and after reflecting the rate adjustments proposed by L,G&E. The Actual 

Adjusted Rate of Return was calculated by dividing the adjusted net operating income 

by the adjusted net cost rate base for each customer class. The adjusted net operating 

income and rate base reflect the pro-forma adjustments discussed in Mr. Rives’ 

testimony. The Proposed Rate of Return was calculated by dividing the net operating 

income adjusted for the proposed rate increase by the adjusted net cost rate base. 

Q. 

A. 
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1 

Customer Class 
Residential Rate - RS 
General Service - GS 
Power Service - PS 
- Primary 
- Secondary 
Commercial Time of Day 
-Commercial TOD Secondary - CTODS 

Industrial Time of Day 
- Industrial TOD Secondary - ITODS 
- Industrial TOD Primary - ITODP 

-Commercial TOD Primary - CTODP 

2 

3 

4 

5 

6 VIII. 

7 Q* 

8 

9 A. 

10 

11 

12 

13 

Actual Adjusted 
Rate of Return 
3.19% 
9.12% 

4.86% 
6.62% 

4.42% 
4.47% 

5.27% 
3.31% 

Retail Transmission Service - RTS 
Lighting 
Special Contracts 
Total Svstem 

2.9 1 ?‘o 
8.80% 
-0.19% 
4.77% 

Proposed 
Rate of Return 
5.86% 

____ 12.62% 

8.47% 
10.13% 

8.00% 
8.72% 

9.28% 
6.97% 
6.53% 
11.17% 
2.51% 
7.89% 

Determination of the actual adjusted and proposed rates of return are detailed in 

Seelye Exhibit 24, pages 49-5 1 and pages 55-57, respectively. 

NATURAL, GAS COST OF SERVICE STUDY 

Did you prepare a cost of service study for LG&E’s gas operations based on 

financial and operating results for the 12 months ended October 31,2009? 

Yes. I supervised and participated in the preparation of a fully allocated, time- 

differentiated, embedded cost of service study for gas operations for the 12 months 

ended October 3 1 , 2009, based on LG&E’s accounting costs per books, adjusted for 

known and measurable changes to test year operating results. The cost of service 

study corresponds to the pro-forma financial exhibits included in the testimony of Mr. 
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Rives. As with the electric cost of service study, the objective in performing the gas 

cost of service study is to determine the rate of return on rate base that LG&E is 

earning from each customer class, which provides an indication as to whether 

LG&E’s gas service rates reflect the cost of providing service to each customer class. 

Generally, were the procedures used in performing the gas cost of service study 

the same as those that you described above for the electric cost of service study? 

Yes, with the exception that the study was not time differentiated. The cost of service 

study was prepared using the following procedure: (1) costs were functionally 

assigned (functionalized) to the major functional groups, (2) costs were then classiJied 

as commodity-related, demand-related, or customer-related; and then (3) costs were 

allocated to LG&E’s rate classes. These steps are depicted in the following diagram 

(Figure 3). This is a standard approach utilized in the preparation of embedded cost 

of service studies for gas utilities. 
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Figure 3 1 

2 Q. What functional groups were used in the natural gas cost of service study? 

3 A. The following standard functional groups were identified in the cost of service study: 

4 (1) Procurement, (2) Storage, (3) Transmission, (4) Distribution Commodity, (5) 

5 Distribution Structures and Equipment, (6) Distribution Mains - Low- and Medium- 

6 Pressure, (7) Distribution Mains - High-pressure, (8) Services, (9) Meters, (lo) 

7 Customer Accounts, and (1 1) Customer Service Expense. 

8 Q. How were costs classified as commodity related, demand related or customer 

9 related? 

10 A. Classification provides a method of arranging costs so that the service characteristics 

11 that give rise to the costs can serve as a basis for allocation. Costs classified as 

12 commodity related tend to vary with the quantity of gas delivered, such as gas supply 

13 and the operation of compressors. Since gas supply costs were removed from the cost 
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of service study, it was not necessary to classify gas supply costs. Costs classified as 

demand related are costs related to facilities installed to meet design-day usage 

requirements. Costs classified as customer related include costs incurred to serve 

customers regardless of the quantity of gas purchased or the peak requirements of the 

customers. All transmission plant costs were classified as demand related and are 

allocated on the same basis as storage. Unlike other local gas distribution companies 

(“LDCs”), L,G&E’s transmission system is used primarily to get gas in and out of its 

gas storage fields. Distribution Structures and Equipment costs were classified as 

demand-related. As will be discussed later in my testimony, costs related to 

Distribution Mains were functionally assigned as either low and medium pressure 

mains or high-pressure mains and then classified as demand-related and customer- 

related using the zero-intercept methodology. Services, Meters, Customer Accounts, 

and Customer Service Expenses were classified as customer-related. 

Have you prepared an exhibit showing the results of the functional assignment 

and classification steps of the cost of service study? 

Yes. Seelye Exhibit 28 shows the results of the first two steps of the natural gas cost 

of service study, functional assignment and classification. 

Please describe the allocation factors used in the gas cost of service study. 

The following allocation factors were used in the gas cost of service study: 

0 DEMO1 is used to allocate procurement demand-related 

costs; these costs are the procurement-related expenses 

that are not recovered through LG&E’s Gas Supply 
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Clause. 

0 DEMO2 is used to allocate Storage demand-related 

costs and represents a composite allocation based on 

extreme winter season requirements and design day 

demands. The class allocation factor is the sum of (a) 

the volumes (commodity) withdrawn from storage 

during the design winter season, and (b) the volumes 

needed in storage to meet the design-day demands. The 

calculation of this allocation factor is shown on Seelye 

Exhibit 30. 

0 DEMO3 is used to allocate Transmission demand- 

related costs and is allocated on the same basis as 

storage demand. Because LG&E’s transmission lines 

are used primarily to either fill the storage fields or 

remove gas from storage, transmission demand-related 

costs are allocated on the same basis as storage 

demand-related costs. 

0 DEMO4 is used to allocate Distribution Structures and 

Equipment demand-related costs and represents 
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maximum class demands determined at LG&E's -12" F 

design day mean temperature. These demands, which 

are shown in Seelye Exhibit 30, were calculated using 

base loads and- temperature sensitive loads developed 

for the temperature normalization adjustment. The 

temperature normalization adjustment is discussed 

earlier in my testimony. 

0 DEMOS is used to allocate the demand-related portion 

of the cost of high-pressure distribution mains and 

represents maximum class demands determined at the 

design day mean temperature of customers served at 

high-pressure or below. The high-pressure system 

consists of pipe pressured above 50 psi. All of the gas 

delivered into the low- and medium-pressure system 

must first pass through the high- pressure system. 

Consequently, all customers utilize the high-pressure 

system. 

0 DEMO5a is used to allocate the demand-related portion 

of the cost of low and medium-pressure distribution 

mains and represents maximum class demands 
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determined at the design day mean temperature of 

customers served at medium pressure or low-pressure. 

The low- and medium- pressure system consists of pipe 

pressured at 50 psi and below. The demands of 

customers served at high pressure are not included in 

the determination of this allocation factor. The low- 

and medium-pressure system is not used to provide 

distribution delivery service to customers served at high 

pressure. 

COMO1 is used to allocate commodity-related 

procurement expenses and represents annual throughput 

volumes (including both sales and transportation). 

Procurement expenses correspond to expenses incurred 

by LG&E’s gas supply department (including labor), 

which are not recovered through the Gas Supply 

Clause. This department not only purchases gas for 

sales customers but also administers LG&E’s 

transportation service schedules. 

0 COM02 is used to allocate Storage commodity-related 

costs and represents actual customer class deliveries 
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during the winter withdrawal season (defined as the 

months of November through March.) 

e COM03 is used to allocate Transmission commodity- 

related costs and represents actual customer class 

deliveries during the winter withdrawal season (defined 

as the months of November through March). 

0 COM04 is used to allocate Distribution commodity- 

related costs and represents annual throughput volumes 

(including both sales and transportation). 

0 CUSTOl is used to allocate the customer-related 

portion of LG&E’s high-pressure distribution mains 

and represents the year-end number of customers 

served at high pressure and below. 

0 CUSTOla is used to allocate the customer-related 

portion of L,G&E’s low and medium pressure 

distribution mains and represents the year-end number 

of customers at low and medium pressure. The 

customers served at high pressure are not included in 
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the determination of this allocation factor. The low- 

and medium-pressure system is not used to provide 

distribution delivery service to customers served at high 

pressure. 

0 CIJSTO2 is used to allocate Services and is based on 

the total estimated cost of installing a service line per 

customer in each customer class weighted by the year- 

end number of customers in each class. 

CUST03 is used to allocate Meters and is based on the 

total cost of meters and meter installation costs per 

customer in each customer class weighted by the year- 

end number of customers in each class. 

0 CUST04 is used to allocate customer accounts 

expenses (Accounts 901 through 905) and represents a 
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Q. 

A. 

Q. 

A. 

composite allocation factor.4 

CUSTOS is used to allocate customer service expenses using the same 

customer-weighting factor used to allocate Accounts 90 1, 902, 903, 

and 905 as in the calculation of CUST04. 

0 

Did you classify the costs of mains between demand and customer costs? 

Yes. Mains were classified using the zero-intercept methodology, which was 

described above in connection with the electric cost of service study. The zero- 

intercept analysis is included in Seelye Exhibit 3 1.  

How were distribution mains functionally separated between high pressure and 

low and medium pressure categories? 

The feet of high-pressure mains by size of pipe were identified from LG&E’s maps 

and records. The feet of low- and medium-pressure pipe were determined residually 

by subtracting the specifically identified high-pressure mains from the total feet for 

each pipe size. The zero-intercept unit cost of $4.37 was then applied to the high- 

pressure mains and to the low and medium pressure mains to determine the customer- 

related portion of the mains.5 By identifying high-pressure mains from LG&E’s 

~~ 

This allocation factor is determined as follows: First, customer accounts supervision (Account 901), meter 
reading (Account 902), customer records and collections (Account 903), and miscellaneous customer account 
expenses (Account 905) were allocated to each customer class using a customer weighting factor based on 
discussions with LG&E’s meter reading, billing and customer service departments. A cost weighting factor of 
1 .0 was utilized for Residential Gas Service, a cost weighting factor of 1.1 was utilized for Commercial Gas 
Service, a cost weighting factor of 10 was utilized for Industrial Gas Service, Rate AAGS, and a customer 
weighting factor of 20 was utilized for Firm Transportation Service Rate FT and special contracts. Using a cost 
weighting factor of 20 for Rate FT and special contracts, for example, means that the cost of performing the 
meter reading, billing and customer service functions for customers served under Rate FT is 20 times more than 
the cost of performing these same services for customers served under Rate RGS. 

The cost of service study used the zero intercept results from the detailed analysis that was performed based on 
plant records as of April 30,2008. 
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maps and records, it was determined that LG&E’s high-pressure distribution mains 

represent 12.52% of the total installed cost, with 0.87% corresponding to customer 

related costs and 11.65% Corresponding to demand related costs. The low- and 

medium-pressure pipe comprises the remaining 87.48% of installed cost, with 

12.96% classified as customer related and 74.52% classified as demand related. The 

breakdown is shown on page 3 of Seelye Exhibit 3 1. 

Was a similar separation made in the electric cost of service study? 

Yes. The electric cost of service study separates distribution conductor between 

primary voltage conductor and secondary voltage conductor. The functional 

separation in the gas cost of service study between high-pressure and low- and 

medium-pressure pipe is analogous to the primary and secondary splits determined in 

the electric cost of service study. Differences in the pressure in a pipe are often used 

as an analogy to differences in voltages. 

Please summarize the results of the gas cost of service study. 

The following table (Table 2) summarizes the rates of return on net cost rate base for 

natural gas service for each customer class before and after reflecting the rate 

adjustments proposed by LG&E. The rates of return shown in Table 2 can be found 

on pages 12-13 of Seelye Exhibit 29. The Actual Adjusted Rate of Return was 

calculated by dividing the adjusted net operating income by the adjusted net cost rate 

base for each customer class. The adjusted net operating income and rate base reflect 

the pro-forma adjustments discussed in Mr. Rives’ testimony. The Proposed Rate of 

Return was calculated by dividing the net operating income adjusted for the proposed 

rate increase by the adjusted net cost rate base. 
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1 

Customer Class 
Residential - RGS 
Commercial - CGS 

Actual Adjusted Proposed 
Rate of Return 
3.90% 6.82% 
7.01% 10.01% 

Rate of Return 

Industrial - IGS 
As-Available Service - AAGS 

4.36% I 7.12% 
16.85% I 17.01% 

I Total System I 5.06% I 7.95% 

Firm Transportation Service - FT 
SDecial Contracts 

2 

3 Q. Does this conclude your testimony? 

4 A. Yes, it does. 

25.71% 25.90% 
25.05% 25.25% 

- 104-  
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QUALIFICATIONS OF WILLIAM STEVEN SEELYE 

Summary of Qualifications 

Provides consulting services to numerous investor-owned utilities, rural electric cooperatives, 
and municipal utilities regarding utility rate and regulatory filings, cost of service and wholesale 
and retail rate designs; and develops revenue requirements for utilities in general rate cases, 
including the preparation of analyses supporting pro-forma adjustments and the development of 
rate base. 

Employment 
Senior Consultant and Principal 
The Prime Group, LLC 
(July 1996 to Present) 

Provides consulting services in the areas 
of tariff development, regulatory analysis 
revenue requirements, cost of service, 
rate design, fuel and power procurement, 
depreciation studies, lead-lag studies, and 
mathematical modeling. 

Assists utilities with developing strategic marketing 
plans and implementation of those plans. Provides 
utility clients assistance regarding regulatory policy 
and strategy; project management support for 
utilities involved in complex regulatory 
proceedings; process audits; state and federal 
regulatory filing development; cost of service 
development and support; the development of 
innovative rates to achieve strategic objectives; 
unbundling of rates and the development of menus 
of rate alternatives for use with customers; 
performance-based rate development. 

Prepared retail and wholesale rate schedules and 
filings submitted to the Federal Energy Regulatory 
Commission (FERC) and state regulatory 
commissions for numerous of electric and gas 
utilities. Performed cost of service or rate studies 
for over 130 utilities throughout North America. 
Prepared market power analyses in support of 
market-based rate filings submitted to the FERC for 
utilities and their marketing affiliates. Performed 
business practice audits for electric utilities, gas 
utilities, and independent transmission 
organizations (ISOs), including audits of production 
cost modeling, retail utility tariffs, retail utility 
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billing practices, and IS0  billing processes and 
procedures. 

Manager of Rates and Other Positions 
L,ouisville Gas & Electric Co. 
(May 1979 to July 1996) 

Held various positions in the Rate 
Department of LG&E. In December 1990, 
promoted to Manager of Rates and 
Regulatory Analysis. In May 1994, 
given additional responsibilities in the marketing 
area and promoted to Manager of Market 
Management and Rates. 

Education 
Bachelor of Science Degree in Mathematics, University of Louisville, 1979 
54 Hours of Graduate Level Course Work in Industrial Engineering and Physics. 

Associations 
Member of the Society for Industrial and Applied Mathematics 

Expert Witness Testimony 

Alabama: Testified in Docket 28 10 1 on behalf of Mobile Gas Service Corporation 
concerning rate design and pro-forma revenue adjustments. 

Colorado: Testified in Consolidated Docket Nos. 01F-530E and 01A-53 1E on behalf of 
Intermountain Rural Electric Association in a territory dispute case. 

FERC: Submitted direct and rebuttal testimony in Docket No. EL02-25-000 et al. 
concerning Public Service of Colorado’s fuel cost adjustment. 

Submitted direct and responsive testimony in Docket No. ER05-522-00 1 
concerning a rate filing by Bluegrass Generation Company, LLC to charge 
reactive power service to LG&E Energy, LL,C. 

Submitted testimony in Docket Nos. ER07-1383-000 and ER08-05-000 
concerning Duke Energy Shared Services, Inc.’s charges for reactive power 
service. 

Submitted testimony in Docket No. ER08- 1468-000 concerning changes to 
Vectren Energy’s transmission formula rate. 

Submitted testimony in Docket No. ER08-1588-000 concerning a generation 
formula rate for Kentucky IJtilities Company. 
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Submitted testimony in Docket No. ER09-180-000 concerning changes to Vectren 
Energy’s transmission formula rate. 

Florida: Testified in Docket No. 98 1827 on behalf of L,ee County Electric Cooperative, 
Inc. concerning Seminole Electric Cooperative Inc.’s wholesale rates and cost of 
service. 

Illinois: Submitted direct, rebuttal, and surrebuttal testimony in Docket No. 01-0637 on 
behalf of Central Illinois Light Company (“CILCO”) concerning the modification 
of interim supply service and the implementation of black start service in 
connection with providing unbundled electric service. 

Indiana: Submitted direct testimony and testimony in support of a settlement agreement in 
Cause No. 427 13 on behalf of Richmond Power & Light regarding revenue 
requirements, class cost of service studies, fuel adjustment clause and rate design. 

Submitted direct and rebuttal testimony in Cause No. 43 1 1 1 on behalf of Vectren 
Energy in support of a transmission cost recovery adjustment. 

Submitted direct testimony in Cause No. 43773 on behalf of Crawfordsville 
Electric Light & Power regarding revenue requirements, class cost of service 
studies, fuel adjustment clause and rate design. 

Kansas: Submitted direct and rebuttal testimony in Docket No. 05-WSEE-98 1 -RTS on 
behalf of Westar Energy, Inc. and Kansas Gas and Electric Company regarding 
transmission delivery revenue requirements, energy cost adjustment clauses, fuel 
normalization, and class cost of service studies. 

Kentucky: Testified in Administrative Case No. 244 regarding rates for cogenerators and 
small power producers, Case No. 8924 regarding marginal cost of service, and in 
numerous 6-month and 2-year fuel adjustment clause proceedings. 

Submitted direct and rebuttal testimony in Case No. 96-161 and Case No. 96-362 
regarding Prestonsburg Utilities’ rates. 

Submitted direct and rebuttal testimony in Case No. 99-046 on behalf of Delta 
Natural Gas Company, Inc. concerning its rate stabilization plan. 

Submitted direct and rebuttal testimony in Case No. 99- 176 on behalf of Delta 
Natural Gas Company, Inc. concerning cost of service, rate design and expense 
adjustments in connection with Delta’s rate case. 
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Submitted direct and rebuttal testimony in Case No. 2000-080, testified on behalf 
of Louisville Gas and Electric Company concerning cost of service, rate design, 
and pro-forma adjustments to revenues and expenses. 

Submitted rebuttal testimony in Case No. 2000-548 on behalf of Louisville Gas 
and Electric Company regarding the company’s prepaid metering program. 

Testified on behalf of Louisville Gas and Electric Company in Case No. 2002- 
00430 and on behalf of Kentucky Utilities Company in Case No. 2002-00429 
regarding the calculation of merger savings. 

Submitted direct and rebuttal testimony in Case No. 2003-00433 on behalf of 
Louisville Gas and Electric Company and in Case No. 2003-00434 on behalf of 
Kentucky Utilities Company regarding pro-forma revenue, expense and plant 
adjustments, class cost of service studies, and rate design. 

Submitted direct and rebuttal testimony in Case No. 2004-00067 on behalf of 
Delta Natural Gas Company regarding pro-forma adjustments, depreciation rates, 
class cost of service studies, and rate design. 

Testified on behalf of Kentucky Utilities Company in Case No. 2006-00129 and 
on behalf of L,ouisville Gas and electric Company in Case No. 2006-00130 
concerning methodologies for recovering environmental costs through base 
electric rates. 

Testified on behalf of Delta Natural Gas Company in Case No. 2007-00089 
concerning cost of service, temperature normalization, year-end normalization, 
depreciation expenses, allocation of the rate increase, and rate design. 

Submitted testimony on behalf of Big Rivers Electric Corporation and E.ON U.S. 
LLC in Case No 2007-00455 and Case No. 2007-00460 regarding the design and 
implementation of a Fuel Adjustment Clause, Environmental Surcharge, Unwind 
Surcredit, Rebate Adjustment, and Member Rate Stability Mechanism for Rig 
Rivers Electric Corporation in connection with the unwind of a lease and purchase 
power transaction with E.ON U.S. LLC. 

Submitted testimony in Case No. 2008-0025 1 on behalf of Kentucky Utilities 
Company and in Case No. 2008-00252 on behalf of Louisville Gas and Electric 
Company regarding pro-forma revenue and expense adjustments, electric 
temperature normalization, jurisdictional separation, class cost of service studies, 
and rate design. 

Submitted testimony in Case No. 2008-00409 on behalf of East Kentucky Power 
Cooperative, Inc., concerning revenue requirements, pro-forma adjustments, cost 
of service, and rate design. 
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Submitted testimony in Case No. 2009-00040 on behalf of Big Rivers Electric 
Corporation regarding revenue requirements and rate design. 

Submitted testimony on behalf of Columbia Gas Company of Kentucky in Case 
No. 2009-00 14 1 regarding the demand side management program costs and cost 
recovery mechanism. 

Nevada: Submitted direct and rebuttal testimony in Case No. 03- 1000 1 on behalf of 
Nevada Power Company regarding cash working capital and rate base 
adjustments. 

Submitted direct and rebuttal testimony in Case No. 03-12002 on behalf of 9' ierra 
Pacific Power Company regarding cash working capital. 

Submitted direct and rebuttal testimony in Case No. 05-1 0003 on behalf of 
Nevada Power Company regarding cash working capital for an electric general 
rate case. 

Submitted direct and rebuttal testimony in Case No. 05-1 0005 on behalf of Sierra 
Pacific Power Company regarding cash working capital for a gas general rate 
case. 

Submitted direct and rebuttal testimony in Case Nos. 06- 1 1022 and 06- 1 1023 on 
behalf of Nevada Power Company regarding cash working capital for a gas 
general rate case. 

Submitted direct and rebuttal testimony in Case No. 07-1 200 1 on behalf of Sierra 
Pacific Power Company regarding cash working capital for an electric general 
rate case. 

Submitted direct testimony in Case No. Docket No. 08-12002 on behalf of 
Nevada Power Company regarding cash working capital for an electric general 
rate case. 

Nova Scotia: Testified on behalf of Nova Scotia Power Company in NSUARB - NSPI - P-887 
regarding the development and implementation of a fuel adjustment mechanism. 

Submitted testimony in NSUARB - NSPI - P-884 regarding Nova Scotia Power 
Company's application to approve a demand-side management plan and cost 
recovery mechanism. 

Submitted testimony in NSUAIiB -- NSPI - P-888 regarding a general rate 
application filed by Nova Scotia Power Company. 
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Virginia: 

Submitted testimony on behalf of Nova Scotia Power Company in the matter of 
the approval of backup, top-up and spill service for use in the Wholesale Open 
Access Market in Nova Scotia. 

Submitted testimony in NSUARB - NSPI - P-884 (2) on behalf of Nova Scotia 
Power Company’s regarding a demand-side management cost recovery 
mechanism. 

Submitted testimony in Case No. PUE-2008-00076 on behalf of Northern Neck 
Electric Cooperative regarding revenue requirements, class cost of service, 
jurisdictional separation and an excess facilities charge rider. 

Submitted testimony in Case No. PUE-2009-00029 on behalf of Old Dominion 
Power Company regarding class cost of service, jurisdictional separation, 
allocation of the revenue increase, general rate design, time of use rates, and 
excess facilities charge rider. 

Submitted testimony in Case No. PUE-2009-00065 on behalf of Craig-Botetourt 
Electric Cooperative regarding revenue requirements, class cost of service, 
jurisdictional separation and an excess facilities charge rider. 
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LOUISVILLE GAS AND ELECTRIC COMPANY 

Calculation Of Attachment Charges for C A N  

Pole Size Quantity 

Weiqhted Averaqe Bare Pole Cost as of 10/31/2009 

35' 21,992 
40' 

Three-User Poles 

61,023 
83,015 

40' 61,023 
45' 22,136 

83,159 

Two-User Pole Charae 

Average 
Installed Cost Installed Cost 

$ 9,895,841 $ 449.97 
25,998,372 

$ 35,894,213 
426.04 

si 432.38 

$ 25,998,372 $ 426.04 
23,008,39 1 

$ 49,006,763 
1,039.41 

$ 589.31 

$432.38 x .I224 Usage Space Factor = $52.92 
$ 52.92 x .I843 Annual Carrying Charge = $9.76 

Three-User Pole Charqe 

$589.31 x .0759 Usage Space Factor = $44.73 
$ 44.73 x .I843 Annual Carrying Charge = $8.24 

Weighted Total 

Weighted Average Monthly Cost 

Number of Weighted 
Attachments cost 

17,699 $ 172,659 

68,646 !§ 565,966 

86.345 $ 738.625 

$ 8.55 

Seelye Exhibit 11 
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LOUISVILLE GAS AND ELECTRIC COMPANY 

Calculation Of Annual Carrying Charge 

Proposed Rate of Return 
Depreciation - Sinking Fund 
Income Tax ( I )  
Property Tax and Insurance 
Operation and Maintenance (Page 3) 

Total 

(1) Derived from rates of equity capital 

Capitalization 
Ratio 

Common 53.86% 
Preferred 0.00% 
Total Equity 53.86% 

Debt 46.14% 
Total Capitalization 100.00% 

Annual 
Rate 

11.50% 
0.00% 

8.32% 
0.54% 
3.63% 
0.22% 
5.73% 

I 8.43% 

Composite 
Rate 

6.19% 
0.00% 

4.61% 
6.19% 
2.13% 
8.32% 

Composite Federal and State Income Taxes rate = 36.93% 

Income Tax = (0.3693/(1-0.3693) x 0.0619 = 3.63% 

Seeiye Exhibit 11 
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LOUISVILLE GAS AND ELECTRIC COMPANY 

Operation and Maintenance Expenses for 
the 12 Months Ended October 31,2009 

(1) Labor Charged to 592 - Poles, Towers 
and Fixtures Subaccount $ 289,969 
-Tree Trimming 225,900 

Total Labor 

Total Administrative and General Expenses 

Assiqnment of a Portion of A & G Expenses to Poles 

($515,870/$56,166,593) x $73,557,685 = $675,600 

Expenses Assianed to Poles 

Maintenance of Poles, Towers, and Fixtures 
Subaccount 593001 

Tree Trimming of Electric Distribution 
Routes 593004 

A & G Expenses Assigned to Poles 
Total 

Adder to Annual Carwing Charaes for 0 & M E x p e n m  

- $ 6,817,950 Expenses Assigned to Poles - 
119,084,747 Plant in Service - Account 364 

$ 515,870 

$ 56,166,593 

$ 73,557,685 

$ 1,366,766 

4,775,583 
675,600 

$ 6,817,950 

5.73% 

Seelye Exhibit 11 
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Louisville Gas and Electric Company 
Levelized Carrying Charge Analysis - Electric 
Electric Service 

Capital Structure: 
Weighted Adjusted 

Debt 
Percent Rate COC Tax Rate Rate 
46.14% 4.61% 2.13% 37.60% 1.33% 

Preferred Equity 0.00% 0.00% 0.00% 
Common Equity 53.86% 11.50% 6.19% 

8.32% 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
31 

Tax Depreciation Table (MACRS) 

5 
20.000% 
32.000% 
19.200% 
11 520% 
11.520% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 

10 
10.000% 
18.000% 
14.400% 
11.520% 
9.220% 
7.370% 
6.550% 
6.550% 
6.560% 
6.550% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 

15 
5.000% 
9.500% 
8.550% 
7.700% 
6.930% 
6.230% 
5.900% 
5.900% 
5.910% 
5.900% 
5.91 0% 
5.900% 
5.91 0% 
5.900% 
5.910% 
2.950% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 

0.000% 0.000% 

20 
3.750% 
7.21 9% 
6.677% 
6.177% 
5.71 3% 
5.285% 
4.888% 
4.522% 
4.462% 
4.461 % 
4.462% 
4.461% 
4.462% 
4.461 % 
4.462% 
4.461 % 
4.462% 
4.461 % 
4.462% 
4.46 1 % 
2.231 % 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 

0.00% 
6.19% 
7.52% 

Seelye Exhibit 12 
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Louisville Gas and Electric Company 
Levelized Carrying Charge Analysis 
Electric Service 

Assumptions: 
Investment $ 1,000 
Book Life 30 
Tax Life 20 
Composite Tax Rate 37.6028% 
Property Tax Rate 0.00% 
Levelized Revenue Requirement Years 35 
O&M as Percent of Investment 0.00% 

Res u Its: 
Present Value Revenue Requirement $ 1,164 
Levelized Revenue Requirement $103 
Levelized Carrying Charge Rate 10.32% 
Level of Investment that can be Supported b 9.69 Times Net Revenue 

Year Investment 

0 $ 1,000 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 

Book 
Depreciation 

33 
33 
33 
33 
33 
33 
33 
33 
33 
33 
33 
33 
33 
33 
33 
33 
33 
33 
33 
33 
33 
33 
33 
33 
33 
33 
33 
33 
33 
33 

Residual 
Plant 

967 
933 
900 
867 
833 
800 
767 
733 
700 
667 
633 
600 
567 
533 
500 
467 
433 
400 
367 
333 
300 
267 
233 
200 
167 
133 
100 
67 
33 
(0) 

Tax 
Depreclation 

38 
72 
67 
62 
57 
53 
49 
45 
45 
45 
45 
45 
45 
45 
45 
45 
45 
45 
45 
45 
22 

Residual 
Plant 

963 
890 
824 
762 
705 
652 
603 
558 
51 3 
468 
424 
379 
335 
290 
245 
20 1 
156 
112 
67 
22 
(0) 
(0) 
(0) 
(0) 
(0) 
(0) 
(0) 
(0) 
(0) 
(0) 

Deferred 
Income Tax 

Accumulated 
Deferred 

Income Tax 

2 
16 
29 
39 
48 
56 
62 
66 
70 
75 
79 
83 
87 
92 
96 
100 
104 
108 
113 
117 
113 
100 
88 
75 
63 
50 
38 
25 
13 
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Louisville Gas and Electric Company 
Levelized Carrying Charge Analysis 
Electric Service 

Assumptions: 
Investment 
Book Life 
Tax Life 
Composite Tax Rate 
Property Tax Rate 
Levelized Revenue Requirement Years 
O&M as Percent of Investment 

Results: 
Present Value Revenue Requirement 
Levelized Revenue Requirement 
Levelized Carrying Charge Rate 
Level of investment that can be Supported by Revenue 

Year Rate Base 

O $  
1 965 
2 917 
3 87 1 
4 827 
5 785 
6 744 
7 705 
8 667 
9 630 

10 592 
11 555 
12 517 
13 479 
14 442 
15 404 
16 367 
17 329 
18 292 
19 254 
20 216 
21 187 
22 166 
23 146 
24 125 
25 104 
26 83 
27 62 
28 42 
29 21 
30 (0) 

Interest 

- $  
21 
20 
19 
18 
17 
16 
15 
14 
13 
13 
12 
11 
10 
9 
9 
8 
7 
6 
5 
5 
4 
4 
3 
3 
2 
2 
1 
1 
0 

(0) 

Equity 

60 
57 
54 
51 
49 
46 
44 
41 
39 
37 
34 
32 
30 
27 
25 
23 
20 
18 
16 
13 
12 
10 
9 
8 
6 
5 
4 
3 
1 
(0) 

$ 1,000 
30 
20 

37.6028% 
0.00% 

35 
0.00% 

$ 1,164 
$103 

10.32% 
9.69 Times Net Revenue 

Annual 
Income Revenue 

Taxes Requirement 

- $  
36 150 
34 144 
33 138 
31 133 
29 128 
28 123 
26 118 
25 114 
24 109 
22 105 
21 100 
19 96 
18 91 
16 87 
15 82 
14 78 
12 73 
11 68 
9 64 
8 59 
7 56 
6 53 
5 51 
5 48 
4 46 
3 43 
2 41 
2 38 
1 36 
(0) 33 

Present Present 
Value Value 

Interest Revenue 
Factor Requirement 

1.000000 $ 
1 

0.852266 
0.786797 
0.726357 
0.670560 
0.61 9049 
0.571495 
0.527594 
0.487066 
0.449651 
0.41 51 10 
0.383222 
0.353784 
0.32660'7 
0.301 51 8 
0.278356 
0.256973 
0.237233 
0.219009 
0.202186 
0.1 86654 
0.1 7231 6 
0.1 59079 
0.146859 
0.1 35578 
0.1 25 163 
0.1 15548 
0.106672 
0.098478 
0,09091 3 

$ 

138 
123 
109 
97 
86 
76 
68 
60 
53 
47 
42 
37 
32 
28 
25 
22 
19 
16 
14 
12 
10 
9 
8 
7 
6 
5 
5 
4 
4 
3 

1,164 
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