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Louisville Gas and Electric Company
Case No. 2008-00252 Electric Rate Case
Direct Testimony of Robert J. Henkes

SUPPORTING SCHEDULES RJH-1 THROUGH RJH-16

APPENDIX I: Prior Regulatory Experience of Robert J. Henkes
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Henkes Direct Testimony
Louisville Gas & Electric Company — Case No. 2008-00252 Electric Case

I.  STATEMENT OF QUALIFICATIONS

WOULD YOU STATE YOUR NAME AND ADDRESS?
My name is Robert J. Henkes and my business address is 7 Sunset Road, Old

Greenwich, Connecticut 06870.

WHAT IS YOUR PRESENT OCCUPATION?
I am Principal and founder of Henkes Consulting, a financial consulting firm that

specializes in utility regulation.

WHAT IS YOUR REGULATORY EXPERIENCE?

I have prepared and presented numerous testimonies in rate proceedings involving
electric, gas, telephone, water and wastewater companies in jurisdictions
nationwide including Arkansas, Delaware, District of Columbia, Georgia,
Kentucky, Maryland, New Jersey, New Mexico, Pennsylvania, Vermont, the U.S.
Virgin Islands and before the Federal Energy Regulatory Commission. A complete
listing of jurisdictions and rate proceedings in which I have been involved is

provided in Appendix I attached to this testimony.

WHAT OTHER PROFESSIONAL EXPERIENCE HAVE YOU HAD?
Prior to founding Henkes Consulting in 1999, | was a Principal of The Georgetown
Consulting Group, Inc. for over 20 years. At Georgetown Consulting I performed

the same type of consulting services as I am currently rendering through Henkes
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Consulting. Prior to my association with Georgetown Consulting, I was employed
by the American Can Company as Manager of Financial Controls. Before joining
the American Can Company, | was employed by the management consulting
division of Touche Ross & Company (now Deloitte & Touche) for over six years.
At Touche Ross, my experience, in addition to regulatory work, included numerous
projects in a wide variety of industries and financial disciplines such as cash flow
projections, bonding feasibility, capital and profit forecasting, and the design and

implementation of accounting and budgetary reporting and control systems.

WHAT IS YOUR EDUCATIONAL BACKGROUND?

I hold a Bachelor degree in Management Science received from the Netherlands
School of Business, The Netherlands in 1966; a Bachelor of Arts degree received
from the University of Puget Sound, Tacoma, Washington in 1971; and an MBA
degree in Finance received from Michigan State University, East Lansing,
Michigan in 1973. I have also completed the CPA program of the New York

University Graduate School of Business.
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II. SCOPE AND PURPOSE OF TESTIMONY

WHAT IS THE SCOPE AND PURPOSE OF THIS TESTIMONY?

I was engaged by the Office of Rate Intervention of the Attorney General of
Kentucky (“AG™) to conduct a review and analysis and present testimony in the
matter of the petition of Louisville Gas and Electric Company (“LG&E” or the

“Company™) for an increase in its base rates for electric service.

The purpose of this testimony is to present to the Kentucky Public Service
Commission (“KPSC” or the “Commission™) the appropriate electric capitalization
and overall rate of return, rate base and pro forma test period operating income, as
well as the appropriate electric revenue requirement for the Company in this

proceeding.

In the determination of the AG’s recommended capitalization and overall rate of
return, rate base, operating income and revenue requirement, I have relied on and
incorporated the recommendations of the following other expert witnesses engaged
by the AG in this proceeding:

1. Dr. J. Randall Woolridge, concerning the appropriate capital structure ratios,

cost rates for short- and long term debt, the return on common equity, and the
resulting overall rate of return for the Company in this proceeding;
2. Mr. Michael Majoros. concerning the appropriate depreciation rates to be

adopted by the Commission in this case; and
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3. Mr. Glenn A, Watkins, concerning LG&E’s proposed electric temperature

normalization adjustment,

In developing this testimony, I have reviewed and analyzed the Company’s July 29,
2008 filing; supporting testimonies, exhibits, filing requirements and workpapers;
the Company’s responses to initial and follow-up data requests by the KPSC Staff,

AG and other intervenors; and other relevant financial documents and data.
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IIl. SUMMARY OF FINDINGS AND CONCLUSIONS

Q. PLEASE SUMMARIZE YOUR FINDINGS AND CONCLUSIONS IN THIS
CASE.

A.  Thave reached the following findings and conclusions in this case:
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The electric revenue requirement determination in this case should be based
on LG&E’s capitalization. This revenue requirement determination base
has also been proposed by the Company in this rate proceeding and has been
consistently applied by the Commission in LG&E’s previous electric base
rate proceedings [Schedule RIH-1, line 1].

The appropriate adjusted electric capitalization as of April 30, 2008, the end
of the test period in this case, amounts to $1.780.079 million which is
$3.949 million lower than the adjusted electric capitalization of $1,784.028
million proposed by LG&E [Schedule RJTH-1, line 1 and Schedule RJH-2].
The AG’s expert rate of return witness, Dr. Woolridge, has at this time
recommended a short-term debt cost rate of 2.63%, long-term debt cost rate
0f'5.30%, and a return on equity of 9.90%. These recommended capital cost
rates, together with Dr. Woolridge’s recommended capital structure ratios
produce the AG’s recommended overall rate of return on capitalization for
LG&E’s electric operations of 7.65%. By comparison, the Company has
proposed an overall rate of return on capitalization of 8.35% for its electric

operations [Schedule RJH-2].
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The recommended rate of return on capitalization of 7.65% is equivalent to
a rate of return of 7.46% on the Company’s adjusted electric rate base
[Schedule RIH-3, line 16]. The Company has not presented an equivalent
proposed overall return on rate base number for its electric operations.

The appropriate pro forma adjusted electric rate base measured as of April
30, 2008, the end of the test period in this case, amounts to $1,824.594
million. The recornmended return on rate base amounts to 7.46% [Schedule
RIH-3].

The appropriate pro forma test period electric operating income amounts to
$168.733 million, which is $29.176 million higher than LG&E's proposed
test period electric operating income of $139.557 million [Schedule RJH-1,
line 4 and schedule RJH-4].

The appropriate revenue conversion factor to be used for rate making
purposes in this case is .62143063. This factor has been used by both the
Company and the AG [Schedule RJH-1, line 6].

The application of the recommended overall rate of return of 7.65% to the
recommended capitalization of $1,780.079 million, combined with the
recommended pro forma test period operating income of $168.733 million
and the revenue conversion factor of 62143063 indicates that the Company
has an annual revenue excess for its electric operations of $52.375 million.
This represents a difference of $67.516 million from the Company’s
proposed annual electric revenue deficiency of $15.141 million [Schedule

RIH-1, lines 1-7].
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IV. REVENUE REQUIREMENT ISSUES

A, CAPITALIZATION

PLEASE DESCRIBE THE COMPANY’S PROPOSED TEST YEAR-END
ADJUSTED CAPITALIZATION FOR ITS ELECTRIC OPERATIONS IN
THIS CASE.

The Company has proposed an adjusted electric capitalization of $1,784.016
million. As shown on Rives Exhibit 2, the starting point of the Company’s
proposed pro forma adjusted electric capitalization is the actual per books total
company capitalization as of 4/30/08 of approximately $2,180.475 million,
consisting of short term debt, long term debt, and common equity. The Company
then applied an electric non-ECR rate base ratio of 79.94% to its actual 4/30/08
capitalization of $2,180.475 million, resulting in its proposed non-ECR electric
capitalization balance of $1,743.072 million. Next, the Company made 4 pro forma
electric capitalization adjustments in order to arrive at its proposed adjusted electric
capitalization of $1,784.016 million. These 4 electric capitalization adjustments
concemn (1) the removal of certain Trimble County inventories; (2) the removal of
LG&E’s investment in the Ohio Valley Electric Corporation (OVEC); (3) the
addition of the Job Development Tax Credit balance allocated to electric operations;

and (4) the addition of the Advanced Coal Investment Tax Credit balance.
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IS THE METHOD USED BY THE COMPANY IN THE DETERMINATION
OF ITS PROPOSED ADJUSTED CAPITALIZATION CONSISTENT WITH
THE METHOD PRESCRIBED BY THE COMMISSION IN THE
COMPANY'’S PRIOR RATE CASE IN CASE NO. 2003-00433 AND THE
RATE CASE BEFORE THAT IN CASE NO. 1998-426?

No. The method currently prescribed by the Commission and used in setting
LG&E’s rates in its prior two rate cases first calculates the allocated electric
capitalization by multiplying the total company capitalization by an electric rate
base ratio that has not first been adjusted by the removal of ECR-related rate base,
as the Company has done in the instant rate proceeding. As the next step, the
Commission-prescribed method would then remove all ECR-related capital from

the electric-allocated capitalization.

HAS THE COMPANY PRESENTED THE ELECTRIC-ALLOCATED
ADJUSTED CAPITALIZATION AS DETERMINED IN ACCORDANCE
WITH THE COMMISSION-PRESCRIBED CALCULATION METHOD?

Yes. The Company has presented the calculations and end-results of the
Commission-prescribed methodology in Appendix B of Rives Exhibit 2. As shown
in Appendix B, under the Commission-prescribed calculation methodology, the
Company’s electric-allocated adjusted capitalization amounts to $1,780.090 million

as compared to the Company’s proposed electric-allocated adjusted capitalization of

$1,784.016 million.



10

11

12

13

14

15

16

17

18

19

20

22

23

Henkes Direct Testimony
Louisville Gas & Electric Company — Case No. 2008-00252 Electric Case

WHAT MAKES UP THE DIFFERENCE BETWEEN THE COMMISSION-
PRESCRIBED ELECTRIC-ALLOCATED CAPITALIZATION
METHODOLOGY AND THE CALCULATION METHODOLOGY
PROPOSED BY THE COMPANY?

The difference is that the Commission-prescribed calculation method does not
recognize the ECR-related deferred income taxes in removing the ECR-related net
rate base investment from the electric capitalization whereas the Company-
proposed calculation method in this case does recognize ECR-related deferred

income taxes in calculating the adjusted electric capitalization.

HAS THIS DEFERRED TAX ISSUE PREVIOUSLY BEEN ADDRESSED BY
THE COMMISSION?

Yes. In both Case No. 1998-426 and the instant rate proceeding, the Company has
argued that if ECR-related deferred taxes are considered in the determination of the
Company’s electric rate base, they should similarly be considered in the
determination of the Company’s capitalization, otherwise there would not be an
accurate reconciliation between the Company’s electric rate base and capitalization.
However, the Commission has consistently held that since deferred taxes represent
non-investor supplied funds that are not funded by the Company’s capitalization,
they should not be considered in the determination of the Company’s adjusted
capitalization. And the Commission has long recognized that a complete
reconciliation between a utility’s rate base and capitalization may be an appropriate

theoretical concept, in practice a utility’s rate base is rarely equal to its
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capitalization. In this regard, the Commission made the following rulings in its

Order on Rehearing in LG&E’s Case No. 1998-426:

In its February 9, 2000 Order, the Commission granted rehearing on three
issues raised by LG&E: the amount of envirommental surcharge [ECR] to
be excluded from LG&E’s capitalization ...

LG&E argues that the Commission’s adjustment to LG&E’s capitalization is
in error because the adjustment did not recognize Pollution Control Deferred
Income Taxes (“PC DIT”). By not recognizing the PC DIT, LG&E claims
that the adjustment to its capitalization was excessive and resulted in an
overstatement of its revemue sufficiency. LG&E contends that when
determining the revenue sufficiency, the exclusion of the environmental
surcharge components in base rate calculations should be neutral. To
achieve this neutrality, LG&E states that the environmiental surcharge
amounts removed from its capitalization must be the same as the amounts
removed from its rate base. Finally, LG&E takes the position that the April
6, 1995 Order establishing its environmental surcharge equated its
environmental surcharge rate base with its environmental surcharge
capitalization.

One of the basic theories of rate-making is the concept that a utility’s net
original cost rate base should be equal to its capitalization. While accepting
this theoretical concept, the Commission has long recognized that a utility’s
rate base is rarely equal to its capitalization....

In determining a utility’s revenue requirements, the Commission does not
adjust the rate base or capitalization to be equal. Rather, the Commission’s
Orders state two different rates of return; one on rate base and one on
capital. But when the rate base and capital are multiplied by their respective
rates of return, they produce the same net operating income found
reasonable by the Commission. ..

The Commission is not persuaded by the evidence or arguments presented
by LG&E...

LG&E has acknowledged that the PC DIT are not funded by its
capitalization, but are the result of differences between book and tax
accounting practices, and requirements prescribed by the applicable tax
code...

Therefore, the adjustments to LG&E’s rate base and capitalization to

remove the impacts of its environmental surcharge will remain as originally
calculated in the January 7, 2000 Order.

10
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HAS THE COMPANY IN THE INSTANT PROCEEDING PRESENTED
ANY ARGUMENTS THAT ARE DIFFERENT FROM THE ARGUMENTS
IT PRESENTED IN CASE NO. 1998-426.

No, it has not.

COULD YOU NOW DISCUSS YOUR RECOMMENDED ADJUSTED
ELECTRIC CAPITALIZATON BALANCE?

Yes. Based on the previously discussed findings and conclusions, I recommend
that the adjusted electric-allocated capitalization be determined based on the
Commission-prescribed calculation method. As shown on Schedule RTH-2, page 2

this results in a recommended adjusted electric-allocated capitalization of

$1,780.079 million.

B. RATE OF RETURN ON CAPITALIZATION

PLEASE DESCRIBE THE AG’S RECOMMENDED RATE OF RETURN ON
CAPITALIZATION.

As shown on Schedule RIH-2, page 1, the AG recommends an overall return on
capitalization of 7.65% as compared to the Company’s proposed overall rate of

return number of 8.35%. The AG-recommended overall rate of return number is

11
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based on the capital structure ratios and capital cost rates recommended by the
AG’s rate of return expert, Dr. Woolridge. As shown on Schedule RTH-2, page 1,
Dr. Woolridge recommends a short-term debt cost rate of 2.63%, long-term debt

cost rate of 5.30% and a return on equity of 9.90%.

DO YOU AGREE WITH THE COMPANY’S PROPOSAL IN THIS CASE
THAT THE COMPANY’S RETURN REQUIREMENT BE DETERMINED
BY APPLYING THE APPROPRIATE ELECTRIC OVERALL RATE OF
RETURN TO THE ADJUSTED ELECTRIC CAPITALIZATION AT THE
END OF THE TEST YEAR?

Yes. The Company’s proposed return requirement approach in this case is
consistent with the return requirement rate making policy adopted by the

Commission in all of LG&E’s prior base rate proceedings.

C. RATE BASE AND RETURN ON RATE BASE.

HAS THE COMPANY PRESENTED AN ADJUSTED ORIGINAL COST
RATE BASE FOR ITS ELECTRIC OPERATIONS IN ITS FILING
SCHEDULES IN THIS PROCEEDING?

Yes. As shown on Rives Exhibits 3 and 4, the Company is proposing an adjusted

original cost rate base of $1,795.222 million.

12
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HAVE YOU DETERMINED THE APPROPRIATE ADJUSTED ORIGINAL
COST RATE BASE FOR LG&E’S ELECTRIC OPERATIONS IN THIS
CASE?

Yes, this recommended adjusted electric original cost rate base has been developed
on schedule RJH-3. The starting point is LG&E’s proposed unadjusted electric
original cost rate base of $1,826.018 million measured as of the end of the test year,
April 30, 2008. From that starting point, I then removed the Company’s proposed

net ECR rate base balance'

of approximately $13.285 million to arrive at the
Company’s proposed electric rate base balance of $1,812.733 million that excludes
all ECR rate base items not rolled into base rates, Finally, I reflected total net rate
base additions of $11.861 million to arrive at my recommended adjusted original
cost rate base for LG&E’s electric operations of $1,824.594 million. This
recommended adjusted rate base of $1,824.594 million is $29.372 million higher

than the Company’s proposed adjusted rate base of $1,795.222 million.

WHY IS YOUR RECOMMENDED ADJUSTED ORIGINAL COST RATE
BASE $29.372 MILLION HIGHER THAN THE COMPANY’S PROPOSED
ORIGINAL COST RATE BASE?

As just discussed, I have reflected non-ECR related rate base adjustments that
increase the rate base by $11.861 million whereas the Company has proposed non-

ECR related rate base adjustments that decrease the rate base by $17.511 million.

' Representing the net of the total ECR rate base balance and the ECR rate base balance rolled into base

rates.

13
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This explains why my recommended adjusted rate base is $29.372 million higher
than the Company’s proposed adjusted rate base. Below, I have listed the
component reasons for this rate base differential of $29.372 million:

LG&E Rate Base AG Rate Base Difference

Depreciation Reserve Adj. $(16.723) $15.363 $32.086

Remove Prepaid PSC Fees - (.502) (.502)
CWC Adjustment {.788) (3.000) (2.212)
Total $(17.511) $11.861 $29.372

As shown in the above table, by far the largest reason for the rate base differential is
the pro forma impact on the depreciation reserve resulting from LG&E’s proposal
to increase its test year per books depreciation expenses and AG’s recommendation

to decrease the test year per books depreciation expenses.

PLEASE DISCUSS EACH OF THE RECOMMENDED RATE BASE
ADJUSTMENTS TOTALING $11.861 MILLION.

The first rate base adjustment of $15.363 million shown on line 2 of the third
column of Schedule RJH-3 is a direct result of the AG’s recommended annualized
depreciation expense adjustment shown on Schedule RIH-8, line 3. This
annualized depreciation expense adjustment will be discussed later in this

testimony.

The second rate base adjustment of $.502 million shown on line 10 of Schedule
RJH-3 represents my recommendation to remove prepaid PSC assessments from the
total prepayment balance in rate base. This adjustment follows well-established and

long-standing Commission ratemaking policy.

14
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The third rate base adjustment of $3 million shown on line 11 of Schedule RJH-3 is
to adjust the test year per books cash working capital requirement for the pro forma
impact on cash working capital of all of the Company’s proposed O&M expense
adjustments in this case. In its response to AG-1-15, the Company has
acknowledged that the correct cash working capital adjustment resulting from its
proposed pro forma O&M expense adjustments should be a reduction of $3 million
rather than the cash working capital reduction of $.788 million reflected in the
Company’s as-filed position. It should be noted that the appropriate cash working
capital amount to be reflected for ratemaking purposes in this case should
ultimately be based on the reflection of all Commission-ordered pro forma test year

electric operation and maintenance expenses allowed in this case.

HAVE YOU CALCULATED THE APPROPRIATE RETURN ON RATE
BASE FOR LG&E’S ELECTRIC OPERATIONS IN THIS CASE?
Yes, as shown on Schedule RIH-3, lines 14 through 16, the Company’s appropriate

return on rate base in this case is 7.46%

D. OPERATING INCOME

PLEASE SUMMARIZE THE COMPANY’S PROPOSED AND YOUR

RECOMMENDED PRO FORMA ELECTRIC OPERATING INCOME FOR

15
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THE TEST PERIOD IN THIS CASE.

The Company’s proposed and my recommended pro forma test year electric
operating income positions are summarized on schedule RJH-4. The Company has
proposed total pro forma test period electric operating income of $139.557 million.
As summarized on schedule RIH-4, 1 have made a large number of pro forma
electric operating income adjustments which, in total, have the effect of increasing
the Company’s proposed test year electric operating income by $29.176 million to
total recommended pro forma test period electric operating income of $168.733
million. Each of the recommended electric operating income adjustments will be

discussed in detail in the subsequent sections of this testimony.

- Interest Synchronization

DOES THE COMMISSON HAVE A RATEMAKING POLICY
REGARDING INTEREST SYNCHRONIZATION?

Yes. The Commission has a well-established ratemaking policy that the interest
expenses to be used as a deduction from pro forma test year taxable income be
determined by the application of the weighted cost of debt to the adjusted
capitalization allowed by the Commission for ratemaking purposes. This so-called
pro forma “synchronized” interest expense level should then replace the per books
test year interest expense level that was used as a tax deduction in the determination
of the test year income taxes. An income tax adjustment should be made for the

difference between the pro forma synchronized interest expenses and the test year

16
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per books interest expenses.

IS THERE AN ISSUE IN THE MANNER IN WHICH LG&E AND THE AG
HAVE CALCULATED THEIR RESPECTIVE PRO FORMA
SYNCHRONIZED INTEREST EXPENSE LEVELS?

No. As shown on schedule RJH-5, both LG&E and the AG have properly
calculated their respective pro forma synchronized interest expense amounts by
multiplying their recommended weighted cost of debt percentages included in their
overall rate of return numbers times their recommended adjusted capitalization
levels. However, since the A(GG’s recommended capitalization and weighted cost of
debt numbers are different from those proposed by LG&E, the AG’s recommended
synchronized interest level is slightly lower than LG&E’s proposed synchronized

interest level.

WHAT IS THE IMPACT OF THESE DIFFERENT SYNCHRONIZED
INTEREST LEVELS ON THE COMPANY’S PROPOSED TEST YEAR
AFTER-TAX OPERATING INCOME?

As shown on Schedule RJH-5, the AG’s recommended interest synchronization
adjustment decreases the Company’s proposed test year after-tax income by

approximately $2,000.

- Unbilled Revenue Adjustment

17



10

11

12

13

14

13

16

17

18

19

21

22

23

Henkes Direct Testimony
Louisville Gas & Electric Company — Case No. 2008-00252 Electric Case

IS THERE AN ISSUE WITH REGARD TO THE COMPANY’S PROPOSAL
TO REMOVE UNBILLED ELECTRIC REVENUES FROM THE TEST
YEAR?

I believe so. The Company has proposed that its unbilled revenues as of April 30,
2008, the end of the test year, be removed and be replaced by the unbilled revenues
as of April 2007, the beginning of the test year. Since the unbilled revenues at the
end of the test year are $.785 million higher than the unbilled revenues at the
beginning of the test year, the Company’s proposed unbilled revenue adjustment
increases the base rate revenue requirement and corresponding base rate increase
requested in this case by $.785 million. However, as can be seen from the analysis
on Schedule RJH-6, only $.343 million of the $.785 million unbilled revenue
differential is caused by the difference in unbilled base rate revenues at April 30,
2008 vs. April 30, 2007. Thus, the majority ($5.442 million) of the Company’s
proposed $.785 million unbilied revenue adjustment is caused by the difference in
unbilled FAC, DSM, ECR and other unbilled non-base rate surcharge revenues at
April 30, 2008 vs. April 30, 2007. On page 8, lines 18 - 23 of his testimony,
Company witness Bellar states that the costs and revenues associated with
ratemaking mechanisms such as the fuel adjustment clause, ECR clause or DSM
cost recovery should have no effect on the calculation of the base revenue
deficiency and corresponding base rate increase that LG&E is requesting in this
case. Yet, this is exactly what the Company is proposing to do through its proposed
unbilled revenue adjustment. In summary, I believe it is inappropriate to increase

the base rate revenue requirement in this case by $.785 million if $.442 million of
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this proposed base rate revenue requirement is caused by the end-of-test year vs.
beginning-of-test year differential in unbilled FAC, DSM and ECR surcharge
revenues. In addition, the Company has not similarly proposed an adjustment for
the differential in the associated end-of-test year vs. beginning-of-test year

differential in unbilled FAC, DSM and ECR surcharge costs.

WHAT IS YOUR RECOMMENDATION WITH REGARD TO THIS ISSUE?
I recommend that the Company’s proposed unbilled revenue adjustment be limited
to the unbilled base rate revenues and exclude any unbilled revenue considerations
for the FAC, DSM, ECR and other surcharge mechanisms, As shown on Schedule
RJH-6, my recommendation would increase the Company’s proposed test year

after-tax income by $.276 miilion.

- Electric Temperature Normalization Adjustment

PLEASE EXPLAIN THE ADJUSTMENTS THAT YOU HAVE
REFLECTED ON SCHEDULE RJH-7 REGARDING THE COMPANY’S
PROPOSED TEMPERATURE NORMALIZATION ADJUSTMENT.

As shown on Schedule RJH-7, lines 1 and 2, I have eliminated the Company’s
proposed electric temperature normalization revenue and associated variable
expense reductions based on the recommendations made by AG witness Glenn
Watkins with regard to this issue. I should note that if the Commission were to

adopt an electric temperature normalization adjustment, there should be an
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additional expense adjustment in the form of a reduction in PSC assessments and
uncollectible expenses. This expense adjustment should be calculated by applying
the combined PSC assessment/uncollectible expense rate of .3438% to the amount

of the temperature normalization related revenue reduction.

WHAT IS THE IMPACT ON THE COMPANY’S TEST YEAR AFTER-TAX
INCOME OF THE DIFFERENCE BETWEEN THE AG’S
RECOMMENDED AND THE COMPANY’S PROPOSED TEMPERATURE
NORMALIZATION ADJUSTMENTS?

As shown on Schedule RJH-7, the difference between the AG’s recommended and
the Company’s proposed temperature normalization adjustments increases the

Company’s proposed test year after-tax operating income by $6 million.

- Annualized Depreciation Expense

PLEASE EXPLAIN THE REASON FOR THE RECOMMENDED
ANNUALIZED DEPRECIATION EXPENSE ADJUSTMENT SHOWN ON
SCHEDULE RJH-8.

The annualized depreciation expense adjustment shown on Schedule RJH-8 is a
direct result of the difference between the new depreciation rates proposed in this
case by LG&E and those recommended by Michael Majoros, the AG’s depreciation
expert. The depreciation rates recommended by Mr. Majoros, as applied to the

depreciable plant in service balances at the end of the test year, produce $32.086
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million lower annualized depreciation expenses than proposed by LG&E in this
case. This has the result of increasing the Company’s proposed pro forma test year

after-tax electric operating income by approximately $20 million.

- Labor Cost Adjustment

PLEASE EXPLAIN THE REASON FOR THE RECOMMENDED LABOR
COST ADJUSTMENT SHOWN ON SCHEDULE RJH-9.

The recommended labor cost adjustment consists of two parts. The first part
represents a labor cost adjustment of $.287 million to correct for an error in the
Company’s as-filed labor cost adjustment calculations. The second part represents
a labor cost adjustment of $.189 million to remove certain executive incentive

compensation expenses from the test year electric operating expenses.

As shown on schedule RJH-9, the recommended tfotal labor cost adjustment
increases the Company’s proposed test year electric after-tax operating income by

approximately $.297 million.

- Employvee Benefit Cost Adjustment

PLEASE EXPLAIN THE REASON FOR THE RECOMMENDED

EMPLOYEE BENEFIT COST ADJUSTMENT SHOWN ON SCHEDULE

RJH-10.
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The recommended employee benefit cost adjustment total of $.470 million results
from corrections made by the Company in its as-filed cost adjustments for pension,

OPEB and Post-Employment Benefit expenses.

As shown on schedule RIH-10, the recommended total employee benefit cost
adjustment increases the Company’s proposed test year electric after-tax operating

income by approximately $.293 million.

- MISO Net Expense Adjustment

WHAT IS THE HISTORY OF THE NET MISO COST ISSUE IN THIS
CASE?
In its May 31, 2006 Order in Case No. 2003-00266, the Commission authorized
LG&E to exit the Midwest Independent Transmission System Operator (*MISO”).
The Order further prescribed the following accounting treatment for the MISO exit
fee and the MISO Schedule 10 fees then and currently embedded in the Company’s
base rates:
[TThe Commission concludes that it is reasonable to establish a regulatory
asset for the actual amount of the exit fee, subject to adjustment for future
MISO credits, if any, and a regulatory liability for the MISO Schedule 10
charges, which are the only MISO costs now included in existing rates.
This accounting treatment will have no immediate impact on LG&E’s and
KU’s rates as it defers the rate-making disposition of these amounts until
subsequent base rate cases.

In the instant proceeding, LG&E has presented its proposed ratemaking treatment

for this issue.
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WHAT IS THE COMPANY’S PROPOSED RATEMAKING TREATMENT
OF THIS ISSUE?

The Company’s actual regulatory asset balance for the MISO exit fees at the end of
the test year, 4/30/08, amounts to approximately $12.372 million. The Company’s
actual regulatory liability balance for its cumulative MISO Schedule 10 rate
coliections at the end of the test year amounts to approximately $5.570 million. As
shown on Reference Schedule 1.23, the Company is proposing to amortize the net
MISO cost balance of approximately $6.802 million over a 5-year period for a
proposed annual amortization expense of approximately $1.360 million. The
Company further proposes that the continuing MISO Schedule 10 rate collections
and MISO exit fee credits booked between 4/30/08 and the rate effective date of the
instant rate case be deferred as regulatory liabilities for rate recognition in the

Company’s next base rate case.

DO YOU AGREE WITH THIS RATEMAKING PROPOSAL FOR THE NET
MISO COSTS?

I agree with the Company’s proposal to amortize the net balance of the MISO exit
fees and cumulative MISQ Schedule 10 collections over a 5-year period. However,
I do not agree with the Company’s proposal to limit the amortization fo the actual
balances existing at the end of the test year while leaving the rate recognition for
continuing post-test year MISO exit fee credits and MISO Schedule 10 collections

until the next base rate case.
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WHAT RATE TREATMENT DO YOU RECOMMEND FOR THIS ISSUE?

At a minimum, the rate recognition for this issue in this case should include the
continuing MISO exit fee credits and MISO Schedule 10 collections from the end
of the test year until the expected February 6, 2009 rate effective date® of this rate
case. As shown on Schedule RIH-11, line 9, the recognition of these post-test year
MISO exit fee credits and MISO Schedule 10 rate collections would result in a 5-
year net MISO cost amortization of $.824 million as opposed to the Company’s
proposed net MISO cost amortization of $1.360 million based on the actual

balances at the end of the test year.

In addition, the Company has provided information showing expected MISO exit
fee credits of $1.554 million during the approximate 6-year period from the rate
effective date in this case until the first quarter of the year 2015. This would equate
to an average annual MISO exit fee credit of $.259 million. It is my
recommendation that this average annual exit fee credit be recognized for
ratemaking purposes as well. As shown on Schedule RIH-11, line 15, this would

result in a recommended annual net MISO cost amortization of $.565 million.

WHAT IS THE IMPACT OF YOUR RECOMMENDATION ON THE
COMPANY’S TEST YEAR AFTER-TAX INCOME?

As shown on Schedule RJH-11, lines 15 - 19, the difference between my

? See the Company's response to AG-1-44,
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recommended annual net MISQ cost amortization of $.565 million and the
Company’s proposed annual net MISO cost amortization of $1.360 million

increases the Company’s test year after-tax income by $.495 million.

- New Bank Credit Facilities Adjustment

HAVE YOU MADE AN ADJUSTMENT TO THE COMPANY’S PROPOSED
ADJUSTMENT FOR THE NEW BANK CHARGE CREDIT FACILITY
CHARGES?
Yes. As shown on Schedule RJH-12, the Company has proposed an expense
adjustment of $2.375 million for this item. This proposed cost amount assumes
letters of credit associated with two anticipated bond issues totaling $211.335
million, an estimate letter of credit fee of 1.1%, and associated annual recurring
legal fees of $50,000. None of these assumptions are firm at this time. For
example, in its response to AG-2-18, the Company states with regard to the
anticipated bond issues of $211.335 million:
The company currently expects to close on the two bonds in late
November 2008 or early December 2008. However, the capital markets
are extremely volatile and market conditions may result in the need to
modify this plan.
The letter of credit fees are also uncertain at this time. While the Company initially
assumed an annual fee of 1.1% of the total bond issuance amount, in September

2008 it revised the estimated annual fee to .5% and most recently revised it again to

a rate of .7%. The Company has also provided no support for the legal expense of
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$50,000 and has not clarified that this is an annual recurring expense. For these
reasons, [ do not believe that the expense adjustment amount proposed by the

Company in this case is known and measurable at this time.

WHAT IS YOUR RECOMMENDATION WITH REGARD TO THIS ISSUE
BASED ON THE FOREGOING FINDINGS AND CONCLUSIONS?

I have decided to take a conservative position on this matter. Specifically, rather
than rejecting the Company’s proposed expense adjustment for the reason that it is
not known and measurable at this time, | have assumed the same bond issuance
amount of $211.335 million and the same $50,000 annual legal fees proposed by
the Company. However, I have reflected the most recent available letter of credit
fee of .7%, as opposed to the Company’s assumed fee of 1.1%. As shown on
Schedule RJH-12, based on these conservative assumptions, my recommendation at
this time is to reflect a pro forma expense adjustment of $1.529 million on a total
company basis. This recommended expense adjustment should be updated when
firm, actual information has become available regarding the amount and timing of
the bond issuances, the letter of credit percentage fee, and the annual recurring legal

fees prior to the close of record in this case.

WHAT IS THE IMPACT OF YOUR RECOMMENDATIONS REGARDING
THIS ISSUE ON THE COMPANY’S PROPOSED TEST YEAR AFTER-TAX

ELECTRIC OPERATING INCOME?

As shown on Schedule RJH-12, my recommendations regarding this issue increase
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the Company’s proposed test year afier-tax electric operating income by $.390

million.

- Kentucky Coal Credit Adjustment

HAS THE COMPANY MADE AN ADJUSTMENT TO REMOVE
KENTUCKY COAL TAX CREDITS FROM ITS TEST YEAR PROPERTY
TAXES?

Yes. As shown on Reference Schedule 1.33, the Company has removed $1,135,572

worth of Kentucky coal tax credits from its test year property taxes.

WHY HAS THE COMPANY MADE THIS ADJUSTMENT?
The reason for the Company’s proposed adjustment is explained on pages 6-7 of
Ms. Scott’s testimony:

This adjustment is to remove the Kentucky coal tax credit received by
the Company during the test year and applied to property taxes. The
coal tax credit was established by Kentucky Revised Statute 141.0405
and is contingent on the Company’s annual level of Kentucky coal
purchases versus the 1999 baseline level of purchases. The Company
must apply for the credit annually and, if approved, the coal tax credit
must be applied first to income taxes, and any remaining credit may be
applied to property taxes. The coal tax credit statute expires in 2009,
Due to its upcoming expiration and its contingent nature, the credit is not
fixed, cannot be considered to be an on-going reduction to property tax
expenses, and is removed from the test year.

Q. DO YOU AGREE WITH THE COMPANY THAT THE KENTUCKY COAL

TAX CREDIT SHOULD BE REMOVED FROM THE TEST YEAR IN THIS
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CASE BECAUSE IT EXPIRES IN 2009?

No. As confirmed in its response to AG-2-12, if the Company generates coal tax
credits from coal purchases in 2008 and 2009, the tax credits will be available as
property tax or income tax credits in calendar years 2009 and 2010. The Company
has acknowledged that, if applicable, it will apply for these future coal tax credits.
Given that the Company has proposed in this case to recognize for ratemaking
purposes the amortization expense associated with the Mill Creek Ash Dredging
regulatory asset which is scheduled to expire in April 2010, it would be reasonable
and consistent to give rate recognition to potential coal tax credit bookings which
will not expire until December 2010. In addition, with the anticipation of another
rate case in conjunction with Trimble County Unit 2 going into service in the
summer of 2010, there should be no concern that the rate recognition of potential
coal tax credits through December 2010 will have a negative financial impact on

LG&E.

DO YOU AGREE WITH THE COMPANY THAT THE KENTUCKY COAL
TAX CREDIT SHOULD BE REMOVED FROM THE TEST YEAR IN THIS

CASE BECAUSE OF ITS CONTINGENT NATURE?

No. As confirmed in the response to PSC-2-79, LG&E has qualified for the coal
tax credit in each of the last six years, 2002 through 2007. Based on this history, 1
believe it is unreasonable to assume that the Company’s ability to utilize these tax

credits will suddenly cease in the years 2009 and 2010,
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BASED ON THE FOREGOING FINDINGS AND CONCLUSIONS, WHAT
RATEMAKING TREATMENT ARE YOU RECOMMENDING FOR THIS
ISSUE IN THIS CASE?

I recommend rate recognition of a normalized annual Kentucky coal tax credit
amount based on the average of the actual coal tax credits experienced by the
Company in the most recent 5-year period. As shown in Schedule RJH-13, this
results in a recommended normalized annual coal tax credit amount of $1.158
million. To be conservative,’ 1 also recommend that this coal tax credit be reflected

as a property tax credit rather than as a Kentucky income tax credit.

WHAT IS THE IMPACT OF YOUR RECOMMENDATION ON THE
COMPANY’S TEST YEAR AFTER-TAX INCOME?
As shown on Schedule RJTH-13, my recommendation increases the Company’s test

year after-tax income by $.722 million.

- Amortization of Recvcle Credit

HAS THE COMPANY MADE AN ADJUSTMENT TO REMOVE
KENTUCKY RECYCLE TAX CREDITS FROM ITS TEST YEAR

KENTUCKY INCOME TAXES?

*  As shown on Schednle RIH-13, treating the tax credit as a property tax credit will increase the

Company’s after-tax income by $722,000. Based on the response to AG-2-12(e), Mr. Henkes is of the
understanding that if the tax credit would be used as a Kentucky income tax credit, it would increase the
Company’s after-tax income by $753,000 (31,158,000 x 65%).
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Yes. As shown on Reference Schedule 1.41, the Company has removed $741,478
worth of Kentucky Recycle Credits from the test year. The effect of this adjustment

is that it increases the test year pro forma Kentucky income taxes by $741,478.

WHY HAS THE COMPANY MADE THIS ADJUSTMENT?
The reason for the Company’s proposed adjustment is explained on page 9 of Ms.
Scott’s testimony:
The Kentucky recycle tax credit adjustment removes an adjustment
made during the test year that relates to prior periods. The Kentucky
recycle credit was originally generated in 1999, in accordance with
Kentucky Revised Statute 141.390. The unused portion of the recycle
credit is carried forward and used on Kentucky income tax returns, as
possible.
DO YOU AGREE WITH THE COMPANY THAT THE KENTUCKY
RECYCLE TAX CREDIT SHOULD BE REMOVED FROM THE TEST
YEAR IN THIS CASE BECAUSE IT RELATES TO PRIOR PERIODS?
No. While this tax credit was generated in 1999, it was available for utilization on
the Company’s consolidated Kentucky income tax returns in the future, provided
that tax liabilities existed in those future years. In her response to AG-2-14, Ms.
Scoftt further states with regard to this item:
(LG&E) expects to have consolidated Kentucky taxable income in the
future, enabling it to eventually use the entire recycle credit. Since there
is no expiration date the recycle credit carry forward can be applied to
future years’ state income tax liabilities until fully used.

The Company’s response to AG-1-30 shows the history of the utilization of the

original recycle tax credit of $8.2 million generated in 1999:
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- Recycle credit generated in 1999 $8,193,379

- Recycle credit utilized on 1999 state tax return (819,338)
- Recycle credit utilized on 2000 state tax return (1,635,589)
- Recycle credit utilized on 2005 state tax return (959,537)
- Recycle credit utilized on 2007 state tax refurn (741.478)

14

Unused balance to be carried forward for future use 34,037,437

In summary, I do not believe that the remaining available tax credits should be
disreparded as a “prior period” item, as the Company is proposing, for the reason
that the credit was generated in 1999. The fact is that at the end of the test year in
this case, there was still an unused tax credit balance in excess of $4 million
available for future use as tax credits on the Company’s consolidated Kentucky
income tax returns. Furthermore, the Company’s proposal to treat this tax credit as
a prior period item is inconsistent with its proposal in this case to reflect the
amortization expenses of many costs that were deferred prior to the test year. The
electric amortization expenses of prior period deferred cost balances are listed in the

first column of the response to AG-1-10.

WHAT HAS RECENTLY HAPPENED WITH THE CURRENT UNUSED
RECYCLE TAX CREDIT BALANCE OF APPROXIMATELY §4
MILLION?

As reported by the Company in its response to AG-2-14, LG&E was paid the entire
$4 million unused recycle tax credit balance by its parent company E.ON U.S. LLC
in September 2008. Thus, rather than utilizing the current unused recycle tax credit
balance in a piece-meal fashion on LLG&E’s future consolidated state income tax

returns, the Company was able to utilize the entire tax credit balance in September

31



10

11

12

13

14

5

16

17

18

19

20

21

23

24

Henkes Direct Testimony
Louisville Gas & Electric Company — Case No. 2008-00252 Electric Case

2008.

DO YOU BELIEVE THIS LARGE $4 MILLION PAYMENT SHOULD BE
RECOGNIZED FOR RATEMAKING PURPOSES IN THIS CASE?

Yes. Ibelieve it would be inequitable to the ratepayers of LG&E to have this large
$4 million payment flow to the Company’s stockholders, as the Company is
proposing in this case. The Company’s ratepayers have always been, and still are,
responsible for the Company’s income tax liabilities and, therefore, should receive

the benefit of this large, one-time tax credit.

WHAT RATEMAKING TREATMENT ARE YOU RECOMMENDING FOR
THIS ISSUE?

I recommend that the $4 million recycle tax credit be amortized fo the ratepayers
over a five-year period. In order to share a portion of this issue with the Company’s
stockholders, [ also recommend that the unamortized balance of this $4 million item
during the 5-year amortization period not be treated as a reduction from rate base

and capitalization.

WHAT IS THE IMPACT OF YOUR RECOMMENDATION ON THE
COMPANY'’S TEST YEAR AFTER-TAX INCOME?
As shown on Schedule RJH-14, my recommendation increases the Company’s test

year after-tax income by $.525 million.
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- EEI Dues Adjustment

PLEASE EXPLAIN YOUR RECOMMENDATION TO REMOVE A
PORTION OF THE COMPANY’S ANNUAL EDISON ELECTRIC
INSTITUTE (EEI) DUES FOR RATEMAKING PURPOSES IN THIS CASE.

The test year electric operating expenses include $413,000 for EEI dues. Certain
portions of EEI activities are dedicated to legislative advocacy, regulatory advocacy
and public relations which are forms of lobbying activities, as determined by the
Commission in .G&E’s prior rate case, Case No. 2003-00433. In the prior case,
NARUC information® was available that identified that 45.35% of EEI’s activities
accounted for legislative/regulatory advocacy and public relations and, based on
that information, the Commission ruled that 45.35% of the Company’s EEI dues in
that case be disallowed for ratemaking purposes.” In its response to AG-1-72 in the
current case, the Company has indicated that EEI is no longer preparing the same
breakout of activities by NARUC category as provided in the prior case, but that for
2007, EEI determined that 16.15% of 2007 dues was spent on lobbying activities.
It is not known whether EEI’s determination of what represents lobbying activities
is as inclusive as, and exactly similar to, NARUC’s classification of EEI’s
legislative and regulatory advocacy and public relations activities. Ihave therefore
relied on the same 45.35% EEI lobbying expense ratio as established by the

Commission in the prior case in my determination of the EEI dues to be excluded

* Response to AG-1-85, Case No. 2003-00433.
% See pages 51-52 of the PSC Order in Case No. 2003-00433.
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for ratemaking purposes in the current case.

As shown on Schedule RTH-15, the application of the lobbying ratio of 45.35% to
the test year EEI dues of $413,000 indicates a disallowed expense amount of
$187,000. This expense amount should be the responsibility of LG&E’s
stockholders as they produce no benefits to the Company’s ratepayers. My
recommendation increases the Company’s proposed test year electric after-tax

operating income by approximately $117,000.

- Miscellaneous Expense Adjustments

PLEASE DESCRIBE THE MISCELLANEOUS ADJUSTMENTS SHOWN
ON SCHEDULE RJH-16.

First, I recommend the removal from test year electric operating expenses of
$70,000 for expenses associated with employee gifts, award banquets, parties and
other social events (e.g., company picnics). My recommendation is consistent with
previously established Commission-policy that such expenses do not produce

benefits to the ratepayers and should be excluded for ratemaking purposes.®

Second, I recommend the removal from test year electric operating expenses of

$5,000 worth of penalty and fines expenses. Such expenses should be funded by

& Similar expenses were excluded from rate recognition in the Company’s prior electric rate case — see
pages 30-51 in the PSC Order in Case No. 2003-00433.
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the Company’s stockholders, not ratepayers.

Third, I have removed $15,000 of electric expenses associated with real estate
receptions and community involvement. As shown in more detail in the responses
to AG-2-19 and 2-24, these expenses are for such items as community trade shows,
fundraisers, music, florists, showcase gifts, reception catering, valet parking, service
charges, etc. 1 do not believe that such expenses should be funded by the ratepayers
as they have nothing to do with the provision of safe, adequate and proper electric

service

WHAT IS THE IMPACT OF YOUR MISCELLANEOUS EXPENSE
ADJUSTMENT RECOMMENDATIONS ON THE COMPANY’S
PROPOSED TEST YEAR ELECTRIC AFTER-TAX OPERATING
INCOME?

As shown on schedule RJH-16, the recommended miscellaneous expense
adjustments increase the Company’s proposed test year electric after-tax operating

income by approximately $56,000.

- Outside Labor Expenses

DO YOU HAVE ANY OTHER CONCERNS REGARDING CERTAIN
OPERATING EXPENSES INCLUDED IN THE TEST YEAR?

Yes. I am concerned about the very high level of outside labor expenses that are
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included in the Company’s test year operating expenses as compared to the similar
operating expenses experienced by the Company in recent prior years. This is
evident from various data responses, the results of which are outlined below:

Quiside Labor — Other  Maintenance Contracts Maint, of Boiler Plant

[AG-2-22] [PSC-2-99] [PSC-3-15]

2004 $48.106 NA $24.679

2005 41.138 13.655 26.333

2006 48.506 17.644 25.220

2007 53.075 19.949 30.839

Test Yr. 62.886 24:130 39.886
[$millions]

The data in the above table indicate that the test year outside labor O&M expenses

may be abnormally high.

HAVE YOU MADE AN ADJUSTMENT TO NORMALIZE THE TEST
YEAR OUTSIDE LABOR O&M EXPENSES BASED ON THE
INFORMATION IN THE ABOVE TABLE?

No. [ felt that not enough information was available to me that would allow me to
calculate a reliable and reasonable expense normalization adjustment at this time.
However, 1 do recommend that if the Company, in the rebuttal phase of this
proceeding, cannot adequately prove why these high test year outside labor
expenses should reasonably be considered annually recurring, then the Commission
should calculate and reflect a reasonable outside labor expense normalization

adjustment based on the data in the above table.

- Hurricane Ike Storm Damage Expenses
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DO YOU HAVE ANY COMMENTS ON THE COMPANY’S RECENT
CORRESPONDENCE REGARDING STORM DAMAGE EXPENSES
INCURRED DUE TO HURRICANE IKE?
Yes. In its updated 10/23/08 response to PSC-1-43, the Company reported that it
recently incurred extraordinary and material damage to its distribution, transmission
and other facilities as a result of hurricane Ike. The response further stated with
regard to this issue that:
No later than Tuesday, October 28, 2008, the Companies will file
applications to initiate separate proceedings to seek orders from the
Commission to approve the establishment of regulatory assets to
accumulate and defer for future recovery the Companies’ costs incurred
due to Hurricane Ike. If the Commission grants the Companies’
requested relief in those separate proceedings, the Companies anticipate
asking the Commission in these base rate proceedings for amortization
and base rate recovery of the Hurricane Ike regulatory assets.
Since the Company filed this application during the time of this writing, October
29, 2008, the AG cannot take a position on this matter at this time. However, the
AG will address this matter at the appropriate time after all discovery, review and

analyses of this issue in the Company’s October 27, 2008 application have been

completed.

MR. HENKES, DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

Yes, it does.
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Case No. 2008-00252 Sch. RJH-1

LOUISVILLE GAS AND ELECTRIC COMPANY

ELECTRIC RATE CASE
REVENUE REQUIREMENT
($000)
LG&E
Electric Adjustments AG
{1
1. Capital Structure $ 1,784,028 $ (3,949) § 1,780,079 Sch. RJH-2
2. Rate of Return 8.35% 7.65% Sch, RJH-2
3. Income Requirement 148,966 136,185
4. Pro Forma Income 139,557 29,176 168,733  Sch. RJH-4
5. Income Deficiency 9,409 (32,547)
6. Revenue Conversion Factor 0.62143063 __0.62143063
7. Overall Revenue Deficiency $ 15,141 $ (67,516) § (52,375)

{1} Rives Exhibl 8, page 1



Case No. 2008-00252

LG&E PROPOSED:

1. Short Term Debt
2. Long Term Debt
3. Common Equity

4. Total

AG RECOMMENDED:

LOUISVILLE GAS AND ELECTRIC COMPANY
EL.ECTRIC RATE CASE
ADJUSTED CAPITALIZATION AT 4/30/08

($000)

1. Short Term Debt
2. tong Term Debt
3. Common Equity

4. Total

(1) Rives Exhibit 2, page 1

{2) Schedute RJH-2, page20of2, lines 1, 2and 3
(3) Testimony of J. Randall Woolridge

Adjusted Weighted
Electric Capitalization Cost Cost
Capitalization Ratios Rates Rates
(1)
$ 42 444 2.38% 2.63% 0.06%
805,340 45.14% 5.30% 2.39%
936,244 52.48% 11.25% 5.90%
$ 1,784,028 100.00% 8.35%
Adjusted Weighted
Electric Capitalization Cost Cost
Capitalization Ratios Rates Raies
{2) (3)
$ 42,350 2.38% 2.63% 0.06%
803,558 45.14% 5.30% 2.39%
934,171 52.48% 9.90% 5.20%
$ 1,780,079 100.00% 7.65%

Sch. RJH-2
Page 1 of 2



Case No. 2008-00252 Sch. RJH-2

Page 2 of 2
LOUISVILLE GAS AND ELECTRIC COMPANY
ELECTRIC RATE CASE
AG's RECOMMENDED CAPITALIZATION
(8000)
Adjusted Electric Adjusted Adjustments Total

Total Co. Rate Base Electric to Adjusted

Capitalization Ratio Capitalization _Capitalization Capitalization
M {1 ab] [see below]
1. ST Debt 51,875 80.53% 41,775 575 42,350
2. LT Debt 984,304 80.53% 792,660 10,898 803,558
3. Equity 1,144,286 B(.53% 921,502 12,669 934,171
4, Total 2,180,475 1,755,937 24,142 1,780,079
Capital Investments Total
Structure TC in Capitalization
Ratios Inventories QVEC/Other JDIC ECR ACITC  Adjustments
{2) (2 3 (2} @ {2)

5. ST Debt 2.38% (82) (14) 755 (400) 316 575
6. LT Debt 45.14% (1,557) (274) 14,319 (7,585) 5,995 10,898
7. Equity 52.48% (1,811) (318) 16,647 (8,818) 6,969 12,669
8. Total 100.00% (3,450) (608) 31,721 (16,803) 13,280 24,142

{1} Rives Appendix B - Exhibit 2, page 1 of 2
{2} Rives Appendix B - Exhibit 2, page 2 of 2
{3) Rives Appendix B - Exhibit 2, page 2 of 2, col. (4), corrected for additional removal of non-utility property



Case No. 2008-00252 Sch. RJH-3

LOUISVILLE GAS AND ELECTRIC COMPANY

ELECTRIC RATE CASE
RETURN ON ORIGINAL COST RATE BASE
($000)
LG&E Remove Other
Electric Net ECR Adjustments AG
(1) {1
1. Utility Plant at Original Cost $3,701,271 § (23,799) $ 3,677,472
2. Reserve for Depreciation (1,665,933) 9,025 15,363 (& {1,641,545)
3. Net Utility Plant 2,035,338 (14,774) 15,363 2,035,927
Deduct;
4, Customer Advances {12,090) (12,090)
5. Deferred Income Taxes (295,155) 3,518 (291,637}
6. FAS 109 Deferred Inc. Tax (44,277) (44,277)
7. Net ARO Assets {1,128) (1,129)
8. Total Deductions {352,651) 3,518 (349,133)
Add;
9. Materials and Supplies 69,130 69,130
10. Prepayments 3,276 (502) (3) 2,774
11. Cash Working Capital 66,892 (131) (3,000} @ 63,761
12. Mill Creek Ash Dredging 4,033 (1,898) 2,135
13. Total Additions 143,331 {2,029) {3,502) 137,800

14. Total Net Original Rate Base $1,826,018 § (13,285) $ 11,861 $1,824,584

15. Income Requirement $ 136,185 Sch. RJH-1,L3

16. Return on Rate Base [L15/L14] 7.46%

(1) Rives Exhibit 3, page 1

{2) Impact on depreciation reserve of AG’s recommended depreciation expense adjustment - see Schedule RJH-8, 1.3
{3) Per response fo AG-1-13: removed prepald PSC assessments

(4) Per response to AG-1-15: corrected CWC adjustment should be a decrease of $3,000,161



Case No. 2008-00252

LOUISVILLE GAS AND ELECTRIC COMPANY

ELECTRIC RATE CASE

PRO FORMA OPERATING INCOME

($000)

1. LG&E's Proposed Pro Forma After-Tax Operating Income:
AG-RECOMMENDED ADJUSTMENTS:

2. Interest Synchonization

3. Unbilled Revenue Adjustment

4. Temperature Normalization Adjustment
5. Annualized Depreciation Expense

6. Labor Costs Adjustment

7. Employee Benefit Costs Adjustment
8. MISO Net Expense Adjustment

9. New Bank Credit Facilities Adjusiment
10. Kentucky Coal Tax Credit Adjustment
11. Amortization of Recycle Credit

12. EEl Dues Adjustment

13. Miscellaneous Expense Adjustments

14. AG-Recommended Pro Forma After-Tax Operating Income:

L.G&E
Electric

$

132,557

)
276
6,000
20,007
297
293
495
390
722
525
117
56

$

8 168733

Sch. RJH-4

Rives Exh. 1, p.3

Sch.
Sch.
Sch.
Sch,
Sch.
Sch.
Sch.
Sch.
Sch.
Sch.
Sch.
Sch.

RJH-5
RJH-6
RJH-7
RJH-8
RJH-8
RJH-10
RJH-11
RJH-12
RJH-13
RJH-14
RJH-15
RJH-16



Case No. 2008-00252 Sch. RJH-5

LOUISVILLE GAS AND ELECTRIC COMPANY
ELECTRIC RATE CASE
INTEREST SYNCHRONIZATION ADJUSTMENT

($000)

LG&E

Electric Adiustments AG

0

1. Adjusted Capitalization $ 1,784,028 $1,780,079  Sch. RJH-2
2. Weighted Cost of Debt 2.45% 2.46% Sch. RdH-2
3. Pro Forma Interest Expense 43,709 $ 43,702
4. Test Year Per Books Interest Deduction 41,312 41,312
5. Interest Synchronization Adjustment 2,397 2,320
6. Composite Income Tax Rate 37.64688% 37.64688%
7. Impact on After-Tax income $ 902 $ 2y & 900

(1) Rives Exhibit 1, Schedule 1.40



Case No. 2008-00252

LOUISVILLE GAS AND ELECTRIC COMPANY

Unbilled BRevenues at 4/30/07:

Unbilied Base Revenues

FAC Revenues

DSM Revenues

ECR Revenues
MSR/NDT/STOD PCR Revenues
Total Unbilled Revenues

Unbilled Revenues at 4/30/08:

Unbilled Base Revenues

FAC Revenues

DSM Reventes

ECR Revenues
MSR/NVDT/STOD PCR Revenues
Total Unbilled Revenues

Difference Between 4/30/07 & 4/40/08 Unb. Rev.:

Unbilled Base Revenues

FAC Hevenues

DSM Revenues

ECR Revenues
MSRNVDT/STOD PCR Revenues

Total Unbilled Revenue Adjustment

Composite After-Tax Income Factor (1 - .3764688)

Impact on After-Tax income

ELECTRIC RATE CASE
UNBILLED REVENUE ADJUSTMENT
($000)
LG&E
Electric Adjustments AG
)
$ 25,639 $ 25,639
158
347
(808)
% 25336 § 25639
$ 25,982 $ 25982
659
120
99
739
$ 26,121 $ 25082
$ (343} $ (343)
(659)
38
248
(69)
% (785 & 442  § 343
__62.35312%
$ 276

{1) Rives Exhibit 1, Schedule 1 00; response to AG-1-23; response to AG-2-8

Sch. RJH-6



Case No. 2008-00252 Sch. AJH-7

LOUISVILLE GAS AND ELECTRIC COMPANY

ELECTRIC RATE CASE
TEMPERATURE NORMALIZATION ADJUSTMENT
{$000)
LG&E
Electric Adjustments AG
N

1. Revenue Adjustment §  (14,374) $ 14,374 $ - 2
2. Variable Expense Adjustment {4,751) 4,751 - )

3. PSC Assessment and Uncollectibe Expense
Adjustment @ .3438% of Line 1 - - -

4. Total Net Weather Normalization Adjustment $ (9,623) § 9,623 $ -
5. Composite After-Tax income Factor (1 - .3764688) 62.35312%
6. Impact on After-Tax Operating Income $ 6,000

{1) Seeiye Exhibit 19
{2) Testimony of Glenn Watkins



Case No. 2008-00252 Sch, RJH-8

LOUISVILLE GAS AND ELECTRIC COMPANY
ELECTRIC RATE CASE
ANNUALIZED DEPRECIATION EXPENSE ADJUSTMENT
(5000)

LG&E
Electric Adjustments AG
{1

1. Annualized Depreciation Expense With New Rates $ 116,685 $ (32,086) $ 84,598 (7

2. Test Year Per Books Depr. Exp. Excluding ARQ

and Post-1995 ECR 99,062 } 99,962
3. Depreciation Expense Change 3 16,723 $  {32,086) $ (15,363)
4. Composite After-Tax Income Factor (1 - .3764688) 62.35312%
5. Impact on After-Tax Operating Income $ 20,007

(1) Rives Exhibit 1, Schedule 1.11
(2) Testimony of Michae! Majoros



Case No. 2008-00252

Sch. RJH-9
LOUISVILLE GAS AND ELECTRIC COMPANY
ELECTRIC RATE CASE
LABOR COST ADJUSTMENT
(3000}
LG&E
Electric Adjustments AG
M

1. Total Labor and Labor Related Cost Adjustment $ 2,761 $ 287y & 2474 ¢
2. Remove "Other Compensation” Expenses - {189) (189) (3)
3. Total Labor Cost Adjustment 3 2,761 (476) $ 2,285
4. Composite After-Tax Income Factor (1 - 3764688) 62.35312%
5. Impact on After-Tax Operating Income 3 297

(1) Rives Exhibit 1, Schedule 1.15
(2) Rives Exhibit 1, Schedule 1.15, Revised
{(3) Response to PSC-2-91(H2 and amended response {o PSC-3-4



Case No. 2008-00252 Sch. RJH-10

LOUISVILLE GAS AND ELECTRIC COMPANY

ELECTRIC RATE CASE
EMPLOYEE BENEFIT COST ADJUSTMENT
{$000)
LG&E
Electric Adjustments AG
&)

1. Pension Expense Adjustment 8 708 $ (213) % 495 (2
2. OPEB Expense Adjustment 423 (235) 188 ®
3. Post-Employment Benefit Expense Adjustment 620 {22) 598 @
4. Total Employee Benefits Expense Adjustment 3 1,751 $ 470y & 1,281
5. Composite After-Tax Income Factor {1 - .3764688) 62.35312%
8. Impact on After-Tax Operating Income % 293

(1) Rives Exhibit t, Schedules 1.16 and 117
(2) Rives Exhibit 1, Schedules 1 16 and 1.17, Hevised



Case No. 2008-00252

@ o -

©w

10,
11.
12.
13.
14.

15.
186.
17.
18.

Sch. RJH-11

LOUISVILLE GAS AND ELECTRIC COMPANY

ELECTRIC RATE CASE
MISO NET COST ADJUSTMENT
(3000)
. MISO Exit Fee Balance at 4/30/08 $ 12,372
2. Estimated MISO Exit Fee Credits 5/1/08 - 2/6/09 174
MISQ Exit Fee Balance at 2/6/09 12,198
Cumulative Schedule 10 Receipts at 4/30/08 5,570
Schedule 10 Receipts 5/1/08 - 2/6/09 2,508
Cumulative Schedule 10 Receipts at 2/6/09 8,076
Net of MISO Exit Fees and Schedule 10 Receipts
at Rate Effective Date of 2/6/09 [Line 3 - Line 6] 4,122
Amortization Period (Yrs) 5
Annual Amortization of Net MISO Expenses 824
MISO Exit Fee Balance at 2/6/09 [Line 3] 12,198
MISO Exit Fee Balance Through 1st Q. 2015 10,644
MISO Exit Fee Credits 2/6/09 - 1st Q. 2015 1,554
Amortization Period (Yrs) 6
Annual Exit Fee Credits Amortization 259
Net MISO Expense Amortization [Line 9 - Line 14] 565
LG&E's Proposed Net MISO Expense Amaortization 1,360
Recommended Amortization Expense Adjustment (795)
Composite After-Tax Income Factor (1 - .3764688) 62.35312%
impact on After-Tax Qperating Income $ 495

19,

AG-1-45(a)
AG-1-45(c)

AG-1-46(b)
AG-1-48(c)

AG-1-45(a) and AG-2-15(b)

Rives Exhibit 1, Schedule 1.23



Case No. 2008-002562 Sch. RJH-12

LOUISVILLE GAS AND ELECTRIC COMPANY

ELECTRIC RATE CASE
NEW BANK CREDIT FACILITY EXPENSES
($000)
LG&E
Electric Adjustments AG
{1
1. Cost of New Bank Credit Facilities:
- Required New Letter of Credit Amount $ 211,335 $ 211,335
- Letter of Credit Fee 1.1% 0.7% (@
- Total Estimated Fees 2,325 1,479
- Plus: Legal Costs 50 50
- Total Cost of New Bank Credit Facilities 2,375 (845) 1,529
2. Electric Department Ratio 74%
3. Composite After-Tax Income Factor (1 - .3764688) 62.35312%
4. Impact on After-Tax Operating Income P 390

{1} Exhibit 1, Schedule 1.32 and response to PSC-2-10
(2} Response to PSC-2-106, updated 10/23/08



Case No. 2008-00252 Sch. RJH-13

LOUISVILLE GAS AND ELECTRIC COMPANY
ELECTRIC RATE CASE
KENTUCKY COAL TAX CREDIT
($000)

1. Actual Coal Tax Credits Received During
Most Recent 5 Years:

2003 $ 719
2004 558
2005 1,712
2006 1,136
2007 1,666
Five-Year Average (Use as Property Tax Credit) 1,158
2. Composite After-Tax Income Factor {1 - .3764688) 62.35312%
3. Impact on After-Tax Operating Income $ 722

Source: Response to PSC-2-79



Case No. 2008-00252 Sch. RJH-14

LOUISVILLE GAS AND ELECTRIC COMPANY
ELECTRIC RATE CASE
RECYCLE CREDIT AMORTIZATION
($000)

1. Current Remaining Recycle Credit Paid by E.ON U.S. to LG&E

in September 2008 $ 4,037 @
2. Recommended Amortization Period (Yrs) _ 5
3. Recommended Annual Recycle Tax Credit 807
4. Associated Increase in FIT @ 35% 283
5. Net impact on After-Tax Operating Income [Line 3 - Line 4] 3 525

{1} Responses lo AG-1-30 and AG-2-14



Case No. 2008-00252 Sch. RJH-15

LOUISVILLE GAS AND ELECTRIC COMPANY
ELECTRIC RATE CASE
EElI DUES ADJUSTMENT

($000)
1. Total EEl Dues in Test Year $ 413 1)
2. Portion of EEI Dues Related to Legislative & Regulatory
Advocacy and Public Relations 45.35% (&)
3. Remove Portion of EEl Dues Dedicated to Lobbying 187
4. Composite After-Tax Income Factor (1 - .3764688) 62.35312%
5. Impact on After-Tax Operating Income $ 117

(1) Response to AG-2-20
{2) PSC Order in Case No. 2003-00433, page 51



Case No. 2008-00252

LOUISVILLE GAS AND ELECTRIC COMPANY

ELECTRIC RATE CASE
MISCELLANEOUS EXPENSE ADJUSTMENTS
(5000)

1. Remove Expenses Related to Employee Gifts,

Award Banguets, Social Events, and Parties $ (70)
2. Remove Fines and Penalties (5)
3. Remove Real Estate Reception and Community Involvement

Expenses {15)
4. Toal Miscellaneous Expense Adjustments (90)
8. Composite After-Tax Income Factor (1 - .3764688) 62.35312%
7. Impact on After-Tax Operating Income $ 56
{1) Response to AG-1-75
{(2) Response to AG-1-77
{3) PReal estale reception expenses (electric) 3 14,486

Community involvement expenses {electric)

15,134

Sch. RJH-16

AG-1-61 & AG-2-19
638 AG-1-82 & AG-2-24
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Appendix Page
Prior Regulatory Experience of Robert ). Henkes

* = Testimonies prepared and submitted
ARKANSAS

Southwestern Bell Telephone Company Docket 83-045-U
Divestiture Base Rate Proceeding*®

DELAWARE

Delmarva Power and Light Company Docket 41-79
Electric Fuel Clause Proceeding

Delmarva Power and Light Company Docket 80-39
Electric Fuel Clause Proceeding

Delmarva Power and Light Company Complaint
Sale of Power Station Generation Docket 279-80
Delmarva Power and Light Company Docket 81-12

Electric Base Rate Proceeding

Delmarva Power and Light Company Docket 81-13
Gas Base Rate Proceeding*

Delmarva Power and Light Company Docket 82-45
Electric Fuel Clause Proceeding®

Delmarva Power and Light Company Docket 83-26
Electric Fuel Clause Proceeding®

Delmarva Power and Light Company Docket 84-30
Electric Fuel Clause Proceeding™®

Delmarva Power and Light Company Docket 85-26
Electric Fuel Clause Proceeding®

Delmarva Power and Light Company Docket 86-24
Report of DP&L Operating Famnings*

Delmarva Power and Light Company Docket 86-24
Electric Base Rate Proceeding®

Delmarva Power and Light Company Docket 85-26

09/1983

04/1980

02/1981

04/1981

06/1981

08/1981

04/1983

04/1684

04/1985

03/1986

07/1986

12/1986

01/1987

10/1986



Appendix Page 2

Prior Regulatory Experience of Robert J. Henkes

Report Re. PROMOD and Its Use in
Fuel Clause Proceedings*

Diamond State Telephone Company
Base Rate Proceeding*

Delmarva Power and Light Company
Electric Fuel Clause Proceeding*

Delmarva Power and Light Company
Electric Fuel Clause Proceeding®*

Delmarva Power and Light Company
Electric Base Rate Proceeding™

Delmarva Power and Light Company
Gas Base Rate Proceeding*

Artesian Water Company
‘Water Base Rate Proceeding®

Artesian Water Company
Water Base Rate Proceeding®

United Water Delaware
Water Base Rate Proceeding®

Delmarva Power and Light Company
Revenue Requirement and Stranded Cost
Reviews

Artesian Water Company
Water Base Rate Proceeding*

Artesian Water Company
Water Base Rate Proceeding*

Tidewater Utilities/ Public Water Co.
Water Base Rate Proceedings*

Delmarva Power & Light Company
Competitive Services Margin Sharing Proceeding*

Artesian Water Company
Water Base Rate Proceeding®

Docket 86-20

Docket 87-33

Docket 90-35F

Docket 91-20

Pocket 91-24

Docket 97-66

Docket 97-340

Docket 98-98

Not Docketed

Docket 99-197
(Direct Test.)

Docket 99-197
(Supplement. Test)
Docket No. 99-466

Docket No. 00-314

Docket No. 00-649

04/1987

06/1988

05/1991

10/1991

04/1992

07/1997

02/1998

08/1998

12/1998

09/1999

10/1999

03/2000

03/2001

04/2001



Appendiy, Page 3

Prior Regulatory Experience of Robert J. Henkes

Chesapeake (Gas Company
Gas Base Rate Proceeding®*

Tidewater Utilities
Water Base Rate Proceeding®

Artesian Water Company
Water Base Rate Proceeding™

Delmarva Power & Light Company
Electric Cost of Service Proceeding

Delmarva Power & Light Company
Gas Base Rate Proceeding®

Artesian Water Company
Water Base Rate Proceeding™

United Water Delaware
Water Base Rate Proceeding*

DISTRICT OF COLUMBIA

District of Columbia Natural Gas Co.
Gas Base Rate Proceeding*

District of Columbia Natural Gas Co.
Gas Base Rate Proceeding®

District of Columbia Natural Gas Co.
Waiver of Certain GS Provisions

Chesapeake and Potomac Telephone Co.

Base Rate Proceeding*

Chesapeake and Potomac Telephone Co.

Base Rate Proceeding*

Bell Atlantic - District of Columbia
SPF Surcharge Proceeding

Bell Atlantic - District of Columbia
Price Cap Plan and Earnings Review

Docket No. 01-307

Docket No. 02-28

Docket No. 02-109

Docket No. 02-231

Docket No. 03-127

Docket No. 04-42

Docket No. 06-174

Formal Case 870

Formal Case 890

Formal Case 898

Formal Case 850

Formal Case 926

Formal Case 926

Formal Case 814 IV

12/2001

07/2002

09/2002

(3/2003

08/2003

(8/2004

10/2006

05/1988

02/1990

08/1990

07/1991

10/1993

(6/19/94

07/1995



Appendix Page 4
Prior Regulatory Experience of Robert ]. Henkes

GEORGIA

Southern Bell Telephone Company Docket 3465-U 08/1984
Base Rate Proceeding

Southern Bell Telephone Company Docket 3518-U (08/1985
Base Rate Proceeding

Georgia Power Company Docket 3673-U 08/1987
Electric Base Rate and Nuclear

Power Plant Phase-In Proceeding*

Georgia Power Company Docket 3840-U 08/1989
Electric Base Rate and Nuclear
Power Plant Phase-In Proceeding*

Southern Bell Telephone Company Docket 3905-U 08/1990
Base Rate Proceeding

Southern Bell Telephone Company Docket 3921-U 10/1990
Implementation, Administration and
Mechanics of Universal Service Fund*

Atlanta Gas Light Company Docket 4177-U 08/1992
(Gas Base Rate Proceeding®

Southern Bell Telephone Company Docket 3905-U (3/1993
Report on Cash Working Capital*®

Atlanta Gas Light Company Docket No. 4451-U 08/1993
Gas Base Rate Proceeding*

Atlanta Gas Light Company Docket No. 5116-U 08/1994
Gas Base Rate Proceeding

Georgia Independent Telephone Companies Various Dockets 1994
Earnings Review and Show Cause Proceedings

Georgia Power Company
Earnings Review - Report to GPSC* Non-Docketed 09/1995

Georgia Alltel Telecommunication Companies
Earnings and Rate Reviews Docket No. 6746-U 07/1996

Frontier Communications of Georgia
Earnings and Rate Review Docket No. 4997-U 07/1996



Appendix Page 5

Prior Regulatory Experience of Robert ]. Henkes

Georgia Power Company

Electric Base Rate / Accounting Order Proceeding

Savannah Electric Power Company

Electric Base Rate Case/Alternative Rate Plan*

Georgia Power Company

Electric Base Rate / Alternative Rate Plan Proceeding®

Savannah Electric Power Company

Electric Base Rate Case/Alternative Rate Plan*®

Georgia Power Company

Electric Base Rate Case/Alternative Rate Plan®

FERC

Philadelphia Electric/Conowingo Power
Electric Base Rate Proceeding®
KENTUCKY

Kentucky Power Company
Electric Base Rate Proceeding®

Kentucky Power Company
Electric Base Rate Proceeding*

Kentucky Power Company
Electric Base Rate Proceeding®

South Central Bell Telephone Company
Base Rate Proceeding®

Kentucky-American Water Company
Base Rate Proceeding*®

Delta Natural Gas Company
Base Rate Proceeding®

Kentucky Utilities and LG&E Company
Environmental Surcharge Proceeding

Docket No. 9355-U

Docket No. 14618-U

Docket No. 18300-U

Docket No. 19758-U

Docket No. 25060-U

Docket ER 80-557/558

Case 8429

Case 8734

Case 9061

Case 9160

Case 97-034

Case 97-066

97-SC-1091-DG

12/1998

03/2002

12/2004

03/2005

10/2007

07/1981

04/1982

06/1983

09/1984

01/1985

06/1997

07/1997

01/1999



Appendix Page &
Prior Regulatory Experience of Robert ], Henkes

Delta Natural Gas Company Case No. 99-046
Experimental Alternative Regulation Plan*

Delta Natural Gas Company Case No. 99-176
Base Rate Proceeding™®

Louisville Gas & Electric Company Case No. 2000-080
Gas Base Rate Proceeding*

Kentucky-American Water Company Case No. 2000-120
Base Rate Proceeding™

Jackson Energy Cooperative Corporation Case No. 2000-373
Electric Base Rate Proceeding™®

Kentucky-American Water Company Case No. 2000-120
Base Rate Rehearing*

Kentucky-American Water Company Case No. 2000-120
Rehearing Opposition Testimony*

Union Light Heat and Power Company Case No. 2001-092
Gas Base Rate Proceeding™

Louisville Gas & Electric Company and
Kentucky Utilities Company
Deferred Debits Accounting Order Case No. 2001-169

Fleming-Mason Energy Cooperative Case No. 2001-244
Electric Base Rate Proceeding

Northern Kentucky Water District Case No. 2003-0224
Water District Base Rate Proceeding

Louisville Gas & Electric Company Case No. 2003-0433
Electric Base Rate Proceeding®*

Louisville Gas & Electric Company Case No. 2003-0433
(Gas Base Rate Proceeding*

Delta Natural Gas Company Case No. 2004-00067
Base Rate Proceeding*

Union Light Heat and Power Company Case No. 2005-00042
(Gas Base Rate Proceeding*

07/1999

09/1999

06/2000

07/2000

02/2001

02/2001

03/2001

(09/2001

10/2001

05/2002

02/2004

03/2004

03/2004

07/2004

0612005



Appendix Page 7

Prior Regulatory Experience of Robert ]. Henkes

Big Sandy Rural Electric Cooperative
Electric Base Rate Proceeding

Louisville Gas & Electric Company
Value Delivery Surcredit Mechanism*

Kentucky Utilities Company
Value Delivery Surcredit Mechanism*

Kentucky Power Company
Electric Base Rate Proceeding™

Cumberland Valley Electric Cooperative
Electric Base Rate Proceeding

South Kentucky Rural Electric Cooperative
Electric Base Rate Proceeding

Duke Energy Kentucky
Electric Base Rate Proceeding®

Atmos Energy Corporation
Gas Show Cause Proceeding*

Inter County Electric Cooperative
Electric Base Rate Proceeding

Atmos Energy Corporation
(Gas Base Rate Proceeding*

Columbia Gas of Kentucky
Gas Base Rate Proceeding*

Delta Natural Gas Company
Gas Base Rate Proceeding — Alternative
Rate Mechanism™*

Nolin Rural Electric Cooperative Corporation
Electric Rate Proceeding

Fleming-Mason Energy Cooperative
Electric Base Rate Proceeding

Jasckson Energy Cooperative
Electric Base Rate Proceeding

Case No

Case No.

Case No.

(Case No.

Case No.

Case No.

(Case No.

Case No.

Case No.

Case No.

Case No.

Case No

Case No

Case No

Case No

. 2005-00125

2005-00352

2005-00351

2005-00341

2005-00187

2005-00450

2006-00172

2005-00057

2006-00415

2006-00464

2007-00008

. 2007-00089

. 2006-00466

. 2006-00022

. 2007-00333

08/2005

12/2005

12/2005

01/2006

05/2006

07/2006

09/2006

09/2006

04/2007

04/2007

06/2007

08/2007

09/2007

10/2007

03/2008
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Prior Regulatory Experience of Robert . Henkes

Jackson Purchase Energy Corporation
Electric Base Rate Proceeding

Blue Grass Energy Cooperative
Electric Base Rate Proceeding

MAINE

Continental Telephone Company of Maine
Base Rate Proceeding

Central Maine Power Company
Electric Base Rate Proceeding

New England Telephone Corporation - Maine
Chapter 120 Earnings Review
MARYLAND

Potomac Electric Power Company
Electric Base Rate Proceeding™

Delmarva Power and Light Company
Electric Base Rate Proceeding*

Chesapeake and Potomac Telephone Company
Western Electric and License Contract

Chesapeake and Potomac Telephone Company
Base Rate Proceeding¥

Washington Gas Light Company
(Gas Base Rate Proceeding

Delmarva Power and Light Company
Electric Base Rate Proceeding*

Chesapeake and Potomac Telephone Company
Base Rate Proceeding*

Chesapeake and Potomac Telephone Company
Base Rate Proceeding™

Case No. 2007-00116

Case No. 2008-00011

Docket 90-040

Docket 90-076

Docket 94-254

Case 7384

Case 7427

Case 7467

Case 7467

Case 7466

Case 7570

Case 7591

Case 7661

04/2008

7/2008

12/1990

03/1991

12/1994

01/1980

08/1980

16/1980

10/1980

11/1980

10/1981

12/1981

11/1982
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Prior Regulatory Experience of Robert J. Henkes

Chesapeake and Potomac Telephone Company Case 7661 12/1982
Computer Inquiry IT*

Chesapeake and Potomac Telephone Company Case 7735 10/1983
Divestiture Base Rate Proceeding™

AT&T Communications of Maryland Case 7788 1984
Base Rate Proceeding

Chesapeake and Potomac Telephone Company Case 7851 03/1985
Base Rate Proceeding™*

Potomac Electric Power Company Case 7878 1985

Electric Base Rate Proceeding

Delmarva Power and Light Company Case 7829 1985
Flectric Base Rate Proceeding

NEW HAMPSHIRE

Granite State Electric Company Docket DR 77-63 1977
Electric Base Rate Proceeding

NEW JERSEY

Elizabethtown Water Company Docket 757-769 07/1975
Water Base Rate Proceeding

Jersey Central Power and Light Company Docket 759-899 09/1975
Electric Base Rate Proceeding

Middlesex Water Company Docket 761-37 01/1976
Water Base Rate Proceeding

Jersey Central Power and Light Company Docket 769-965 09/1976
Electric Base Rate Proceeding

Public Service Electric and Gas Company Docket 761-8 10/1976
Electric and Gas Base Rate Proceedings

Atlantic City Electric Company Docket 772-113 04/1977
Flectric Base Rate Proceeding*
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Prior Regulatory Experience of Robert }. Henles

Public Service Electric and Gas Company
Electric and (Gas Base Rate Proceedings*

Public Service Electric and (ias Company
Raw Materials Adjustment Clause

Rockland Electric Company
Electric Base Rate Proceeding*

New Jersey Bell Telephone Company
Base Rate Proceeding

Rockland Electric Company
Electric Fuel Clause Proceeding*

Rockland Electric Company
Electric Base Rate Proceeding*

Rockland Electric Company
Electric Fuel Clause Proceeding*

Public Service Electric and Gas Company
Electric Fuel Clause Proceeding*

Public Service Electric and Gas Company
Raw Materials Adjustment Clause

New Jersey Bell Telephone Company
Base Rate Proceeding

Rockland Electric Company
Electric Fuel Clause Proceeding™®

Public Service Electric and Gas Company
Electric and Gas Base Rate Proceedings™

New Jersey Bell Telephone Company
Base Rate Proceeding

AT&T Communications of New Jersey
Base Rate Proceeding®

Rockland Electric Company
Electric Fuel Clause Proceeding®

AT&T Communications of New Jersey

Docket 7711-1107

Docket 784-310

Docket 795-413

Docket 802-135

Docket 8011-836

Docket 811-6

Docket 8110-883

Docket 812-76

Docket 812-76

Docket 8211-1030

Docket 829-777

Docket 837-620

Docket 8311-954

Docket 8311-1035

Docket 849-1014

Docket 8311-1064

05/1978

04/1979

09/1979

02/1980

02/1981

05/1981

02/1982

08/1982

08/1982

11/1982

12/1982

10/1983

11/1983

02/1984

11/1984

05/1985
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Prior Regulatory Experience of Robert J. Henkes

Base Rate Proceeding*

Public Service Electric and Gas Company
Electric and Gas Base Rate Proceedings®

Public Service Electric and Gas Company
Electric Fuel Clause Proceeding*

Rockland Electric Company
Electric Fuel Clause Proceeding*

Rockland Electric Company
Electric Fuel Clause Proceeding?*

Public Service Electric and Gas Company
Electric Fuel Clause Proceeding*

United Telephone of New Jersey
Base Rate Proceeding

Rockland Electric Company
Electric Fuel Clause Proceeding®

United Telephone of New Jersey
Base Rate Proceeding

Elizabethtown Gas Company
Gas Base Rate Proceeding®

Rockland Electric Company
Electric Fuel Clause Proceeding

Jersey Central Power and Light Company
Electric Fuel Clause Proceeding

New Jersey Natural Gas Company
(Gas Base Rate Proceeding*

Public Service Electric and Gas Company
Electric and Gas Base Rate Proceedings™®

Rockland Electric Company
Electric Fuel Clause Proceeding

Middlesex Water Company
Water Base Rate Proceeding®

Docket ER8512-1163

Docket ER8512-1163

Docket ER8609-973

Docket ER8710-1189

Docket ER8512-1163

Docket TR8810-1187

Docket ER9009-10695

Docket TR9007-07261

Docket GR9012-1391]

Docket ER9109145]

Docket ER91121765]

Docket GR9108-1393]

Docket ER91111698]

Docket ER92090900)

Docket WR92090885]

05/1986

07/1986

12/1986

01/1988

02/1988

(08/1989

09/1990

02/1991

05/1991

11/1991

03/1992

03/1992

07/1992

12/1992

01/1993
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Prior Regulatory Experience of Robert }. Henkes

Elizabethtown Water Company
Water Base Rate Proceeding*

Public Service Electric and Gas Company
Electric Fuel Clause Proceeding

New Jersey Natural Gas Company
Gas Base Rate Proceeding®

Atlantic City Electric Company
Electric Fuel Clause Proceeding

Borough of Butler Electric Utility
Various Electric Fuel Clause Proceedings

Elizabethtown Water Company
Water Base Rate Proceeding

Public Service Electric and Gas Company
Electric Fuel Clause Proceeding

Rockland Electric Company
Electric Fuel Clause Proceeding and
Purchased Power Contract By-Out

Jersey Central Power & Light Company
Electric Fuel Clause Proceeding

Elizabethtown Water Company
Purchased Water Adjustment Clause Proceeding®

Middlesex Water Company
Purchased Water Adjustment Clause Proceeding

New Jersey American Water Company®
Base Rate Proceeding

Rockland Electric Company
Electric Fuel Clause Proceeding

United Water of New Jersey
Base Rate Proceeding*

Elizabethtown Water Company
Base Rate Proceeding*

Docket WR92070774]

Docket ER91111698]

Docket GR93040114

Docket ER94020033

Docket ER94020025

Non-Docketed

Docket ER 94070293

Docket Nos. 940200045

and ER 9409036

Docket ER94120577

Docket WR95010010

Docket WR94020067

Docket WR95040165

Docket ER95090425

Docket WR95070303

Docket WR95110557

02/1993

03/1993

08/1993

(07/1994

1994

11/1994

11/1994

12/1994

05/1995

05/1995

05/1995

01/1996

01/1996

01/1996

03/1996
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Prior Regulatory Experience of Robert . Henkes

New Jersey Water and Sewer Adjustment Clauses
Rulemaking Proceeding*

United Water Vernon Sewage Company
Base Rate Proceeding*®

United Water Great Gorge Company
Base Rate Proceeding™®

South Jersey Gas Company
Base Rate Proceeding

Middlesex Water Company
Purchased Water Adjustment Clause Proceeding*

Atlantic City Electric Company
Fuel Adjustment Clause Proceeding®

Public Service Electric & Gas Company and
Atlantic City Electric Company

Investigation into the continuing outage of the
Salem Nuclear Generating Station™®

Rockland Electric Company
Electric Fuel Clause Proceeding*

Consumers New Jersey Water Company
Base Rate Proceeding*

Atlantic City Electric Company
Fuel Adjustment Clause Proceeding*

Public Service Electric & Gas Company
Electric Restructuring Proceedings™
Atlantic City Electric Company

Limited Issue Rate Proceeding®*

Rockland Electric Company
Limited Issue Rate Proceeding

South Jersey Gas Company
Limited Issue Rate Proceeding

Non-Docketed

Docket WR96030204

Docket WR96030205

Docket GR960100932

Docket WR96040307

Docket No.ER96030257

Docket Nos. ES96039158
& ES96030159

Docket No.EC96110784

Docket No.WR96100768

Docket No.ER97020105

Docket Nos. EX912058Y,

03/1996

07/1996

07/1996

08/1996

08/1996

08/1996

10/1996

01/1997

03/1997

08/1997

EO97070461, EO97070462,

EQ97070463

Docket No.ER97080562

Docket No.ER97080567

Docket No.GR97050349

11/1997

12/1997

12/1997

12/1997
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Prior Regulatory Experience of Robert J. Henkes

New Jersey American Water Company
Limited Issue Rate Proceeding

Elizabethtown Water Company and Mount
Holly Water Company
Limited Issue Rate Proceedings

United Water of New Jersey, United Water
Toms River and United Water Lambertville
Limited Issue Rate Proceedings

Public Service Electric & Gas Company
Electric Restructuring Proceedings*
Consumers New Jersey Water Company

Base Rate Proceeding*

New Jersey-American Water Company
Base Rate Proceeding*

Consumers New Jersey Water Company
Merger Proceeding

Atlantic City Electric Company
Fuel Adjustiment Clause Proceeding™

Middlesex Water Company
Base Rate Proceeding*

Mount Holly Water Company
Base Rate Proceeding - Phase T*

Mount Holly Water Company
Base Rate Proceeding - Phase 1I*

New Jersey American Water Company
Acquisitions of Water Systems

Mount Holly Water Company
Merger with Homestead Water Utility

Applied Wastewater Management, Inc.
Merger with Homestead Treatment Utility

Environmental Disposal Corporation (Sewer)

Docket No.WR97070538 12/1997

Docket Nos. WR97040288,

WR97040289 12/1997
Docket Nos.WR9700540,
WRO7070541,

WR97070539 12/1997

Docket Nos. EX912058Y,

E097070461, EQ97070462,

E097070463 01/1998

Docket No. WRO7080615 01/1998

Docket No.WR98010015 07/1998

Docket No.WM98080706 12/1998

Docket No.ER98090789  (2/1999

Docket No.WR98090795  (3/1999

Docket No. WR99010032 (7/1999

Docket No. WR99010032 (9/1999

Docket Nos. WM9S910018 09/1999

WM9910019 09/1999

Docket No. WM99020091 10/1999

Docket No.WMS9020090 10/1999

Docket No. WR99040249  02/2000
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Prior Regulatory Experience of Robert J. Henkes

Base Rate Proceeding*

Elizabethtown Gas Company

(Gas Cost Adjustment Clause Proceeding Docket No.GR99070509  03/2000
DSM Adjustment Clause Proceeding Docket No. GR99070510  03/2000
New Jersey American Water Company Docket No. WM99090677 04/2000
Gain on Sale of Land

Jersey Central Power & Light Company Docket No. EM99120958  04/2000
NUG Contract Buydown

Shore Water Company Docket No. WR99090678 05/2000
Base Rate Proceeding

Shorelands Water Company Docket No. WO00030183 05/2000
Water Diversion Rights Acquisition

Mount Holly and Elizabethtown Water Companies Docket Nos. W099040259 06/2000
Computer and Billing Services Contracts W09904260 06/2000
United Water Resources, Inc. Docket No. WM99110853 06/2000

Merger with Suez-Lyonnaise

E’Town Corporation Docket No. WM99120923 08/2000
Merger with Thames, Ltd.

Consumers Water Company Docket No. WR00030174  09/2000
Water Base Rate Proceeding®

Atlantic City Electric Company Docket No. EE00060388  09/2000
Buydown of Purchased Power Contract

Applied Wastewater Management, Inc. Docket No. WR00010055 10/2000
Authorization for Accounting Changes

Elizabethtown Gas Company

Gas Cost Adjustment Clause Proceeding Docket No. GR0O0070470  10/2000
DSM Adjustment Clause Proceeding Docket No. GR0O0070471  10/2000
Trenton Water Works Docket No. WR00020096 10/2000

Water Base Rate Proceeding*

Middlesex Water Company Docket No. WR00060362 11/2000
Water Base Rate Proceeding®
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Prior Regulatory Experience of Robert ]. Henkes

New Jersey American Water Company
Land Sale - Ocean City

Pineland Water Company
Water Base Rate Proceeding*

Pineland Wastewater Company
Wastewater Base Rate Proceeding®

Elizabethtown Gas Company
Regulatory Treatment of Gain on Sale of
Property*

Wildwood Water Utility
Water Base Rate Proceeding*

Roxbury Water Company
Water Base Rate Proceeding

SB Water Company
Water Base Rate Proceeding

Pennsgrove Water Company
Water Base Rate Proceeding™

Public Service Electric & Gas Company
(Gas Base Rate Proceeding™®
Direct Testimony

Public Service Electric & Gas Company
Gas Base Rate Proceeding™*
Surrebuttal Testimony

Elizabethtown Water Company
Water Base Rate Proceeding™®

Middlesex Water Company
Financing Proceeding

New Jersey American Water Company
Financing Proceeding

Consumers New Jersey Water Company

Stock Transfer/Change in Control Proceeding

Consumers New Jersey Water Company

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Brocket No.

Docket No.

Docket No.

Docket No.

Docket No.

WMO00060389 11/2000

WRO00070454

WRO00070455

GRO0070470

WRO0100717

WRO01010006

WRO01040232

WRO00120939

GRO1050328

GRO1050328

WRO01040205

WF01090574

WEF01050337

WF(1080523

WR02030133

12/2000

1272000

02/2001

04/2001

06/2001

06/2001

07/2001

08/2001

09/2001

10/2001

12/2001

12/2001

01/2002

07/2002
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Prior Regulatory Experience of Robert ]. Henkes

Water Base Rate Proceeding

New Jersey American Water Company
Change of Control (Merger) Proceeding*

Borough of Haledon - Water Department
Water Base Rate Proceeding™®

New Jersey American Water Company
Change of Control (Merger) Proceeding

Public Service Electric & Gas Company
Electric Base Rate Proceeding
Direct Testimony*

United Water Lambertville
Land Sale Proceeding

United Water Vernon Hills & Hampton
Management Service Agreement

United Water New Jersey
Metering Contract With Affiliate

Public Service Electric & Gas Company
Electric Base Rate Proceeding
Surrebuttal and Supplemental Surrebuttal Testimonies*

Public Service Electric & Gas Company
Minimum Pension Liability Proceeding

Public Service Electric & Gas Company
Electric Base Rate Proceeding
Supplemental Direct Testimony*

Public Service Electric & Gas Company
Electric Deferred Balance Proceeding
Direct Testimony*

Rockland Electric Company
Electric Base Rate Proceeding
Direct Testimony*

Public Service Electric & Gas Company
Supplemental Direct Testimony*

Docket No

Docket No

Docket No

Docket No

Docket No

Docket No

Docket No

Docket No

Docket No

Docket No

Docket No

Docket No

Docket No

. WMO01120833

. WR01080532

. WMO02020072

. ER02050303

. WMO02080520

. WE02080528

. WO002080536

. ER02050303

- BEO02110853

. ER02050303

. ER02050303

.ER02100724

. ER02050303

07/2002

07/2002

09/2002

10/2002

11/2002

11/2002

12/2002

12/2002

12/2002

12/2002

01/2003

01/2003

02/2003
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Prior Regufatory Experience of Robert }. Henkes

Rockland Electric Company
Electric Base Rate Proceeding
Supplemental Direct Testimony*

Consumers New Jersey Water Company
Acquisition of Maxim Sewerage Company

Rockland Electric Company
Audit of Competitive Services

New Jersey Natural Gas Company
Audit of Competitive Services

Public Service Electric & Gas Company
Audit of Competitive Services

Mount Holly Water Company
Water Base Rate Proceeding®

Elizabethtown Water Company
Water Base Rate Proceeding™®

New Jersey-American Water Company
Water and Sewer Base Rate Proceeding®

Applied Wastewater Management, Inc.
Water and Sewer Base Rate Proceeding*®

Middlesex Water Company
Water Base Rate Proceeding

Consumers New Jersey Water Company
Water Base Rate Proceeding

Roxiticus Water Company
Purchased Water Adjustment Clause

Rockland Electric Company
Societal Benefit Charge Proceeding

Wildwood Water Utility
Water Base Rate Proceeding - Interim Rates

United Water Toms River
Litigation Cost Accounting Proceeding

Docket No

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Doclket No.

Docket No.

Docket No.

Docket No.

Docket No.

. ER02100724

WM02110808

EA02020098

(GA02020100

EA02020097

WRO03070509

WRO03070510

WRO03070511

WR03030222

WRO03110900

WR02030133

WRO04060454

ET04040235

WR04070620

WF04070603

02/2003

05/2003

06/2003

06/2003

06/2003

12/2003

12/2003

12/2003

01/2004

04/2004

07/2004

08/2004

08/2004

08/2004

11/2004
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Prior Regulatory Experience of Robert ). Henkes

Lake Valley Water Company
Water Base Rate Proceeding

Public Service Electric & Gas Company
Customer Account System Proceeding

Jersey Central Power and Light Company
Various Land Sales Proceedings
Environmental Disposal Corporation

Water Base Rate Proceeding

Universal Service Fund Compliance Filing
For 7 New Jersey Electric and Gas Utilities

Rocldand Electric Company
Societal Benefit Charge Proceeding

Public Service Electric & Gas Company
Buried Underground Distribution Tariff Proceeding

Aqua New Jersey Acquisition of Berkeley Water Co.

Water Merger Proceeding

Middlesex Water Company
Water Base Rate Proceeding

Public Service Electric & Gas Company
L.and Sale Proceeding

Public Service Electric & Gas Company
Merger of PSEG and Exelon Corporation
Direct Testimony

Public Service Electric & Gas Company®
Merger of PSEG and Exelon Corperation
Surrebuttal Testimony

Public Service Electric & Gas Company*
Financial Review of Electric Operations

Rockland Electric Company
Competitive Services Audit

Public Service Electric & Gas Company

Docket No

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No

Docket No.

. WR04070722

EE04070718

EM04101107
EM04101073
EMO04111473

12/2004

(02/2005

02/2005
02/2005
03/2005

WR040080760 05/2005

EX00020091

ET05040313

ETO05010053

WMO04121767

WRO05050451

EMO05070650

EMO05020106

EMO05020106

ER02050303

. EA02020098

EE04070718

05/2005

08/2005

08/2005

08/2005

10/2005

10/2005

11/2005

12/2605

12/2005

12/2005

01/2006
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Prior Regulatory Experience of Robert ]. Henkes

Customer Accounting System Cost Recovery

Roxiticus Water Company

Stock Sale and Change of Ownership and Control

Public Service Flectric & Gas Company
Competitive Services Audit

Wildwood Water Company
Water Base Rate Proceeding

Pinelands Water Company
Water Base Rate Proceeding™

Pinelands Wastewater Company
Wastewater Base Rate Proceeding*

Aqua New Jersey Water Company
Water Base Rate Proceeding®

Public Service Electric & Gas Company
(3as Base Rate Proceeding™

New Jersey American Company
Consolidated Water Base Rate Proceeding,*
New Jersey American Water Company,
Elizabethtown Water Company, and

Mount Holly Water Company

Roxiticus Water Company
Water Base Rate Proceeding

United Water Company of New Jersey
Change of Control Proceeding

United Water Company of New Jersey
Water Base Rate Proceeding™®

Middlesex Water Company
Water Base Rate Proceeding

Maxim Wastewater Company

Purchased Sewerage Treatment Adjustment Clause

Fayson Lake Water Company
Financing Case

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

WMO5080755

EA02020097

WRO5070613

WRO5080681

WR05080680

WRO05121022

(GR0O5100845

WR06030257

WRO06120884

WMO06110767

WRO7020135

WRO07040275

WRO7080632

WEG7080593

01/2006

02/2006

0372006

03/2006

03/2006

06/2006

07/2006

102006

04/2007

05/2007

09/2007

09/2007

11/2007

1272007
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Prior Regulatory Experience of Robert ]. Henkes

Atlantic City Electric Company
Sales of Utility Properties

Atlantic City Sewerage Company

Base Rate and Purchased Sewerage Treatment

Clause Proceedings

SB Water Company
Water Base Rate Proceeding

Aqua New Jersey Water Company
Water Base Rate Proceeding

Environmental Disposal Corporation
Water Base Rate Proceeding

Middlesex Water Company
Financing Case

Aqua New Jersey Water Company
Franchise Case

Aqua New Jersey Water Company
Financing Case

New Jersey American Water Company
Water Base Rate Proceeding®

United Water Toms River, Inc.
Water Base Rate Proceeding

NEW MEXICO

Southwestern Public Service Company
Electric Base Rate Proceeding™

El Paso Electric Company
Rate Moderation Plan

El Paso Electric Company
Electric Base Rate Proceeding

Docket No

Docket No

Docket No

Docket No

Docket No

Docket No

Docket No

Docket No

Docket No

Docket No

Case 1957

Case 2009

Case 2092

. EMO7100800

. WRO7110866

. WR07110840

. WRO7120955

. WRO7080715

. WEF08040213

. WE08040230

. WF08040216

. WR08010020

- WR08030139

1272007

04/2008

04/2008

06/2008

06/2008

07/2008

07/2008

07/2008

07/2008

08/2008

11/1985

1986

06/1987
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Prior Regufatory Experience of Robert . Henkes

Gas Company of New Mexico Case 2147 (03/1988
(Gas Base Rate Proceeding*

El Paso Electric Company Case 2162 06/1988
Electric Base Rate Proceeding*

Public Service Company of New Mexico Case 2146/Phase 11 10/1988
Phase-In Plan*

El Paso Electric Company Case 2279 11/1989
Electric Base Rate Proceeding*

(GGas Company of New Mexico Case 2307 04/1990
(Gas Bage Rate Proceeding*

El Paso Electric Company Case 2222 04/1990
Rate Moderation Plan*

Generic Electric Fuel Clause - New Mexico Case 2360 02/1991
Amendments to NMPSC Rule 550

Southwestern Public Service Company Case 2573 03/19%4
Rate Reduction Proceeding

El Paso Electric Company (Case 2722 02/1998
Base Rate Proceeding

OHIO

Dayton Power and Light Company Case 76-823 1976
Electric Base Rate Proceeding

PENNSYLVANIA

Duquesne Light Company R.L.D. No. R-821945 09/1982
Electric Base Rate Proceeding™

AT&T Comununications of Pennsylvania Docket P-830452 04/1984
Base Rate Proceeding™®

AT&T Communications of Pennsylvania Docket P-830452 11/1984
Base Rate Proceeding®

National Fuel Gas Distribution Company Docket R-870719 12/1987
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Prior Regulatory Experience of Robert ]. Henkes

(Gas Base Rate Proceeding*

RHODE ISLAND

Blackstone Valley Electric Company
Electric Base Rate Proceeding

Newport Electric Company
Report on Emergency Relief

VYERMONT

Continental Telephone Company of Vermont

Base Rate Proceeding

Green Mountain Power Corporation
Electric Base Rate Proceeding

Central Vermont Public Service Corp.

Rate Investigation

Central Vermont Public Service Corp.
Electric Base Rate Proceeding*

Green Mountain Power Corporation
Electric Base Rate Proceeding*

Green Mountain Power Corporation
Electric Base Rate Proceeding®

VIRGIN ISLANDS

Virgin Islands Telephone Corporation
Base Rate Proceeding*

Docket No, 1289

Docket No. 3986

Docket No. 5695

Docket No. 5701

Docket No. 5724

Docket No. 5780

Docket No. 5857

Docket 126

01/1994

04/1994

05/1994

01/1995

01/1996



COMMONWEALTH OF KENTUCKY
BEFORE THE PUBLIC SERVICE COMMISSION

in the Matter of OFFICE i v.ade il ERVENTION
PUBLIC SERVICE LITIGATION BRANCH

APPLICATION OF LOUISVILLE GAS AND )

ELECTRIC COMPANY, INC. FOR AN ) CASE NO. 2008-00252
ADJUSTMENT OF ITS ELECTRIC AND GAS ) C/wW
BASE RATES ) CASE NO. 2007-00564

AFFIDAVIT OF ROBERT J. HENKES

State of Connecticut)

)
)

Robert }. Henkes, being first duly sworn, states the following: The
prepared Pre-Filed Direct Testimony, and the Schedules and Appendix attached
thereto constitute the direct testimony of Affiant in the above-styled case. Affiant
states that he would give the answers set forth in the Pre-Filed Direct Testimony
if asked the questions propounded therein. Affiant further states that, to the best

of his knowledge, his statements made are tr riher affiant saith
not. '

Robert J. Henkes

SUBSCRIBED AND SWORN to before me this S day of (O™ 2008

r~ta () ;%w/% O

NOTARY PUBLICY”
My Commission Expires: .:)\ (<, / 0

il

W g,
AW 7
S VAT, 7,



COMMONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:

APPLICATION OF LOUISVILLE GAS
AND ELECTRIC COMPANY FOR AN
ADJUSTMENT OF I'TS ELECTRIC
AND GAS BASE RATES

CASE NO. 2008-00252

R

DIRECT TESTIMONY

AND EXHIBITS

OF

ROBERT J. HENKES

PERTAINING TO THE GAS CASE

On Behalf of the Office Of Rate Intervention Of The
Attorney General Of The Commonwealth Of Kentucky

October 28, 2008



H.

II1.

IV.

Louisville Gas and Electric Company
Case No. 2008-00252 Gas Rate Case
Direct Testimony of Robert J. Henkes
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I.  STATEMENT OF QUALIFICATIONS

WOULD YOU STATE YOUR NAME AND ADDRESS?
My name is Robert J. Henkes and my business address is 7 Sunset Road, Old

Greenwich, Connecticut 06870.

WHAT IS YOUR PRESENT OCCUPATION?
I am Principal and founder of Henkes Consulting, a financial consulting firm that

specializes in utility regulation.

WHAT IS YOUR REGULATORY EXPERIENCE?

I have prepared and presented numerous testimonies in rate proceedings involving
electric, gas, telephone, water and wastewater companies in jurisdictions
nationwide including Arkansas, Delaware, District of Columbia, Georgia,
Kentucky, Maryland, New Jersey, New Mexico, Pennsylvania, Vermont, the U.S.
Virgin Islands and before the Federal Energy Regulatory Commission. A complete
listing of jurisdictions and rate proceedings in which I have been involved is

provided in Appendix I attached to this testimony.

WHAT OTHER PROFESSIONAL EXPERIENCE HAVE YOU HAD?
Prior to founding Henkes Consulting in 1999, [ was a Principal of The Georgetown
Consulting Group, Inc. for over 20 years. At Georgetown Consulting I performed

the same type of consulting services as I am currently rendering through Henkes
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Consulting. Prior to my association with Georgetown Consulting, 1 was employed
by the American Can Company as Manager of Financial Controls. Before joining
the American Can Company, I was employed by the management consulting
division of Touche Ross & Company (now Deloitte & Touche) for over six years.
At Touche Ross, my experience, in addition to regulatory work, included numerous
projects in a wide variety of industries and financial disciplines such as cash flow
projections, bonding feasibility, capital and profit forecasting, and the design and

implementation of accounting and budgetary reporting and control systems.

WHAT IS YOUR EDUCATIONAL BACKGROUND?

I hold a Bachelor degree in Management Science received from the Netherlands
School of Business, The Netherlands in 1966; a Bachelor of Arts degree received
from the University of Puget Sound, Tacoma, Washington in 1971; and an MBA
degree in Finance received from Michigan State University, East Lansing,
Michigan in 1973. 1 have also completed the CPA program of the New York

University Graduate School of Business.
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II. SCOPE AND PURPOSE OF TESTIMONY

WHAT IS THE SCOPE AND PURPOSE OF THIS TESTIMONY?

I was engaged by the Office of Rate Intervention of the Attorney General of
Kentucky (“AG™) to conduct a review and analysis and present testimony in the
matter of the petition of Louisville Gas and Electric Company (“LG&E” or the

“Company”) for an increase in its base rates for gas service.

The purpose of this testimony is to present to the Kentucky Public Service
Commission (“KPSC” or the “Commission”) the appropriate gas capitalization and
overall rate of return, rate base and pro forma test period operating income, as well

as the appropriate gas revenue requirement for the Company in this proceeding.

In the determination of the AG’s recommended capitalization and overall rate of
return, rate base, operating income and revenue requirement, [ have relied on and
incorporated the recommendations of the following other expert witnesses engaged
by the AG in this proceeding:

1. Dr. J. Randall Woolridge, concerning the appropriate capital structure ratios,

cost rates for short- and long term debt, the return on common equity, and the
resulting overall rate of return for the Company in this proceeding; and

2. Mr. Michael Majoros, concerning the appropriate depreciation rates to be

adopted by the Commission in this case.
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In developing this testimony, I have reviewed and analyzed the Company’s July 29,
2008 filing; supporting testimonies, exhibits, filing requirements and workpapers;
the Company’s responses to initial and follow-up data requests by the KPSC Staff,

AG and other intervenors; and other relevant financial documents and data.
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III. SUMMARY OF FINDINGS AND CONCLUSIONS

Q. PLEASE SUMMARIZE YOUR FINDINGS AND CONCLUSIONS IN THIS

CASE.

A.  Ihave reached the following findings and conclusions in this case:

!\J

The gas revenue requirement determination in this case should be based on
LG&E’s capitalization. This revenue requirement determination base has
also been proposed by the Company in this rate proceeding and has been
consistently applied by the Commission in LG&E’s previous gas base rate
proceedings [Schedule RJH-1, line 1].

The appropriate adjusted gas capitalization as of April 30, 2008, the end of
the test period in this case, amounts to $425.633 million which is the same
as the adjusted gas capitalization of $425.633 million proposed by LG&E
[Schedule RJH-1, line 1 and Schedule RJH-2].

The AG’s expert rate of return witness, Dr. Woolridge, has at this time
recommended a short-term debt cost rate of 2.63%, long-term debt cost rate
of 5.30%, and a return on equity of 9.20%. These recommended capital cost
rates, together with Dr. Woolridge’s recommended capital structure ratios
produce the AG’s recommended overall rate of return on capitalization for
LG&E's gas operations of 7.28%. By comparison, the Company has
proposed an overall rate of return on capitalization of 8.35% for its gas

operations {Schedule RJH-2].
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The recommended rate of return on capitalization of 7.28% is equivalent to
a rate of return of 6.96% on the Company’s adjusted gas rate base [Schedule
RJH-3, line 16]. The Company has not presented an equivalent proposed
overall return on rate base number for its gas operations.

The appropriate pro forma adjusted gas rate base measured as of April 30,
2008, the end of the test period in this case, amounts to $445.619 million.
The recommended return on rate base amounts to 6.96% [Schedule RTH-3].
The appropriate pro forma test period gas operating income amounts to
$23.023 million, which is $5.991 million higher than LG&E's proposed test
period gas operating income of $17.032 million [Schedule RJH-1, line 4 and
schedule RIH-4].

The appropriate revenue conversion factor to be used for rate making
purposes in this case is .62143063. This factor has been used by both the
Company and the AG [Schedule RTH-1, line 6].

The application of the recommended overall rate of return of 7.28% to the
recommended capital structure of $425.633 million, combined with the
recommended pro forma test period operating income of $23.023 million
and the revenue conversion factor of .62143063 indicates that the Company
has an annual revenue deficiency for its gas operations of $12.835 million.
This is $16.949 million lower than the Company’s proposed annual gas

revenue deficiency of $29.784 million {Schedule RIH-1, lines 1-7].
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IV. REVENUE REQUIREMENT ISSUES

A. CAPITALIZATION

PLEASE DESCRIBE THE COMPANY’S PROPOSED TEST YEAR-END
ADJUSTED CAPITALIZATION FOR ITS ELECTRIC OPERATIONS IN
THIS CASE.

The Company has proposed an adjusted gas capitalization of $425.633 million. As
shown on Rives Exhibit 2, the starting point of the Company’s proposed pro forma
adjusted gas capitalization is the actual per books total company capitalization as of
4/30/08 of approximately $2,180.475 million, consisting of short term debt, long
term debt, and common equity. The Company then applied a gas rate base ratio of
19.47% to its actual 4/30/08 capitalization of $2,180.475 million, resulting in its
proposed gas capitalization balance of $424.539 million. Next, the Company
adjusted its gas capitalization balance by the addition of the gas-allocated Job
Development Tax Credit balance of $1.094 million, resulting in a proposed adjusted

gas capitalization of $425.633 million.

DO YOU AGREE WITH THE PREVIOUSLY DESCRIBED ADJUSTED
GAS CAPITALIZATION BALANCE PROPOSED BY THE COMPANY?

Yes, the Company’s proposed adjusted gas capitalization balance of $425.633 has
been determined in accordance with a calculation methodology previously

prescribed by the Commission.
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B. RATE OF RETURN ON CAPITALIZATION

PLEASE DESCRIBE THE AG’S RECOMMENDED RATE OF RETURN ON
CAPITALIZATION.

As shown on Schedule RJH-2, page 1, the AG recommends an overall return on
capitalization of 7.28% as compared to the Company’s proposed overall rate of
return number of 8.35%. The AG-recommended overall rate of return number is
based on the capital structure ratios and capital cost rates recommended by the
AQG’s rate of return expert, Dr. Woolridge. As shown on Schedule RIH-2, page 1,
Dr. Woolridge recommends a short-term debt cost rate of 2.63%, long-term debt

cost rate of 5.30% and a return on equity of 9.20%.

DO YOU AGREE WITH THE COMPANY’S PROPOSAL IN THIS CASE
THAT THE COMPANY’S RETURN REQUIREMENT BE DETERMINED
BY APPLYING THE APPROPRIATE GAS OVERALL RATE OF RETURN
TO THE ADJUSTED GAS CAPITALIZATION AT THE END OF THE
TEST YEAR?

Yes. The Company’s proposed return requirement approach in this case is
consistent with the return requirement rate making policy adopted by the

Commission in all of LG&E’s prior base rate proceedings.
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C. RATE BASE AND RETURN ON RATE BASE.

HAS THE COMPANY PRESENTED AN ADJUSTED ORIGINAL COST
RATE BASE FOR ITS GAS OPERATIONS IN ITS FILING SCHEDULES
IN THIS PROCEEDING?

Yes. As shown on Rives Exhibits 3 and 4, the Company is proposing an adjusted

original cost rate base of $438.486 million.

HAVE YOU DETERMINED THE APPROPRIATE ADJUSTED ORIGINAL
COST RATE BASE FOR LG&E’S GAS OPERATIONS IN THIS CASE?

Yes, this recommended adjusted gas original cost rate base has been developed on
schedule RTH-3. The starting point is LG&E’s proposed unadjusted gas original
cost rate base of $441.457 million measured as of the end of the test year, April 30,
2008. From that starting point, I then reflected total net rate base additions of
$4.162 million to arrive at my recommended adjusted original cost rate base for
LG&E’s gas operations of $445.619 million. This recommended adjusted rate base
of $445.619 million is $7.1333 million higher than the Company’s proposed

adjusted rate base of $438.486 million.

WHY IS YOUR RECOMMENDED ADJUSTED ORIGINAL COST GAS
RATE BASE $7.133 MILLION HIGHER THAN THE COMPANY’S
PROPOSED ORIGINAL COST GAS RATE BASE?

As just discussed, I have reflected rate base adjustments that increase the rate base
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by $4.162 million whereas the Company has proposed rate base adjustments that
decrease the rate base by $2.971 million. This explains why my recommended
adjusted rate base is $7.133 million higher than the Company’s proposed adjusted
rate base. Below, | have listed the component reasons for this rate base differential
0f $7.133 million:

LG&E Rate Base AG Rate Base Difference

Depreciation Reserve Adj. $(3.489) $4.269 $7.758
Remove Prepaid PSC Fees - (.195) (.195)
CWC Adjustment 518 .088 (0.430)
Total $(2.971) $4.162 $7.133

As shown in the above table, by far the largest reason for the rate base differential is
the pro forma impact on the depreciation reserve resulting from LG&E’s proposal
to increase its test year per books depreciation expenses and AG’s recommendation

to decrease the test year per books depreciation expenses.

PLEASE DISCUSS EACH OF THE RECOMMENDED RATE BASE
ADJUSTMENTS TOTALING $4.162 MILLION.

The first rate base adjustment of $4.269 million shown on line 3 of the third column
of Schedule RJH-3 is a direct result of the AG’s recommended annualized
depreciation expense adjustment shown on Schedule RJH-7, line 3. This
annualized depreciation expense adjustment will be discussed later in this

testimony.

The second rate base adjustment of $.195 million shown on line 10 of Schedule

RJH-3 represents my recommendation to remove prepaid PSC assessments from the

10
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total gas prepayment balance in rate base. This adjustment follows well-established

and long-standing Commission ratemaking policy.

The third rate base adjustment of $88,000 shown on line 11 of Schedule RJH-3 is to
adjust the test year per books cash working capital requirement for the pro forma
impact on cash working capital of all of the Company’s proposed O&M expense
adjustments in this case. In its response to AG-1-16, the Company has
acknowledged that the correct cash working capital adjustment resulting from its
proposed pro forma O&M expense adjustments should be an increase of $88,000
rather than the cash working capital increase of $518,000 reflected in the
Company’s as-filed position. It should be noted that the appropriate cash working
capital amount to be reflected for ratemaking purposes in this case should
ultimately be based on the reflection of all Commission-ordered pro forma test year

electric operation and maintenance expenses allowed in this case.

HAVE YOU CALCULATED THE APPROPRIATE RETURN ON RATE
BASE FOR LG&E’S GAS OPERATIONS IN THIS CASE?
Yes, as shown on Schedule RJH-3, lines 14 through 16, the Company’s appropriate

return on rate base in this case is 6.96%

11
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D. OPERATING INCOME

PLEASE SUMMARIZE THE COMPANY’S PROPOSED AND YOUR
RECOMMENDED PRO FORMA GAS OPERATING INCOME FOR THE
TEST PERIOD IN THIS CASE.

The Company’s proposed and my recommended pro forma test year gas operating
income positions are summarized on schedule RIH-4. The Company has proposed
total pro forma test period gas operating income of $17.032 million. As
summarized on schedule RJH-4, I have made a large number of pro forma gas
operating income adjustments which, in total, have the effect of increasing the
Company’s proposed test year gas operating income by $5.991 million to total
recornmended pro forma test period gas operating income of $23.023 million. Each
of the recommended gas operating income adjustments will be discussed in detail in

the subsequent sections of this testimony.

- Interest Synchronization

DOES THE COMMISSON HAVE A RATEMAKING POLICY
REGARDING INTEREST SYNCHRONIZATION?

Yes. The Commission has a well-established ratemaking policy that the interest
expenses to be used as a deduction from pro forma test year taxable income be
determined by the application of the weighted cost of debt to the adjusted

capitalization allowed by the Commission for ratemaking purposes. This so-called

12
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pro forma “synchronized” interest expense level should then replace the per books
test year interest expense level that was used as a tax deduction in the determination
of the test year income taxes. An income tax adjustment should be made for the
difference between the pro forma synchronized interest expenses and the test year

per books interest expenses.

IS THERE AN ISSUE IN THE MANNER IN WHICH LG&E AND THE AG
HAVE CALCULATED THEIR RESPECTIVE PRO FORMA
SYNCHRONIZED INTEREST EXPENSE LEVELS?

No. As shown on schedule RIH-5, both LG&E and the AG have properly
calculated their respective pro forma synchronized inferest expense amounts by
multiplying their recommended weighted cost of debt percentages included in their
overall rate of return numbers times their recommended adjusted capitalization
levels. However, since the AG’s recommended weighted cost of debt number is
slightly higher than that proposed by LG&E, the AG’s recommended synchronized

interest level is slightly higher than LG&E’s proposed synchronized interest level.

WHAT IS THE IMPACT OF THESE DIFFERENT SYNCHRONIZED
INTEREST LEVELS ON THE COMPANY’S PROPOSED TEST YEAR
AFTER-TAX OPERATING INCOME?

As shown on Schedule RJH-5, the AG’s recommended interest synchronization

adjustment increases the Company’s proposed test year after-tax income by $8,000.

13
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- Unbilled Revenue Adjustment

IS THERE AN ISSUE WITH REGARD TO THE COMPANY’S PROPOSAL
TO REMOVE UNBILLED GAS REVENUES FROM THE TEST YEAR?

I believe so. The Company has proposed that its unbilled revenues as of April 30,
2008, the end of the test year, be removed and be replaced by the unbilled revenues
as of April 2007, the beginning of the test year. Since the unbilled revenues at the
end of the test year are $1.203 million higher than the unbilled revenues at the
beginning of the test year, the Company’s proposed unbiiled revenue adjustment
increases the base rate revenue requirement and corresponding base rate increase
requested in this case by $1.203 million. However, as can be seen from the analysis
on Schedule RJH-6, only $37,000 of the $1.203 unbilled revenue differential is
caused by the difference in unbilled base rate revenues at April 30, 2008 vs. April
30, 2007. Thus, almost the entire unbilled revenue adjustment of $1.203 million
proposed by the Company is caused by the difference in unbilled GSC, DSM, and
VDT surcharge revenues at April 30, 2008 vs. April 30, 2007. On page 8, lines 18 -
23 of his testimony, Company witness Bellar states that the costs and revenues
associated with ratemaking mechanisms such as the fuel adjustment clause, ECR
clause or DSM cost recovery should have no effect on the calculation of the base
revenue deficiency and corresponding base rate increase that LG&E is requesting in
this case. Yet, this is exactly what the Company is proposing to do through its
proposed unbilled revenue adjustment. In summary, I believe it is inappropriate to

increase the base rate revenue requirement in this case by $1.203 million if virtually

14
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the entire revenue requirement is caused by the end-of-test year vs. beginning-of-
test year differential in unbilled GSC, DSM and VDT surcharge revenues. In
addition, the Company has not similarly proposed an adjustment for the differential
in the associated end-of-test year vs. beginning-of-test year differential in unbilled

GSC and DSM costs.

WHAT IS YOUR RECOMMENDATION WITH REGARD TO THIS ISSUE?
I recommend that the Company’s proposed unbilled revenue adjustment be limited
to the unbilled base rate revenues and exclude any unbilled revenue considerations
for the GSC, DSM, and VDT surcharge mechanisms. As shown on Schedule RJH-
6, my recommendation would increase the Company’s proposed test year after-tax

income by §.773 million.

- Annualized Depreciation Expense

PLEASE EXPLAIN THE REASON FOR THE RECOMMENDED
ANNUALIZED DEPRECIATION EXPENSE ADJUSTMENT SHOWN ON
SCHEDULE RJH-7.

The annualized depreciation expense adjustment shown on Schedule RJH-7 is a
direct result of the difference between the new depreciation rates proposed in this
case by LG&E and those recommended by Michael Majoros, the AG’s depreciation
expert. The depreciation rates recommended by Mr. Majoros, as applied to the

depreciable plant in service balances at the end of the test year, produce $7.758

15
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million lower annualized gas depreciation expenses than proposed by LG&E in this
case. This has the result of increasing the Company’s proposed pro forma test year

after-tax gas operating income by $4.837 million.

- Labor Cost Adjustment

PLEASE EXPLAIN THE REASON FOR THE RECOMMENDED LABOR
COST ADJUSTMENT SHOWN ON SCHEDULE RJH-8.

The recommended labor cost adjustment consists of two parts. The first part
represents a labor cost adjustment of $76,000 to correct for an error in the
Company’s as-filed labor cost adjustment calculations. The second part represents
a labor cost adjusiment of $50,000 to remove certain executive incentive

compensation expenses from the test year gas operating expenses.
As shown on schedule RJH-8, the recommended total labor cost adjustment
increases the Company’s proposed test year gas after-tax operating income by

approximately $79,000.

- Emplovee Benefit Cost Adjustment

PLEASE EXPLAIN THE REASON FOR THE RECOMMENDED
EMPLOYEE BENEFIT COST ADJUSTMENT SHOWN ON SCHEDULE

RJH-9.

16
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The recommended employee benefit cost adjustment total of $.125 million results
from corrections made by the Company in its as-filed cost adjustments for pension,

OPEB and Post-Employment Benefit expenses.

As shown on schedule RJH-9, the recommended total employee benefit cost

adjustment increases the Company’s proposed test year gas after-tax operating

income by approximately $78,000.

- New Bank Credit Facilities Adjustment

HAVE YOU MADE AN ADJUSTMENT TO THE COMPANY’S PROPOSED
ADJUSTMENT FOR THE NEW BANK CHARGE CREDIT FACILITY
CHARGES?
Yes. As shown on Schedule RJH-10, the Company has proposed an expense
adjustment of $2.375 million for this item. This proposed cost amount assumes
letters of credit associated with two anticipated bond issues totaling $211.335
million, an estimated letter of credit fee of 1.1%, and associated annual recurring
legal fees of $50,000. None of these assumptions are firm at this time. For
example, in its response to AG-2-18, the Company states with regard to the
anticipated bond issues of $211.335 million:
The company currently expects to close on the two bonds in late
November 2008 or early December 2008. However, the capital markets

are extremely volatile and market conditions may result in the need to
modify this plan.
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The letter of credit fees are also uncertain at this time. While the Company initially
assumed an annual fee of 1.1% of the total bond issuance amount, in September
2008 it revised the estimated annual fee to .5% and most recently revised it again to
a rate of .7%. The Company has also provided no support for the legal expense of
$50,000 and has not clarified that this is an annual recurring expense. For these
reasons, 1 do not believe that the expense adjustment amount proposed by the

Company in this case is known and measurable at this time.

WHAT IS YOUR RECOMMENDATION WITH REGARD TO THIS ISSUE
BASED ON THE FOREGOING FINDINGS AND CONCLUSIONS?

I have decided to take a conservative position on this matter. Specifically, rather
than rejecting the Company’s proposed expense adjustment for the reason that it is
not known and measurable at this time, I have assumed the same bond issuance
amount of $211.335 million and the same $50,000 annual legal fees proposed by
the Company. However, | have reflected the most recent available letter of credit
fee of .7%, as opposed to the Company’s assumed fee of 1.1%. As shown on
Schedule RIH-10, based on these conservative assumptions, my recommendation at
this time is to reflect a pro forma expense adjustment of $1.529 million on a total
company basis. This recommended expense adjustment should be updated when
firm, actual information has become available regarding the amount and timing of
the bond issuances, the letter of credit percentage fee, and the annual recurring legal

fees prior to the close of record in this case.

18
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WHAT IS THE IMPACT OF YOUR RECOMMENDATIONS REGARDING
THIS ISSUE ON THE COMPANY’S PROPOSED TEST YEAR AFTER-TAX
GAS OPERATING INCOME?

As shown on Schedule RJH-10, my recommendations regarding this i1ssue increase

the Company’s proposed test year after-tax gas operating income by $.137 million.

- MGP Amortization Expense Adjustment

WHAT IS THE ISSUE WITH REGARD TO THE MANUFACTURERS GAS
PLANT (“MGP”) AMORTIZATION EXPENSE ADDRESSED ON
SCHEDULE RJH-11?

As shown in the responses to AG-1-10 and AG-1-65, the test year includes
approximately $81,000 worth of MGP amortization expenses which will no longer
be booked as of September 30, 2008 because at that date the deferred MGP costs
will be fully amortized. Since this represents a non-recurring expense, I

recommend that it be removed for ratemaking purposes in this case.

As shown on Schedule RJH-11, my recommendation increases the Company’s

proposed after-tax gas operating income by $51,000.

- AGA Dues Adjustment

PLEASE EXPLAIN YOUR RECOMMENDATION TO REMOVE A

19
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PORTION OF THE COMPANY’S ANNUAL AMERICAN GAS
ASSOCIATION (“AGA”) DUES FOR RATEMAKING PURPOSES IN THIS
CASE.

The test year gas operating expenses include $128,000 for AGA dues. Certain
portions of AGA activities are dedicated to legislative/regulatory advocacy and
other lobbying activities that make up the Public Affairs function of AGA. The
Commission has always held that lobbying-related expenses should be treated
below-the-line for ratemaking purposes, and I agree with that policy. In response to
AG-1-73(b) in this case, the Company provided a functional breakout of AGA
activities showing that 27.93% of AGA’s activities are related to the combined
Public Affairs/Communications function. The response did not provide a further
breakout of the 27.93% between lobbying-related Public Affairs and non-lobbying
related Communications activities, ~ However, the response to Post-Hearing
Question No. 11 in the Company*s prior rate case, Case No. 2003-00433, did show
such a breakout and indicated that 22.59% of AGA’s activities are dedicated to the
Public Affairs function. Thus, in order not to overstate my recommended
adjustment to remove lobbying expenses, I have applied the lower 22.59% ratio to
the test year total AGA dues of $128,000, resulting in a recommended lobbying

expense adjustment of $29,000.

As shown on Schedule RJH-12, my recommendation increases the Company’s

proposed test year after-tax gas operating income by $18,000.
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- Miscellaneous Expense Adjustments

PLEASE DESCRIBE THE MISCELLANEOUS ADJUSTMENTS SHOWN
ON SCHEDULE RJH-13.

First, I recommend the removal from test year gas operating expenses of $8,000 for
expenses associated with employee gifts, award banquets, parties and other social
events (e.g., company picnics). My recommendation is consistent with previously
established Commission-policy that such expenses do not produce benefits to the

ratepayers and should be excluded for ratemaking purposes.’

Second, 1 recommend the removal from test year gas operating expenses of
approximately $2,000 worth of penalty and fines expenses. Such expenses should

be funded by the Company’s stockholders, not ratepayers.

Third, I have removed approximately $7,000 of gas expenses associated with real
estate receptions and community involvement. As shown in more detail in the
responses to AG-2-19 and 2-24, these expenses are for such items as community
trade shows, fundraisers, music, florists, showcase gifts, reception catering, valet
parking, service charges, etc. I do not believe that such expenses should be funded
by the ratepayers as they have nothing to do with the provision of safe, adequate

and reliable gas service.

! Similar expenses were excluded from rate recognition in the Company’s prior electric rate case — see
pages 50-51 in the PSC Order in Case No. 2003-00433.
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Henkes Direct Testimony
Louisville Gas & Electric Company — Case No. 2008-00252 Gas Case

WHAT IS THE IMPACT OF YOUR MISCELLANEOUS EXPENSE
ADJUSTMENT RECOMMENDATIONS ON THE COMPANY’S
PROPOSED TEST YEAR GAS AFTER-TAX OPERATING INCOME?

As shown on schedule RJH-13, the recommended miscellaneous expense
adjustments increase the Company’s proposed test year gas after-tax operating

income by approximately $11,000.

MR. HENKES, DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

Yes, it does.

22



Case No. 2008-00252 Sch. RJH-1

LOUISVILLE GAS AND ELECTRIC COMPANY

GAS RATE CASE
REVENUE REQUIREMENT
(5000)
LGRE
Gas Adiustments AG
{1)

1. Capital Structure $ 425,633 5 0 $ 425,633 Sch. RJH-2
2. Rate of Retumn 8.35% 7.28% Sch. RJH-2
3. Income Reguirement 35,640 31,000
4. Pro Forma Income 17,032 5,991 23,023 Sch. RJH-4
5. Income Deficiency 18,508 7,976
6. Revenue Conversion Factor 0.62143063 0.62143063
7. Overall Revenue Deficiency $ 29,784 $ (16949 $§ 12,835

{1) Rives Exhibit 8, page 2



Case No. 2008-00252

LOUISVILLE GAS AND ELECTRIC COMPANY

ADJUSTED CAPITALIZATION AT 4/30/08

GAS RATE CASE

($000)

Adjusted Weighted
Gas Capitalization Cost Cost
LG&E PROPOSED: Capitalization Ratios Rates Rates
(1)
1. Short Term Debt $ 10,126 2.38% 2.63% 0.06%
2. Long Term Debt 182,138 45,14% 5.30% 2.39%
3. Common Equity 223,369 52.48% 11.25% 5.90%
4. Total $ 425633 100.00% 8.35%
Adjusted Weighted
Gas Capitalization Cost Cost
AG RECOMMENDED: Capitalization Ratios Rates Hates
@ (3}
1. Short Term Debt kS 10,126 2.38% 2.63% 0.06%
2. Long Term Debt 192,138 45.14% 5.30% 2.39%
3. Common Equity 223,369 52.48% 9.20% 4.83%
4. Total $ 425633 100.00% 7.28%

{1} Rives Exhibit 2, page 1
{2) Scheduie RJH-2, page 2 0f 2, lines 1,2and 3
(3) Testimony of J. Randall Woolridge

Sch. RJH-2
Page 1of2



Case No. 2008-00252

1. ST Debt
2. LT Debt
3. Equity

4, Total

5. 8T Debt
6. LT Debt
7. Equity

8. Total

LOUISVHL.LE GAS AND ELECTRIC COMPANY

{1} Rives Appendix B - Exhibit 2, page 1 of 2
{2} Rives Appendix B - Exhibit 2, page 2 0f 2
(3) Rives Appendix B - Exhibit 2, page 2 of 2, cot. (4), corrected for additional removal of non-utility property

GAS RATE CASE
AG's RECOMMENDED CAPITALIZATION
($000)
Adjusted Gas Adjusted Adjustments Total
Total Co. Rate Base Gas fo Adjusted
Capitalization Ratio Capitalization  Capitalization  Capitalization
{1 1 M [see below]
51,875 19.47% 10,100 26 10,126
984,304 19.47% 191,644 494 192,138
1,144,296 19.47% 222,795 574 223,369
2,180,475 424 539 1,094 425,633
Capital Total
Structure Capitalization
Ratios JDIC Adjustments
@ {2)
2.38% 26 26
45.14% 494 494
52.48% 574 574
100.00% 1,094 1,094

Sch. RJH-2
Page 2 of 2



Case No. 2008-00252

LOUISVILLE GAS AND ELECTRIC COMPANY
GAS RATE CASE
RETURN ON ORIGINAL COST RATE BASE

($000)
LG&E
Gas Adjustments AG
{1

1. Utility Plant at Original Cost $ 677,615 % 677,615
2. Reserve for Depreciation {232,849) 4,269 (2) {228,580)
3. Net Utility Plant 444,766 4,269 449,035
Deduct:
4. Customer Advances {8,043) (8,043)
5, Deferred income Taxes (51,050) {51,050)
6. FAS 109 Deferred Inc. Tax {(4,502) (4,502)
7. Net ARO Assets 129 129
8. Total Deductions (63,466) {63,466)
Add:
9. M&S and Stored Gas 52,611 52,611
10. Prepaymenis 818 (195) @3 623
11. Cash Working Capital 6,728 88 6,816
12. Mill Creek Ash Dredging - -
13. Total Additions 80,157 (107) 60,050

14. Total Net Original Rate Base § 441,457

$ 4,162 $ 445,619

15. Income Requirement

16. Return on Rate Base [L15/1.14]

{1
(2
(3
(4

Rives Exhibit 3, page 1

Pos- i e . S

$ 31,000 Sch.RJH-1,13

6.96%

Impact on depreciation reserve of AG's recommended depreciation expense adjustment - see Schedute RJH-7, L3
Per response to AG-1-13: removed prepaid PSC assessments
Per response to AG-1-16: comrected CWC adjustment should be an increase of $88,157

Sch. RJH-3



Case No. 2008-00252

LOUISVILLE GAS AND ELECTRIC COMPANY

GAS RATE CASE

PRO FORMA OPERATING INCOME

1. LG&E's Proposed Pro Forma After-Tax Operating Income:

AG-RECOMMENDED ADJUSTMENTS:

2. Interest Synchonization

3. Unbilled Revenue Adjusiment

4. Annualized Depreciation Expense

5. Labor Costs Adjusiment

6. Employee Benefit Costs Adjustment
7. New Bank Credit Facilities Adjustment
8. MGP Amortization Adjustment

9. AGA Dues Adjustment

10. Miscellaneous Expense Adjustments

13. AG-Recommended Pro Forma After-Tax Operating Income:

(1) Calculation: $9,6823,170 x after-tax income factor of 62 35312% = $6,000,347

($000)

LG&E
Gas

$ 17,032

773
4,837
79

78
137
51

18

11

$ 23,023

Sch. RJH-4

Rives Exh. 1, p.3

Sch.
Sch.
Sch.
Sch.
Sch.
Sch.
Sch.
Sch.
Sch.

RJH-5
RJH-6
RJH-7
RJH-8
RJH-9
RJH-10
RJH-11
RJH-12
RJH-13



Case No. 2008-00252 Sch. RJH-5

LOUISVILLE GAS AND ELECTRIC COMPANY

GAS RATE CASE
INTEREST SYNCHRONIZATION ADJUSTMENT
(5000}
LG&E
Gas Adiustments AG
M

1. Adjusted Capitalization $ 425,633 $ 425633 Sch. RJH-2
2. Weighted Cost of Debt 2.45% 2.46% Sch. RJH-2
3. Pro Forma Interest Expense 10,428 $ 10,450
4, Test Year Per Books Interest Deduction 10,198 10,198
5. Interest Synchronization Adjustment 230 252
6. Composite Income Tax Rate 37.64688% 37.64688%
7. impact on After-Tax Income $ 87 8 8 % 95

(1) Rives Exhibit 1, Schedule 1 40



Case No. 2008-00252

Unbilled Revenues at 4/30/07.

Unbilled Base Revenues
GSC Revenues
DSM Revenues
VDT Revenues
Total Unbilled Revenues

Unbilled RHevenues at 4/30/08:

Uinbilled Base Revenues
GSC Revenues
DSM Revenues
VDT Revenues
Totat Unbilled Revenues

Difierence Between 4/30/07 & 4/40/08 Unb. Rev.:

Unbilled Base Revenues
FAC Revenues
DSM Revenues
VDT Revenues

Total Unbilled Revenue Adjustment

Composite After-Tax Income Factor (1 - .3764688)

Impact on After-Tax Income

62.35312%

S 773

{1} Rives Exhibit 1, Schedule 1.00; response to AG-1-23; response to AG-2-8

LOUISVILLE GAS AND ELECTRIC COMPANY
GAS RATE CASE
UNBILLED REVENUE ADJUSTMENT
{$000)
LG&E
Gas Adjustments AG
N
$ 1,367 3 1,367
6,195
45
44 R AL LA ————
§ 7563 § 1367
$ 1,330 $ 1,330
7,462
30
56
$ 8,766 $ 1,330
$ 37 $ 37
(1,267)
15
12 e
$ (1,203) 5 1,240 % 37

Sch. RJH-6



Case No. 2008-00252 Sch. RJH-7

LOUISVILLE GAS AND ELECTRIC COMPANY

GAS RATE CASE
ANNUALIZED DEPRECIATION EXPENSE ADJUSTMENT
{$600)
LG&E
Gas Adjustments AG
)]
1. Annualized Depreciation Expense With New Hates $ 22,403 $ 14645 (9
2. Test Year Per Books Depr. Exp. Excluding ARO
and Post-1985 ECR 18,914 18,914
3. Depreciation Expense Change & 3,489 & {7.,758) $  {4,269)
4, Composite After-Tax Income Factor {1 - .3764688) 62.35312%
5. impact on After-Tax Operating Income $ 4,837

{1) Rives Exhibit 1, Schedule 1.11
{2) Testimony of Michael Majoros



Case No. 2008-00252 Sch. RiH-8

LOUISVILLE GAS AND ELECTRIC COMPANY

GAS RATE CASE
LABOR COST ADJUSTMENT
($000)
LG&E
(Gas Adjustments AG
{1)
1. Total Labor and Labor Related Cost Adjustment $ 734 8 (76) § 658 (@
2. Remove "Other Compensation” Expenses - (50) 50) @
3. Total Labor Cost Adjustment $ 734 (126) & 608
4. Composite After-Tax Income Factor (1 - .3764688) 62.35312%
5. Impact on After-Tax Cperating Income $ 79

{1} Rives Exhibit 1, Schedule 1.15
{2} Rives Exhibit 1, Schedufe 1 15, Revised
{3) Fesponse io PSC-2-91{f)2 and amended response 1o PSG-3-4



Case No. 2008-00252 Sch. RJH-9

LOUISVILLE GAS AND ELECTRIC COMPANY
GAS RATE CASE
EMPLOYEE BENEFIT COST ADJUSTMENT

($000)
LG&E
Gas Adjustments AG
{1)

1. Pension Expense Adjustment $ 188 3 {56) % 132 @
2. OPEB Expense Adjustment 113 {63) 50 (2
3. Post-Employment Benefit Expense Adjustment 165 (6) 158 @
4. Total Employee Benefits Expense Adjustment 3 466 % (1258) & 341
5. Composite After-Tax Income Factor (1 - .3764688) 62.35312%
6. Impact on After-Tax Operating Income % 78

{1) Rives Exhibit 1, Schedules 1.16 and 1.17
(2) Rives Exhibit 1, Schedules 116 and 1.17, Revised



Case No. 2008-00252 Sch. RJH-10

LOUISVILLE GAS AND ELECTRIC COMPANY

GAS RATE CASE
NEW BANK CREDIT FACILITY EXPENSES
($000)
LG&E
Gas Adjustments AG
{1)
1. Cost of New Bank Credit Facilities:
- Required New Letter of Credit Amount & 211,336 $ 211,335
- Letter of Credit Fee 1% 0.7% (2
- Total Estimated Fees 2,325 1,479
- Plus: Legal Costs 50 50
- Total Cost of New Bank Credit Facilities 2,375 {845) 1,629
2. Electric Depariment Ratio 26%
3. Composite After-Tax Income Factar (1 - .3764688) 62.35312%
4. Impact on After-Tax Operating Income $ 137

(1) Exhibit 1, Schedule 1.32 and response io PSC-2-10
(2) Response o PSC-2-106, updated 10/23/08



Case No, 2008-00252

LOUISVILLE GAS AND ELECTRIC COMPANY

Sch, RJH-11

GAS RATE CASE
MGP AMORTIZATION ADJUSTMENT
($000)
LG&E
Gas Adjustments AG
{1
1. MGP Amortization Expense in Test Year $ a1 3 (81) % -
2. Composite After-Tax Income Factor {1 - .3764688) 62.35312%
3. Impact on After-Tax Operating Income $ 51

(1) Response to AG-1-65
(2) Per response to AG-1-65: amortization is non-recurring as it has expired effective 9/30/08

{2)



Case No. 2008-00252

LOUISVILLE GAS AND ELECTRIC COMPANY

ELECTRIC BATE CASE
AGA DUES ADJUSTMENT
($000)

1. Total AGA Dues in Test Year

2. Portion of AGA Dues Related to Public Affairs

3. Remove Portion of AGA Dues Dedicated to Lobbying
4. Composite After-Tax Income Factor {1 - .3764688)

5. Impact on After-Tax Operating Income

(1) Response lo AG-1-74
{2} Response to Post-Hearing Question No 11 in Case No. 2003-00433

$

128 (1)

22.59% (@

29

62.35312%

18

Sch. RJH-12



Case No. 2008-00252 Sch. RJH-13

LOUISVILLE GAS AND ELECTRIC COMPANY
GAS RATE CASE
MISCELLANEQUS EXPENSE ADJUSTMENTS
($000)

1. Remove Expenses Related to Emplayee Gifis,

Award Banquets, Social Events, and Parties 5 8) m
2. Remove Fines and Penalties (2) @
3. Remove Heal Estate Reception and Community involvement

Expenses (7} ®
5. Toal Miscellaneous Expense Adjusiments (17
6. Composite After-Tax Income Factor (1 - .3764688) 62.35312%
7. Impact on After-Tax Operating Income $ 11

{1) Response to AG-1-75
{2) Response to AG-1-77
{3) Real estats reception expenses (gas) % 5,574  AG-1-61 & AG-2-19
Community involvement expenses {gas) 522  AG-1-62 & AG-2-24
$ 7,096
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Appendix Page |
Prior Regulatory Experience of Robert ]. Henkes

* = Testimonies prepared and submitted
ARKANSAS

Southwestern Bell Telephone Company Docket 83-045-U
Divestiture Base Rate Proceeding™

DELAWARE

Delmarva Power and Light Company Docket 41-79
Electric Fuel Clause Proceeding

Delmarva Power and Light Company Docket 80-39
Electric Fuel Clause Proceeding

Delmarva Power and Light Company Complaint
Sale of Power Station Generation Docket 279-80
Delmarva Power and Light Company Docket 81-12

Electric Base Rate Proceeding

Delmarva Power and Light Company Docket 81-13
(Gas Base Rate Proceeding®

Delmarva Power and Light Company Docket 82-45
Electric Fuel Clause Proceeding®

Delmarva Power and Light Company Docket 83-26
Electric Fuel Clause Proceeding*

Delmarva Power and Light Company Docket 84-30
Electric Fuel Clause Proceeding®

Delmarva Power and Light Company Docket 85-26
Electric Fuel Clause Proceeding*

Delmarva Power and Light Company Docket 86-24
Report of DP&L, Operating Earnings®

Delmarva Power and Light Company Docket 86-24
Electric Base Rate Proceeding®

Delmarva Power and Light Company Docket 85-26

(9/1983

04/1980

02/1981

04/1981

06/1981

08/1981

04/1983

04/1984

04/1985

03/1986

07/1986

12/1986

01/1987

10/1986



Appendix Page 2

Prior Regulatory Experience of Robert ]. Henkes

Report Re. PROMOD and Its Use in
Fuel Clause Proceedings*

Diamond State Telephone Company
Base Rate Proceeding*

Delmarva Power and Light Company
Electric Fuel Clause Proceeding*

Delmarva Power and Light Company
Electric Fuel Clause Proceeding®

Delmarva Power and Light Company
Electric Base Rate Proceeding*

Delmarva Power and Light Company
(Gas Base Rate Proceeding*

Artesian Water Company
Water Base Rate Proceeding®

Artesian Water Company
Water Base Rate Proceeding*

United Water Delaware
Water Base Rate Proceeding?®

Delmarva Power and Light Company
Revenue Requirement and Stranded Cost
Reviews

Artesian Water Company
Water Base Rate Proceeding*

Artesian Water Company
Water Base Rate Proceeding*

Tidewater Utilities/ Public Water Co.
Water Base Rate Proceedings*

Delmarva Power & Light Company
Competitive Services Margin Sharing Proceeding*

Artesian Water Company
Water Base Rate Proceeding*

Docket 86-20

Docket 87-33

Docket 90-35F

Docket 91-20

Docket 91-24

Docket 97-66

Docket 97-340

Docket 98-98

Not Docketed

Docket 99-197
(Direct Test.)

Docket 99-197
(Supplement. Test)
Docket No. 99-466

Docket No. 00-314

Docket No. 00-649

04/1987

06/1988

05/1991

10/1991

04/1992

07/1997

02/1998

08/1998

12/1998

09/1999

10/1999

03/2000

03/2001

04/2001



Appendix Page 3

Prior Regulatory Experience of Robert ). Henkes

Chesapeake Gas Company
(Gas Base Rate Proceeding®

Tidewater Utilities
Water Base Rate Proceeding™

Artesian Water Company
Water Base Rate Proceeding®

Delmarva Power & Light Company
Electric Cost of Service Proceeding

Delmarva Power & Light Company
Gas Base Rate Proceeding*

Artesian Water Company
Water Base Rate Proceeding*®

United Water Delaware
Water Base Rate Proceeding®*

DISTRICT OF COLUMBIA

District of Columbia Natural Gas Co.
Gas Base Rate Proceeding*

District of Columbia Natural Gas Co.
Gas Base Rate Proceeding*

District of Columbia Natural Gas Co.
Waiver of Certain GS Provisions

Chesapeake and Potomac Telephone Co.

Base Rate Proceeding®

Chesapeake and Potomac Telephone Co.

Base Rate Proceeding™

Bell Atlantic - District of Columbia
SPF Surcharge Proceeding

Bell Atlantic - District of Columbia
Price Cap Plan and Earnings Review

Docket No. 01-307

Docket No. 02-28

Docket No. 02-109

Docket No. 02-231

Docket No. 03-127

Docket No. 04-42

Docket No. 06-174

Formal Case 870

Formal Case 890

Formal Case 898

Formal Case 850

Formal Case 926

Formal Case 926

Formal Case 814 IV

12/2001

07/2002

09/2002

03/2003

08/2003

08/2004

10/2006

05/1988

02/1990

08/1990

07/1991

10/1993

06/19/94

07/1995



Appendix Page 4
Prior Regulatory Experience of Robert 7. Henkes

GEORGIA

Southern Bell Telephone Company Docket 3465-U 08/1984
Base Rate Proceeding

Southern Bell Telephone Company Docket 3518-U 08/1985
Base Rate Proceeding

Georgia Power Company Docket 3673-U 08/1987
Electric Base Rate and Nuclear
Power Plant Phase-In Proceeding®

Georgia Power Company Docket 3840-U 08/1989
Electric Base Rate and Nuclear
Power Plant Phase-In Proceeding*

Southern Bell Telephone Company Docket 3905-U 08/1950
Base Rate Proceeding

Southern Bell Telephone Company Docket 3921-U 10/1990
Implementation, Administration and
Mechanics of Universal Service Fund*

Atlanta Gas Light Company Docket 4177-U 08/1992
Gas Base Rate Proceeding*

Southern Bell Telephone Company Docket 3905-U 03/1993
Report on Cash Working Capital®

Atlanta Gas Light Company Docket No. 4451-U 08/1993
Gas Base Rate Proceeding*

Atlanta Gas Light Company Docket No. 5116-U 08/1954
(Gas Base Rate Proceeding

Georgia Independent Telephone Companies Various Dockets 1994
Earnings Review and Show Cause Proceedings

Georgia Power Company
Earnings Review - Report to GPSC* Non-Docketed 09/1995

Georgia Alltel Telecommunication Companies
Earnings and Rate Reviews Docket No. 6746-U 07/1996

Frontier Communications of Georgia
Earnings and Rate Review Docket No. 4997-U 07/1996



Appendix Page 5

Prior Regulatory Experience of Robert J. Henkes

Georgia Power Company

Flectric Base Rate / Accounting Order Proceeding

Savannah Electric Power Company

Electric Base Rate Case/Alternative Rate Plan*

Georgia Power Company

Electric Base Rate / Alternative Rate Plan Proceeding™

Savannah Electric Power Company

Electric Base Rate Case/Alternative Rate Plan®

Georgia Power Company

Electric Base Rate Case/Alternative Rate Plan*

FERC

Philadelphia Electric/Conowingo Power
Electric Base Rate Proceeding*
KENTUCKY

Kentucky Power Company
Electric Base Rate Proceeding*

Kentucky Power Company
Electric Base Rate Proceeding*

Kentucky Power Company
Electric Base Rate Proceeding®*

South Central Bell Telephone Company
Base Rate Proceeding*

Kentucky-American Water Company
Base Rate Proceeding*

Delta Natural Gas Company
Base Rate Proceeding*

Kentucky Utilities and LG&E Company
Environmental Surcharge Proceeding

Docket No. 9355-U

Docket No. 14618-U

Docket No. 18300-U

Docket No. 19758-U

Docket No. 25060-U

Docket ER 80-557/558

Case 8429

Case 8734

(Case 9061

Case 9160

Case 97-034

(Case 97-066

97-5C-1091-DG

12/1998

03/2002

12/2004

03/2005

10/2007

07/1981

04/1982

06/1983

09/1984

01/1985

06/1997

07/1997

01/1999



Appendix Page &
Prior Regulatory Experience of Robert ]. Henkes

Delta Natural Gas Company Case No. 99-046 07/1999
Experimental Alternative Regulation Plan*

Delta Natural Gas Company Case No. 99-176 09/1999
Base Rate Proceeding®

Louisville Gas & Electric Company Case No. 2000-080 06/2000

(Gas Base Rate Proceeding®

Kentucky-American Water Company Case No. 2000-120 07/2000
Base Rate Proceeding*

Jackson Energy Cooperative Corporation Case No. 2000-373 02/2001
Electric Base Rate Proceeding®

Kentucky-American Water Company Case No. 2000-120 02/2001
Base Rate Rehearing*

Kentucky-American Water Company Case No. 2000-120 03/2001
Rehearing Opposition Testimony*

Union Light Heat and Power Company Case No. 2001-092 09/2001
Gas Base Rate Proceeding*

Louisville Gas & Electric Company and
Kentucky Utilities Company
Deferred Debits Accounting Order Case No. 2001-169 10/2001

Fleming-Mason Energy Cooperative (Case No. 2001-244 05/2002
Electric Base Rate Proceeding

Northern Kentucky Water District Case No. 2003-0224 02/2004
Water District Base Rate Proceeding

Louisville Gas & Electric Company Case No. 2003-0433 03/2004
Electric Base Rate Proceeding®

Louisville Gas & Electric Company Case No. 2003-0433 03/2004
Gas Base Rate Proceeding*

Delta Natural Gas Company Case No. 2004-00067 07/2004
Base Rate Proceeding*

Union Light Heat and Power Company Case No. 2005-00042 06/2005
Gas Base Rate Proceeding®



Appendix Page 7

Prior Regulatory Experience of Robert ). Henkes

Big Sandy Rural Electric Cooperative
Electric Base Rate Proceeding

Louisville Gas & Electric Company
Value Delivery Surcredit Mechamsm*

Kentucky Utilities Company
Value Delivery Surcredit Mechanism*

Kentucky Power Company
Electric Base Rate Proceeding*

Cumberland Valley Electric Cooperative
Electric Base Rate Proceeding

South Kentucky Rural Electric Cooperative
Electric Base Rate Proceeding

Duke Energy Kentucky
Electric Base Rate Proceeding™

Atmos Energy Corporation
Gas Show Cause Proceeding*

Inter County Electric Cooperative
Electric Base Rate Proceeding

Atmos Energy Corporation
Gas Base Rate Proceeding™

Columbia Gas of Kentucky
Gas Base Rate Proceeding®*

Delta Natural Gas Company
(Gas Base Rate Proceeding — Alternative
Rate Mechanism*

Nolin Rural Electric Cooperative Corporation
Electric Rate Proceeding

Fleming-Mason Energy Cooperative
Electric Base Rate Proceeding

Jasckson Energy Cooperative
Electric Base Rate Proceeding

Case No.

(Case No.

Case No.

Case No.

Case No.

(Case No.

Case No.

Case No.

Case No.

Case No.

Case No.

Case No.

Case No.

Case No.

Case No.

2005-00125

2005-00352

2005-00351

2005-00341

2005-00187

2005-00450

2006-00172

2005-00057

2006-00415

2006-00464

2007-00008

2007-00089

2006-00466

2006-00022

2007-00333

08/2005

12/2005

12/2005

01/2006

05/2006

07/2006

09/2006

09/2006

04/2007

04/2007

06/2007

08/2007

09/2007

10/2007

03/2008



Appendix Page 8

Prior Regulatory Experience of Robert }. Henkes

Jackson Purchase Energy Corporation
Electric Base Rate Proceeding

Blue Grass Energy Cooperative
Electric Base Rate Proceeding

MAINE

Continental Telephone Company of Maine
Base Rate Proceeding

Central Maine Power Company
Electric Base Rate Proceeding

New England Telephone Corporation - Maine
Chapter 120 Earnings Review
MARYLAND

Potomac Electric Power Company
Electric Base Rate Proceeding™

Delmarva Power and Light Company
Electric Base Rate Proceeding*

Chesapeake and Potomac Telephone Company
Western Electric and License Contract

Chesapeake and Potomac Telephone Company
Base Rate Proceeding®*

Washington Gas Light Company
(Gas Base Rate Proceeding

Delmarva Power and Light Company
Flectric Base Rate Proceeding®*

Chesapeake and Potomac Telephone Company
Base Rate Proceeding®

Chesapeake and Potomac Telephone Company
Base Rate Proceeding*

Case No. 2007-00116

Case No. 2008-00011

Docket 90-040

Daocket 90-076

Docket 94-254

Case 7384

Case 7427

Case 7467

Case 7467

Case 7466

Case 7570

Case 7591

Case 7661

04/2008

7/2008

12/1990

03/1991

12/1994

01/1980

08/1980

10/1980

10/1980

11/1980

10/1981

12/1981

11/1982



Appendix Page 7
Prior Regulatory Experience of Robert J. Henlees

Chesapeake and Potomac Telephone Company Case 7661 12/1982
Computer Inquiry 1I*
Chesapeake and Potomac Telephone Company Case 7735 10/1983

Divestiture Base Rate Proceeding*

AT&T Communications of Maryland Case 7788 1984
Base Rate Proceeding

Chesapeake and Potomac Telephone Company Case 7851 03/1985
Base Rate Proceeding*

Potomac Electric Power Company Case 7878 1985
Electric Base Rate Proceeding

Delmarva Power and Light Company Case 7829 1985
Electric Base Rate Proceeding

NEW HAMPSHIRE

Granite State Electric Company Docket DR 77-63 1977
Electric Base Rate Proceeding

NEW JERSEY

Elizabethtown Water Company Docket 757-769 07/1975
Water Base Rate Proceeding

Jersey Central Power and Light Company Docket 759-899 09/1975
Electric Base Rate Proceeding

Middlesex Water Company Docket 761-37 01/1976
Water Base Rate Proceeding

Jersey Central Power and Light Company Daocket 769-965 09/1976
Electric Base Rate Proceeding

Public Service Electric and Gas Company Docket 761-8 10/1976
Electric and Gas Base Rate Proceedings

Atlantic City Electric Company Docket 772-113 04/1977
Electric Base Rate Proceeding*



Appendix Page 10

Prior Regulatory Experience of Robert ]. Henkes

Public Service Electric and Gas Company
Electric and Gas Base Rate Proceedings*

Public Service Electric and Gas Company
Raw Materials Adjustment Clause

Rockland Electric Company
Electric Base Rate Proceeding™

New Jersey Bell Telephone Company
Base Rate Proceeding

Rockland Electric Company
Electric Fuel Clause Proceeding®*

Rockland Electric Company
Electric Base Rate Proceeding*

Rockland Electric Company
Electric Fuel Clause Proceeding®

Public Service Electric and Gas Company
Electric Fuel Clause Proceeding*

Public Service Electric and Gas Company
Raw Materials Adjustment Clause

New Jersey Bell Telephone Company
Base Rate Proceeding

Rockland Electric Company
Electric Fuel Clause Proceeding®*

Public Service Electric and Gas Company
Electric and Gas Base Rate Proceedings®

New Jersey Bell Telephone Company
Base Rate Proceeding

AT&T Communications of New Jersey
Base Rate Proceeding™®

Rockland Electric Company
Electric Fuel Clause Proceeding*

ATE&T Communications of New Jersey

Docket 7711-1107

Docket 794-310

Docket 795-413

Docket 802-135

Docket 8011-836

Docket 811-6

Docket 8110-883

Docket 812-76

Docket 812-76

Docket 8211-1030

Docket 829-777

Docket 837-620

Docket 8311-954

Docket 8311-1035

Docket 849-1014

Docket 8311-1064

05/1978

04/1979

09/1979

02/1980

02/1981

05/1981

02/1982

(8/1982

08/1982

11/1982

12/1982

10/1983

11/1983

02/1984

11/1984

05/1985
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Prior Regulatory Experience of Robert ]. Henkes

Base Rate Proceeding*

Public Service Electric and Gas Company
Electric and Gas Base Rate Proceedings™

Public Service Electric and Gas Company
Electric Fuel Clause Proceeding®

Rockland Electric Company
Electric Fuel Clause Proceeding®

Rockland Electric Company
Electric Fuel Clause Proceeding*

Public Service Electric and Gas Company
Electric Fuel Clause Proceeding*

United Telephone of New Jersey
Base Rate Proceeding

Rockland Electric Company
Electric Fuel Clause Proceeding*

United Telephone of New Jersey
Base Rate Proceeding

Elizabethtown Gas Company
(3as Base Rate Proceeding*

Rockland Electric Company
Electric Fuel Clause Proceeding

Jersey Central Power and Light Company
Electric Fuel Clause Proceeding

New Jersey Natural Gas Company
Gas Base Rate Proceeding*

Public Service Electric and Gas Company
Electric and Gas Base Rate Proceedings*

Rockland Electric Company
Electric Fuel Clause Proceeding

Middlesex Water Company
Water Base Rate Proceeding*

Docket ER8512-1163

Docket ER8512-1163

Docket ER8609-973

Docket ER8710-1189

Docket ER8512-1163

Docket TR8810-1187

Docket ER9009-10695

Docket TRO007-0726F

Docket GR9012-1391J

Docket ER91091457

Docket ER91121765J

Docket GR9108-1393]

Docket ER91111698]

Docket ER92090900]

Docket WR92090885]

05/1986

07/1986

12/1986

01/1988

02/1988

08/1989

09/1990

02/1991

05/1991

11/1991

03/1992

03/1992

07/1992

12/1992

01/1993
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Prior Regulatory Experience of Robert ]. Henkes

Elizabethtown Water Company
Water Base Rate Proceeding™

Public Service Electric and Gas Company
Electric Fuel Clause Proceeding

New Jersey Natural Gas Company
Gas Base Rate Proceeding*

Atlantic City Electric Company
Electric Fuel Clause Proceeding

Borough of Butler Electric Utility
Various Electric Fuel Clause Proceedings

Elizabethtown Water Company
Water Base Rate Proceeding

Public Service Electric and Gas Company
Electric Fuel Clause Proceeding

Rockland Electric Company
Electric Fuel Clause Proceeding and
Purchased Power Contract By-Out

Jersey Central Power & Light Company
Electric Fuel Clause Proceeding

Elizabethtown Water Company
Purchased Water Adjustment Clause Proceeding*

Middlesex Water Company
Purchased Water Adjustment Clause Proceeding

New Jersey American Water Company*
Base Rate Proceeding

Rockland Electric Company
Electric Fuel Clause Proceeding

United Water of New Jersey
Base Rate Proceeding™®

Elizabethtown Water Company
Base Rate Proceeding*®

Docket WR92070774]

Docket ER91111698]1

Docket GR93040114

Docket ER94020033

Docket ER94020025

Non-Docketed

Docket ER 94070293

Docket Nos. 940200045

and ER 9409036

Docket ER94120577

Docket WRO5G10010

Docket WR94020067

Docket WRO5040165

Docket ER95090425

Docket WR95070303

Docket WR95110557

02/1993

03/1993

08/1993

07/1994

1994

11/1994

11/1994

12/1994

05/1995

(5/1995

05/1995

01/1996

01/19%96

01/1996

03/1996
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Prior Regulatory Experience of Robert ]. Henkes

New Jersey Water and Sewer Adjustment Clauses
Rulemaking Proceeding*

United Water Vernon Sewage Company
Base Rate Proceeding*

United Water Great Gorge Company
Base Rate Proceeding™*

South Jersey Gas Company
Base Rate Proceeding

Middlesex Water Company
Purchased Water Adjustment Clause Proceeding*

Atlantic City Electric Company
Fuel Adjustment Clause Proceeding®

Public Service Electric & Gas Company and
Atlantic City Electric Company

Investigation into the continuing outage of the
Salem Nuclear Generating Station*

Rockland Electric Company
Electric Fuel Clause Proceeding*

Consumers New Jersey Water Company
Base Rate Proceeding*

Atlantic City Electric Company
Fuel Adjustment Clause Proceeding®*

Public Service Electric & Gas Company
Electric Restructuring Proceedings*
Atlantic City Electric Company

Limited Issue Rate Proceeding™*

Rockland Electric Company
Limited Issue Rate Proceeding

South Jersey Gas Company
Limited Issue Rate Proceeding

Non-Docketed 03/1996

Docket WR96030204 07/1996

Docket WR96030205 07/1996

Docket GR960100932 08/1996

Docket WR96040307 08/1996

Docket No.ER96030257  08/1996

Docket Nos. ES96039158
& ES96030159 10/1996

Docket No.EC86110784  01/1997

Docket No. WR96100768 03/1997

Docket No.ER97020105  08/1997

Docket Nos. EX912058Y,
EQO97070461, EO97070462,
EO97070463 11/1997

Docket No.ER97080562  12/1997

Docket No.ER97080567  12/1997

Docket No.GR97050349  12/1997
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Prior Regulatory Experience of Robert ]J. Henkes

New Jersey American Water Company
Limited Issue Rate Proceeding

Flizabethtown Water Company and Mount
Holly Water Company
Limited Issue Rate Proceedings

United Water of New Jersey, United Water
Toms River and United Water Lambertville
Limited Issue Rate Proceedings

Public Service Electric & Gas Company
Electric Restructuring Proceedings*
Consumers New Jersey Water Company

Base Rate Proceeding*®

New Jersey-American Water Company
Base Rate Proceeding*

Consumers New Jersey Water Company
Merger Proceeding

Atlantic City Electric Company
Fuel Adjustment Clause Proceeding®

Middlesex Water Company
Base Rate Proceeding*

Mount Holly Water Company
Base Rate Proceeding - Phase I*

Mount Holly Water Company
Base Rate Proceeding - Phase II*

New Jersey American Water Company
Acquisitions of Water Systems

Mount Holly Water Company
Merger with Homestead Water Utility

Applied Wastewater Management, Inc.
Merger with Homestead Treatment Utility

Environmental Disposal Corporation (Sewer)

Docket No.WR97070538 12/1997

Docket Nos. WR97040288,

WR97040289 12/1997
Docket Nos.WR9700540,
WR97070541,

WRO7070539 12/1997

Docket Nos. EX912058Y,

EQ97070461, EO97070462,

E097070463 01/1998

Docket No. WR97080615 01/1998

Docket No. WR98010015 07/1998

Docket No.WMO8080706 12/1998

Docket No.ER98090789  02/1999

Docket No.WR98090795 03/1999

Docket No. WR99010032 07/1999

Docket No. WR99010032 09/1999

Docket Nos. WM9910018 09/1999

WM9910019 09/1999

Docket No. WM99020091 10/1599

Docket No. WM99020090 10/1999

Docket No. WR99040249  02/2000
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Prior Reguiatory Experience of Robert J. Henkes

Base Rate Proceeding*

Elizabethtown Gas Company

(Gas Cost Adjustment Clause Proceeding Docket No.GR99076509  (3/2000
DSM Adjustment Clause Proceeding Docket No. GR99070510  03/2000
New Jersey American Water Company Docket No. WM99090677 04/2000
(Gain on Sale of Land

Jersey Central Power & Light Company Docket No. EM99120958 04/2000
NUG Contract Buydown

Shore Water Company Docket No. WR99090678 05/2000
Base Rate Proceeding

Shorelands Water Company Docket No. WO00030183  05/2000
Water Diversion Rights Acquisition

Mount Holly and Elizabethtown Water Companies Docket Nos. W099040259 06/2000
Computer and Billing Services Contracts W09904260 06/2000
United Water Resources, Inc. Docket No. WM99110853 06/2000

Merger with Suez-L.yonnaise

E’Town Corporation Docket No. WM99120923 08/2000
Merger with Thames, Lid.

Consumers Water Company Docket No. WR00030174 09/2000
Water Base Rate Proceeding™

Atlantic City Electric Company Docket No. EE00060388  09/2000
Buydown of Purchased Power Contract

Applied Wastewater Management, Inc. Docket No. WR00010055 10/2000
Authorization for Accounting Changes

Elizabethtown Gas Company

(Gas Cost Adjustment Clause Proceeding Docket No. GR0O0070470  10/2000
DSM Adjustment Clause Proceeding Docket No. GR00070471  10/2000
Trenton Water Works Docket No. WR00020096 10/2000

Water Base Rate Proceeding®

Middlesex Water Company Docket No. WR00060362 11/2000
Water Base Rate Proceeding*
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Prior Regulatory Experience of Robert J. Henkes

New Jersey American Water Company
Land Sale - Ocean City

Pineland Water Company
Water Base Rate Proceeding*

Pineland Wastewater Company
Wastewater Base Rate Proceeding™®

Elizabethtown Gas Company
Regulatory Treatment of Gain on Sale of
Property*

Wildwood Water Utility
Water Base Rate Proceeding™®

Roxbury Water Company
Water Base Rate Proceeding

SB Water Company
Water Base Rate Proceeding

Pennsgrove Water Company
Water Base Rate Proceeding®

Public Service Electric & Gas Company
(Gas Base Rate Proceeding®
Direct Testimony

Public Service Electric & Gas Company
(Gas Base Rate Proceeding*

Surrebuttal Testimony

Elizabethtown Water Company
Water Base Rate Proceeding*

Middlesex Water Company
Financing Proceeding

New Jersey American Water Company
Financing Proceeding

Consumers New Jersey Water Company

Stock Transfer/Change in Control Proceeding

Consumers New Jersey Water Company

Docket No

Docket No

Docket No

Docket No

Docket No

Docket No

Docket No

Docket No

Docket No

Docket No

Docket No

Docket No

Docket No

Docket No

Docket No

. WM00060389 11/2000

. WR00070454

. WRO00070455

. GRO00G70470

. WR00100717

. WR01010006

. WR01040232

. WR00120939

. GRO1050328

. GR0O1050328

. WR01040205

. WF01090574

- WF01050337

- WF01080523

. WR02030133

12/2600

12/2000

02/2001

04/2001

06/2001

06/2001

07/2001

08/2001

09/2001

10/2001

12/2001

12/2001

01/2002

07/2002
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Prior Regulatory Experience of Robert ]. Henkes

Water Base Rate Proceeding

New Jersey American Water Company Docket No. WM01120833 07/2002
Change of Control (Merger) Proceeding*®

Borough of Haledon — Water Department Docket No. WR01080532 07/2002
Water Base Rate Proceeding*

New Jersey American Water Company Docket No. WM02020072 09/2002
Change of Control (Merger) Proceeding

Public Service Electric & Gas Company Docket No. ER02050303  10/2002
Electric Base Rate Proceeding

Direct Testimony™

United Water Lambertville Docket No. WM02080520 11/2002
Land Sale Proceeding

United Water Vernon Hills & Hampton Docket No. WE02080528 11/2002
Management Service Agreement

United Water New Jersey Docket No. WO02080536 12/2002
Metering Contract With Affiliate

Public Service Electric & Gas Company Daocket No. ER02050303  12/2002
Electric Base Rate Proceeding

Surrebuttal and Supplemental Surrebuttal Testimonies*

Public Service Electric & Gas Company Docket No. EO02110853  12/2002
Minimum Pension Liability Proceeding

Public Service Electric & Gas Company Docket No. ER02050303  12/2002
Electric Base Rate Proceeding

Supplemental Direct Testimony*

Public Service Electric & Gas Company Docket No. ER02050303  01/2003
Electric Deferred Balance Proceeding
Direct Testimony*

Rockland Electric Company Docket No. ER02100724  01/2003
Electric Base Rate Proceeding
Direct Testimony*

Public Service Electric & Gas Company Docket No. ER02050303  02/2003
Supplemental Direct Testimony*
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Prior Regulatory Experience of Robert ). Henkes

Rockland Electric Company
Electric Base Rate Proceeding
Supplemental Direct Testimony*

Consumers New Jersey Water Company

Acquisition of Maxim Sewerage Company

Rockland Electric Company
Audit of Competitive Services

New Jersey Natural Gas Company
Audit of Competitive Services

Public Service Electric & Gas Company
Audit of Competitive Services

Mount Holly Water Company
Water Base Rate Proceeding*

Elizabethtown Water Company
Water Base Rate Proceeding*

New Jersey-American Water Company
Water and Sewer Base Rate Proceeding*

Applied Wastewater Management, Inc.
Water and Sewer Base Rate Proceeding™

Middlesex Water Company
Water Base Rate Proceeding

Consumers New Jersey Water Company
Water Base Rate Proceeding

Roxiticus Water Company
Purchased Water Adjustment Clause

Rockland Electric Company
Societal Benefit Charge Proceeding

Wildwood Water Utility

Water Base Rate Proceeding - Interim Rates

United Water Toms River
Litigation Cost Accounting Proceeding

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No

ER02100724

WMO02110808

EA02020098

GA02020100

EA02020097

WRO3070509

WRO03070510

WRO03070511

WR03030222

WRO03110900

WR02030133

WR04060454

ET04040235

WR04070620

. WF04070603

02/2003

0572003

06/2003

06/2003

06/2003

12/2003

12/2003

12/2003

01/2004

04/2004

07/2004

08/2004

08/2004

08/2004

1172004
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Prior Regulatory Experience of Robert J. Henkes

Lake Valley Water Company
Water Base Rate Proceeding

Public Service Electric & Gas Company
Customer Account System Proceeding

Jersey Central Power and Light Company
Various Land Sales Proceedings
Environmental Disposal Corporation

Water Base Rate Proceeding

Universal Service Fund Compliance Filing
For 7 New Jersey Electric and Gas Utilities

Rockland Electric Company
Societal Benefit Charge Proceeding

Public Service Electric & Gas Company
Buried Underground Distribution Tariff Proceeding

Aqua New Jersey Acquisition of Berkeley Water Co.

Water Merger Proceeding

Middlesex Water Company
Water Base Rate Proceeding

Public Service Electric & Gas Company
Land Sale Proceeding

Public Service Electric & Gas Company
Merger of PSEG and Exelon Corporation
Direct Testimony

Public Service Electric & Gas Company*
Merger of PSEG and Exelon Corporation
Surrebuttal Testimony

Public Service Electric & Gas Company*
Financial Review of Electric Operations

Rockland Electric Company
Competitive Services Audit

Public Service Electric & Gas Company

Docket No,
Docket No.

Docket No.
Docket No.
Docket No.
Docket No.
Docket No.
Docket No.
Docket No.
Docket No.
Docket No.

Docket No.

Docket No.

Docket No.

Docket No.
Docket No.

Docket No,

WRO04070722 12/2004

EE04070718  02/2005

EMO04101107
EMO04101073
EMO04111473

02/2005
02/2005
03/2005

WRO40080760 05/2005
EX00020091  05/2005
ET05040313  08/2005
ET05010053  08/2005
WMO04121767 08/2005
WR05050451 10/2005
EMO05070650  10/2005

EMO05020106 11/2005

EM05020106 12/2005

ER02050303 12/2005

EAQ2020098 12/2005

EE04070718  01/2006



Appendix Page 20

Prior Regulatory Experience of Robert J. Henkes

Customer Accounting System Cost Recovery

Roxiticus Water Company

Stock Sale and Change of Ownership and Control

Public Service Electric & Gas Company
Competitive Services Audit

Wildwood Water Company
Water Base Rate Proceeding

Pinelands Water Company
Water Base Rate Proceeding*

Pinelands Wastewater Company
Wastewater Base Rate Proceeding™

Aqua New Jersey Water Company
Water Base Rate Proceeding®

Public Service Electric & Gas Company
Gas Base Rate Proceeding*

New Jersey American Company

Consolidated Water Base Rate Proceeding,*

New Jersey American Water Company,
Elizabethtown Water Company, and
Mount Holly Water Company

Roxiticus Water Company
Water Base Rate Proceeding

United Water Company of New Jersey
Change of Control Proceeding

United Water Company of New Jersey
Water Base Rate Proceeding®

Middlesex Water Company
Water Base Rate Proceeding

Maxim Wastewater Company

Purchased Sewerage Treatment Adjustment Clause

Fayson Lake Water Company
Financing Case

Docket No

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

. WMO5080755

EA02020097

WRO05070613

WRO5080681

WRO5080680

WR05121022

GRO5100845

WRO06030257

WRO06120884

WMO6110767

WR07020135

WRO07040275

WRO7080632

WEG7080593

(1/2006

02/2006

03/2006

03/2006

03/2006

06/2006

07/2006

10/2006

04/2007

0572007

09/2007

09/2007

1172007

12/2007
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Prior Regulatory Experience of Robert ]. Henkes

Atlantic City Electric Company
Sales of Utility Properties

Atlantic City Sewerage Company

Base Rate and Purchased Sewerage Treatment

Clause Proceedings

SB Water Company
Water Base Rate Proceeding

Aqua New Jersey Water Company
Water Base Rate Proceeding

Environmental Disposal Corporation
Water Base Rate Proceeding

Middlesex Water Company
Financing Case

Aqua New Jersey Water Company
Franchise Case

Aqua New Jersey Water Company
Financing Case

New Jersey American Water Company
Water Base Rate Proceeding®

United Water Toms River, Inc.
Water Base Rate Proceeding
NEW MEXICO

Southwestern Public Service Company
Electric Base Rate Proceeding®

El Paso Electric Company
Rate Moderation Plan

El Paso Electric Company
Electric Base Rate Proceeding

Daocleet No

Docket No

Docket No

Docket No

Docket No

Docket No

Docket No

Docket No

Daocket No

Docket No

Case 1957

Case 2009

Case 2092

. EM07100860

- WR07110866

. WRO7110840

. WR07120955

. WR07090715

. WF0B040213

. WE08040230

. WF08040216

- WR08010020

. WR08030139

1272007

04/2008

04/2008

06/2008

06/2008

07/2008

07/2008

07/2008

07/2008

08/2008

11/1985

1986

06/1987
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Prior Regulatory Experience of Robert J. Henkes

(Gas Company of New Mexico Case 2147 03/1988
(Gas Base Rate Proceeding*

El Paso Electric Company Case 2162 06/1988
Electric Base Rate Proceeding®

Public Service Company of New Mexico Case 2146/Phase 11 10/1988
Phase-In Plan*

El Paso Electric Company Case 2279 11/1989
Electric Base Rate Proceeding*®

Gas Company of New Mexico Case 2307 04/1990
Gas Base Rate Proceeding*

El Paso Electric Company Case 2222 04/1990
Rate Moderation Plan*

Generic Electric Fuel Clause - New Mexico Case 2360 02/1991
Amendments to NMPSC Rule 550

Southwestern Public Service Company Case 2573 03/1994
Rate Reduction Proceeding

El Paso Electric Company Case 2722 02/1998
Base Rate Proceeding

OHIO

Dayton Power and Light Company Case 76-823 1976
Electric Base Rate Proceeding

PENNSYLVANIA

Dugquesne Light Company R.ILD. No. R-821945 09/1982
Electric Base Rate Proceeding®*

AT&T Communications of Pennsylvania Docket P-830452 04/1984
Base Rate Proceeding*

AT&T Communications of Pennsylvania Docket P-830452 11/1984
Base Rate Proceeding™

National Fuel Gas Distribution Company Docket R-870719 12/1987
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Prior Regulatory Experience of Robert ). Henkes

Gas Base Rate Proceeding*

RHODE ISLAND

Blackstone Valley Electric Company
Electric Base Rate Proceeding

Newport Electric Company
Report on Emergency Relief

VERMONT

Continental Telephone Company of Vermont

Base Rate Proceeding

Green Mountain Power Corporation
Electric Base Rate Proceeding

Central Vermont Public Service Corp.
Rate Investigation

Central Vermont Public Service Corp.

Electric Base Rate Proceeding®

Green Mountain Power Corporation
Electric Base Rate Proceeding™

Green Mountain Power Corporation
Electric Base Rate Proceeding*

VIRGIN ISTANDS

Virgin Islands Telephone Corporation
Base Rate Proceeding™

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket 126

1289

3986

5695

3701

5724

5780

5857

01/1994

04/1994

05/1994

01/1995

01/1996



COMMONWEALTH OF KENTUCKY
BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:

APPLICATION OF LOUISVILLE GAS AND )

ELECTRIC COMPANY, INC. FOR AN ) CASE NO. 2008-00252
ADJUSTMENT OF ITS ELECTRIC AND GAS ) C/W

BASE RATES ) CASE NQO. 2007-00564

AFFIDAVIT OF ROBERT J. HENKES

State of Connecticut)
)
)

Robert J. Henkes, being first duly sworn, states the following: The
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PLEASE STATE YOUR FULL NAME, ADDRESS, AND
OCCUPATION.

My name is J. Randall Woolridge, and my business address is 120 Haymaker
Circle, State College, PA 16801. [ am a Professor of Finance and the
Goldman, Sachs & Co. and Frank P. Smeal Endowed University Fellow in
Business Administration at the University Park Campus of the Pennsylvania
State University. [ am also the Director of the Smeal College Trading Room
and President of the Nittany Lion Fund, LLC. A summary of my educational
background, research, and related business experience is provided in

Appendix A.

I. SUBJECT OF TESTIMONY AND SUMMARY OF
RECOMMENDATIONS

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS
PROCEEDING?

I have been asked by the Kentucky Office of Attomney General (“OAG”) to
provide an opinion as to the overall fair rate of return or cost of capital for the
Louisville Gas & Electric ("LG&E" or “Company™) and to evaluate LG&E’s

rate of return testimony in this proceeding.

HOW IS YOUR TESTIMONY ORGANIZED?
First I will review my cost of capital recommendation for LG&E, and review the
primary areas of contention between LG&E’s rate of return position and OAG.

Second, I provide an assessment of capital costs in today’s capital markets.
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Third, I discuss my proxy group of electric utility companies for estimating the
cost of capital for LG&E. Fourth, 1 present my recommendations for the
Company’s capital structure and debt cost rate. Fifth, I discuss the concept of
the cost of equity capital, and then estimate the equity cost rate for LG&E.
Finally, I critique Company’s rate of return analysis and testimony. I have a

table of contents just after the title page for a more detailed outline.

PLEASE REVIEW YOUR RECOMMENDATIONS REGARDING THE
APPROPRIATE RATE OF RETURN FOR LG&E.

I am using the capital structure developed by OAG Witness Robert Henkes.
My analysis indicates that the capital structure ratios, which are identical to
those proposed by the LG&E, are very fair given the capitalizations of electric
utility and gas distribution companies. I have adopted the Company’s
proposed short-term and long-term debt cost rates. I have estimated individual
equity cost rates for LG&E’s electric utility and gas distribution operations. I
have applied the Discounted Cash Flow Model (“DCF”) and the Capital Asset
Pricing Model (“CAPM”) to a proxy group of publicly-held electric utility
companies (“Electric Proxy Group”) and gas distribution companies (“Gas
Proxy Group”). My analysis indicates an equity cost rate in the range of 8.2%-
9.9% for LG&E’s electric utility operations and an equity cost rate in the
range of 8.2%-9.2% for LG&E’s electric utility operations. 1 have used the
upper end of the ranges - 9.9% for electric and 9.2% for gas - as my equity

cost rates in recognition of the volatile capital market conditions. However, I
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reserve the right to update my equity cost rate recommendations prior to
hearings. This is because, in my opinion, the current market conditions are in
disequilibrium as investors attempt to sort out the economic consequences of
the collapse of the financial sector and the unprecedented bail out by the U. S.
government. In addition, certain financial data have not been updated to
reflect the current economic situation. Using my capital structure and debt
and equity cost rates, I am recommending an overall rate of return of 7.65%
for the electric utility operations and 7.28% for gas distribution operations.

These findings are summarized in Exhibit JRW-1.

PLEASE SUMMARIZE THE PRIMARY ISSUES REGARGING RATE
OF RETURN IN THIS PROCEEDING.,

Mr. S. Bradford Rives provides the Company’s proposed capital structure and
debt cost rates and Dr. William E. Avera provides LG&E’s proposed common
equity cost rate. My analysis suggests that the Company’s recommended
capital structure with a common equity ratio of 52.48% is very fair to LG&E,
especially for the electric utility operations. I do employ the Company’s debt
cost rates.  As such, the primary area of contention in this case is the
proposed equity cost rate for LG&E. Dr. Avera's equity cost rate estimate is
11.25%, whereas my analysis indicates an equity cost rate of 9.90% is
appropriate for LG&E’s electric utility operations and 9.20% is appropriate

for LG&E’s gas distribution operations.
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Both Dr. Avera and I have applied the DCF and the CAPM approaches
to groups of publicly-held utility companies. Dr. Avera has also used an
Expected Eamnings approach to estimate an equity cost rate for LG&E. As
discussed in my testimony, my equity cost rate recommendation is consistent
with the current economic environment. Long-term capital costs are at
historical low levels. The yields on long-term Treasury bonds have been in
the 4-5 percent range for several years. Prior to this cyclical decline in rates in
2002, these yields had not been this low over an extended period of time since
the 1960s. Long-term capital costs are also low due to the decline in the
equity risk premium and the Jobs and Growth Tax Relief Reconciliation Act
of 2003, which reduced the tax rates on dividend income and capital gains.

Dr. Avera employs a proxy group that includes several companies
which receive a low percentage of revenues from regulated utility operations.
In addition, he employs an inappropriate non-utility proxy group. With
respect to the application of the DCF model, the major area of disagreement is
the expected DCF growth rate. Dr. Avera relies on the eamnings per share
(“EPS”) growth rate forecasts of Wall Street analysts and Value Line for his
DCF growth rate. 1 demonstrate that there is a weil-known upward bias to
these growth rate forecasts.

The CAPM approach requires an estimate of the risk-free interest rate,
beta, and the equity risk premium. Dr. Avera’s risk-free rate is above current
market interest rates. However, the primary problem with his CAPM is his

market risk premium of 8.90%. I provide evidence that this market risk
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premium is based on an expected stock market return that is not reflective of
current market fundamentals. I also demonstrate that this expected market
return is also based on an expected EPS growth rate that is not reasonable
given prospective economic and earnings growth. On the other hand, I use a
market risk premium which (1) uses alternative approaches to estimating a
market premium and (2) employs the results of over thirty studies and surveys
of the market risk premium. As I note, my market risk premium is consistent
with the market risk premiums (1) discovered in recent academic studies by
leading finance scholars, (2) employed by leading investment banks and
management consulting firms, and (3) that result from surveys of financial
forecasters and corporate CFOs.

Finally, Dr. Avera’s Expected Earnings approach is subject to a number
of errors and, therefore, does not provide a 1eliable estimate of the Company’s
cost of equity capital. Furthermore, this methodology, which is not market-
based, has not been used by regulatory commissions for years as an equity cost
rate approach.

In the end, the most significant areas of disagreement between Dr.
Avera and me with respect to the cost of equity are: (1) the appropriate DCF
growth, rate, and (2) the measurement and magnitude of the market risk

premium which is used in CAPM approach.
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II. CAPITAL COSTS IN TODAY’S MARKETS

PLEASE DISCUSS CAPITAL COSTS IN TODAY’S MARKETS.
Long-term capital cost rates for U.S. corporations are currently at their lowest
levels in more than four decades. Corporate capital cost rates are determined
by the level of interest rates and the risk premivm demanded by investors to
buy the debt and equity capital of corporate issuers. The base level of long-
term interest rates in the U.S. economy is indicated by the rates on ten-year
U.S. Treasury bonds. The rates are provided in the graph below from 1953 to
the present. As indicated, prior to the decline in rates that began in the year
2000, the 10-year Treasury vield had not consistently been in the 4-5 percent
range over an extended period of time since the 1960s.

Yields on Ten-Year Treasury Bonds
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The second base component of the corporate capital cost rates is the
risk premium. The risk premium is the return premivm required by investors
to purchase riskier securities. The equity risk premium is the return premium
required to purchase stocks as opposed to bonds. Since the equity risk
premium is not readily observable in the markets (as are bond risk premiums),
and there are alternative approaches to estimating the equity premium, it is the
subject of much debate. One way to estimate the equity risk premium is to
compare the mean returns on bonds and stocks over long historical periods.
Measured in this manner, the equity risk premium has been in the 5-7 percent
range. But recent studies by leading academics indicate the forward-looking
equity risk premium is in the 3-4 percent range. These authors indicate that
historical equity risk premiums are upwardly biased measures of expected
equity risk premiums. Jeremy Siegel, a Wharton finance professor and author
of the book Stocks for the Long Term, published a study entitled “The
Shrinking Equity Risk Premium.”" He concludes:

The degree of the equity risk premium calculated from

data estimated from 1926 is unlikely to persist in the

future. The real return on fixed-income assets is likely

to be significantly higher than estimated on earlier data.

This is confirmed by the yields available on Treasury

index-linked securities, which currently exceed 4%.

Furthermore, despite the acceleration in earnings

growth, the retwrn on equities is likely to fall from its

historical level due to the very high level of equity
prices relative to fundamentals.

! Jeremy J. Siegel, “The Shrinking Equity Risk Premium,” The Journal of Portfolio Management (Fall, 1999),

p- 15



Alan Greenspan, the former Chairman of the Federal Reserve Board,
indicated in an October 14, 1999, speech on financial risk that the fact that
equity risk premiums declined during 1990s is “not in dispute.” His

assessment focused on the relationship between information availability and
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equity risk premiums.

There can be liitle doubt that the dramatic
improvements in information technology in recent years
have altered our approach to risk. Some analysts
perceive that information technology has permanently
lowered equity premiwms and, hence, permanently
raised the prices of the collateral that underlies all
financial assets.

The reason, of course, is that information is critical to
the evaluation of risk. The less that is known about the
current state of a market or a venture, the less the ability
to project future outcomes and, hence, the more those
potential outcomes will be discounted.

The rise in the availability of real-time information has
reduced the uncertainties and thereby lowered the
variances that we employ to guide portfolio decisions.
At least part of the observed fall in equity premiums in
our economy and others over the past five years does
not appear to be the result of ephemeral changes in
perceptions. It is presumably the result of a permanent
technology-driven increase in information availability,
which by definition reduces uncertainty and therefore
risk premiums. This decline is most evident in equity
risk premiums. [t is less clear in the corporate bond
market, where relative supplies of corporate and
Treasury bonds and other factors we cannot easily
identify have outweighed the effects of more readily
available information about borrowers.?

* Alan Greenspan, “Measuring Financial Risk in the Twenty-First Century,” Office of the Comptroller of the
Currency Conference, October 14, 1999,
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In sum, the relatively low interest rates in today’s markets as well as
the lower risk premiums required by investors indicate that capital costs for

U.S. companies are the lowest in decades.

II1. PROXY GROUP SELECTION

PLEASE DESCRIBE YOUR APPROACH TO DEVELOPING A FAIR
RATE OF RETURN RECOMMENDATION FOR LG&E.

I have separately developed an equity cost rate for the electric utility and the
gas distribution operations of LG&E. Hence, to develop a fair rate of return
recommendation for LG&E, I have evaluated the return requirements of
investors on the common stock of a proxy group of publicly-held electric
utility companies for LG&E’s electric utility operations and a proxy group of

gas distribution companies for LG&E's gas distribution operations.

PLEASE DESCRIBE YOUR PROXY GROUPS OF ELECTRIC
UTILITY COMPANIES AND GAS DISTRIBUTION COMPANIES.

My Electric Proxy Group proxy group consists of twenty-one electric ufility
companies. This group includes companies that meet the following criteria: (1)
listed as an electric ufility or as a combination electric and gas utility by 4US

Utility Reports, (2) regulated electric revenues must be at least 75% of total



10

11

12

13

14

15

16

17

18

19

20

21

22

23

revenues; (3) current data available in the Standard Edition of the Value Line
Investment Survey; (4) an investment grade bond rating; and (5) an annual
dividend history of three years. Summary financial statistics for the Electric
Proxy are listed in Exhibit JRW-2. The average operating revenues and net plant
for the Electric Proxy Group are $5,863.7M and $10,435.4M, respectively. On
average, the group receives 89% of revenues from regulated electric utility
aperations, has a ‘Baal’ Moody’s bond rating, a common equity ratio of 43%,
an earned return on common equity of 10.2%, and sells at a market-to-book ratio
of 1.63X.

My Gas Proxy Group proxy group consists of ten natural gas distribution
companies covered by the Standard Edition of the Value Line Investment Survey.
These companies include AGL Resource, Atmos Energy, Laclede Group, New
Jersey Resources, Nicor, Inc., Northwest Natural Gas Company, Piedmont
Natural Gas Company, South Jersey Industries, Southwest Gas, and WGL
Holdings. Summary financial statistics for the proxy group are listed in Exhibit
JRW-2. The average operating revenues and net plant for the Gas Proxy Group
are $2,671.7M and $2,176.7M, respectively. On average, the group receives
68% of revemues from regulated gas operations, has an ‘A3’ Moody’s bond
rating, a common equity ratio of 53%, and an earmned return on commeon equity

of 11.2%.

10
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IV. CAPITAL STRUCTURE RATIOS AND DEBT COST RATES

WHAT IS THE RECOMMENDED CAPITAL STRUCTURE OF THE
COMPANY?

The Company’s recommended capital structure is shown in Panel A of page 1
of Exhibit JRW-3. The Company is requesting a capital structure consisting
of 2.38% short-term debt, 45.14% long-term debt, and a 52.48% common
equity.

PLEASE DISCUSS THE CAPITAL STRUCTURE YOU ARE USING
IN THIS CASE.

Mr. Robert Heinkes has developed OAG’s capital structure. Whereas Mr.
Henkes has made adjustments to the capital amounts, his recommended
capital structure ratios are identical to those proposed by the Company. On
page 2 of Exhibit JRW-3 I provide the average common equity ratios for the
companies in my proxy groups. The average common equity ratios for the
Electric Proxy Group and the Gas Proxy Group are 43.7% and 49.9%
respectively. This analysis suggests that the capital structures proposed by the

Company and adopted by OAG are very fair to the Company, especially for

the electric utility operations.

ARE YOU ADOPTING THE COMPANY’S SHORT-TERM AND
LONG-TERM DEBT COST RATES OF 2.63% AND 5.30%?

Yes.

It
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III. THE COST OF COMMON EQUITY CAPITAL

Overview

WHY MUST AN OVERALL COST OF CAPITAL OR FAIR RATE OF
RETURN BE ESTABLISHED FOR A PUBLIC UTILITY?

In a competitive industry, the return on a firm’s common equity capital is
determined through the competitive market for its goods and services. Due fo
the capital requirements needed to provide utility services, however and to the
economic benefit to society from avoiding duplication of these services, some
public utilities are monopolies. It is not appropriate to permit monopoly
utilities to set their own prices because of the lack of competition and the
essential nature of the services. Thus, regulation seeks to establish prices that
are fair to consumers and at the same time are sufficient to meet the operating
and capital costs of the utility (i.e., provide an adequate return on capital to

attract investors).

PLEASE PROVIDE AN OVERVIEW OF THE COST OF CAPITAL IN
THE CONTEXT OF THE THEORY OF THE FIRM.

The total cost of operating a business includes the cost of capital. The cost of
common equity capital is the expected return on a firm’s common stock that
the marginal investor would deem sufficient to compensate for risk and the
time value of money. In equilibrium, the expected and required rates of return

on a company’s common stock are equal.

12
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Normative economic models of the firm, developed under very
restrictive assumptions, provide insight into the relationship between firm
performance or profitability, capital costs, and the value of the firm. Under
the economist’s ideal model of perfect competition where entry and exit is
costless, products are undifferentiated, and there are increasing marginal costs
of production, firms produce up to the point where price equals marginal cost.
Over time, a long-run equilibrium is established where price equals average
cost, including the firm’s capital costs. In equilibrium, total revenues equal
total costs, and because capital costs represent investors’ required refurn on
the firm’s capital, actual returns equal required retuuns and the market value
and the book value of the firm’s securities must be equal.

In the real world, firms can achieve competitive advantage due to
product market imperfections. Most notably, companies can gain competitive
advantage through product differentiation (adding real or perceived value to
products) and by achieving economies of scale (decreasing marginal costs of
production). Competitive advantage allows firms to price products above
average cost and thereby earn accounting profits greater than those required to
cover capital costs. When these profits are in excess of that required by
investors, or when a firm eamns a return on equity in excess of its cost of
equity, investors respond by valuing the firm’s equity in excess of its book
value.

James M. McTaggart, founder of the international management

consulting firm Marakon Associates, has described this essential relationship

13
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between the return on equity, the cost of equity, and the market-to-book ratio
in the following manner:’

Fundamentally, the value of a company is determined
by the cash flow it generates over time for its owners,
and the minimum acceptable rate of return required by
capital investors. This “cost of equity capital” is used
to discount the expected equity cash flow, converting it
to a present value. The cash flow is, in turn, produced
by the interaction of a company’s return on equity and
the annual rate of equity growth. High return on equity
(ROE) companies in low-growth markets, such as
Kellogg, are prodigious generators of cash flow, while
low ROE companies in high-growth markets, such as
Texas Instruments, barely generate enough cash flow to
finance growth.

A company’s ROE over time, relative to its cost of
equity, also determines whether it is worth more or less
than its book value. If its ROE is consistently greater
than the cost of equity capital (the investor’s minimum
acceptable return), the business is economically
profitable and its market value will exceed book value.
If, however, the business earns an ROE consistently
less than its cost of equity, it is economically
unprofitable and its market value will be less than book
value.

As such, the relationship between a firm’s return on equity, cost of
equity, and market-to-book ratio is relatively straightforward. A firm that
earns a return on equity above its cost of equity will see its common stock sell
at a price above its book value. Conversely, a firm that earns a return on
equity below its cost of equity will see its common stock sell at a price below

its book value.

¥ James M. McTaggart, “The Ultimate Poison Pill: Closing the Value Gap,” Commentary (Spring 1988), p. 2.

14



LEC I o e

[, I -8

10
11
12

13
14
15
16

17

I8

19

20

21

22

23
24
25
26
27
28
29
30
31

Q. PLEASE PROVIDE ADDITIONAL INSIGHTS INTO THE
RELATIONSHIP BETWEEN RETURN ON EQUITY AND MARKET-
TO-BOOK RATIOS.

A This relationship is discussed in a classic Harvard Business School case study
entitled “A Note on Value Drivers.” On page 2 of that case study, the author
describes the relationship very succinctly:*

For a given industry, more profitable firms — those able
to generate higher returns per dollar of equity — should
have higher market-to-book ratios. Conversely, firms
which are unable to generate returns in excess of their
cost of equity should sell for less than book value.

Profitability Value

IfROE>K then Marlket/Book > I
IfROE =K then Market/Book =1
IfROE <K then Market/Book < 1

To assess the relationship by industry, as suggested above, I have
performed a regression study between estimated return on equity and market-
to-book ratios using natural gas distribution, electric utility and water utility
companies. I used all companies in these three industries which are covered
by Value Line and who have estimated return on equity and market-to-book

ratio data. The results are presented below.

% Benjamin Esty, “A Note on Value Drivers,” Harvard Business School, Case No. 9-297-082, April 7, 1997.

15
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The average R-squares for the electric, gas, and water companies are 0.65,

0.60, and 0.92.° This demonstrates the strong positive relationship between

ROEs and market-to-book ratios for public utilities.

Q. WHAT ECONOMIC FACTORS HAVE AFFECTED THE COST OF
EQUITY CAPITAL FOR PUBLIC UTILITIES?

A. Exhibit JRW-4 provides indicators of public utility equity cost rates over the
past decade. Page 1 shows the yields on 10-year ‘A’ rated public utility
bonds. These yields peaked in the 1990s at 8.5%, then declined and again hit
the 8.0 percent range in the year 2000. They subsequently declined, hovering

in the 4.5 to 5.0 percent range between 2003 and 2005. They increased to

’ R-square measures the percent of variation in one variable (e g., market-to-book ratios) explained by another
variable (e.g., expected return on equity). R-squares vary between zero and 1.0, with values closer to 1.0
indicating a higher relationship between two variables,

17
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6.0% in June, of 2006, declined and then once again increased to over 6.0% in
the summer of 2007. They retreated to the 5.50% range by the end of 2007.
Page 2 provides the dividend yields for the fifteen utilities in the Dow Jones
Utilities Average over the past decade. These yields peaked in 1994 at 7.2%
and have gradually declined over the past decade. As of 2007 these yields and
were 3.35%.

Average earned returns on common equity and market-to-book ratios
are given on page 3 of Exhibit JRW-4. Over the past decade, earned refurns
on common equity have consistently been in the 11.0%-13.0% range. The
average ROE peaked at 13.45% in 2001 and subsequently declined through
the year 2006 before recovering in 2007. Over the past decade, market-to-
book ratios for this group have increased gradually but with several ups and
downs. The market-to-book average was 1.83 as of 2001, declined to 1.50 in
2003 and increased to 2.2 as of 2007.

The indicators in Exhibit JRW-4, coupled with the overall decrease in
interest rates, suggest that capital costs for the Dow Jones Utilities have

decreased over the past decade.

WHAT FACTORS DETERMINE INVESTORS’ EXPECTED OR
REQUIRED RATE OF RETURN ON EQUITY?

The expected or required rate of retfurn on common stock is a function of
market-wide, as well as company-specific, factors. The most important

market factor is the time value of money as indicated by the level of interest

18
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rates in the economy. Common stock investor requirements generally
increase and decrease with like changes in interest rates. The perceived risk
of a firm is the predominant factor that influences investor return requirements
on a company-specific basis. A firm’s investment risk is often separated into
business and financial risk. Business risk encompasses all factors that affect a
firm’s operating revenues and expenses. Financial risk results from incurring

fixed obligations in the form of debt in financing its assets.

HOW DOES THE INVESTMENT RISK OF PUBLIC UTILITY
COMPANIES COMPARE WITH THAT OF OTHER INDUSTRIES?

Due to the essential nature of their service as well as their regulated status,
public utilities are exposed to a lesser degree of business risk than other, non-
regulated businesses. The relatively low level of business risk allows public
utilities to meet much of their capital requirements through borrowing in the
financial markets, thereby incurring greater than average financial risk.
Nonetheless, the overall investment risk of public utilities is below most other
industries.

Exhibit JRW-5 provides an assessment of investment risk for 100
industries as measured by beta, which according to modern capital market
theory is the only relevant measure of investment risk. These betas come
from the Value Line Investment Survey and are compiled by Aswath

Damodoran of New York University.® The study shows that the investment

¢ They may be found on the Internet at hitp:// www.stern.nyu edu/~adamodar
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risk of public utilities is relatively low. The average beta for electric utilities
and gas distribution companies are 0.88 and 0.78, respectively. These figures
put electric and gas companies in the bottom twenty percent of all industries
and well below the Value Line average of 1.24. As such, the costs of equity
for the electric utility and gas distribution industries are among the lowest of

all industries in the U.S.

HOW CAN THE EXPECTED OR REQUIRED RATE OF RETURN ON
COMMON EQUITY CAPITAL BE DETERMINED?

The costs of debt and preferred stock are normally based on historical or book
values and can be deterrnined with a great degree of accuracy. The cost of
common equity capital, however, cannot be determined precisely and must
instead be estimated from market data and informed judgment. This return to
the stockholder should be commensurate with returns on investments in other
enterprises having comparable risks.

According to valuation principles, the present value of an asset equals
the discounted value of its expected future cash flows. Investors discount
these expected cash flows at their required rate of return that, as noted above,
reflects the time value of money and the perceived riskiness of the expected
future cash flows. As such, the cost of common equity is the rate at which
investors discount expected cash flows associated with common stock

ownership.
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Models have been developed to ascertain the cost of common equity
capital for a firm. Each model, however, has been developed using restrictive
economic assumptions. Consequently, judgment is required in selecting
appropriate financial valuation models to estimate a firm’s cost of common
equity capital, in determining the data inputs for these models, and in
interpreting the models’ results. All of these decisions must take into
consideration the firm involved as well as current conditions in the economy

and the financial markets.

HOW DO YOU PLAN TO ESTIMATE THE COST OF EQUITY
CAPITAL FOR THE COMPANY?

I rely primarily on the DCF model to estimate the cost of equity capital.
Given the investment valuation process and the relative stability of the utility
business, I believe that the DCF model provides the best measure of equity
cost rates for public utilities. It is my experience that this Commission has
traditionally relied on the DCF method. [ have also performed a CAPM
study, but I give these results less weight because I believe that risk premium
studies, of which the CAPM is one form, provide a less reliable indication of

equity cost rates for public utilities.

Discounted Cash Flow Analysis

DESCRIBE THE THEORY BEHIND THE TRADITIONAL DCF
MODEL.

21
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According to the DCF model, the current stock price is equal to the discounted
value of all future dividends that investors expect to receive from investment
in the firm. As such, stockholders’ returns ultimately result from current as
well as future dividends. As owners of a corporation, common stockholders
are entitled to a pro-rata share of the firm’s earnings. The DCF model
presumes that earnings that are not paid out in the form of dividends are
reinvested in the firm so as to provide for future growth in earnings and
dividends. The rate at which investors discount future dividends, which
reflects the timing and riskiness of the expected cash flows, is interpreted as
the market’s expected or required return on the common stock. Therefore, this
discount rate represents the cost of common equity. Algebraically, the DCF

model can be expressed as:

where P is the current stock price, D, is the dividend in year n, and k is the
cost of common equity.

IS THE DCF MODEL CONSISTENT WITH VALUATION
TECHNIQUES EMPLOYED BY INVESTMENT FIRMS?

Yes. Virtually all investment firms use some form of the DCF model as a
valuation technique. One common application for investment firms is called
the three-stage DCF or dividend discount model (“DDM”). The stages in a

three-stage DCF model are discussed below. This model presumes that a

Iy
I~



10

11

12

13

company’s dividend payout progresses initially through a growth stage, then
proceeds through a transition stage, and finally assumes a steady-state stage.
The dividend-payment stage of a firm depends on the profitability of its
internal investments, which, in turn, is largely a function of the life cycle of
the product or service. These stages are depicted in the graphic below Iabeled
the Three-Stage DCF Model.’

Three-Stage DCF Model

Growth

Transition
Stage
Dividends Grow
I Fasier T l Maturity

E Stage

. Dividends and
E.arnings .. Earnings Grow
Dividends At Same Rate

Time

1. Growth stage: Characterized by rapidly expanding sales, high profit
margins, and abnormally high growth in earnings per share. Because of
highly profitable expected investment opportunities, the payout ratio is low.
Competitors are attracted by the unusually high earnings, leading to a decline

in the growth rate.

7 This description comes from William F. Sharp, Gordon J. Alexander, and Jeffrey V. Bailey, Investmenis
(Prentice-I1all, 1995), pp. 590-91.
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2. Transition stage: In later years increased competition reduces profit
margins and earnings growth slows. With fewer new investment
opportunities, the company begins to pay out a larger percentage of earnings.
3. Maturity (steady-state) stage: Eventually the company reaches a
position where its new investment opportunities offer, on average, only
slightly attractive returns on equity. At that time its earnings growth rate,
payout ratio, and return on equity stabilize for the remainder of its life. The
constant-growth DCF meodel is appropriate when a firm 1s in the maturity stage
of the life cycle.

In using this model to estimate a firm’s cost of equity capital,
dividends are projected into the future using the different growth rates in the
alternative stages, and then the equity cost rate is the discount rate that equates

the present value of the future dividends to the current stock price.

HOW DO YOU ESTIMATE STOCKHOLDERS’ EXPECTED OR
REQUIRED RATE OF RETURN USING THE DCF MODEL?

Under certain assumptions, including a constant and infinite expected growth
rate, and constant dividend/earnings and price/earnings ratios, the DCF model

can be simplified to the following:

24



o0 ~3

10
1

12

13

14

15

16

17

18

19

20

21

22

23

where D, represents the expected dividend over the coming year and g is the
expected growth rate of dividends. This is known as the constant-growth
version of the DCF model. To use the constant-growth DCF model to
estimate a firm’s cost of equity, one solves for k in the above expression to

obtain the following:

IN YOUR OPINION, IS THE CONSTANT-GROWTH DCF MODEL
APPROPRIATE FOR PUBLIC UTILITIES?

Yes. The economics of the public utility business indicate that the industry is
in the steady-state or constant-growth stage of a three-stage DCF. The
economics include the relative stability of the utility business, the maturity of
the demand for public utility services, and the regulated status of public
utilities (especially the fact that their returns on investment are effectively set
through the ratemaking process). The DCF valuation procedure for companies
in this stage is the constant-growth DCF. In the constant-growth version of
the DCF model, the current dividend payment and stock price are directly
observable. However, the primary problem and controversy in applying the
DCF model to estimate equity cost rates entails estimating investors’ expected

dividend growth rate.
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WHAT FACTORS SHOULD ONE CONSIDER WHEN APPLYING
THE DCF METHODOLOGY?

One should be sensitive to several factors when using the DCF model to
estimate a firm’s cost of equity capital. In general, one must recognize the
assumptions under which the DCF model was developed in estimating its
components (the dividend yield and expected growth rate). The dividend
yield can be measured precisely at any point in time, but tends to vary
somewhat over time. Estimation of expected growth is considerably more
difficult. One must consider recent firm performance, in conjunction with
current economic developments and other information available to investors,

to accurately estimate investors’ expectations.

PLEASE DISCUSS EXHIBIT JRW-6.

My DCF analysis is provided in Exhibit JRW-6. The DCF summary is on
page 1 of this Exhibit, and the supporting data and analysis for the dividend
yield and expected growth rate are provided on the following pages of the

Exhibit.

WHAT DIVIDEND YIELDS ARE YOU EMPLOYING IN YOUR DCF
ANALYSIS FOR THE PROXY GROUPS?

The dividend yields on the common stock for the companies in the two proxy
groups are provided on page 2 of Exhibit JRW-6 for the six-month period

ending Qctober 2008. For the DCF dividend yields for the groups, I am using
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the average of the six month and October 2008 dividend yields. The table

below shows these dividend yields.

Proxy Group 6-Month October 2008 DCF
Average Dividend Yield Dividend

Dividend Yield Yield

Electric Proxy Group 4.4% 4.2% 4.3%

Gas Proxy Group 3.5% 3.8% 3.6%

PLEASE DISCUSS THE APPROPRIATE ADJUSTMENT TO THE
SPOT DIVIDEND YIELD.

According to the traditional DCF model, the dividend yield term relates to the
dividend vield over the coming period. As indicated by Professor Myron
Gordon, who is commonly associated with the development of the DCF model
for popular use, this is obtained by: (1) multiplying the expected dividend
over the coming quarter by 4 and (2) dividing this dividend by the current
stock price to determine the appropriate dividend yield for a firm, that pays
dividends on a quarterly basis.®

In applying the DCF model, some analysts adjust the current dividend
for growth over the coming year as opposed to the coming quarter. This can
be complicated because firms tend to announce changes in dividends at
different times during the year. As such, the dividend yield computed based

on presumed growth over the coming quarter as opposed to the coming year

¥ Petition for Modification of Prescribed Rate of Return, Federal Communications Commission, Docket No. 79-
05, Direct Testimony of Myron J. Gordon and Lawrence 1. Gould at 62 (April 1980)
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can be quite different. Consequently, it is common for analysts to adjust the

dividend yield by some fraction of the long-term expected growth rate.

GIVEN THIS DISCUSSION, WHAT ADJUSTMENT FACTOR WILL
YOU USE FOR YOUR DIVIDEND YIELD?

I will adjust the dividend yield by one-half (1/2) the expected growth so as to

reflect growth over the coming year.

PLEASE DISCUSS THE GROWTH RATE COMPONENT OF THE
DCF MODKEL.

There is much debate as to the proper methodology to employ in estimating
the growth component of the DCF model. By definition, this component is
investors’ expectation of the long-term dividend growth rate. Presumably,
investors use some combination of historical and/or projected growth rates for
earnings and dividends per share and for internal or book value growth to

assess long-term potential.

WHAT GROWTH DATA HAVE YOU REVIEWED FOR THE PROXY
GROUPS?

I have analyzed a number of measures of growth for companies in the proxy
groups. I have reviewed Value Line’s historical and projected growth rate
estimates for earnings per share (“EPS”), dividends per share (“DPS”), and

book value per share (“BVPS”). In addition, I have utilized the average EPS
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growth rate forecasts of Wall Street analysts as provided by Bloomberg and
Zacks. These services solicit five-year earnings growth rate projections from
securities analysts and compile and publish the means and medians of these
forecasts. Finally, I have also assessed prospective growth as measured by

prospective earnings retention rates and earned returns on common equity.

PLEASE DISCUSS HISTORICAL GROWTH IN EARNINGS AND
DIVIDENDS AS WELL AS INTERNAL GROWTH.

Historical growth rates for EPS, DPS, and BVPS are readily available to
virtually all investors and presumably an important ingredient in forming
expectations concerning future growth. However, one must use historical
growth numbers as measures of investors’ expectations with caution. In some
cases, past growth may not reflect future growth potential. Also, employing a
single growth rate number (for example, for five or ten years), is unlikely to
accurately measure investors’ expectations due to the sensitivity of a single
growth rate figure to fluctuations in individual firm performance as well as
overall economic fluctuations (i.e., business cycles). However, one must
appraise the context in which the growth rate is being employed. According
to the conventional DCF model, the expected return on a security is equal to
the sum of the dividend yield and the expected long-term growth in dividends.
Therefore, to best estimate the cost of common equity capital using the
conventional DCF model, one must look to long-term growth rate

expectations.
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Internally generated growth is a function of the percentage of earnings
retained within the firm (the earnings retenfion rate) and the rate of retum
earned on those earnings (the return on equity). The internal growth rate is
computed as the retention rate times the return on equity. Internal growth is
significant in determining long-run earnings and therefore, dividends.
Investors recognize the importance of internally generated growth and pay
premiums for stocks of companies that retain earnings and earn high returns

on internal investments.

WHY ARE YOU NOT RELYING EXCLUSIVELY ON THE EPS
FORECASTS OF WALL STREET ANALYSTS IN ARRIVING AT A
DCF GROWTH RATE FOR THE PROXY GROUP?

There are several issues with using the EPS growth rate forecasts of Wall
Street analysts as DCF growth rates. First, the appropriate growth rate in the
DCF model is the dividend growth rate, not the earnings growth rate.
Nonetheless, over the very long-term, dividend and earnings will have to grow
at a similar growth rate. Therefore, in my opinion, consideration must be
given to other indicators of growth, including prospective dividend growth,
internal growth, as well as projected earnings growth. Second, and most
significantly, it is well-known that the EPS growth rate forecasts of Wall
Street securities analysts are overly optimistic and upwardly biased. Hence,
using these growth rates as a DCF growth rate will provide an overstated

equity cost rate. This issue is discussed at length in the rebuttal section of this
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testimony.

PLEASE DISCUSS THE HISTORICAL GROWTH OF THE
COMPANIES IN THE GROUPS AS PROVIDED IN THE VALUE
LINE INVESTMENT SURVEY.

Historic growth rates for the companies in the groups, as published in the
Value Line Investment Survey, are provided on page 3 of Exhibit JRW-6. Due
to the presence of outliers among the historic growth rate figures, both the
mean and medians are used in the analysis.9 As shown in Panel A, the
historical growth measures in EPS, DPS, and BVPS for the Electric Proxy
Group, as measured by the means and medians, range from -0.8% to 4.0%,
with an average of 1.7%. The historical growth measures in EPS, DPS, and
BVPS are shown in Panel B for the Gas Proxy Group. The range of the

means and medians is 1.8% to 7.3%, with an average of 4.5%.

PLEASE SUMMARIZE VALUE LINE’S PROJECTED GROWTH
RATES FOR THE COMPANIES IN THE PROXY GROUPS.

Value Line’s projections of EPS, DPS, and BVPS growth for the companies in
the proxy groups are shown on page 4 of Exhibit JRW-6. As above, due to
the presence of outliers, both the mean and medians are used in the analysis.

For the Electric Proxy Group, the central tendency measures range from 4.0%

? Qutliers are observations that are much larger or smaller than the majority of the observations that are being
evaluated.
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to 7.5%, with an average of 5.2%. The central tendency measures for the Gas
Proxy Group range from 3.6% to 5.7%, with an average of 4.5%.

Also provided on page 4 of Exhibit JRW-6 is prospective internal
growth for the proxy groups as measured by Value Line’s average projected
retention rate and return on shareholders’ equity. As noted above, internal
growth is significant in a primary driver of long-run earnings growth. For the
Electric Proxy Group, the average prospective internal growth rate is 4.0%.

The average internal growth rate for the Gas Proxy Group is 5.7%.

PLEASE ASSESS GROWTH IOR THE PROXY GROUPS AS
MEASURED BY ANALYSTS’ FORECASTS OF EXPECTED 5-YEAR
EPS GROWTH.

Zacks and Bloomberg collect, summarize, and publish Wall Street analysts’
five-year EPS growth rate forecasts for the companies in the proxy groups.
These forecasts are provided for the companies in the proxy group on page 5
of Exhibit JRW-6. The median of the analysts’ projected EPS growth rates
for the Electric Proxy Group is 6.25% and for the Gas Proxy Group is

5.539%.10

PLEASE SUMMARIZE YOUR ANALYSIS OF THE HISTORICAL
AND PROSPECTIVE GROWTH OF THE PROXY GROUPS.

1% Since there is considerable overlap in analyst coverage between the three services, and not all of the companies
have forecasts from the different services, I have averaged the expected five-year EPS growth rates from the three
services for each company to arrive at an expected EPS growth rate by company.
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The table below shows the summary DCF growth rate indicators for the proxy

groups.
DCF Growth Rate Indicators
Growth Rate Indicator Electric Gas
Proxy Group | Proxy Group
Historic Value Line Growth 1.7% 4.5%
in EPS, DPS, and BVPS
Projected Value Line 5.2% 4.5%
Growth in EPS, DPS, and
BVPS
Internal Growth 4.0% 5.7%
ROE * Retention Rate
Projected EPS Growth from 6.25% 5.53%
Bleomberg and Zacks

The average of the growth rate indicators for the Electric Proxy Group is
4.3%. Giving greater weight to the projected growth rate indicators and to
prospective internal growth, an expected DCF growth rate in the 5.0%-6.0%
range is reasonable for the group. I will use the midpoint of this range, 5.5%,
as the DCF growth rate for the Electric Proxy Group. For the Gas Proxy
Group, the average of the growth rate indicators is 5.07%. Giving greater
weight to the projected growth rate indicators, an expected DCF growth rate

in the 5.5% range is also reasonable for the Gas Proxy Group.

BASED ON THLE ABOVE ANALYSIS, WHAT ARE YOUR
INDICATED COMMON EQUITY COST RATES FROM THE DCF
MODEL FOR THE TWO GROUPS?

My DCF-derived equity cost rate for the groups is:
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D
DCF Equity Cost Rate (k) = e + g
P
DCF Equity Cost Rates
Electric Gas
Proxy Proxy
Group Group
Dividend Yield 4.3% 3.6%
1+ (% Growth 1.0275 1.0275
Rate Adjustment)
DCF 5.50% 5.50%
Growth Rate
Equity 9.9% 9.2%
Cost Rate

These results are summarized on page 1 of Exhibit JRW-6.

Capital Asset Pricing Model Results

PLEASE DISCUSS THE CAPITAL ASSET PRICING MODEL
(“CAPM”),

The CAPM is a risk premium approach to gauging a firm’s cost of equity
capital. According to the risk premium approach, the cost of equity is the sum
of the interest rate on a risk-free bond (Ry) and a risk premium (RP), as in the
following:

k = R; + RP

The vyield on long-term Treasury securities is normally used as Ry, Risk
premiums are measured in different ways. The CAPM is a theory of the risk

and expected retorns of common stocks. In the CAPM, two types of risk are
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associated with a stock: firm-specific risk or unsystematic risk, and market or
systematic risk, which is measured by a firm’s beta. The only risk that
investors receive a return for bearing is systematic risk.

According to the CAPM, the expected return on a company’s stock,
which is also the equity cost rate (K}, is equal to:

K= (R)+B* [ER,) - (R

Where:

. K represents the estimated rate of return on the stock;

. E(R,) represents the expected return on the overall stock market.
Frequently, the ‘market’ refers to the S&P 500;

. (Ry) represents the risk-free rate of interest;

. [E(Ry) - (Rp] represents the expected equity or market risk premium—

the excess return that an investor expects to receive above the risk-free rate for
investing in risky stocks; and

* Beta—(B) is a measure of the systematic risk of an asset.

To estimate the required return or cost of equity using the CAPM
requires three inputs: the risk-free rate of interest (Ry), the beta (), and the
expected equity or market risk premium [E(R.) - (Rg]. Ryis the easiest of the
inputs to measure — it is the yield on long-term Treasury bonds. 0, the
measure of systematic risk, is a little more difficult to measure because there
are different opinions about what adjustments, if any, should be made to
historical betas due to their tendency to regress to 1.0 over time. And finally,
an even more difficult input to measure is the expected equity or market risk

premium (E(R,) - (Rg). I will discuss each of these inputs below.

PLEASE DISCUSS EXHIBIT JRW-7.
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Exhibit JRW-7 provides the summary results for my CAPM study. Page 1

shows the results, and pages 2-5 contain the supporting data.

PLEASE DISCUSS THE RISK-FREE INTEREST RATE.

The yield on long-term U.S. Treasury bonds has usually been viewed as the
risk-free rate of interest in the CAPM. The yield on long-term U.S, Treasury
bonds, in turn, has been considered to be the yield on U.S. Treasury bonds
with 30-year maturities. However, when the Treasury’s issuance of 30-year
bonds was interrupted for a period of time in recent years, the yield on 10-year
U.S. Treasury bonds replaced the yield on 30-year U.S. Treasury bonds as the
benchmark long-term Treasury rate. The 10-year U.S. Treasury yields over
the past five years are shown in the chart below. These rates hit a 60-year low
in the summer of 2003 at 3.33%. They increased with the rebounding
economy and fluctuated in the 4.0-4.50 percent range in recent years until
advancing to 5.0% in early 2006 in response to a strong economy and
increases in energy, commodity, and consumer prices. In late 2006, long-term
interest rates retreated to the 4.5 percent area as commodity and energy prices
declined and inflationary pressures subsided. These rates rebounded to the
5.0% level in the first half of 2007. However, ten-year Treasury yields have
again fall below 4.0 percent due to the housing and sub-prime mortgage crises

and its affect on the economy and financial markets.
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WHAT RISK-FREE INTEREST RATE ARE YOU USING IN YOUR
CAPM?

The U.S. Treasury began to issue the 30-year bond in the early 2000s as the
U.S. budget deficit increased. As such, the market has once again focused on
its yield as the benchmark for long-term capital costs in the U.S. As noted
above, the yields on the 10- and 30- year U.S. Treasuries decreased to below
5.0% in 2007 and have remained at these lower levels. In 2008 Treasury yields
have been pushed even lower as a result of the mortgage and sub-prime market
credit crisis, the turmoil in the financial sector, the prospect of an economic
recession, and the government bailout of financial institutions. As of September
22, 2008, as shown in the table below, the rates on 10- and 30- U.S. Treasury
Bonds were 3.67% and 4.16%, respectively. However, these yields have been

highly volatile over the past two months. Given this recent range and volatility,
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along with the prospect of higher rates, I will use 4.5% as the risk-free rate, or
Ry, in my CAPM.

U.S. Treasury Yields
October 2, 2008

1.42/ 1.46)

107-104 f 1.97;

102-224 f 3.67

Source: www.bloomberg.com

WHAT BETAS ARE YOU EMPLOYING IN YOUR CAPM?

Beta (B) is a measure of the systematic risk of a stock. The market, usually
taken to be the S&P 500, has a beta of 1.0. The beta of a stock with the same
price movement as the market also has a beta of 1.0. A stock whose price
movement is greater than that of the market, such as a technology stock, is
riskier than the market and has a beta greater than 1.0. A stock with below
average price movement, such as that of a regulated public utility, is less risky
than the market and has a beta less than 1.0. Estimating a stock’s beta involves
running a linear regression of a stock’s return on the market return as in the

following:

38



10

11

12

13

14

15
16

17

Calculation of Beta

Stock’s Retmn O
&

o

Slope=heta

Market Return

O

The slope' of the regression line is the stock’s B. A steeper line
indicates the stock is more sensitive to the return on the overall market. This
means that the stock has a higher f and greater than average market risk. A
less steep line indicates a lower B and less market risk.

Numerous online investment information services, such as Yahoo! and
Reuters, provide estimates of stock betas. Usually these services report
different betas for the same stock. The differences are usually due to: (1) the
time period over which the B is measured and (2) any adjustments that are
made to reflect the fact that betas tend to regress to 1.0 over time. In
estimating an equity cost rate for the proxy group, I am using the betas for the
companies as provided in the Value Line Investment Survey. As shown on
page 2 of Exhibit JRW-7, the average beta for the companies in both the

Electric and Gas Proxy Groups 1s 0.82.

PLEASE DISCUSS THE OPPOSING VIEWS REGARDING THE
EQUITY RISK PREMIUM.
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The equity or market risk premium - (E(R.) ~ Ry) - is equal to the expected
return on the stock market {(e.g., the expected return on the S&P 500 (E(R.)}
minus the risk-free rate of interest (Ry). The equity premium is the difference in
the expected total return between investing in equities and investing in “safe”
fixed-income assets, such as long-term government bonds. However, while the
equity risk premium is easy to define conceptually, it is difficult to measure

because it requires an estimate of the expected return on the market.

PLEASE DISCUSS THE ALTERNATIVE APPROACHES TO
ESTIMATING THE EQUITY RISK PREMIUM.

The table below highlights the primary approaches to, and issues in,
estimating the expected equity risk premium. The traditional way to measure
the equity risk premium was to use the difference between historical average
stock and bond returns. In this case, historical stock and bond returns, also
called ex post returns, were used as the measures of the market’s expected
return (known as the ex ante or forward-looking expected return). This type
of historical evaluation of stock and bond returns is often called the “Tbbotson
approach” after Professor Roger Ibbotson who popularized this method of
using historical financial market returns as measures of expected refurns.
Most historical assessments of the equity risk premium suggest an equity risk
premium of 5-7 percent above the rate on long-term U.S. Treasury bonds.
However, this can be a problem because: (1) ex post returns are not the same

as ex ante expectations, (2) market risk premiums can change over time;
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increasing when investors become more risk-averse and decreasing when

investors become less risk-averse, and (3) market conditions can change such

that ex post historical returns are poor estimates of ex ante expectations.

Risk Premium Approaches
Historical Ex Post Surveys Ex Ante Models and Market Data
Exress Returns
Means of Assessing the | Historical averageisa | Investox and expert surveys Curxent financial maxlet prices
Equity-Bond Risk papular proxy for the canprovide direct estimakes | (simple valuation rativs ox DCF-
Premium exanie premium -but | of prevailing expecied based measures) can give most
I8cely 1o be misleading | returnsfpremiums chjective estimaies of eadble ex
ante eguity-hond risk premium
Problems/Debated Time varistionin Limited survey histories and | Assumptions needed for D CF inpuis,
Issues required returns and questians of survey notably the tend earnings growih
systematic selection and | xepresentativeness. rate, male even these modek’
ofher biases hove oulputy subjective.
boosted valuations over | gurveys may tell more about
time, “’“‘;‘3"’“ ding | Hoped-forexpecieit roturns | The rangp of views on the growih
exaggermied e 1han ahout chjective required | rate, as well as fhe debate en the
:ﬁfpmﬁggmh prensiums due o frzational relevant siock and hond yields, leads
expacted premiums biases such as exirapolation. | {0 a range of premiumestimates.
Source: Antti llmanen, Expected Returns on Stocks and Bonds,” Journal of Portfolio

Management, (Winter 2003).

The use of historical returns as market expectations has been criticized

in numerous academic studies.'’ The general theme of these studies is that the

large equity risk premium discovered in historical stock and bond returns

cannot be justified by the fundamental data. These studies, which fall under

the category “Ex Ante Models and Market Data,” compute ex ante expected

returns using market data to arrive at an expected equity risk premium. These

studies have also been called “Puzzle Research” after the famous study by

Mehra and Prescott in which the authors first questioned the magnitude of

historical equity risk premiums relative to fundamentals. 12

'! The problems with using ex post historical returns as measures of ex ante expectations will be discussed at
length later in my testimony.

2 R Mehra and Edward Prescott, “The Equity Premium: A Puzzle,” Jowrnal of Monetary Economics (1985).
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PLEASE SUMMARIZE SOME OF THE ACADEMIC STUDIES THAT
DEVELOP EX ANTE EQUITY RISK PREMIUMS.

Two of the most prominent studies of ex ante expected equity risk premiums
were by Eugene Fama and Ken French (2002) and James Claus and Jacob
Thomas (2001). The primary debate in these studies revolves around two
related issues: (1) the size of expected equity risk premium, which is the
return equity investors require above the yield on bonds and (2) the fact that
estimates of the ex ante expected equity risk premium using fundamental firm
data (earnings and dividends) are much lower than estimates using historical
stock and bond return data.

Fama and French (2002), two of the most preeminent scholars in
finance, use dividend and earnings growth models to estimate expected stock

returns and ex ante expected equity risk pr‘emiﬁms.”

They compare these
results to actual stock returns over the period 1951-2000. Fama and French
estimate that the expected equity risk premium from DCF models using
dividend and earnings growth to be between 2.55% and 4.32%. These figures
are much lower than the ex post historical equity risk premium produced from
the average stock and bond return over the same period, which is 7.40%.
Fama and French conclude that the ex ante equity risk premium estimates
using DCF models and fundamental data are superior to those using ex post

historical stock returns for three reasons: (1) the estimates are more precise (a

lower standard error); (2) the Sharpe ratio, which is measured as the

" Eugene F. Fama and Kenneth R. French, “The Equity Premium,” The Journal of Finance, (April 2002).
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[(expected stock return — risk-free rate)/standard deviation], is constant over
time for the DCF models but varies considerably over time and more than
doubles for the average stock-bond return model; and (3) valuation theory
specifies relationships between the market-to-book ratio, refurn on investment,
and cost of equity capital that favor estimates from fundamentals. They also
conclude that the high average stock returns over the past 50 years were the
result of low expected returns and that the average equity risk premium has
been in the 3-4 percent range.

The study by Claus and Thomas of Columbia University provides
direct support for the findings of Fama and French."* These authors compute
ex ante expected equity risk premiums over the 1985-1998 period by: (1)
computing the discount rate that equates market values with the present value
of expected future cash flows and (2) then subtracting the risk-free interest
rate. The expected cash flows are developed using analysts’ earnings
forecasts. The authors conclude that over this period, the ex ante expected
equity risk premium is in the range of 3.0%. Claus and Thomas note that,
over this period, ex post historical stock returns overstate the ex ante expected
equity risk premium because, as the expected equity risk premium has
declined, stock prices have risen. In other words, from a valuation
perspective, the present value of expectéd future returns increase when the

required rate of return decreases. The higher stock prices have produced stock

* James Claus and Jacob Thomas, “Equity Risk Premia as Low as Three Percent? Empirical Evidence from
Analysts’ Earnings Forecasts for Domestic and International Stock Market,” Journal of Finance. (October
2001).
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returns that have exceeded investors’ expectations, and therefore, ex post
historical equity risk premium estimates are biased upwards as measures of ex

ante expected equity risk premiums.

Q. PLEASE PROVIDE A SUMMARY OF THE EQUITY RISK PREMIUM
STUDIES,

A Derrig and Qrr (2003), Fernandez (2007), and Song (2007) have completed
the most comprehensive reviews to date of the research on the equity risk
premium.”® Derrig and Orr’s study evaluated the various approaches to
estimating equity risk premiums as well as the issues with the alternative
approaches and summarized the findings of the published research on the
equity risk premium. Fernandez examined four alternative measures of the
equity risk premium - historical, expected, required, and implied. He also
reviewed the major studies of the equity risk premium and presented the
summary equity risk premium results. Song provides an annotated
bibliography and highlights the alternative approaches to estimating the equity
risk summary.

Page 3 of Exhibit JRW-7 provides a summary of the results of the
primary risk premium studies reviewed by Derrig and Orr, Fernandez, and
Song. In developing page 3 of Exhibit JRW-7, I have categorized the studies

as discussed on page 41 of my testimony. I have also included the results of

'* Richard Derrig and Elisha Orr, “Equity Risk Premium: Expectations Great and Small,” Working Paper
(version 3.0), Automobile Insurers Bureau of Massachusetts, (August 28, 2003}, Pablo Fernandez, “Equity
Premium: Historical, Expected, Required, and Implied,” IESE Business Scheol Working Paper, (2007), and
Zhiyi Song, “The Equity Risk Premium: An Annotated Bibliography,” CFA Institute, (2007)
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the “Building Blocks” approach to estimating the equity risk premium,
including a study [ performed, which is presented below. The Building Blocks
approach is a hybrid approach employing elements of both historic and ex

ante models.

PLEASE DISCUSS YOUR DEVELOPMENT OF AN EQUITY RISK
PREMIUM COMPUTED USING THE BUILDING BLOCKS
METHODOLOGY.

Ibbotson and Chen (2003) evaluate the ex post historical mean stock and bond
returns in what is called the Building Blocks approach.'® They use 75 years of
data and relate the compounded historical returns to the different fundamental
variables employed by different researchers in building ex ante expected
equity risk premiums. Among the variables included were inflation, real EPS
and DPS growth, ROE and book value growth, and price-earnings (“P/E”)
ratios. By relating the fundamental factors to the ex post historical returns, the
methodology bridges the gap between the ex post and ex ante equity risk
premiums. Ilmanen (2003) illustrates this approach using the geometric
returns and five fundamental variables — inflation (“CPI”), dividend yield
(“D/P”), real earnings growth (*RG”), repricing gains (“PEGAIN") and return
interaction/reinvestment (“INT”)."" This is shown in the graph below. The

first column breaks the 1926-2000 geometric mean stock return of 10.7% into

" Roger Ibbotson and Peng Chen, “Long Run Returns: Participating in the Real Economy,” Financial Analysts
Journal, (January 2003},

7 Antti Ilmanen, Expected Returns on Stocks and Bonds,” Jownal of Portfolio Management, (Winter 2003), p. 11,
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the different return components demanded by investors: the historical U.S.
Treasury bond return (5.2%), the excess equity return (5.2%), and a small
interaction term (0.3%). This 10.7% annual stock return over the 1926-2000
period can then be broken down into the following fundamental elements:
inflation (3.1%), dividend vyield (4.3%), real earnings growth (1.8%), repricing
gains (1.3%) associated with higher P/E ratios, and a small interaction term
(0.2%).

Decomposing Equity Market Returns
The Building Blocks Methodology

10.7%

2.45%

o

Ei Post Equlh Equity Return Ex Ante Expected
Retuin — 1926-2000 Decomposed Equity Returm

HOW ARE YOU USING THIS METHODOLOGY TO DERIVE AN EX
ANTE EXPECTED EQUITY RISK PREMIUM?
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The third column in the graph above shows current inputs to estimate an ex
ante expected market return. These inputs include the following:

CPI — To assess expected inflation, [ have employed expectations of the short-
term and long-term inflation rate. The graph below shows the expected
annual inflation rate according to consumers, as measured by the CPI, over the
coming year. This survey is published monthly by the University of Michigan
Survey Research Center. In the most recent report, the expected one-year
inflation rate was 4.3%.

Expected Inflation Rate

University of Michigan Consumer Research
ata Source: hitp:// h.stlouisfed.org/fred2/series/MICH/98)

Longer term inflation forecasts are available in the Federal Reserve
Bank of Philadelphia’s publication entitled Survey of Professional

Forecasters."® This survey of professional economists has been published for

8 ederal Reserve Bank of Philadelphia, Survey of Professional Forecasters, (February 12, 2008). The Survey of
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almost 50 years. While this survey is published quarterly, only the first
quarter survey includes long-term forecasts of gross domestic product
(“GDP”) growth, inflation, and market returns. In the first quarter 2008
survey, published on February 12, 2008, the median long-term (10-year)
expected inflation rate as measured by the CPI was 2.5% (see page 4 of
Exhibit JRW-7).

Given these results, 1 will use the average of the surveys of the
University of Michigan and Federal Reserve Bank of Philadelphia (4.3% and
2.5%), or 3.4%.

D/P — As shown in the graph below, the dividend yield on the S&P 500 has
decreased gradually over the past decade. Today, it is far below its average of
4.3% over the 1926-2000 time period. Whereas the S&P dividend yield
bottomed out at less than 1.4% in 2000, it is currently at 2.45% which I use in

the ex ante risk premium analysis.

Professional Forecasters was formerly conducied by the American Statistical Association (“ASA™) and the
National Bureau of Economic Research (“NBER”) and was known as the ASA/NBER survey. The survey,
which began in 1968, is conducted each quarter. The Federal Reserve Bank of Philadelphia, in cooperation
with the NBER, assumed respoensibility for the survey in June 1990.
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RG — To measure expected real growth in earnings, I use: (1) the historical
real earnings growth rate for the S&P 500 and (2) expected real GDP growth.
The S&P 500 was created in 1960. It includes 500 companies which come
from ten different sectors of the economy. Over the 1960-2007 period,
nominal growth in EPS for the S&P 500 was 7.36%. On page 5 of Exhibit
JRW-7, real EPS growth is computed using the CPI as a measure of inflation.
As indicated by Ibbotson and Chen, real earnings growth over the 1926-2000
period was 1.8%. The real growth figure over 1960-2007 period for the S&P
500 is 3.0 %.

The second input for expected real earnings growth is expected real
GDP growth, The rationale is that over the long-term, corporate profits have
averaged a relatively consistent 5.50% of U.S. GDP."” Real GDP growth,

according to McKinsey, has averaged 3.5% over the past 80 years. Expected

"Marc. H. Goedhart, et al, “The Real Cost of Equity,” McKinsey on Finance (Autumn 2002), p.14
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GDP growth, according to the Federal Reserve Bank of Philadelphia’s Survey
of Professional Forecasters, is 2.75% (see page 4 of Exhibit JRW-7).

Given these results, I will use the average of the historical S&P EPS

real growth and the projected real GDP growth (as reported by the Federal
Reserve Bank of Philadelphia Survey) -- 3.0% and 2.75% -- or 2.85%, for
real earnings growth,
PEGAIN — PEGAIN is the repricing gain associated with an increase in the
P/E ratio. It accounted for 1.3% of the 10.7% annual stock return in the
1926-2000 period. In estimating an ex ante expected stock market return, one
issue is whether investors expect P/E ratios to increase from their current
levels. The graph below shows the P/E ratios for the S&P 500 over the past
25 years. The run-up and eventual peak in P/Es is most notable in the chart.
The relatively low P/E ratios (in the range of 10) over two decades ago are
also quite notable. As of September 30, 2008, the P/E for the S&P 500 was
22.5.%

S&P 500 PE Ratios
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# Source: www.standardandpoors.com.
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Given the current economic and capital markets environment, 1 do not
believe that investors expect even higher P/E ratios. Therefore, a PEGAIN
would not be appropriate in estimating an ex ante expected stock market
return. There are two primary reasons for this. First, the average historical
S&P 500 P/E ratio is 15.74 — thus the current P/E exceeds this figure. Second,
as previously noted, interest rates are at a cyclical low not seen in almost 50
years. This is a primary reason for the high current P/Es. Given the current
market environment with relatively high P/E ratios and low relative interest
rates, investors are not likely to expect to get stock market gains from lower

interest rates and higher P/E ratios.

GIVEN THIS DISCUSSION, WHAT IS YOUR EX ANTE EXPECTED
MARKET RETURN AND EQUITY RISK PREMIUM USING THE
“BUILDING BLOCKS METHODOLOGY”?

My expected market return is represented by the last column on the right in
the graph entitled “Decomposing Equity Market Returns: The Building
Blocks Methodology” set forth on page 46 of my testimony. As shown, my
expected market return of 8.70% is composed of 3.40% expected inflation,

2.45% dividend yield, and 2.85% real earnings growth rate.

GIVEN THAT THE HISTORICAL COMPOUNDED ANNUAL
MARKET RETURN IS IN EXCESS OF 10%, WHY DO YOU BELIEVE
THAT YOUR EXPECTED MARKET RETURN OF 8.70% IS
REASONABLE?
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As discussed above, in the development of the expected market return, stock
prices are relatively high at the present time in relation fo earmings and
dividends, and interest rates are relatively low. Hence, it is unlikely that
investors are going to experience high stock market returns due to higher P/E
ratios and/or lower interest rates. In addition, as shown in the decomposition
of equity market returns, whereas the dividend portion of the return was
historically 4.3%, the current dividend yield is only 2.45%. Due to these

reasons, lower market returns are expected for the future.

IS YOUR EXPECTED MARKET RETURN OF 8.70% CONSISTENT
WITH THE FORECASTS OF MARKET PROFESSIONALS?

Yes. In the first quarter 2008 Survey of Financial Forecasters, published on
February 12, 2008 by the Federal Reserve Bank of Philadelphia, the mean
long-term expected return on the S&P 500 was 6.8% (see page 4 of Exhibit
JRW-T).

IS YOUR EXPECTED MARKET RETURN CONSISTENT WITH THE

EXPECTED MARKET RETURNS OF CORPORATE CHIEF
FINANCIAL OFFICERS (CFOs)?

Yes. John Graham and Campbell Harvey of Duke University conduct a

quarterly survey of corporate CFOs. The survey is a joint project of Duke
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University and CFO Magazine. In the third guarter 2008 survey, the mean

expected return on the S&P 500 over the next ten years was 7.79%.4

GIVEN THIS EXPECTED MARKET RETURN, WHAT IS YOUR EX
ANTE EQUITY RISK PREMIUM USING THE BUILDING BLOCKS
METHODOLOGY?

As shown on page 38, the current 30-year U.S. Treasury yield is 4.16%. My
ex ante equity risk premium is simply the expected market return from the

Building Blocks methodology minus this risk-free rate:

Ex Ante Equity Risk Premium = 870% - 416% = 454%

GIVEN THIS DISCUSSION, HOW ARE YOU MEASURING AN
EXPECTED EQUITY RISK PREMIUM IN THIS PROCEEDING?

As discussed above, page 3 of Exhibit JRW-7 provides a summary of the
results of the equity risk premium studies that I have reviewed. These include
the results of: (1) the various studies of the historical risk premium, (2) ex ante
equity risk premium studies, (3) equity risk premium surveys of CFOs,
Financial Forecasters, and academics, and (4) the Building Block approaches
to the equity risk premium. There are results reported for over thirty studies,
and the average equity risk premium is 4.56%, which I will use as the equity

risk premium in my CAPM study.

! The survey results are available at www cfosurvey.org,
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IS YOUR EX ANTE EQUITY RISK PREMIUM CONSISTENT WITH
THE EQUITY RISK PREMIUMS OF LEADING INVESTMENT
FIRMS?

Yes. One of the first studies in this area was by Stephen Einhorn, one of Wall
Street’s leading investment straltegists,22 His study showed that the market or
equity risk premium had declined to the 2.0 - 3.0 percent range by the early
1990s. Among the evidence he provided in support of a lower equity risk
premium is the inverse relationship between real interest rates {observed
interest rates minus inflation) and stock prices. He noted that the decline in
the market risk premium has led to a significant change in the relationship
between interest rates and stock prices. One implication of this development
was that stock prices had increased higher than would be suggested by the
historical relationship between valuation levels and interest rates.

The equity risk premiums of some of the other leading investment
firms today support the result of the academic studies. An article in The
Economist indicated that some other firms like J.P. Morgan are estimating an
equity risk premium for an average risk stock in the 2.0 - 3.0 percent range

above the interest rate on U.S. Treasury Bonds.?

IS YOUR EX ANTE EQUITY RISK PREMIUM CONSISTENT WITH
THE EQUITY RISK PREMIUMS USED BY CFOS?

2 Steven (. Binhorn, “The Perplexing Issue of Valuation: Will the Real Value Please Stand Up?” Financial
Analysts Jowrnal (July-August 1990), pp. 11-16,

 For example, see “Welcome to Bull Country,” The Economist (July 18, 1998), pp. 21-3, and “Choosing the
Right Mixture,” The Fconomist (February 27, 1999), pp. 71-2.

o4



pami

O\ Lh

o oo

10
11
12

13

14
15
16

17
18

19
20
21
22
23
24

25
26

Yes. In the previously referenced third quarter 2008 CFO survey conducted
by CFO Magazine and Duke University, the expected 10-year equity risk

premium was 3.99%.

IS YOUR EX ANTE EQUITY RISK PREMIUM CONSISTENT WITH
THE EX ANTE EQUITY RISK PREMIUMS OF PROFESSIONAL
FORECASTERS?

Yes. The financial forecasters in the previously referenced Federal Reserve
Bank of Philadelphia survey project both stock and bond returns. As shown on
page 4 of Exhibit JRW-7, the mean long-term expected stock and bond returns
were 6.80% and 4.84%, respectively. This provides an ex ante equity risk

premium of 1.96%.

IS YOUR EX ANTE EQUITY RISK PREMIUM CONSISTENT WITH
THE EQUITY RISK PREMIUMS USED BY THE LEADING
CONSULTING FIRMS?

Yes. McKinsey & Co. is widély recognized as the leading management
consulting firm in the world. It published a study entitled “The Real Cost of
Equity” in which the McKinsey authors developed an ex ante equity risk
premium for the U.S. In reference to the decline in the equity risk premium,
as well as what is the appropriate equity risk premium to employ for corporate
valuation purposes, the McKinsey authors concluded the following:

We attribute this decline not to equities becoming less

risky (the inflation-adjusted cost of equity has not
changed) but to investors demanding higher returns in
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real terms on government bonds after the inflation
shocks of the late 1970s and early 1980s. We believe
that using an equity risk premium of 3.5 to 4 percent in
the current environment better reflects the true long-
term opportunity cost of equity capital and hence will
yield more accurate valuations for companies.”*

Q. WHAT EQUITY COST RATES ARE INDICATED BY YOUR CAPM
ANALYSIS?

A, The results of my CAPM study for the proxy groups are provided below:

K= (Rf) + 3 ¥ [E(Rm) - (Rﬂ]

CAPM Equity Cost Rates
Electric Gas

Proxy Proxy
Group Group

Risk-Free Rate 4.5% 4.5%

Beta 0.82 0.82

Equity Risk Premium 4.56% 4.56%

Equity 8.2% 8.2%

Cost Rate

V. EQUITY COST RATE SUMMARY

Q. PLEASE SUMMARIZE YOUR EQUITY COST RATE STUDY.
A. The results for my DCF and CAPM analyses for the proxy groups of electric

utility and gas distribution companies are indicated below:

DCF CAPM
Electric Proxy Group 9.9% 8.2%
Gas Proxy Group 9.2% 8.2%

# Marc H. Goedhart, et al, “The Real Cost of Equity,” McKinsey on Finance (Autumn 2002), p. 15.
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GIVEN THESE RESULTS, WHAT IS YOUR ESTIMATED EQUITY
COST RATE FOR THE GROUPS?

Given these results, I conclude that the appropriate equity cost rate for Electric
Proxy Group in the 8.3%-9.9% range and for the Gas Proxy Group is in the
8.3%-9.2% range. However, since I give greater weight to the DCF model,
and due to the current volatile market condifions which are discussed below, [
am using the upper end of the range as the equity cost rate. Therefore, I am
recommending an equity cost rate of 9.9% for the electric utility business of
LG&E and 9.2% for the gas distribution operations of LG&E. In addition,
due to the uncertain market conditions, [ reserve the right to update my study
prior to hearings. Finally, given the common equity ratio proposed by the
Company and adopted by the OAG, in comparison to the average common
equity ratios for the Electric and Gas Proxy Groups, these recommendations

are very fair to the Company.

FINALLY, PLEASE DISCUSS THE IMPACT OF RECENT CAPITAL
MARKET VOLATILITY CONDITIONS ON THE EQUITY RISK
PREMIUM AND THE EQUITY COST RATE.

To assess the impact of recent capital market volatility on the equity risk
premium and the equity cost rate, one must look at the volatility of stocks
relative to bonds. I have performed such an analysis below. To compare the

volatility of stock and bonds, one must standardize the volatility measure.

This is normally done by dividing the volatility measure, the standard
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deviation, by the mean. This standardized volatility measure is known as the

Coefficient of Variation (“CV”).

GIVEN THESE OBSERVATIONS, PLEASE PROVIDE YOUR
ASSESSMENT OF THE IMPACT OF RECENT CAPITAL MARKET
CONDITIONS ON THE EQUITY COST RATE.

I have performed an analysis of the volatility of stocks relative to bonds since
1997. I have used the S&P 500 and the Bear Sterns Bond Price Index
(“BSBPI") and computed the CV using a 200-day mean and standard
deviation. In Figure 1 below, I have graphed the ratio of the CV(Stock
CV)/CV(Bond CV). Hence, this graph shows the standardized volatility of
stocks relative to bonds. Higher levels of this ratio represent time periods
when stock volatility is high relative to bond volatility, and low levels of this
ratio occur during time periods when stock volatility is low relative to bonds.
During the last two quarters of 2007, the volatility of bonds increased relative
to stocks due to the subprime mortgage crisis. Through October of this year,
stocks have increased in volatility relative to bonds. On the relative CV
measure, stocks reached a five-year high in terms of relative volatility. As
such, current market conditions suggest that stock volatility is high relative to
bond volatility. In recognition of this situation, I am using the high end of the
range for my equity cost rate recommendation for the electric and gas

operations of LG&E.
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ISN’T YOUR EQUITY COST RATE RECOMMENDATION LOW BY
HISTORICAL STANDARDS?

Yes it is and appropriately so. My rate of return is low by historical standards
for two reasons. First, as discussed above, current capital costs are very low
by historical standards, with interest rates at a cyclical low not seen since the
1960s. And second, as previously discussed, the equity or market risk

premium has declined.

HOW DO YOU TEST THE REASONABLENESS OF YOUR COST OF
EQUITY AND OVERALL RATE OF RETURN
RECOMMENDATION?

To test the reasonableness of my equity cost rate recommendation, I examine

the relationship between the return on common equity and the market-to-book
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ratios for the companies in the proxy groups of electric utility and gas

distribution companies.

WHAT DO THE RETURNS ON COMMON EQUITY AND MARKET-
TO-BOOK RATIOS FOR THE PROXY GROUPS INDICATE ABOUT
THE REASONABLENESS OF YOUR RECOMMENDATION?

Exhibit JRW-2 provides financial performance and market valuation statistics
for companies in the two proxy groups. The mean current return on equity

and market-to-book ratios for the group is summarized below:

Current ROE Market-to-Book Ratio
Electric Proxy Group 10.2 % 1.63
Gas Proxy Group 11.2 % 1.82

Source: Exhibit JRW-2

These results indicate that, on average, these companies are earning
returns on equity above their equity cost rates. As such, this observation
provides evidence that my recommended equity cost rate is reasonable and
fully consistent with the financial performance and market valuation of the

proxy groups of electric utility and gas distribution companies.

VL. CRITIQUE OF LG&E’S RATE OF RETURN TESTIMONY
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PLLEASE EVALUATE THE COMPANY'S RATE OF RETURN
POSITION.

The Company’s proposed rate of return is inflated due to overstated debt and
equity cost rates. The debt cost rates were previously discussed. I will now

discuss the errors with Dr. Avera’s equity cost rate analysis.

PLEASE REVIEW DR. AVERA'S EQUITY COST RATE
APPROACHES.

Dr. Avera uses a proxy group of electric and gas companies as well as a proxy
group of non-utility companies and employs DCF, CAPM, and Expected

Earnings equity cost rate approaches.

PLEASE SUMMARIZE DR. AVERA’S EQUITY COST RATE
RESULTS.

Dr. Avera’s equity cost rate estimates for LG&E are summarized in the table
below. Based on these figures, he concludes that the appropriate equity cost

rate for the Company is 11.25%.

Summary of Dr. Avera’s Equity Cost Rate Approaches and Results

Approach Utility Proxy Non-Utility

Group Proxy Group
DCF 10.9% 12.7%
RP 11.9% 11.4%
Expected Earnings 11.5%

PLEASE DISCUSS YOUR ISSUES WITH DR. AVERA’S
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RECOMMENDED EQUITY COST RATE.

Dr. Avera’s proposed return on common equity is too high primarily due to: (a)
some of the companies in his utility proxy group, as well as his use of a non-
utility proxy group; (b) an excessive adjustment to the dividend yield and an
inflated growth rate in his DCF approach; (¢) overstated equity risk premium

estimates in his CAPM approach; and (d) a flawed Expected Earnings approach.

A. Proxy Groups

PLEASE DISCUSS THE PROBLEM WITH DR. AVERA’S UTILITY
PROXY GROUP.

Dr. Avera’s utility proxy group includes a number of companies that are not
appropriate because their operating revenues are from sources other than
regulated electric ufility services. These companies, and their percent of
regulated electric revenues, include: Constellation Energy — 13%, Great Plains
Energy — 39%, OGE Energy — 48%, Otter Tail Corp. — 28%, SEMPRA Energy

27%, Westar Energy — 69%, and Wisconsin Energy — 62%.

PLEASE DISCUSS THE PROBLEM WITH DR. AVERA’S NON-
UTILITY PROXY GROUP.

Dr. Avera has estimated an equity cost rate for LG&E using a proxy group of 44
non-utility companies. These companies are listed in Exhibit WEA-3. This
group includes such companies as Coca-Cola, General Electric, IBM, Johnson &

Johnson, McDonald’s, Microsoft, and NIKE. While these companies are large
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and successful, their lines of business are vastly different from the electric and
gas utility businesses and they do not operate in highly regulated environment.
As such, the non-utility group is not an appropiiate proxy for the electric and gas
utility operations of LG&E and therefore the equity cost rate results for this

group should be ignored.

PLEASE DISCUSS EXHIBIT JRW-8.

In Exhibit JRW-8, I have performed an analysis that highlights the significant
financial differences between Dr. Avera’s non-utility and utility proxy groups. I
have shown four different financial measures for the two groups: return on
equity, market-to-book ratio, fixed asset turnover, and common equity ratio.
The average return on equity for the non-utility group (23.53%) is twice the
average return on common equity of the utility group (12.67%). As a result, the
average market-to-book ratio of the non-utility group is also about double the
average market-to-book ratio of the utility group return (3.53 vs. 1.63). The
utility business is very capital intensive, and the fixed asset turnover (“FAT™)
ratio (revenues/net fixed assets) measures capital intensity with a lower figure
indicating higher capital intensity. The FAT ratio for the utility group is only
0.90, while the ratio for the non-utility group is 5.44. Hence, in terms of capital
intensity, the non-ufility group is very dissimilar to the utility group. The
common equity (“CE”) ratio (common equity/total capital) measures the percent
of capital represented by equity capital. For the utility group, the CE ratio is

53.88%, while the CE ratio for the non-utility group is 73.66%.
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A,

Overall, the results in Exhibit JRW-8 indicate that Dr. Avera’s non-
utility group has a significantly different financial profile than his utility group

and therefore should not be used to estimate an equity cost rate for LG&E.

B. DCF Approach

PLEASE SUMMARIZE DR. AVERA’S DCF ESTIMATES.

On pages 21-38 of his testimony and in Exhibits WEA-1 ~ WEA-4, Dr. Avera
develops an equity cost rate by applying a DCF model to his utility and non-
utility proxy groups. In the traditional DCF approach, the equity cost rate is the
sum of the dividend vield and expected growth. For the DCF growth rate, Dr,
Avera uses five measures of projected EPS growth — the projected EPS growth
of Wall Street analysts as compiled by IBES, Reuters, Zack’s, Value Line
projected EPS growth, and the sum of internal (“br”) and external (“sv”’) growth.

Dr. Avera’s DCF results are summarized below.

DCF Equity Cost Rate
Utility Proxy Non-Utility
Group Proxy
Group

Adjusted Dividend Yield 3.7% 2.5%
Expected EPS Growth from | 6.4% -8.5% 9.19% -
V-Line, IBES, Reuters, 10.79%
Zacks, and br+sv
DCF Result 10.5% -11.5% | 12.4% -~ 12.9%

PLEASE EXPRESS YOUR CONCERNS WITH DR. AVERA'S DCF

STUDY.

I have several issues with Dr. Avera's DCF equity cost rate. These are the utility
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and non-utility proxy groups, and the DCF growth rate measures. The errors in
the proxy groups were discussed above. The DCF growth rate measures are

reviewed below.

PLEASE CRITIQUE DR. AVERA'S DCF GROWTH RATE MEASURES.

Dr. Avera employs five different DCF growth rate measures - the projected
EPS growth of Wall Street analysts as compiled by IBES, Reuters, Zack’s, Value
Line projected EPS growth, and sustainable growth as measured by the sum of

internal (“br’} and external (“sv”) growth.

PLEASE INITIALLY DISCUSS DR. AVERA’S RELIANCE ON THE
PROJECTED EPS GROWTH RATES OF WALL STREET ANALYSTS
AND VALUE LINE.

It seems highly unlikely that investors today would rely excessively on the
forecasts of securities analysts and ignore historical growth in arriving at
expected growth. Tt is well known in the academic world that the EPS
forecasts of securities analysts are overly optimistic and biased upwards. In

addition, as [ show below, Value Line’s EPS forecasts are excessive and

unrealistic.

PLEASE REVIEW THE BIAS IN ANALYSTS’ GROWTH RATE
FORECASTS.

Analysts’ growth rate forecasts are collected and published by Zacks, First Call,

I/B/E/S, and Reuters. These services retrieve and compile EPS forecasts from
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Wall Street analysts. These analysts come from both the sell side (Merrill Lynch,
Paine Webber) and the buy side (Prudential Insurance, Fidelity).

The problem with using these forecasts to estimate a DCF growth rate
is that the objectivity of Wall Street research has been challenged, and many
have argued that analysts’ EPS forecasts are overly optimistic and biased
upwards. To evaluate the accuracy of analysts’ EPS forecasts, I have
compared actual 3-5 year EPS growth rates with forecasted EPS growth rates
on a quarterly basis over the past 20 years for all companies covered by the
I/B/E/S data base. In the graph below, I show the average analysts’ forecasted
3-5 year EPS growth rate with the average actual 3-5 year EPS growth rate.
Because of the necessary 3-5 year follow-up period to measure actual growth,
the analysis in this graph only: (1) covers forecasted and actual EPS growth
rates through 1999 and (2) includes only companies that have 3-5 years of

actual EPS data following the forecast period.
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Earnings Per Share Growth Rate Forecasts,” (July, 2008).

The following example shows how the results can be interpreted. For
the 3-5-year period prior to the first quarter of 1999, analysts had projected an
EPS growth rate of 15.13%, but companies only generated an average annual
EPS growth rate over the 3-5 years 0of 9.37%. This projected EPS growth rate
figure represented the average projected growth rate for over 1,510
companies, with an average of 4.88 analysts’ forecasts per company. For the
entire twenty-year period of the study, for each quarter there were on average
5.60 analysts’ EPS projections for 1,281 companies. Overall, my findings
indicate that forecast errors for long-term estimates are predominantly
positive, which indicates an upward bias in growth rate estimates. The mean

and median forecast errors over the observation period are 143.06% and
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75.08%, respectively. The forecast errors are negative for only eleven of the
eighty quarterly time periods: five consecutive quarters starting at the end of
1995 and six consecutive quarters starting in 2006. As shown in the figure
below, the quarters with negative forecast errors were for the 3-5 year periods
following earnings declines associated with the 1991 and 2001 economic
recessions in the U.S. Overall. Thus, there is evidence of a persistent upward
bias in long-term EPS growth forecasts.

The post-1999 period has seen the boom and then the bust in the stock
market, an economic recession, 9/11, and the Iraq war. Furthermore, and
highly significant in the context of this study, we have also had the New York
State investigation of Wall Street firms and the subsequent Global Securities
Settlement in which nine major brokerage firms paid a fine of $1.5B for their
biased investment research.

To evaluate the impact of these events on analysts’ forecasts, the graph
below provides the average 3-5-year EPS growth rate projections for all
companies provided in the I/B/E/S database on a quarterly basis from 1988 to
2006. In this graph no comparison to actual EPS growth rates is made, and
hence, there is no follow-up period. Therefore, 3-5 year growth rate forecasts
are shown until 2006, and since companies are not lost due to a lack of follow-
up EPS data, these results are for a larger sample of firms. Analysts’ forecasts
for EPS growth were higher for this larger sample of firms, with a more
pronounced run-up and then decline around the stock market peak in 2000.

The average projected growth rate hovered in the 14.5%-17.5% range until
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1995 and then increased dramatically over the next five years to 23.3% in the
fourth quarter of the year 2000. Forecasted EPS growth has since declined to

the 15.0% range.

Long-Term IBES Forecasted EPS Grewth Rates
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Source: Patrick J. Cusatis and J. Randall Woolridge, “The Accuracy of Analysts’ Long-Term
Earnings Per Share Growth Rate Forecasts,” (July, 2008).

Q. WHAT IMPACT HAVE RECENT STOCK MARKET AND

REGULATORY DEVELOPMENTS HAD ON ANALYSTS® EPS
GROWTH RATE FORECASTS?

A. Analysts” EPS growth rate forecasts have subsided somewhat since the stock

market peak of 2000. In addition, the apparent conflict of interest within
investment firms with investment banking and analysts’ operations was
addressed in the Global Analysts Research Settlements (“GARS”). GARS, as
agreed upon on April 23, 2003 between the SEC, NASD, NYSE and ten of the
largest U.S. investment firms, includes a number of regulations that were

introduced to prevent investment bankers from pressuring analysts to provide
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favorable projections. Nonetheless, despite the new regulations, analysts’
EPS growth rate forecasts have not significantly changed and continue to be
overly-optimistic. Analysts’ long-term EPS growth rate forecasts before and
after the GARS, are about two times the level of historic GDP growth.
Furthermore, as discussed later in my testimony, historic growth in GDP and
corporate earnings has been in the 7% range.

Finally, these observations are supported by a Wall Street Journal
article entitled “Analysts Still Coming Up Rosy — Over-Optimism on Growth
Rates is Rampant — and the Estimates Help to Buoy the Market’s Valuation.”
The following quote provides insight into the continuing bias in analysts’

forecasts:

Hope springs eternal, says Mark Donovan, who
manages Boston Partners Large Cap Value Fund. “You
would have thought that, given what happened in the
last three years, people would have given up the ghost.
But in large measure they have not.”

These overly optimistic growth estimates also show
that, even with all the regulatory focus on too-bullish
analysts allegedly influenced by their firms' investment-
banking relationships, a lot of things haven't changed:
Rf:sezasrch remains rosy and many believe it always
will.

Q. IS THE BIAS IN ANALYSTS’ GROWTH RATE FORECASTS
GENERALLY KNOWN IN THE MARKETS?

A Yes. Exhibit JRW-9 provides a recent article published in the Wall Street

Journal that discusses the upward bias in analysts’ EPS growth rate forecasts.

* Ken Brown, “Analysts Still Coming Up Rosy — Over-Optimism on Growth Rates is Rampant - and the Estimates
Help to Buoy the Market’s Valuation” Wall Street Journal, (January 27, 2003), p. C1.
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ARE ANALYSTS’ EPS GROWTH RATE FORECASTS LIKEWISE
UPWARDLY BIASED FOR ELECTRIC UTILITY COMPANIES?

Yes. To evaluate whether analysts’ EPS growth rate forecasts are upwardly
biased for electric utility companies, I conducted a study similar to the one
described above using a group of electric utility companies. The results are
shown in the chart below. The projected EPS growth rates have declined from
about six percent in the 1990s to about five percent in the 2000s. As shown,
the achieved EPS growth rates have been volatile. Overall, the upward bias in
EPS growth rate projections is not as pronounced for electric utility
companies it is for all companies. Over the entire period, the average quarterly
3-5 year projected and actual EPS growth rates are 4.59% and 2.90%,
respectively. These results are consistent with the results for companies in
general -- analysts’ projected EPS growth rate forecasts are upwardly-biased

for utility companies.
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Q. ARE ANALYSTS’ EPS GROWTH RATE FORECASTS ALSO

UPWARDLY BIASED FOR NATURAL GAS DISTRIBUTION
COMPANIES?

A. Yes. To evaluate whether analysts’ EPS growth rate forecasts are upwardly

biased for natural gas distribution companies, I conducted a study similar to
the one described above using a group of gas companies. The resulis are
shown in the chart below. The projected EPS growth rates have declined from
about six percent in the 1990s to about five percent in the 2000s. As shown,
the achieved EPS growth rates have been volatile. Overall, the upward bias in
EPS growth rate projections is not as pronounced for gas distribution
companies it is for all companies. Over the entire period, the average quarterly
3-5 year projected and actual EPS growth rates are 5.15% and 4.53%,

respectively. The results here are consistent with the results for companies in
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general - analysts’ projected EPS growth rate forecasts are upwardly-biased

for utility companies.
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ARE VALUE LINE’'S GROWTH RATE FORECASTS SIMILARILY
UPWARDLY BIASED?

Yes. Value Line has a decidedly positive bias to its eamings growth rate
forecasts as well. To assess Value Line’s earnings growth rate forecasts, I used
the Value Line Investment Analyzer. The results are summarized in the table
below. 1 initially filtered the database and found that Value Line has 3-5 year
EPS growth rate forecasts for 2,453 firms. The average projected EPS growth
rate was 14.6%. This is high given that the average historical EPS growth rate in
the U.S. is about 7%. A major factor seems to be that Value Line only predicts

negative EPS growth for 47 companies. This is less than two percent of the
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companies covered by Value Line. Given the ups and downs of corporate

earnings, this is unreasonable.

Value Line 3-5 year EPS Growth Rate Forecasts

Average Number of Percent of
Projected EPS | Negative EPS Negative EPS
Growth rate Growth Growth
Projections Projections
2,453 14.6% 47 1.9%
Companies

To put this figure in perspective, I screened the Value Line companies to
see what percent of companies covered by Value Line had experienced negative
EPS growth rates over the past five years. Value Line reported a five-year
historic growth rate for 2,371 companies. The results shown in the table below
indicate that the average 5-year historic growth rate was 12.9%, and Value Line
reported negative historic growth for 476 firms which represents 20.1% of these
companies. It should be noted that the past five years have been a period of

rapidly rising corporate earnings growth as the economy and businesses have
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rebounded from the recession of 2001.

Historical Five-Year EPS Growth Rates for Value Line Companies

Average Number with Percent with
Historical EPS Negative Negative
Growth rate Historical EPS | Historical EPS
Growth Growth
2,371 12.9% 476 20.1%
Companies

These results indicate that Value Line’s EPS forecasts are excessive and
unrealistic. It appears that the analysts at Value Line are similar to their Wall

Street brethren in that they are reluctant to forecast negative earnings growth.
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Q.

A.

PLEASE SUMMARIZE YOUR ASSESSMENT OF DR. AVERA’S DCF
GROWTH RATE.

Dr. Avera’s DCF equity cost rate is overstated because he has relied so heavily
on the upwardly biased EPS growth rate forecasts of Wall Street analysts and
Value Line.

C. CAPM Analysis

PLEASE DISCUSS DR. AVERA’S CAPM.
On pages 38 to 41 and Exhibits WEA-5 and WEA-6, Dr. Avera applies the

CAPM method to his utility and non-utility proxy groups. The results are

summarized below:
CAPM Equity Cost Rate
Utility Non~
Proxy Utility
Group Proxy
Group
Risk-Free Rate 4.40% 4.40%
Beta (.84 0.79
Market Risk Premium 8.90% 8.90%
CAPM Result 11.9% 11.4%

WHAT ARE THE ERRORS IN DR. AVERA’S CAPM ANALYSIS?
The major flaw in Dr. Avera’s CAPM analysis is his equity or market risk

premium of 8.90%.

PLEASE REVIEW DR. AVERA'S EQUITY OR MARKET RISK
PREMIUM IN HIS CAPM APPROACH.
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The primary problem with Dr. Avera's CAPM analysis is the size of the market
or equity risk premium. Dr. Avera develops an expected market risk premium of
8.90% by: (1} applying the DCF model to the S&P 500 to get an expected
market return; and (2) subtracting the risk-free rate of interest. Dr. Avera’s
estimated market return of 13.3% for the S&P 500 equals the sum of the
dividend yield of 2.4% and expected EPS growth rate of 10.9%. The expected
EPS growth rate is the average of the expected EPS growth rates from IBES
and Value Line. The primary error in this approach is his expected DCF
growth rate. As previously discussed, the expected EPS growth rates of Wall
Street analysts and Value Line are upwardly biased. Therefore, as explained
below, this produces an overstated expected market retun and equity risk
premium.

BEYOND YOUR PREVIOUS DISCUSSION OF THE UPWARD BIAS
IN ANALYSTS' AND VALUE LINE’S EPS GROWTH RATE
FORECASTS, WHAT OTHER EVIDENCE CAN YOU PROVIDE
THAT DR. AVERA’S S&P 500 GROWTH RATE IS EXCESSIVE?

A long-term EPS growth rate of 10.9% is inconsistent with economic and
earnings growth in the U.S. The long-term economic and earnings growth
rate in the U.S. has only been about 7%. I have performed a study of the
growth in nominal GDP, S&P 500 stock price appreciation, and S&P 500 EPS
and DPS growth since 1960. The results are provided on page 1 of Exhibit

JRW-10, and a summary is given in the table below.

76



P

10
11
12
13
14
15
16
17
18
19
20
21
22

23

GNP, S&P 500 Stock Price, EPS, and DPS Growth
1960-Present

Nominal GDP 7.20%
S&P 500 Stock Price Appreciation 7.12%
S&P 500 EPS 7.36%
S&P 500 DPS 5.77%
Average 6.86%

These results offer compelling evidence that a long-run growth rate of about
7% is appropriate for companies in the UU.S. By comparison, Dr. Avera’s
long-run growth rate projection of 10.9% is clearly not realistic. These
estimates suggest that companies in the U.S. would be expected to: (1)
increase their growth rate of EPS by over 50% in the future and (2) maintain
that growth indefinitely in an economy that is expected to grow at about one
half his projected growth rates. Such a scenario is not economically feasible

or reasonable.

PLEASE PROVIDE A SUMMARY ASSESSMENT OF DR. AVERA’S
EQUITY RISK PREMIUM OF 89% DERIVED USING AN
EXPECTED MARKET RETURN OF 13.3%.

Dr. Avera’s equity risk premium derived from an expected market return of
13.3% is inflated and does not reflect current market fundamentals or
prospective economic and earnings growth. As previously discussed, at the
present time stock prices (relative to earnings and dividends) are high while
interest rates are low. Major stock market upswings that produce above

average returns tend to occur when stock prices are low and interest rates are

high. Thus, current market conditions do not suggest above-average expected

71



i ad
i O ND OO~

12
13
14
15
16
17
18
19
20
21
22
23
24

25

26

market return. Consistent with this observation, the financial forecasters in the
Federal Reserve Bank of Philadelphia survey expect a market return of 6.80%
over the next ten years. In addition, the third quarter 2008 CFOQ Magazine —
Duke University Survey of over 500 CFOs shows an expected return on the

S&P 500 of 7.79% over the next ten years.

TO CONCLUDE THIS DISCUSSION, PLEASE SUMMARIZE DR.
AVERA’S MARKET RISK PREMIUM AND CAPM RESULTS IN
LIGHT OF THE EVIDENCE ON RISK PREMIUMS IN TODAY’S
MARKETS.

Dr. Avera’s market risk premium of 8.9% is well in excess of the equity risk
premium estimates discovered in recent academic studies by leading finance
scholars and is especially out of touch with the real world of finance.
Investment banks, consulting firms, and CFOs use the equity risk premium
concept every day in making financing, investment, and valuation decisions.

The results of studies and surveys from the real world of finance indicate an

equity risk premium in the 4 percent range and not in the 8 percent range.

D. Expected Earnings Approach

PLEASE DISCUSS DR. AVERA'S EXPECTED EARNINGS
ANALYSIS.

In pages 41-42 of his testimony and Exhibit WEA-7, Dr. Avera estimates an

equity cost rate of 11.8% for the Company employing an approach he calls the
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Expected Eamings (“EE”) approach. His methodology simply involves using
the expected ROE for the companies in his proxy group as estimated by Value
Line. This approach is fundamentally flawed for several reasons. First, these
results include the profits associated with the unregulated operations of the
utility proxy group. As previously noted, the unregulated operations are
significant for several of the utility proxy companies. More importantly, since
Dr. Avera has not evaluated the market-to-book ratios for these companies, he
cannot indicate whether the past and projected returns on common equity are
above or below investors' requirements. These returns on common equity are
excessive if the market-to-book ratios for these companies are above 1.0. For
example, Constellation Energy’s projected return on equity is 16.9%.
However, 1 doubt if any financial analyst, including Dr. Avera, would suggest
that Constellation has an equity cost rate of 16.9%. Indeed, the market-to-
book ratio for Constellation is about 2.0X. This indicates that its return on

equity is above its cost of equity capital.

E. Flotation Costs

PLEASE DISCUSS DR. AVERA’S ADJUSTMENT FOR FLOTATION
COSTS.

While making no specific adjustment, Dr. Avera has recommended that
flotation costs be considered in setting a return on equity for the Company.

This consideration is erroneous for several reasons. First, the Company has
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not identified any actual flotation costs. Therefore, rthe Company is requesting
annual revenues in the form of a higher return on equity for flotation costs that
have not been identified. Second, it is commonly argued that a flotation cost
adjustment (such as that used by the Company) is necessary to prevent the
dilution of the existing shareholders. In this case, a floatation cost adjustment
is justified by reference to bonds and the manner in which issuance costs are
recovered by including the amortization of bond flotation costs in annual
financing costs. However, this is incorrect for several reasons:

(1) If an equity flotation cost adjustment is similar to a debt flotation cost
adjustment, the fact that the market-to-book ratios for utility companies are
over 1.5X actually suggests that there should be a flotation cost reduction (and
not increase) to the equity cost rate. This is because when (a) a bond is issued
at a price in excess of face or book value, and (b) the difference between
market price and the book value is greater than the flotation or issuance costs,
the cost of that debt is lower than the coupon rate of the debt. The amount by
which market values of utility companies are in excess of book values is much
greater than flotation costs. Hence, if common stock flotation costs were
exactly like bond flotation costs, and one was making an explicit flotation cost
adjustment to the cost of common equity, the adjustment would be downward;
(2) If a flotation cost adjustment is needed to prevent dilution of existing
stockholders’ investment, then the reduction of the book value of stockholder
investment associated with flotation costs can occur only when a company’s

stock is selling at a market price at/or below its book value. As noted above,
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utility companies are selling at market prices well in excess of book value.
Hence, when new shares are sold, existing shareholders realize an increase in
the book value per share of their investment, not a decrease;

(3) Flotation costs consist primarily of the underwriting spread or fee and not
out-of-pocket expenses. On a per share basis, the underwriting spread is the
difference between the price the investment banker receives from investors
and the price the investment banker pays to the company. Hence, these are
not expenses that must be recovered through the regulatory process.
Furthermore, the underwriting spread is known to the investors who are
buying the new issue of stock, who are well aware of the difference between
the price they are paying to buy the stock and the price that the Company is
receiving. The offering price which they pay is what matters when investors
decide to buy a stock based on its expected return and risk prospects.
Therefore, the company is not entitled to an adjustment to the allowed return
to account for those costs; and

(4) Flotation costs, in the form of the underwriting spread, are a form of a
transaction cost in the market. They represent the difference between the
price paid by investors and the amount received by the issumg company.
Whereas the Company believes that it should be compensated for these
transactions costs, they have not accounted for other market transaction costs
in determining a cost of equity for the Company. Most notably, brokerage fees
that investors pay when they buy shares in the open market are another market

transaction cost. Brokerage fees increase the effective stock price paid by
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investors to buy shares. If the Company had included these brokerage fees or
transaction costs in their DCF analysis, the higher effective stock prices paid
for stocks would lead to lower dividend yields and equity cost rates. This

would result in a downward adjustment to their DCF equity cost rate.

DOES THIS CONCLUDE YOUR TESTIMONY?

Yes.
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Appendix A
Educational Background, Research, and Related Business Expertence
J. Randall Woolridge

1. Randall Woolridge is a Professor of Finance and the Goldman, Sachs & Co. and Frank P. Smeal Endowed
Faculty Fellow in Business Administration in the College of Business Administration of the Pennsylvania State
University in University Park, PA. In addition, Professor Woolridge is Director of the Smeal College Trading Room and
President and CEO of the Nittany Lion Fund, LLC.

Professor Woolridge received a Bachelor of Arts degree in Economics from the University of North Carolina, a
Master of Business Administration degree from the Pennsylvania State University, and a Doctor of Philosophy degree in
Business Administration {major area-finance, minor area-statistics) from the University of lowa. At Jowa he received a
Graduate Fellowship and was awarded membership in Beta Gamma Sigma, a national business honorary society. He
has taught Finance courses at the University of lowa, Commell College, and the University of Pittsburgh, as well as the
Pennsylvania State University. These courses include corporation finance, commercial and investment banking, and
investments at the undergraduate, graduate, and executive MBA levels.

Professor Woolridge's research has centered on the theoretical and empirical foundations of corporation finance
and financial markets and institutions. He has published over 35 articles in the best academic and professional journals in
the field, including the Jowrnal of Finance, the Journal of Financial Economics, and the Harvard Business Review. His
research has been cited extensively int the business press. His work has been featured in the New York Times, Forbes,
Fortune, The Economist, Financial World, Barron's, Wall Street Journal, Business Week, Washington Post, Investors'
Business Daily, Worth Magazine, US4 Today, and other publications. In addition, Dr. Woolridge has appeared as a
guest to discuss the implications of his research on CNN's Money Line, CNBC's Morning Call and Business Today,
and Bloomberg Televisions® Morning Call

Professor Woolridge's popular stock valuation book, The StreetSmart Guide to Valuing a Stock (McGraw-
Hill, 2003), was released in its second edition He has also co-authored Spinoffs and Equity Carve-Culs: Achieving
Faster Growth and Better Performance (Financial Executives Research Foundation, 1999) as well as a new
textbook entitled dpplied Principles of Finance (Kendall Hunt, 2006). Dr. Woolridge is a founder and a managing
director of www,valuepro.pel - a stock valuation website

Professor Woolridge has also consulted with and prepared research reports for major corporations, financial
instittions, and investment banking firms, and government agencies. In addition, he has divected and participated in
over 500 university- and company- sponsored professional development programs for executives in 25 countries in
North and South America, Furope, Asia, and Affica.

Dr. Woolridge has prepared testimony and/or provided consultation services in the following cases:

Pennsylvania: Dr. Woolridge has prepared testimony on behalf of the Pennsylvania Office of Consumer Advocate
in the following cases before the Pennsylvania Public Utility Commission; Bell Telephone Company (R-811819),
Peoples Natural Gas Company (R-832315), Pennsylvania Power Company (R-832409), Western Pennsylvania
Water Company (R-832381), Pennsylvania Power Company (R-842740), Pennsylvania (Gas and Water Company
(R-850178), Metropolitan Edison Company (R-860384), Pennsylvania Electric Company (R-860413), North Penn
(as Company (R-860535), Philadelphia Electric Company (R-870629), Western Pennsylvania Water Company (R-
870825), York Water Company (R-870749), Pennsylvania-American Water Company (R-880916), Equitable Gas
Company (R-880971), the Bloonisburg Water Co. (R-891494), Columbia Gas of Pennsylvania, Inc (R-891468),
Pennsylvania-American Water Company (R-90562), Breezewood Telephone Company (R-901660), York Water
Company (R-901813), Columbia Gas of Pennsylvania, Inc. (R-901873), National Fuel Gas Corporation (R-911912),
Pennsylvania-American Water Company (R-911909), Borough of Media Water Fund (R-212150), UGI Utilities,
Inc. - Electric Utility Division (R-922195), Dauphin Consolidated Water Supply Company - General Waterworks of
Pennsylvania, Inc, (R-232604), National Fuel Gas Corporation (R-932548), Commonwealth Telephone Company (I-
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920020}, Conestoga Telephone and Telegraph Company (1-920015), Peoples Natural Gas Company {R-932866),
Blue Mountain Consolidated Water Company (R-932873), National Fuel Gas Corporation (R-942991), UGI - Gas
Division (R-953207), UGI - Electric Division (R-053534), Pennsylvania~American Water Company (R-973944)},
Pennsylvania-American Water Company (R-994638), Philadelphia Suburban Water Company (R-994868;R-
994877 R-994878; R-9948790), Philadelphia Suburban Water Company (R-994868), Wellsboro Electric Company
(R-00016356), Philadelphia Subwrban Water Company (R-00016750), Natiopal Fuel Gas Corporation (R-
00038168), Pennsylvania-American Water Company {R-00038304), York Water Company (R-00049165), Valley
Energy Company (R-00049345), Wellsboro Electric Company (R-00049313), National Fuel Gas Corporation (R-
(00049656), T W. Phillips Gas and OQil Co. (R-00051178), PG Energy (R-00061365), City of Dubois Water
Company (Docket No. R-00050671), R-00049165), York Water Company (R-00061322), Emporium Water
Company (R-00061297), Pennsylvania-American Water Company (R-00072229),

New Jersey: Dr. Woolridge prepared testimony for the New Jersey Department of the Public Advocate, Division of Rate
Counsel: New Jersey-American Water Company (R-910813993), New Jersey-American Water Company (R-
920909087), and Environmental Disposal Corp. (R-94070319).

Alaska: Dr. Woolridge prepared testimony for Attorney General’s Office of Alaska: Golden Heart Utilities, Inc. and
Coliege Utilities Corp. (Water Public Ulility Service TA-29-118 and Sewer Public Utility Service TA-82-97), Anchorage
Water and Wastewater Utility (TA-106-122).

Arizona: Dr. Woolridge prepared testimony for Utility Division staff of the Arizona Corporation Commission, Arizona
Public Service Company (Docket No. E-01345A-06-0009)

Hawaii: Dr. Woolridge prepared testimony for the Hawaii Office of the Consumer Advocate: East Honolulu
Community Services, Ine. (Docket No 7718).

Delaware: D1, Woolridge prepared testimony for the Delaware Division of Public Advocate: Artesian Water Company
(R-00-649).  Dr. Woolridge prepared testimony for the staff of the Public Service Commission: Artesian Water
Company (R-06-158).

Ohio: Dr. Woolridge prepared testirnony for the Ohio Office of Consumers’ Council: SBC Ohio (Case No. 02-1280-
TP-UNC R-00-649), and Cincinnati Gas & Electric Company {Case No. 05-0059-EL-AIR).

Texas: Dr. Woolridge prepared testimony for the Atmos Cities Steering Committee: Mid-Texas Division of Atmos
Energy Corp. {Docket No. 9670).

New York: Dr. Woolridge prepared testimony for the County of Nassau in New York State: Long Island Lighting
Company (PSC Case No. 942354).

Florida: Dr. Woolridge prepared testimony for the Office of Public Counsel in Florida: Florida Power & Light Co
{Docket No. 050045-EL),

Indiaga: Dr. Woolridge prepared testimony for the Indiana Office of Utility Constumer Counsel (OUCC) in the
following cases: Scuthern Indiana Gas and Electric Company (JURC Cause No. 43111 and JURC Cause No. 43112).

Oklahoma: Dr Woolridge prepared testimony for the Oklahoma Industrial Energy Companies (OIEC) in the following
cases: Public Service Company of Oklahoma (Canse No. PUD 200600285), Oklahoma Gas & Electric Company (Cause
No. PUD 200700012
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Appendix A
Educational Background, Research, and Related Business Experience
J. Randall Woolridge

Connecticut: Dr. Woolridge prepared testimony for the Office of Consumer Counsel in Connecticut: United
Hluminating (Docket No. 96-03-29), Yankee Gas Company (Docket No. 04-06-01), Southern Connecticut (Gas
Company (Docket No. 03-03-17), the United Illuminating Company (Docket No. 05-06-04), Connecticut Light and
Power Company (Docket No. 05-07-18), Birmingham Utilities, Inc. (Docket No. 06-05-10), Connecticut Water
Company (Docket No. 06-07-08), Connecticut Natural Gas Corp. (Docket No  06-03-04), Aquarion Water Company
(Docket No. 07-05-09), Yankee Gas Company (Docket No. 06-12-02), and Connecticut Light and Power Company
{Docket No. 07-07-01).

California: Dr. Woolridge prepared testimony for the Office of Ratepayer Advocate in California: San Gabriel Valley
Water Company {Docket No. 05-08-021), Pacific Gas & Electric (Docket No. 07-05-008), San Diego Gas & Electric
(Docket No. 07-05-007), and Southern California Edison (Docket No. 07-05-003).

Seuth Carolina: Dr. Woolridge prepared testimony for the Office of Regulatory Staff in South Carolina: South
Carolina Electric and Gas Company (Docket No, 2005-113-G), Carolina Water Service Co. (Docket No. 2006-87-WS},
Tega Cay Water Company (Docket No. 2006-97-WS§), United Utilities Companies, Inc. (Docket No. 2006-107-WS).

Missouri: Dr. Woolridge prepared testimony for the Department of Energy in Missowri: Kansas City Power & Light
Company (CASE NO. ER-2006-0314). Dr. Woolridge prepared testimony for the Office of Attorney General of
Missouri: Union Electric Company (CASE NO. ER-20(7-0002)

Kentucky: Dr. Woolridge prepared testimony for the Office of Attorney General in Kentucky: Kentucky-American
‘Water Company (Case No. 2004-00103), Union Heat, Light, and Power Company (Case No. 2004-00042), Kentucky
Power Company (Case No. 2005-00341), Union Heat, Light, and Power Company (Case No. 2006-00172), Atmos
Energy Corp. (Case No. 2006-00464), Columbia Gas Company (Case No. 2007-00008), Delta Natural Gas Company
(Case No. 2007-00089), Kentucky- American Water Company (Case No. 2067-00143)

Washington, D.C.: Dr. Woolridge prepared testimony for the Office of the People's Counsel in the District of Columbia:
Potomac Electric Power Company (Formal Case No. 939),

" Washington: Dr. Woolridge consulted with trial staff of the Washington Utilities and Transportation Commission
on the following cases: Puget Energy Corp (Docket Nos, UE-011570 and UG-011571); and Avista Corporation
{Docket No. UE-011514).

Kansas: Dr. Woolridge prepared testimony on behalf of the Kansas Citizens’ Utility Ratepayer Board in the following
cases; Western Resources Inc. {(Docket No. 01-WSRE-949-GIE), UtiliCorp (Docket No. 02-UTC(701-Ci(F), and
‘Westar Energy, Inc. {Docket No. 05-WSEE-981-RTS),

FERC: Dr. Woolridge has prepared testimony on behalf of the Pennsylvania Office of Consumer Advocate in the
following cases before the Federal Energy Regulatory Commission: National Fuel Gas Supply Corporation (RP-92-73-
000) and Columbia Gulf Transrmission Company (RP97-52-000).

Vermont: Dr. Woolridge prepared testimony for the Department of Public Service in the Central Vermont Public
Service (Docket No. 6988) and Vermont Gas Systems, Inc. (Docket No. 7160).
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Louisville Gas & Electric Company
Cost of Capital
Electric Utility Operations
Capitalization at Apri} 30, 2008
e Cap_i_ta_hzatmn Capltnlmahon ol Cost Weighted.
 Capital Source il LT Amount* ] Ratio* L0 Rate CostRafe:
Short-Term Debt 42,350 2.38% 8.06%
Long-Term Debt 803,558 45.14% 2.39%
Common Lquity 934,171 52.48% 5.20%
Total 1,780,079 160.06% 7.65%
Gas Utlity Operations

Capitalizatiﬂn at April 3G, 2008

CopitlSouree

C‘lpltahzatzon  Capitalization 1

i sCost Rate

- Anjount* --.'-=--55'1:_Ra’tiu.*.rﬂ. e
Short-Term: Debt 10,126 2.38% 0.866%
Leng-Term Debt 152,138 45.14% 2.35%
Commen Equity 223,369 52.48% 4.83%
Total 425,633 100.00% 7.28%

Capitalization ratios developed on page | of Exhibit JRW-3
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Louisville Gas & Electric Company
Summary Financial Statistics
Panel A
Electric Proxy Group
Operating | Percent Moody's | Long-Term Commen | Retura | Market
Revenue Elec Net Plant Bond Interest Primary Service Equity on to Book
Company (5mil) Revenue (Smil) Rating Coverage Areg Ratio* Equity | Ratio
ALLETE, Inc, (NYSE-ALE) 849.8 87 1,153.%1 NR 6.0 MN, W§ 60 13.2 163
Amercn Corperation (NYSE-AEL) 7,671.0 821 155660 Baa? 4.2 IL, MO 46 164 129
American Electric Power Co. (NYSE-AEP) 14,078.0 98]  31,004.0 Baal 34 11 States 39 14.9 145
Central Verment Public Serv. Corp. (NYSE-C 340.7 100 327.6 NR 4.1 VT 50 8.8 133
Clece Corperation (NYSE-CNIL) 10427 95 1,877.6 Baal 25 LA 49 1.5 149]
DPL Inc {NYSE-DPL) 1,552.1 160f  2,793.0 A2 6.2 OH 36 NM 308
Edison International (NYSE-EIX) 13,283.0 80;  17,698.0 A2 21 CA 43 12.7 173
Empire District Electric Co. (NYSE-EDE) 501.2 87 1,222.3 Baal 2.2 MO,KS,0K AR 45 7.8 126
FirstEnerpy Corporation (NYSE-TE) 13,2420 88 16,703.0 Baal 4.6 OH,PANJ 40 13.7 237
FPL Group, Inc, (NYSE-FPL) 15278.0 76] 30.499.0 And 3.2 FL 42 12.1 230
Hawaiian Electric Industrics, Inc. (NYSE-HF) 2,712.0 41 14605 Baa2 2.9 54 29 9.3 163
IDACORP, Inc. (NYSE-IDA) 9026 100 2,687.8 A3 24 IDOR 46 6.6 114
Northeast Utilities (NYSE-NU) 5,637.9 84 7.452.6 Bial 2.8 CT,NH,MA 42 7.9 1443
NSTAR (NYSE-NST) 3,173.0 78 4,176.9 Al 3.3 MA 40 T4 207
Pinnacle West Capital Corp. (NYSE-PNW) 3,628.0 86 8,570.% Baa2 3.0 AZ 52 3.8 94
PNM Resources, Inc, (NYSE-PNM) 1,625.0 1681 29727 Baa3 0.0 NM 40 NIV 57
Propress Energy Ine, (NYSE-PGN) 8,885.0 100 16,986.0 A2 2.9 NC,SC,FL 46 1.3 134]
Southern Company (NYSE-SO) 16,070.1 99| 34,5626 A2 4.1 GAALFL.MS 41 13.7 227
UIL Holdings Corporation (NYSE-UIL) 941.5 160, 965.6 Baa2 4.2 CT 44 10.5 180/
UniSource Eperpy Corporation (NYSE-UNS) 1,424.2 85 2,505.8 Baa2 1.7 AL 26 6.5 160
Xcel Encrpy Inc, (NYSE-XEL) 10,298.9 78] 16,955.% Al 2.9 CO,MN WS NDSDME 43 9.9 141
Mean 5,863.7 89| 104354 | Baal 3.3 43 10.2 163
Data Source: AUS Utility Reports , Seplember, 2008; Service Aren mnd Long-Term Interest Covernge are from Value Line Investment Survey , 2008
Panci B
Gas Proxy Group
Operating | Percent Meody's Pre-Tax Common | Return | Market
Revenue Gas Net Plant Bond Interest Primary Service Equity on to Book
Company (Smil) Revenue (Smil) Rating Coverage Area Ratio* Equity | Ratie
AGL Resources Ine. (NVSE-ATG) 21,5100 68% 3,563.0 Al 3.0 GAVA 44 8.3% 1.49
EAKY,TX,
Atmos Enerpy Corporation (NYSE-ATO) 6,782.71  52% 4,012.9 Baa3 2.8 CO,KS 49 8.4% 1.17
Laclede Group, Inc. (NYSE-1LG) 218l 53% 813.1 Al 340 MO 57 13.2% 2.12
New Jersey Resources Corp. (NYSE-NJR) 3,244.3]  33% 990.4 NR 4.8 NJ,Cagada 55 NM 227
NICOR Inc. (NYSE-GAS) 3,437.3 84% 2,759.6 Al 5.9 1L 65 14.3% 2.07
Nortlwest Natural Gas Co. (NYSE-NWHN) 10268 98% 1,443.8 A2 4.0 OR,WA 52 11.6% 2.02
Pledment Natural Gas Co,, Inc. (NYSE-PNY) 1,9251) 82% 2,191.6 A3 4.8 NC,SC, TN 51 12.1% 2.21
South Jersey Industries, Ine. {NYSE-SJD 936.8 G295 956.9 Baal 3.3 NJ 56 12.6% 2.09
Southwest Gas Corporation (NYSE-SWX) 2,172.8 84% 2,866.6 Baa3 2.3 AZNV,CA 46 B8.3% 1.24
WGL Holdings, Inc. (NYSE-WGE) 2.564.8 59% 2,168.7 Al 5.7 DC,MD, VA 58 12.2% 1.51
Mean 2,671.7 68% 2,176.7 A3 3.0 53 11.2% 1.82

Data Source: AUS Ulility Reports, Seplember, 2008; Service Area, and Pre-Tax Interest Coverage is from Value Line Investment Survey , 2008



Exhibit JRW-3
Louisville Gas & Electric Company
Capital Structure Ratios

Panel A - LG&E Recommended Capitalization Ratios

Capitalization
Capital Ratios
Short-Term Debt 2.38%
Long-Term Debt 45.14%
Common Equity 52.48%
Total Capital 100.00%

Source: Testimony of Mr. S. Bradford Rives

Panel B - LG&E - OAG Capitalization Ratios
Electric Utility Operations

Short-Term Debt 42,350 2.38%
Long-Term Debt 803,558  45.14%
Common Equity 934,171  52.48%
Total 1,780,079 100.00%
Gas Utility Operations
Short-Term Debt 10,126 2.38%
Long-Term Debt 192,138  45.14%
Common Equity 223,369  52.48%
Total 425,633 100.00%

Case No. 2008-00252
Exhibit JRW-3
Page 1 of 2
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Exhibit JRW-3
Louisville Gas & Electric Company

Company Jan Feb | Mar | Apr | May | June | July { Aug Sep Qct § Mean
ALLETLE, Inc. (NYSE-ALE) 62.0 | 620 | 63.0 ] 63.0 | 63.0 | 600 | 60,0 | 60.0 | 600 § 570 | 6.0
Ameren Corporation (NYSE-ALE) 490 | 490 | 490 | 47.0 | 47.0 | 470 | 470 | 470 | 460 | 460 | 474
American Electric Power Co. (NYSE-AEP) 390 1 390 § 39.0 | 39.0 | 390 | 350 | 390 | 39.0 § 3190 | 39.0 | 3990
Central Vermont Public Serv. Corp. (NYSE-CV) | 59.0 | 590 | 59.0 | 600 | 60.0 § 510 | 510 | 510 | 500 | 500 ) 556
Cleco Corporation {(NYSE-CNL) 56.0 | 560 | 560 | 54.0 | 540 | 51.0 | S5t0 | S1G 1 490 | 490 | 527
DPL Inc(NYSE-DPL) 340 | 340 {1 340 { 350 1 350 | 350 | 360 | 360 1 360 | 3950 | 354
Edison Internationat (NYSE-ELX) 440 | 440 | 440 | 440 | 440 | 43.0 | 430 | 430 | 430 | 420 | 434
Empire District Electric Co. (NYSE-EDE) 450 | 450 | 450 | 480 | 480 | 450 | 450 1 450 | 450 | 440 § 455
FirstEnergy Corporation (NYSE-FE) 430 | 430 | 430 | 420 | 420 | 410 ] 41.0 1 410 | 400 § 400 | 416
FPL Group, Inc, (NYSE-FPL) 430 | 430 | 43.0 | 440 | 440 | 430 | 430 1 430 | 42.0 1 420 | 43.0
Hawaiian Electric Industries, Inc. (NYSE-HE} 270 1 270 | 270 | 270 1 27.0 | 290 | 290 | 290 | 350 | 380 | 289
IDACORP, Inc. (NYSE-IDA) 480 | 48.0 | 48.0 | 47.0 | 47.0 | 460 | 460 | 460 | 460 | 460 | 468
Northeast Utilities (NYSE-NI) 430 | 43.0 | 43.0 | 430 | 43.0 { 420 { 420 | 420 | 420 | 400 | 423
NSTAR (NYSE-NST) 41.0 | 410 | 40.0 | 400 | 40.0 { 400 ] 400 | 400 | 400 | 400 | 462
Pinnacle West Capital Corp. (NYSE-PNW) 500 ] 506 | S0.0 { 49.0 | 490 | 490 | 490 ) 490 1 520 | 520 | 49.9
PNM Resources, Inc. (NYSE-PNM) 470 | 470 1 47.0 { 47.0 1 470 | 470 | 40.0 | 400 § 400 | 410 | 443
Progress Enerpy Inc. (NYSE-PGN) 460 | 460 | 46.0 | 460 | 460 | 460 | 460 | 460 | 46.0 | 430 { 457
Soeuthern Company (NYSE-SO) 420 | 420 | 420 | 410 | 410 | 410 | 410 ¢ 410 | 410 ] 410 § 41.3
UKL Holdings Corporation (NYSE-UIL) 440 | 440 | 440 | 440 | 440 | 440 | 440 | 440 | 440 | 440 | 440
UniSource Encrgy Corporstion (NYSE-UNS) 280 | 280 | 280 | 200 1 29.0 | 27.0 | 27.0 1 27.0 | 260 | 260 ] 275
Xcel Energy Inc. (NYSE-XEL) 430 | 430 | 430 | 440 | 440} 43.0 | 430 | 43.0 | 430 | 42.0 | 431
Mean 44.4 44.4 44.4 44,4 44.4 43.3 43.0 43.0 42,8 42.9 43.7

Data Source: AUS Utility Reports
Panel B
Gas Proxy Group

| Company Jan Feb | Mar { Apr | May | Junc | July | Aug | Sep Oct | Mean
AGL Resources Inc. (NYSE-ATG) 43.0 1 430 | 420 | 42.0 ] 420 | 470 | 470 | 470 | 440 | 440 | 441
Atmos Encrgy Corporation (NYSE-ATO) 46.0 { 460 | 47.0 | 47.0 | 470 | 50.0 | 500 | SO0 | 490 | 490 | 481
Laclede Group, Inc. (NYSE-LG) 410 | 410 | 400 | 400 | 400 | 400 | 480 | 480 | 57.0 1 570 | 452
New Jersey Resources Corp. (NYSE-NIR) 500 | 500 | 490 | 490 | 490 ] 550 | 550 | 550 | 55.0 { 51.0 518
NICOR Inc. (NYSE-GAS) 580 | 580 | 580 | 520 | 520 § 650 | 650 | 650 | 650 | 660 | 604
Northwest Natural Gas Co. (NYSE-NWN) 480 | 480 | 480 | 470 | 470 | 520 | 52.0 { 52.0 | 520 | 520 | 498
Piedmont Natural Gas Co., Inc. (NYSE-PNY) 480 | 460 | 460 | 450 | 450 | 450 | 510 | 510 | 510 1 480 | 47.6
Soutls Jersey Industrics, Ine. (NYSE-SJT) 480 | 48,0 | 480 | 50.0 | 500 | 56.0 | 560 | 560 | 560 | 52.0 | 52.0
Southwest Gas Corporation (NYSE-SWX} 430 | 43.0 F 430 | 43.0 | 430 | 460 | 460 | 460 | 460 | 460 | 445
WGL Holdings, Inc. (NYSE-WGL) 540 1 540 | 510 | 510 F 510 | 580 1 580 | 580 | 58.0 | 60.0 { S553
|Mean 47.9 47.7 47,2 46.6 46.6 514 52.8 52.8 533 52.5 49.9

Data Source: AUS Urility Reports
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Exhibit JRW-4
Long-Term 'A' Rated Public Utility Bonds
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Exhibit JRW-5
Industry Average Betas
Number Number Number
Industry Name of Firms Beta Industry Name of Firms Beta Industry Name of Firms Beta

Semiconductor 138 2.5% {Telecom. Services 152 1.34 jUtility (Forcign} 6 1.0
Semiconductor Equip i6 2.51 {Efectronics 179 1.32 {Petroleum (Producing) 186 1.00
Wireless Networking 74 2.20 |Investment Co.(Foreign} 15 1.21 {Environmental 89 1.00
E-Commerce 56 2.08 |Educational Services 39 1.27 |Grocery 15 .69
Entertainment Tech 38 2.06 |Retail (Special Lines) [6d 1.26 |Home Appliance 1§ (.95
Telecom, Equipment 124 1.98 |Hotel/Gaming 15 1.25 |Imsurance (Life) 40 (0,94
Steel {Integrated) 14 1.97 jHeavy Construction 12 1.25 (Electsic Util. {Central) 25 0,93
Internet 266 .97 |Retail Building Supply 9 1.23 {Paper/Forest Products 39 0.53
Manuf. Housing/RV 18 1.92 |Raiload 16 [.23 |Restaurant 75 0.93
Power 58 1.87 |industral Services 196 1.22 |Natural Gas (Div.) 31 (.93
Computers/Peripherals 144 1.86 {Newspaper 18 1.21 |Healthcare Information 38 (.91
Drug 368 1.78 iAcrospace/Drefense 69 1.19 {Propery Management 12 .91
Coal 18 1.71 {Metal Fabricating 37 1.19 {RELT, 147 0.90
Sieel (General) 26 1.71 |Machinery 126 1.19 |Household Products 28 (.89
Securitics Brokerage 31 1.66 |Chemical {Diversified) 37 1.16 |Insurance (Prop/Cas.) 87 0.80
Precision Instrument 103 1.66 |Financizl Sves. (Div.} 294 1.14 |Beverage 44 (.89
Homebuilding 36 I.64 [Office Equip/Supplies 25 1.13 |Electric Utility (West) 17 0.88
Advertising 40 .60 (Packaging & Comtainer 35 1.12 |Maritime 52 1,87
Retail Automotive 16 1.58 {Precious Metals 84 1.1} jApparel 57 0.87
Cable TV 23 i.56 |Retai] Store 42 [.1I jBank (Midwest) 38 0.85
Computer Software/Sves 376 .56 |Fum/Home Furnishings 39 1.10 IToiletdes/Cosmetics 21 0.85
Auto & Truck 28 1.54 |Oiifield Sves/Equip. 113 .10 |Electric Utility {East) 27 0.84
Recreation 73 1.54 |Medical Services 178 1,10 |Canadian Energy I3 0.80
Enterainment 93 1,53 |Foreign Elecironics 10 1.08 |Food Wholesalers 19 0.79

“hemical (Basic) 19 1.52 iBuilding Materials 49 1.07 |Water Utidity 16 0.78
Biotechnology 103 1.51 iPharmacy Services 19 1,07 Natural Gas Utility 26 0.78
Shoe 20 1.47 {Chemical {Specialty) 9 1.06 {Food Processing 123 0.77
Auto Parts 56 145 |Metals & Mining (Div.} 78 1.05 10il/Gas Distribution 15 0.72
Medical Supplics 274 1.43 |Infosmation Services 38 1,05 Jlnvestment Co. 18 0.71
| Air Transport 49 1.40 |Trucking 32 1.04 |Tobacco 11 0.70
Husman Resources 35 1.38 |Diversified Co. 1067 1.03 [Bank {Canadian) 8 0.67
Publishing 44 1.35 {Petroleum {Integrated) 26 1,02 |Bank 504 0.63
Electrical Equipment 86 1.35 {Reinsurance 11 1.01 |Thrift 234 .59
Patz Source; hitp:/fpages stern nyu edu/~adamodar/ Tolal/Average 7364 1,24
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Louisville Gas & Electric Company
Discounted Cash Flow Analysis

Panel A
Electric Proxy Group
Dividend Yield* 4.3%
Adjustment Factor 1.0275
Adjusted Dividend Yield 4.4%
Growth Rate** ?.;....—5-—-—:/3
Equity Cost Rate 9.9%
Panel B
Gas Proxy Group
Dividend Yield* 3.6%
Adjustment Factor 1.0275
Adjusted Dividend Yield 3.7%
Growth Rate** 5.5%
Equity Cost Rate 5-3,0_/0‘

* Page 2 of Exhibit JRW-6
** Based on data provided on pages 3, 4, and
5 of Exhibit JRW-6
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Louisville Gas & Electric Company
Monthly Dividend Yields
May-October 2008
Panel A
Electric Proxy Group

Company May June . July Aug Sep Oct Mean
ALLETE, Inc. (NYSE-ALE} 4.1% 4.0% 18% 4.2% 4.0% 3.8% 4.9%
Ameren Corporation (NYSE-AEE) 5.5% 5.5% 5.9% 6.3% 6.0% 6,1% 5.9%
American Electric Power Co. (NYSE-AEP) 3.7% 3.8% 3.9% 4.2% 4.3% 4.3% 4.0%
Central Vermont Public Serv, Corp. (INYSE-CV) 37% 4.1% 4, 7% 4.4% 3.7% 3.7% 4.1%
Cleco Corporation (NYSE-CNL) 3.7% 3.6% 3.7% 3.8% 3.5% 3.4% 3.6%
DPL In¢ (NYSE-DPL) 4.0% 3.9% 3.9% 4,1% 4.5% 4.2% 4.1%
Edison International (NYSE-EIX) 2.3% 2.3% 2.4% 2.4% 2.7% 3.0% 2,5%
Empire District Electric Co. (NYSE-EDE) 5.9% 6.1% 6.4% 6.7% 5.9% 5.6% 6.1%
FirstEnergy Corporation (NY SE-FE) 2.9% 2.9% 2.8% 2.9% 3.1% 3.2% 3.0%
FPL Group, Inc. (INYSE-FPL) 2,7% 2.7% 2.7% 2.7% 2.9% 3.2% 2.8%
Hawaiian Blectric Industries, Inc. (NYSE-HIE) 5.0% 4.7% 4.7% 5.2% 4.9% 4.4% 4.8%
IDACORP, Inc. (NYSE-IDA) 1.7% 3.8% 3.8% 4.1% 3.9% 3.8% 3.9%
Northeast Utilities (NYSE-NU) 3.0% 3.0% 3.2% 3.5% 3.1% 3.2% 3.2%
NSTAR (NYSE-NST) 4.4% 4.2% 4.1% 4.4% 4.2% 3.9% 4.2%
Pinnacle West Capital Corp. (NYSE-PNW) 5.8% 6.2% 6.5% 6.7% 6.0% 6.0% 6,2%

NM Resources, Inc, (NYSE-PNM) 6.7% 6.5% 6.8% 8.0% 4,2% 4.2% 6.1%
Progress Energy Inc. (NYSE-PGN) 5.8% 5.8% 5.8% 6.8% 5.6% 5.5% 5.8%
Southern Company (NYSE-80) 4.4% 4.5% 4.8% 4.8% 4.5% 4.4% 4.6%
UTL Holdings Corporation (NYSE-UIL) 5.6% 5,5% 5.4% 5,9% 5.1% 4,9% 5.4%
UniSource Energy Corporation (NYSE-UNS) 3.6% 2.9% 2.8% 3.2% 2.9% 3.1% 3.1%
Xcel Energy Inc. (NYSE-XEL) 4.4% 4.3% 4.6% 4.8% 4.6% 4.4% 4,5%
Mean 4.3% 4.3% 4.4% 4.7% 4.3% 4.2% 4.4%
Source: 4US Utility Reports , monthly issues

Panci B
Gas Proxy Group

Company May Juane July Aug Sep Oct Mean
AGL Resources Inc. (NYSE-ATG) 4.7% 4.6% 4.9% 5.0% 5.1% 5,0% 4.9%
Atmos Energy Corporation (NYSE-ATO) 4.8% 4.6% 4.8% 5.1% 4.7% 4,6% 4.8%
Laclede Group, Inc, (NYSE-LG) 4.1% 3.6% 3. 7% 3.9% 3.2% 3.0% 3.6%
New Jersey Resources Corp. (NYSE-NJR) 3.4% 3.3% 3.3% 3.8% 3.1% 2.9% 3.3%
NICOR Iic. (NYSE-GAS) 5.2% 4.7% 4.3% 4.8% 4.2% 3.7% 4.5%
Northwest Natural Gas Co. (NYSE-NWN) 3.3% 3.4% 3.2% 3.4% 3.1% 2.8% 3.2%
Piedmont Natural Gas Co., Inc. (NYSE-PNY) 3.8% 3.9% 3.8% 4.2% 3.7% 3.1% 3.7%
South Jersey Industries, Inc. (NYSE-SIT) 2.9% 2.8% 2.8% 2.9% 3.1% 2.8% 2.8%
Southwest Gas Corporation (NYSE-SWX) 3.0% 2.9% 2.9% 3.2% 3.0% 2.8% 3.0%
WGL Holdings, Inc. INYSE-WGL) 4.2% 4,0% 4.0% 4.2% 4.3% 4,0% 4.1%
Mean 3.9% 3.8% 3.8% 4.0% 3.8% 3.5% 3.8%

Drata Source: AUS Utility Reports , monthly issues.
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Louisville Gas & Electric Company
DCF Equity Cost Growth Rate Measures
Value Line Historic Growth Rates
Panel A
Electric Proxy Group
Value Line Historic Growth
Company Past 10 Years Past 5 Years
Baok Book

Earnings| Dividends| Value | Earnings|Dividends Value
ALLETE, Inc. (NYSE-ALE) NA NA NA NA NA NA
Ameren Corporation (NYSE-AEE) 1.0% 0.0% 3.5% -0,5% 0.0% 5.5%
American Electric Power Co, (NYSE-AEP) -10% -4,5% 0.0% 3.0% -9.0% 0.6%
Central Vermont Public Serv, Corp. (NYSE-CV) | -2.5% 1,0% 1.0% -2.5% 1.0% 2.0%
Cleco Corporation (NYSE-CNL) 2.5% 1.5% 6.5% ~2.0% 0.5% 7.0%
DPL Inc.(NYSE-DPL) 1.0% 1.5% -0.5% -1.0% 10% 2.5%
Edison International (NYSE-EIX) 7.0% 1.6% 4.5% 0.0% 0.0% 17.5%
Empire District Electric Co. (NYSE-EDE) ~1.0% 9.0% 2.0% 2.0% 0.0% 2.0%
FirstEnergy Corporation (NYSE-FE} 6.0% 2.0% 5.5% 6.0% 4.5% 4.5%
FPL Group, Inc. (NYSE-FPL}) 6.0% 5.0% 6.5% 6.5% 6.5% 7.5%
Hawatian Electric Industries, Inc, (NYSE-HE) -0.5% 0.5% 1.5% -3.0% 0.0% 2.0%
IDACORP, Inc. (NYSE-IDA) -1.0% ~-4.5% 3.5% -7.0% -8.5% 2.5%
Northeast Utilities (NY SE-NU) 11.0% -4.5% 0.5% 8.5% 10.0% 2.5%
NSTAR (NYSE-NST) 4.5% 3.0% 3.5% 3.5% 3.5% 4.0%
Pinnacle West Capital Corp, (NYSE-PNW) 1.0% 7.0% 4.5% -2.5% 5.5% 3.5%
PNM Resources, Inc. (NYSE-PNM} 2.0% 14.5% 5.5% -5.0% 9.5% 5.0%
Progress Energy Inc. (NYSE-PGN) 0.0% 3.0% 6.0% -4.5% 2.5% 3.0%
Southern Company (NYSE-S0) 3.0% 2,0% 1.0% 3.5% 2.5% 3.0%
UIL Holdings Corpoa‘aﬁon {(NYSE-UIL) -2.0% 4.0% 0.5% -6.0% 0.0% -1.0%
UniSource Energy Corporation (NYSE-UNS) -5.5% 3.0% 17.5% 3.0% 15.5% 8.5%
Xcel Ener_g_y Inc. (NYSE-XEL) ~3.5% -4,5% -1.0% -2.0% -8.5% -1.5%
Mean 1.4% 1.2% 3.6% 6.0% 1.8% 4.0%
Median 1.0% 1.0% 3.5% -0.8% 1.0% 3.0%
Data Source: Value Line Investment Survey. 2008, Average of Mean and Median ¥ 1.7%

Panel B
Gas Proxy Group
Value Line Historic Growth
Company Past 10 Years Past 5 Years
Book Book

Earnings| Dividends Value |Earnings|Dividends] Value
AGL Resources Inc. (NYSE-ATG) 70% 2.5% 6.5% 15.0% 4.0% 16.5%
Atmos Energy Corporation (NYSE-ATO) 3.5% 2.5% 7.0% 7.5% 1.5% 9.8%
Laclede Group, Inc. (NYSE-LG) 3.0% 1.0% 3.0% 9.5% 1.0% 4.5%
New Jersey Resources Corp. (NYSE-NJR) 6.5% 3.5% 7.5% 6.0% 4.0% 10.0%
NICOR Inc. (NYSE-GAS) 1.5% 3.5% 3.0% -1.5% 1.0% 4.0%
Northwest Natural Gas Co, (NYSE-NWN) 3.0% 1.5% 3.5% 6.5% 2.0% 3.5%
Piedmont Natural Gas Co., Inc. (NYSE-PNY) 5.0% 5.0% 6.0% 6.0% 4.5% 6.5%
South Jersey Industries, Inc. (NYSE-SH) 9.5% 2.5% 7.5% 12.5% 4.5% 12.5%
Southwest Gas Corporation (NYSE-SWX) 12.0% 0.0% 3.0% 6.0% 0.0% 3.5%
WL Holdings, Inc, (NYSE-WGL) 2.0% 1.5% 4.0% 5.0% 1.5% 3.5%
Mean 5.3% 2.4% 5.1% 7.3% 2.4% 6.8%
Median 4.3% 2.5% 5.0% 6.3% 1.8% 5.5%
Date Source: Value Line Investment Survey, 2008. Average of Mean and Median F 4.5%
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Louisville Gas & Electric Company
BCT Equity Cost Growth Rate Measures
Value Line Projected Growth Rates
Panel A
Eleciric Proxy Group
Value Line Value Line
Projected Growth Internal Growth
Company Est'd. '05-'07 to '11-'13 Returnon | Retention Internal
Esrpings | Dividends | Book Value Equity Rate Growth
ALLETE, Inc. (INYSE-ALE) 2.5% 5,5% 6.5% 9.5% 36.0% 3.4%
Ameren Corporation (NYSE-AEE) 1.5% 4.0% 3.0% 9.5% 28.0% 2. 7%
American Electric Power Co. (NYSE-AEP) 7.5% 8.0% 6.5% 12.0% 42.0% 5.0%
Central Vermont Public Serv. Corp. (NYSE-CV) 7.5% 8.0% 3.5% 7.5% 43.0% 3.2%
Cleco Corporation (NYSE-CNL) 10.5% 9.5% 6.0%% 11.6% 37.0% 4.1%
DPL Inc.(NYSE-DPLY 11.0% 5.0% 9.0% 19,0% 43.0% 8.2%
Edison International (NYSE-EIX) 5.0% 7.0% 9.0% 11.5% 61.0% 7.0%
Empire District Eleciric Co. (NYSE-EDE) 10.0% 1,5% 3.5% 10.5% 29.0% 3.0%
FirstEnergy Corporation (NYSE-FE) 11.9% 8.5% 7.5% 15.5% 55.0% 8.5%
FPL Group, Inc. (NYSE-FPL) 9.5% 71.5% 8.5% 13.0% 54.0% 7.0%
Hawaiian Electre Indusiries, Inc, (NYSE-HE) 1.5% 1,0% 2.5% 11.5% 33.0% 3.8%
IDACORP, Inc, (NYSE-IDA) 2.0% 0.0% 2.0% 7.5% 47.0% 3.5%
Northeast Utilities (NYSE-NLD 11.5% 6.0% 5.5% 8.5% 52.0% 4.4%
NSTAR (INYSE-NST) 7.5% 7.0% 5.5% 14.5% 38.0% 5.5%
Pinnacle West Capital Corp, (NYSE-PNW) 2.0% 2.0% 2.0% 8.0% 27.0% 2.2%
PNM Resources, Inc, (INYSE-PNM) -1.0% 1.5% 0.0% 6.0% 30.0% 1.8%
Propress Energy Ine, (NYSE-PGN) 5,0% 1.0% 1.5% 9.5% 25.0% 2.4%
Southers Company (NYSE-50) 5.5% 4,5% 6.0% 14.0% 32.0% 4.5%
UIL Holdings Corporation {(NYSE-UEL) 4.5% (.0% 1.0% 10.5% 20.0% 2.1%
UniScurce Energy Corporation (INYSE-UNS) 2.0% 6.5% 3.5% 7.5% 32.0% 2.4%
Xcel Enerpy Ine, (NYVSE-XEL) 7.5% 1.0% 4.5% 11,0% 47.0% 5.2%
Mean 6.3% 4.0% 4.6% 10.8% 38.6% 4.2%
Median 7.5% 4.5% 4.5% 10.5% 37.0% 3.9%
Averape of Mean and Median Fipures = 5.2% Average = 4.0%
Dute Source: Value Line Investment Surwy. 2008
Panel B
Gas Proxy Group
Value Line Value Line
Projected Growth Internal Growth
Company Est'd. '05-'07 te '11-'13 Returnon| Retention Internal
Earnings | Dividends | Book Value ] Equity Rate Growth
AQGL Resources Inc, (NYSE-ATG) 3.0% 4,0% 1.5% 14.6% 41.0% 5,7%
Atmos Enersy Corporation (INYSE-ATO) 4.5% 2.0% 3.5% 9.5% 42.0% 4.0%
Laclede Group, Inc. (NYSE-LG) 4.5% 2.5% 5.5% 11.5% 44.0% 5.1%
New Jersey Resonrces Com, (NYSE-NJR) 8.5% 6.0% 9.0% 12.5% 52.0% 6.5%
NICOR Inc. (NYSE-GAS) 5.0% 0.0% 5.0% 14.0% 49.0% 6.9%%
Northwest Natural Gas Co, (INYSE-NWN) 7.0% 5.5% 3.5% 11.0% 44.0% 4.8%
Piedmont Natural Gas Co., Inc. (NYSE-PNY) 7.0% 4.0% 4.0% 13.6% 40.0% 5.2%
South Jersey Industries, Inc, (NYSE-SID 6.0% 5.5% 3.5% 16.5% 58.0% 9.6%
Souwthwest Gas Corporation (NYSE-SW3X) 7.5% 4.0% 4.0% 9.5%% 69.0% 6.6%
WGL Holdings, Inc. (NYSE-WGL) 3.5% 2,8% 5.0% 10.5% 39.0% 4.1%
[Mecan 5.7% 3.6% 4,5% 12,2% 47.8% 5.8%
Median 5.5% 4,0% 4.0% 12.0% 44.0% 5.5%
Average of Mean and Medinn Flgures = 4.5% Avernge = 5.7%

Data Source: Palue Line Investment Survey, 2008.
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Louisville Gas & Electric Company
DCF Equity Cost Growth Rate Measures
Analysts Projected EPS Growih Rate Estimates
Pancl A
Electric Proxy Group
Bloomberp Zack's
Company Sym Mean # Estimates Mean # Estimates Averagg_
ALLETE, Inc, (NYSE-ALE) ALE 7.50% 2 5.00% 1 6.25%
Ameren Corporation (NYSE-AEE) AEE 6.50% 2 5.00% 5 5.75%
American Electric Power Co. (NYSE-AEP) AEP 4.95% 4 6.25% 4 5.60%
Central Vermont Public Serv, Corp. (NYSE-CV) CV - 0 - - -
Cleco Corporation (NYSE-CNL) CNL 14.14% 2 14.00% i 14.07%
DPL Inc.(NYSE-DPL) DPL 13.95% 2 10.67% 3 12.31%
Edison International (NYSE-EIX) EIX 8.25% 5 8.00% 3 8.13%
Empire District Electric Co. (NYSE-EDE) EDE 34.00% i - - 34.00%
FirstEnergy Corporation (NYSE-FE) FE 9.00% 3 8.33% 3 8.67%
¥PL Group, Inc, (NYSE-FPL) FPL 9.83% 7 9.97% 6 9.90%
Hawaiian Electric Industries, Inc. (NYSE-HE) HE 2.15% 2 4.17% 3 3.46%
IDACORP, Inc. (NYSE-IDA) DA 6.00% 2 6.00% 2 6.00%
Northeast Utilities (NYSE-NU) NU 7.02% 5 i0.00% 3 8.51%
NSTAR (NYSE-NST) NST 6.33% 3 6.75% 4 6.54%
Pionacle West Capital Corp. (NYSE-PNW) PNW 4.67% 3 6.67% 3 5.67%
PNM Resources, Inc. (NYSE-PNM) PNM 10,16% 5 6.00% 4 8.08%
Progress Energy Inc, (NYSE-PGN) PGN 502% 5 5.00% 6 5.01%
Southera Company (NYSE-SO) SO 5.50% 4 5.00% 5 5.25%
U1L Holdings Corporation (NYSE-UIL) UIL 6.00% 1 6.00% 1 6.00%
UniSonrce Energy Corporation (NYSE-IINS) UNS - 0 - - -
Xcel Energy Inc. (NVSE-XEL) XEL 6.00% 4 6.00% 4 6.00%
Median 6.50% 3.0 6.13% 3.0 6.25%
Source:Bloomberg October 20, 2008
Pancl B
Gas Proxy Group
Bloomberg Zack's
Company Sym Mean # Estimates Mean # Estimates Average
AGL Resources ATG 5.38% 4 4,75% 4 5.1%
Atmos Energy ATO 4.33% 6 5.43% 7 5.1%
Laclede Group, Inc, LG - - 10.00% 1 1.0%
New Jersey Resources NIR 6.33% 3 8.00% 2 7.2%
Nicor Inc. GAS 4,38% 4 5.75% 4 5.1%
Northwest Natural Gas Company NWN 4.13% 4 6.50% 4 5.3%
Piedmont Natural Gas, Inc. PNY 5.00% 1 5.60% 5 5.3%
Sonth Jersey Industries SN 7.33% 3 7.78% 4 7.5%
Southwest Gas SWX 5.33% 3 8.00% 2 6.7%
WGL Holdings, Inc. WGIL. 4.00% 1 7.50% 2 5.8%
Median 5.008% 3.2 7.00% 3.5 5,53%

Source:Bloomberg October 20, 2008
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Exhibit JRW-7

Capital Asset Pricing Model

Panel A
Electric Proxy Group

Risk-Free Interest Rate 4.50%
Beta* 0.82
Ex Ante Equity Risk Premium** 4.56%
CAPM Cost of Equity 8.2%

Panel B

Gas Proxy Group

Risk-Free Interest Rate 4.50%
Beta* 0.82
Ex Ante Equity Risk Premium** 4.56%
CAPM Cost of Equity 8.2%

* See page 2 of Exhibit JRW-7
** See page 3 of Exhibit IRW-7
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Beta
Panel A
Electric Proxy Group

Company Beta
ALLETE, Inc, (NYSE-ALE) 0.90
Ameren Corporation (NYSE-AEE) 0.80
American Electric Power Co. (NYSE-AEP) 0.85
Central Vermont Public Serv. Corp. (NYSE-CV) 1.058
Cleco Corporation (NYSE-CNL) 1.00
DPL Inc.(NYSE-DPL) (.80
Edison International (NYSE-EIX) 0.90
Empire District Electric Co. (NYSE-EDE) 0.85
FirstEnerey Corporation (N'YSE-FE) 0.75
FPL Group, Inc. (NYSE-FPL) 0.80
Hawaiian Electric Industries, Inc. (NYSE-HE) 0.75
IDACORP, Inc. (NYSE-IDA) 0.90
Northeast Utilities (NYSE-NU) .75
NSTAR (NYSE-NST) .80
Pianacle West Capital Corp, (NYSE-PNW) .80
PNM Resources, Inc. (NYSE-PNM) 1.85
Propress Energy Inc. (NYSE-PGN) 0.75
Southern Company (NYSE-S0) 0.65
UIL Holdings Corporation (NYSE-UIL) 0.80
UniSource Energy Comoration (NYSE-UNS) 0.75
Xcel Energy Inc. (NYSE-XEL) 0.80
Mean 0.82
Duta Source: Value Line Investment Survey, 2008

Panci B
Gas Proxy Group

Company Beta
AGL Regources Inc, (NYSE-ATG) 0.85
Atmos Energy Corporation (NYSE-ATQ) 0.80
Laclede Group, Inc. (NYSE-LG) 0.80
New Jersey Resources Corp. (NYSE-NJR) 0.80
NICOR Inc. (NYSE-GAS) ' 0.90
Northwest Natural Gas Co. INYSE-NWN) 0.75
Piedmont Natural Gas Co., Inc. INYSE-PNY) 0.80
South Jersey Industries, Inc. (NYSE-SJD 0.80
Southwest Gas Corporation (NYSE-SWX) 0.80
WGL Holdings, Inc. (NYSE-WGL) 0.85
Mean 0.82

Dute Source: Value Line Imvestment Survey, 2008
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Louisville Gas & Flectric Company

Survey of Professional Forecasters

Philadelphia Federal Reserve Bank

Long-Term Forecasts
Table Seven
LONG-TERM (10 YEAR) FORECASTS

SERIES: CP] INFLATION RATE SERIES: REAL GDP GROQWTH RATE
STATISTIC STATISTIC
MINIMUM 1.600 MINIMUM 2.200
LOWER QUARTILE 2.200 LOWER QUARTILE 2.500
MEDIAN 2.500 MEDIAN 2.750
UPPER QUARTILE 2.750 UPPER QUARTILE 2.800
MAXIMUM 4.200 MAXIMUM 3.160
MEAN 2.520 MEAN 2.700
STD. DEV. 0.520 STD. DEV. 0230
N 45 N 43
MISSING 5 MISSING 7
SERIES; PRODUCTIVITY GROWTH SERIES: STOCK RETURNS (S&P 500)
STATISTIC STATISTIC
MINIMUM 0900 MINIMUM 2.700
LOWER QUARTILE 1.800 LOWER QUARTILE 6.000
MEDIAN 2.000 MEDIAN 6.500
UPPER QUARTILE 2.200 UPPER QUARTILE 8.000
MAXIMUM 3.000 MAXIMUM 9.000
MEAN 2.000 MEAN 6.800
S5TD. DEV. 0.390 STD. DEV. 1.300
N 39 N 31
MISSING 11 MISSING 19
SERIES: BOND RETURNS (10-YEAR) SERIES: BILL RETURNS (3-MONTH)
STATISTIC STATISTIC
MINIMUM 3.200 MINIMUM 2.400
LOWER QUARTILE 4 500 LOWER QUARTILE 3.000
MEDIAN 5.000 MEDIAN 4.000
UPPER QUARTILE 5.200 UPPER QUARTILE 4.250
MAXIMUM 5.800 MAXIMUM 5.300
MEAN 4 840 MEAN 3.840
STD. DEV 0.590 STD. DEV. 0.680
N 38 N 38
MISSING 12 MISSING i2

Source: Philadeiphia Federal Researve Bank, Survey of Professional Forecasters, February 12, 2008,
http://www.phil frb.org/tites/spi/spfq 107 pdf
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Louisville Gas & Electric Company
CAPM
Real S&P 500 EPS Growth Rate
Infiation Real
S&P 560 Annual Inflatior Adjustment S&P 500

Yearj EPS CPI Factor EPS
1960  3.10 1.48 .10
1961 3.37 0.07 1.0} 3.35
1962  3.67 1.22 1.02 31.59
1963 4.13 1.65 1.04 3.99
1964 4,76 1.19 1.05 4.55
1965 5.30 1.92 1.07 4,97
1966 5.41 3.35 1.10 4.90
1967 5.46 3.04 1.14 4.80
1968 5.72 4.72 1.19 4.81
1969 6.10 6.11 1.26 4.83 10-Year
1970]  5.51 5.49 1.34 413 2.89%
1971 5.57 336 1.38 4.04
1972  6.17 3.41 1.43 4.33
1973 7.96 .80 1.55 5.13
1874] 9,35 12.20 1.74 5.37
1975 7.71 7.01 1.86 4.14
1676] 975 4.81 1.95 4.99
1977] 10.87 6.77 2.08 5.22
1978] 11.64 9.03 2.27 5.13
1979 14,55 13,31 2.57 5.66 10-Year
1980} 14,99 12,40 2.89 5.18 2.30%
1981]  15.18 8.94 3.15 4,82
1982 13.82 3.87 3,27 4.23
1983 13.29 3.80 340 3.91
1984 16.84 3.95 3.53 4.77
1985 15.68 3.77 3.66 4.28
19861 14,43 1.13 3.70 3.90
19871 16.04 4.41 187 4,15
1988| 22.77 4.42 4.04 5.04
1989] 24.03 4.65 422 5.69 10-Year
1990 21.73 611 4.48 4.85 -0.65%
19911 19.10 3.06 4,62 4.14
16921 18.13 2,90 4.75 3.81
19931 19.82 2,75 4.88 4.06
19941 27.05 2.67 5.01 5.40
1995] 35.35 2.54 5.14 6.838
1996] 35,78 3.32 5.31 6.74
1997] 39.56 1.70 5.40 7.33
1998] 38.23 1.61 548 6.97
1999 45,17 2.68 5.63 8.02 10-Year
2000 52.00 3.39 5.82 8.93 6 25%
2001 44.23 1.55 5.92 7.48
2002) 4724 2.38 6.06 7.80
2003)  54.15 1.88 6.17 8.77
2004 67.01 3.26 6.37 10.51 S5-Year
2005 68.32 342 6.60 10.35 3.00%
2006] 81.96 2.54 6.77 12.11
2007 87.51 4.08 7.04 12.43
Data Source; http://pages.stern.nyn.edu/~adamodar/ Real EPS Growth | 3.0%
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Louisville Gas & Electric Company
Financial Performance Indicators - Dr. Avera’s Non-Utility and Utility Proxy Groups
Non-Utility Proxy Group UDtility Proxy Group
Retum on Returnon Price To  Fixed Common
Common  Price To Fixed Asset  Common Common  Book Asset  Equity
Company Name Equity Book Value Turnover  Equity Ratio Company Name Equity Value Tumover Ratio

3M Company 3486 347 372 7450| {ALLETE 1179 155 076 6440

Abbott Labs 2491 501 145 6520] jAliant Energy 11.26 137 073 6196

Aflac Inc 18.37 245 85.70] |Consol. Edison 1043 132 0.66 5310

Allergan Inc. 15.38 346 5.74 70.20{ |Constellation Energy 14.66 0.86 217 52 40

Allgtate Corp. 21.21 080 79.50} {Dominion Resources 14.86 239 073 41 10

Anheuser-Busch 67 11 14.35 189 2560 jDuke Energy 718 099 0.41 69 10

Automatic Data Proc 1983 168 1078 9920 jEntergy Comp 14.42 223 0353 43.90

Bank of America 10.39 078 41 49| |Exelon Corp 26.89 359 078 45.70

Bard (CR) 21.99 4.42 6.39 92.501 |Integrys Energy 5.49 112 231 58 30

Becton Dickinson 2242 404 2.55 82.00] {MDU Resources 1280 148 1.16 68.40

Brown-Forman 'B* 2550 425 515 80.50] |PG&E Corp 1166 155 0.56 50.40

Coca-Cola 2750 4.95 3.40 86 .80) JPublic Serv. Enterpris: 18.07 217 097 45.50

Colgate-Palmolive 86.54 17.39 4.57 3790 |SCANA Comrp 10.81 140 0.61 4970

Commerce Bancshs. 1352 208 7240} |Sempra Energy 13.51 136 077 63.70

Fortune Brands 14.09 1.09 5.04 59.00f [Vectren Corp. 11.59 148 0.90 49 80

Gannett Co 1138 0.28 284 68.80] IWisconsin Energy 10.85 156 0.55 49.20

Gen'l Electric 1944 1.74 222 26.60) {Xcel Energy Inc, 9.07 1.23 0.60 49.40

Gen'l Mills 1976 355 4139 58.80] |Average 12.67 1.63 (.90 53.88
Genuine Parts 18.63 215 2545 91.60,
Heinz (H.J) 44.75 7.29 4.78 28 50
Yormel Foods 1578 217 641 8430
Johnson & Johnson 2789 4722 431 86.00
Kimberty-Clark 3563 459 2.26 5430
Kraft Foods 10.64 166 31,46 6790
Lilly (El} 28.27 283 217 74.80
Lockheed Martin 29.60 E: 9.69 69.50
Medtronic Inc. 25.87 404 609 66.50
Meredith Corp 2026 112 184 65.00
NIKE Inc. 'B 22.16 175 9.85 94.70
Northrop Grumman 981 091 679 80.60,
PepsiCo Inc 32.22 5.31 3.52 8020
Pfizer Inc. 23.51 1 80 308 §9.80
Procter & Gamble 17.46 290 4.05 73.20
Sigma-Aldrich 1924 187 299 88.60
Sysco Corp. 3244 4.58 12,98 63.30
Tootsie Roll Ind. 8.08 202 245 98 80
Torchmark Corp 15.70 098 B2.10
United Parcel Serv 35.86 442 281 61 .90
Walpreen Co 18.38 219 6.56 160.00
Wal-Mart Stores 19.94 334 386 65.50
Washington Federal 1024 1.14 100.00
Washington Post 833 0.97 3126 8930
Weis Markels 7.05 1.26 4.64 100.00
Average 23.53 3.53 5.44 73.60

Data Source: Value Line Investment Analyzer
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[, WALL STREET JOU

Study Suggests Bias in Analysts' Rosy Forecasts

By ANDREW EIYWARDS
Afayeh 21, 2008, Page C6

Despite an economy teetening on the brink of a recession -- i not already in one --
analysts are still painting a rosy picture of earnings growth, according to a study done
by Penn State’s Smeal College of Business.

‘The report questions analysts' impartiality five years after then-New York Attomey
General Eliot Spitzer forced analysts to pay §1 5 billion in damages after finding
evidence of bias.

“Wall Street analysts basically do two things: recommend stocks to buy and forecast
earnings,” said J Randall Woolridge, professor of finance "Previous studies suggest
their stock recommendations do not perform well, and now we show that their long-
term samings-per-share growth-rate forecasts are excessive and upwardly biaged "

The report, which examined analysts' long-term (three to five years) and one-year per-
share earnings expectations from 1984 through 2006 found that companies’ long-term
earnings growth surpassed analysts' expectations in only two instances, and those came
right after recessions

Ovwer the entire ire period, analysts' long-term forecast earnings-per~share growth
averaged 14.7%, compared with actual growth of & 1% . One-year per-share earnings
expectations were slightly more accurate: The average forecast was for 13.8% growth
and the average actual growth rate was 9 8%

" A significant factor in the upward bias in long-term earnings-rate forecasts is the
reluctance of analysts to forecast” profit declines, Mr. Woolnidge said The study found
that nearly one-third of all companies experienced profit drops over successive three-
to-five-year periods, but analysts projected drops less than 1% of the time

The study's authors said, "Analysts are rewarded for biased forecasts by their
employers, who want them to hype stocks so that the brokerage house can garmer

trading commissions and win underwriting deals "

They also concluded that analysts are under pressure to hype stocks to generate
trading commissions, and they often don't follow stocks they don't like

Write to Andrew Edwards at andrew edwards@dowjones.com
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Growth Rates
GNP, S&P 500 Price, EPS, and DPS
GDP S&P 500 | Eamings Dividends
1960 52641 358,11 3.10 1.98
1961 544771 71.55 31.37 2.04
1962 585.6 63.1 3.67 215
1963 617.7] 75.02 4.13 2.35
1964 663.6] 84.75 4.76 2.58
1965 719.1] 9243 5.30 2.83
1966 787.8] 80.33 541 2.88
1967 832.6] 9647 5.46 2,98
1968 910.0] 103.86 5.72 3.04
1969 084.6] 92.06 6.10 3.24
1970 1038.5] 92.15 5.51 3.19
1971 112711 102.09 5.57 3.16
1972 1238.3] 118.05 6.17 3.19
1973 138271 97.55 7.96 3.61
1974 1500.0f 68.56 9.35 3.72
1975 1638.31 90.19 7.71 3.73
1976 1825.3] 107.46 9.75 4.22
1977 2030.9 05.1 10.87 4.86
1978 22947 96,11 11.64 5.18
1979 256331 107.94 14.55 5.97
1980 2789.5] 135.76 14,99 6.44
1981 3128.4] 122.55 15.18 6.83
1982 325501 140.64 13.82 6.93
1983 3536.7] 164.93 13.29 7.12
1984 39332] 167.24 16.84 7.83
1985 4220.3] 211,28 15.68 8.20
1986 4462 8] '242.17 14.43 8.19
1987 4739.5] 24708 16.04 9.17
1088 5103.8f 277.72 22.77 10.22
1989 5484.4F 3534 24.03 11.73
1990 5803.1] 330.22 21.73 12.35
1991 59959] 417.09 19,10 12,97
1692 633771 435.71 18.13 12.64
1993 6657.4F 466.45 19.82 12.69
1994 7072.2F 459.27 27.05 13.36
1995 739771 615,93 35.35 14.17
1996 7816.9] 740.74 35.78 14.89
1997 8304.3{ 970.43 39.56 15.52
1998 8747.01 1229.23 38.23 16.20
1969 9268.4] 1469.25 4517 16.71
2000 9817.0f 1320.28 52.00 16.27
2001 10128.0] 1148.09 44,23 15.74
2002 10469.6] 879.82 47.24 16.08
2003 1096081 1111.91 54,15 17.88
2004 1168591 1211.92 67.01 19.41
2005 124339 1248.29 68.32 22.38 Average
2006 1319471 14183 §1.96 25.05
2007 13843.0f 1468.36 87.51 27.73
Growth 7.20% T11% 7.36% 5.77% 6.86%|

Data Sources: GDPA - http://research stlowisfed org/fred2/categories/106
S&F 500, EPS and DPS - http://pages.stern.nyu edu/~adamodar/
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Direct Testimony of
Michael J. Majoros, Jr.
Case Nos. 2008-00251 and 2008-00252

Introduction

State your name, position, and business address.

My name is Michael J. Majoros, Jr. 1 am Vice President of Snavely King Majoros
O’Connor & Lee, Inc. (“Snavely King”), located at 1111 14" Street, N.W., Suite
300, Washington, D.C. 20005.

Describe Snavely King.

Snavely King is an economic consulting firm founded in 1970 to conduct research
on a consulting basis into the rates, revenues, costs, and economic performance of
regulated firms and industries. Snavely King represents the interests of
government agencies, businesses, and individuals who are consumers of telecom,
public utility, and transportation services.

We have a professional staff of twelve economists, accountants, engineers
and cost analysts. Most of our work involves the development, preparation, and
presentation of expert witness testimony before Federal and state regulatory
agencies. Over the course of our 37-year history, members of the firm have
participated in more than 1,000 proceedings before almost all of the state
commissions and all Federal commissions that regulate utilities or transportation
industries.

Have you prepared a summary of your qualifications and experience?
Yes, Appendix A is a summary of my qualifications and experience. Appendix B
contains a tabulation of my appearances as an expert witness before state and

Federal regulatory agencies.

Page 1 of 7
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Michael J. Majoros, Jr.
Case Nos. 2008-00251 and 2008-00252
For whom are you appearing in this proceeding?
I am appearing on behalf of the Attorney General of the Commonwealth of
Kentucky (“AG”).
Subject of Testimony
What is the subject of your testimony?
My testimony addresses depreciation, specifically the Companies’ regulatory
liabilities for cost of removal.
Are you the same Michael J. Majoros, Jr. who submitted testimony in Case
Nos. 2007-00564 and 2007-00565, Louisville Gas and Electric Company and
Kentucky Utilities’ (“LG&E,” “KU,” or, collectively “the Companies™)
recent depreciation study filings?
Yes, I am. In those cases I reviewed the Companies’ depreciation proposals and
submitted my own recommended depreciation rates. My recommended rates
have been incorporated by Attorney General witness Robert Henkes in his

depreciation adjustment in the instant cases.

Cost of Removal Regulatory Liability

What is the cost of removal regulatory liability?

The cost of removal regulatory liability is the amount of money the Companies
have collected over time for cost of removal, less any amount expended for that
purpose. The Financial Accounting Standards Board’s (FASB) Statement of
Financial Accounting Standard No. 143 (“SFAS No. 143”) requires these amounts
to be shown as a regulatory liability for GAAP purposes. For ratemaking

purposes the amounts are included in accumulated depreciation. Unless the state

Page 2 of 7
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regulatory body takes action, these amounts are not specifically recognized as

regulatory liabilities for ratemaking purposes.

Q. Did you discuss the Companies’ cost of removal regulatory liabilities in your
testimony in Case Nos. 2007-00564 and 2007-00565?

A. Yes. I discussed the liabilities briefly on pages 18 and 19 of my direct testimony

in those cases, and noted that as of December 31, 2007, KU and LG&E had

reported $291.6 million and $241 million cost of removal regulatory liabilities,

respectively.! I also noted the following growth of these regulatory liabilities:

These regulatory liabilities have increased by $56.5 million (KU)

10
11
12
13
14
15
16
17
18
19
20
21
22

23

and $33.1 million (LG&E), from the amounts [ highlighted in Case
Nos. 2003-00433 and 2003-00434. In other words, just since their
last rate cases, the Companies have collected almost $90 million
more from ratepayers than they have spent on actual cost of
removal >

Did you make any recommendations in those cases regarding the cost of

removal regulatory liabilities?

No, I did not. Although I normally would make recommendations regarding the
cost of removal regulatory liability, in Case Nos. 2007-00564 and 2007-00565 I

chose to focus instead on the Companies’ unnecessary switch to the ELG

procedure and the inclusion of future inflation in their cost of removal estimates.

What do you normally recommend regarding the cost of removal regulatory

liability?

! Note that since the Companies became subsidiaries of E ON, they are no longer required to file reports

with the SEC. The most recent SEC financial reports available are as of September 30, 2006. 2007
amounts provided in responses to AG 1-100 (LG&E), 1-93 and 2-6 (KU). KU amount is KY
jurisdictional.

* Majoros Direct Testimony, Case Nos 2007-00564 and 2007-00565, page 19 Footnote deleted.

Page 3 of 7
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In most cases I recommend that this liability be reclassified from accumulated
depreciation to Account 254 - Other Regulatory Liabilities for regulatory
accounting, reporting and ratemaking purposes. Based on the policy decisions of
some consumer advocate clients, 1 have also recommended that the regulatory
liability be returned to ratepayers through a specific amortization period.
Have you made similar recommendations before the Kentucky Public
Service Commission (“KPS(C”)?
Yes. In KU and LG&E’s most recent rate cases, Case Nos. Nos. 2003-00433 and
2003-00434 1 recommended that the existing cost of removal reserve be
amortized back to ratepayers in the post-hearing brief.’ The Commission rejected
my recommendation. More recently, | proposed the establishment of a
regulatory liability for ratemaking purposes in Case No. 2005-00042 regarding
Union Light, Heat and Power Company. The proposal was not accepted.?
Why have you brought up the issue in this case?
I have brought the issue up because Staff explicitly asked the Companies about it
during discovery. Staff Third Data Request Question No. 21(c) (LG&E) and No.
22(¢c) (KU) asked the Company to “describe all favorable and unfavorable
consequences to [LG&E/KU] if the Commission were to require reclassification

of [LG&E’s/KU’s] asset removal costs from accumulated depreciation to a

* Orders, Case Nos. 2003-00433, pages 29-30 and 2003-00434, page 25.
¥ Orders, Case Nos. 2003-00433 and 2003-00434, pages 32 and 27, respectively.
% Case No. 2005-00042, Order issued December 22, 2003, p- 39
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Case Nos. 2008-00251 and 2008-00252
regulatory liability account for regulatory reporting purposes.”® I have quoted
L.G&E’s response below. KU provided a similar response.
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
with prior years’ regulatory reporting. There would 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 depreciation rates is to prevent
generational inequities. No other consequences have been
identified by LG&E.”
What is your opinion of the Companies’ responses?
The responses indicate that even LG&E and KU agree there are no real
consequences of reclassifying the cost of removal regulatory liabilities from
accumulated depreciation to a regulatory liability account for ratemaking
purposes. The alleged consequence of “inconsistency with prior reporting” does
not have merit in this case. After all, the requirement to reclassify the amounts
for GAAP purposes only came into being relatively recently, with the
implementation of SFAS No. 143 in 2003. Because the FERC declined to require
the reclassification for regulatory purposes an inconsistency developed between
the GAAP and regulatory books. Furthermore, the Companies obviously do not

shy away from accounting changes, as evident by their proposed unnecessary

switch from ALG to ELG for computing depreciation rates — a procedure change

® Staff 3 Data Request, Qs. 21(c) (LG&E) and 22(c) (KU). Note that KU was initiaily asked the question
in Staff’s 2™ Data Request, Q. 98(c) but did not address the question to Staff’s satisfaction.
” Staff 3% Data Request, Q. 21(c) (LG&E)

Page 5 of 7
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that would cause a $34.6 million increase to depreciation expense, all other things
being equal.®
Do you see any favorable consequences of the reclassification that the
Companies failed to mention?
Yes. As I mentioned earlier, because E.ON does not file 10-K reports with the
SEC, these amounts are no longer publicly available. Absent a specific request
for the amount in a proceeding such as a rate case, the Commission will not know
how much the Companies have collected for cost of removal over and above what
they have spent. Reclassification would allow the Commission to track these
amounts. Reclassification would also protect ratepayer interests in these amounts.
Without that protection, current and future ratepayers face the strong possibility of
losing substantial prepaid funds they have submitted to the Company for future
cost of removal. LG&E, KU and virtually all other utilities, consider amounts in
accumulated depreciation, even excessive amounts, to be their money, i.e. capital
recovery with no refund obligation. It is certainly fair and reasonable for any
Commission to recognize excessive cost of removal collections as a refundable
regulatory liability until the utility spends them on their intended purpose.
Have any other Commissions recognized non-legal asset retirement
obligations as regulatory liabilities?
Yes. Recently, in Application No. 04-12-014, involving Southern California

Edison Company, the California Public Utilities Commission specifically

# Majoros Direct Testimony, Case Nos. 2007-00564 and 2007-00565, page 12
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recognized that Company’s non-legal asset retirement obligations collections as a

regulatory liability.?

Recommendation

What do you recommend?

I recommend that the Commission specifically recognize LG&E and KU’s
regulatory liabilities for cost of removal as reported on their GAAP statements as
regulatory liabilities for ratemaking purposes. The Companies should be required
to report these amounts and reclassify them from accumulated depreciation to
Account 254-Other Regulatory Liabilities for regulatory accounting, reporting
and ratemaking purposes. This will result in equivalent GAAP and regulatory
accumulated depreciation and regulatory liability amounts for “non-legal” cost of
removal. '

Does this change have any revenue requirement effect?

No, it is merely a revenue neutral reclassification of a rate base reduction from
one account to another.

Does this conclude your testimony?

Yes, it does.

? Southern California Edison 2006 GRC, Application No. 04-12-014, Decision 06-05-016, issued May 11,
2006, p. 204:16.7 1.
" The phrase “non-legal” emanates from the FERC’s Order No. 631. It is used to distinguish legally

required asset retirement obligations from those which lead to the cost of removal regulatory liability
discussed above. Importantly, the phrase “non-legal” should not be construed to imply any “illegality

Page 7 of 7
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Experience

Snavely King Majoros O'Connor & Lee, Inc.

Vice President and Treasurer (1988 to Present)
Senior Gonsultant (1981-1987)

Mr. Majoros provides consultation specializing in accounting,
financial, and management issues. He has testified as an
expert witness or negotiated on behaif of clients in more than
one hundred thirly regulatory federal and siate regulatory
proceedings involving telephone, electric, gas, water, and
sewerage companies. His testimony has encompassed a wide
array of complex issues including taxation, divestiture
gccounting, revenue requirements, rate base, nuclear
decommissioning, plant lives, and capital recovery Mr
Majoros has also provided consultation to the U.8. Department
of Justice and appeared before the U S. £EPA and the Maryland
State Legisiature on matters regarding the accounting and
plant life effects of electric plant modifications and the financial
capacity of public utilities to finance environmental controls. He
has estimated economic damages suffered by black farmers in
discrimination suits.

Van Scoyoc & Wiskup, Inc., Consulitant (1978-
1981)

Mr. Majoros conducted and assisted in various management
and regulatory censulting projects in the public utility field,
including preparation of electric system load projections for a
group of municipally and cooperatively owned electric systems;
preparation of a system of accounts and reporting of gas and
oil pipelines to be used by a slate regulatory commission;
accounting system analysis and design for rale proceedings
involving electric, gas, and telephone utiiities Mr Majoros
provided onsite management accounting and controllership
assistance to a municipal electric and water utility. Mr. Majoros
also assisted in an aniitrust proceeding involving a major
electric utility. He submitted expert testimony in FERC Dockst
No. RP79-12 {El Pasc Natural Gas Company), and he co-
authored a study entilied Anailysis of Staff Study on
Comprehensive Tax Normalization that was submitted to FERC
in Docket No. RM 80-42.

Handling Equipment Sales Company, Inc.
Controller! Treasurer (1976-1978)

Mr. Majoros' responsibilities included financial management,
general accounting and reporting, and income laxes

Ernst & Ernst, Auditor (1973-1976)

Mr. Majoros was a member of the audit staff where his
responsibilities  included auditing, supervision, business
systems analysis, report preparation, and corporate income
taxes.

University of Baltimore - (1871-1973)

Mr. Majoros was a full-time student in the School of Business.

During this period Mr Majoros worked consistently on a part-

time basis in the following positions: Assistant Legislative Auditor —
State of Maryland, Staff Accountant — Robert M. Camey & Co,
CPA's, Staff Accountant -~ Naron & Wegad, CPA's, Gredit Clerk -
Montgomery Wards.

Central Savings Bank, (1969-1971)

Mr. Majoros was an Assistant Branch Manager at the time he left the
bank to attend college as a full-time student. During his tenure at the
bank, Mr. Majoros gained experience in each department of the bank
In addition, he attended night school at the University of Ballimare.

Education
University of Baltimore, School of Business, B.S. —
Concentration in Accounting

Professional Affiliations

American institute of Certified Public Accouniants
Maryland Association of CP.As

Society of Depreciation Professionals

Publications, Papers, and Panels

“Analysis of Staff Study on Comprehensive Tax Normalizafion," FERC
Docket No. RM 80-42, 1980,

"Telephone Company Deferred Taxes and Investment Tax Credits -
A Capital Loss for Ratepayers,” Public Ulility Fortnightly, September
27, 1984.

"The Use of Customer Discount Rates in Revenue Requirement
Comparisons,” Proceedings of the 25th Annual lowa State Regulatory
Conferance, 1886

“The Regulatory Dilemma Created By Emerging Revenue Sireams of
Independent Telephone Companies,” Proceedings of NARUC 101st
Annuat Convention and Regulatory Symposium, 1989,

“BOC Depreciation Issues in the States,” National Association of
State Utility Gonsumer Advocates, 1990 Mid-Year Meeting, 1980

“Current Issues in Capital Recovery” 30" Annual lowa State
Regulatory Conference, 1981

“Impaired Assets Under SFAS No. 121," National Association of State
Utility consumer Advoceates, 1996 Mid-Year Meeting, 1996

“What's 'Sunk’ Ain't Stranded: Why Excessive Ulilily Depreciation is
Avaidable,” with James Campbell, Public Utilities Fartnightly, Aprit 1,
1899

“L.ocal Exchange Carrier Depreciation Reserve Percents,” with
Richard B. Lee, Journal of the Society of Depreciation Professionals,
Volume 10, Number 1, 2000-2001

"Rofling Over Ratepayers,"” Public Ulilities Fortnightly, Volume 143,
Number 11, November, 20085.
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Date Jurisdiction / Docket Utility
Agency
Federal Courts

2005 US District Court, CV 01-B-403-NW Tennessee Valley Authority

Northern District of

AL, Northwestern

Division 55/56/57/

State Legislatures

2006 Maryland General SB154 Maryland Healthy Air Act

Assembly 61/
2006 Maryland House of HB189 Maryland Healthy Air Act

Delegates 62/

Federal Requlatory Agencies
1979 FERC-US 19/ RP79-12 El Paso Natural Gas Co.
1980 FERC-US 19/ RM80-42 Generic Tax Normalization
1996 CRTC-Canada 30/ 97-9 All Canadian Telecoms
1997 CRTC-Canada 31/ 97-11 All Canadian Telecoms
1999 FCC 32/ 98-137 (Ex Parte) All LECs
1999 FCC 32/ 98-91 (Ex Parte) All LECs
1989 FCC 32/ 98-177 (Ex Parie) All LECs
1999 FCC 32/ 98-45 (Ex Parte) Al LECs
2000 EPA 35/ CAA-00-5 Tennessee Valley Authority
2003 FERC 48/ RM02-7 All Utilities
2003 FCC 52/ 03-173 All LECs
2003 FERC 53/ ER03-409-000, Pacific Gas and Electric Co.
ER03-666-000
State Regulatory Agencies

1982 Massachusetts 17/ DPU 557/558 Western Mass Elec. Co.
1982 lllinois 16/ |CC81-8115 lllinois Bell Telephone Co.
1083 Maryland 8/ 7574-Direct Baltimore Gas & Electric Co.
1983 Maryland 8/ 7574-Surrebuttal Baltimore Gas & Electric Co.
1983 Connecticut 15/ 810911 Woodlake Water Co.
1983 New Jersey 1/ 815-458 New Jersey Bell Tel. Co.
1983 New Jersey 14/ 8011-827 Atlantic City Sewerage Co.
1984 Dist. Of Columbia 7/ 785 Potomac Electric Power Co.
1984 Maryland 8/ 7689 Washington Gas Light Co.
1984 Dist. Of Columbia 7/ 798 C&P Tel. Co.
1984 Pennsylvania 13/ R-832316 Bell Telephone Co. of PA
1984 New Mexico 12/ 1032 Mt. States Tel. & Telegraph
1984 Idaho 18/ U-1000-70 Mt. States Tel. & Telegraph
1984 Colorado 11/ 1655 Mt. States Tel. & Telegraph
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1084 Dist. Of Columbia 7/ 813 Potomac Electric Power Co.
1984 Pennsylvania 3/ R842621-RB42625 Western Pa, Water Co.

1985 Maryland 8/ 7743 Potomac Edison Co.

1985 New Jersey 1/ 848-856 New Jersey Bell Tel. Co.
1985 Maryland 8/ 7851 C&P Tel. Co.

1985 California 10/ [-85-03-78 Pacific Bell Telephone Co.
1985 Pennsylvania 3/ R-850174 Phila. Suburban Water Co.
1985 Pennsylvania 3/ R850178 Pennsylvania Gas & Water Co.
1985 Pennsylvania 3/ R-850299 General Tel. Co. of PA

1986 Maryland 8/ 7899 Delmarva Power & Light Co.
1986 Maryland 8/ 1754 Chesapeake Utilities Corp.
1986 Pennsylvania 3/ R-850268 York Water Co.

1986 Maryland 8/ 7953 Southern Md. Eleciric Corp.
1986 Idaho 9/ U-1002-59 General Tel. Of the Northwest
1986 Maryland 8/ 7973 Baltimore Gas & Electric Co.
1987 Pennsylvania 3/ R-860350 Dauphin Cons. Water Supply
1987 Pennsylvania 3/ C-860923 Beli Telephone Co. of PA
1987 lowa 6/ DPU-86-2 Northwestern Bell Tel. Co.
1987 Dist. Of Columbia 7/ 842 Washington Gas Light Co.
1988 Florida 4/ 880069-TL Southern Bell Telephone
1088 lowa 8/ RPU-87-3 lowa Public Service Company
1088 lowa 6/ RPU-87-6 Northwestern Bell Tel, Co.
1988 Dist. Of Columbia 7/ 869 Potomac Electric Power Co.
1989 lowa 6/ RPU-88-6 Northwestern Bell Teil. Co.
1990 New Jersey 1/ 1487-88 Morris City Transfer Station
1990 New Jersey 5/ WR 88-80967 Toms River Water Company
1990 Florida 4/ 890256-TL Southern Bell Company
1990 New Jersey 1/ ER89110912J Jersey Central Power & Light
1980 New Jersey 1/ WR80050497J Elizabethtown Water Co.
1991 Pennsylvania 3/ PO00465 United Tel. Co. of Pa.

1991 West Virginia 2/ 90-564-T-D C&P Telephone Co.

1991 New Jersey 1/ 90080792J Hackensack Water Co.

1991 New Jersey 1/ WR90080884.J Middlesex Water Co.

1991 Pennsylvania 3/ R-811892 Phil. Suburban Water Co.
1991 Kansas 20/ 176, 716-U Kansas Power & Light Co.
1991 Indiana 29/ 39017 Indiana Bell Telephone

1991 Nevada 21/ 91-5054 Central Tele. Co. ~ Nevada
1992 New Jersey 1/ EE91081428 Public Service Electric & Gas
1992 Maryland 8/ 8462 C&P Telephone Co.

1992 West Virginia 2/ 91-1037-E-D Appalachian Power Co,

1993 Maryland 8/ 8464 Potomac Electric Power Co.
1993 South Carolina 22/ 92-227-C Southern Bell Telephone
1993 Maryland 8/ 8485 Baltimore Gas & Electric Co.
1993 Georgia 23/ 4451-U Atlanta Gas Light Co.

1993 New Jersey 1/ GR93040114 New Jersey Natural Gas. Co.
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1994 lowa 6/ RPU-23-9 U.S. West — lowa

1994 lowa 6/ RPU-94-3 Midwest Gas

1995 Delaware 24/ 94-149 Wilm. Suburban Water Corp.
1995 Connecticut 25/ 94-10-03 So. New England Telephone
1995 Connecticut 25/ 95-03-01 So. New England Telephone
1995 Pennsylvania 3/ R-00953300 Citizens Utilities Company

1995 Georgia 23/ 5503-0 Southern Beli

1996 Maryland 8/ 8715 Bell Aflantic

1996 Arizona 26/ E-1032-95-417 Citizens Utilities Company

1996 New Hampshire 27/ DE 96-252 New England Telephone

1997 fowa 6/ DPU-96-1 U 8 West — lowa

1997 Ohio 28/ 96-922-TP-UNC Ameritech — Ohio

1997 Michigan 28/ U-11280 Ameritech — Michigan

1997 Michigan 28/ U-112 81 GTE North

1997 Wyoming 27/ 7000-ztr-96-323 US West — Wyoming

1997 lowa 8/ RPU-96-9 US West — lowa

1997 lllinois 28/ 96-0486-0569 Ameritech — lllinois

1997 Indiana 28/ 40611 Ameritech — Indiana

1997 Indiana 27/ 40734 GTE North

1997 Utah 27/ 97-049-08 US West — Utah

1997 Georgia 28/ 7061-U BellSouth — Georgia

1997 Connecticut 25/ 96-04-07 So. New England Telephone
1998 Florida 28/ 960833-TP et. al. BellSouth — Florida

1998 llinois 27/ 97-0355 GTE North/South

1998 Michigan 33/ U-11726 Detroit Edison

1999 Maryland 8/ 8794 Baltimore Gas & Electric Co.
1999 Maryland 8/ 8795 Delmarva Power & Light Co.
1999 Maryland 8/ 8797 Potomac Edison Company

1999 West Virginia 2/ 98-0452-£-Cl Electric Restructuring

1989 Delaware 24/ 08-98 United Water Company

1999 Pennsylvania 3/ R-00994638 Pennsylvania American Water
1999 West Virginia 2/ a98-0985-W-D West Virginia American Water
1999 Michigan 33/ U-11495 Detroit Edison

2000 Delaware 24/ 99-466 Tidewater Utilities

2000 New Mexico 34/ 3008 US WEST Communications, Inc.
2000 Florida 28/ 980649-TP BellSouth -Florida

2000 New Jersey 1/ WR30174 Consumer New Jersey Water
2000 Pennsylvania 3/ R-00994868 Philadelphia Suburban Water
2000 Pennsylvania 3/ R-0005212 Pennsylvania American Sewerage
2000 Connecticut 25/ 00-07-17 Southern New England Telephone
2001 Kentucky 36/ 2000-373 Jackson Energy Cooperative
2001 Kansas 38/39/40/ 01-WSRE-436-RTS | Western Resources

2001 South Carolina 22/ 2001-93-E Carolina Power & Light Co.

2001 North Dakota 37/ PU-400-00-521 Northern States Power/Xce! Energy
2001 Indiana 29/41/ 41746 Northern Indiana Power Company
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2001 New Jersey 1/ GR0O1050328 Public Service Electric and Gas

2001 Pennsylvania 3/ R-000168236 York Water Company

2001 Pennsylvania 3/ R-00016339 Pennsylvania America Water

2001 Pennsylvania 3/ R-00016356 Weiishoro Electric Coop.

2001 Florida 4/ 010949-EL Guif Power Company

2001 Hawaii 42/ 00-309 The Gas Company

2002 Pennsylvania 3/ R-00016750 Philadelphia Suburban

2002 Nevada 43/ 01-10001 &10002 Nevada Power Company

2002 Kentucky 36/ 2001-244 Fleming Mason Electric Coop.

2002 Nevada 43/ 01-11031 Sierra Pacific Power Company

2002 Georgia 27/ 14361-U BellSouth-Georgia

2002 Alaska 44/ 1J-01-34,82-87,66 Alaska Communications Systems

2002 Wisconsin 45/ 2055-TR-102 CenturyTel

2002 Wisconsin 45/ 5846-TR-102 TelUSA

2002 Vermont 46/ 6596 Citizen's Energy Services

2002 North Dakota 37/ PU-399-02-183 Montana Dakota Utilities

2002 Kansas 40/ 02-MDWG-922-RTS | Midwest Energy

2002 Kentucky 36/ 2002-00145 Columbia Gas

2002 Oklahoma 47/ 200200166 Reliant Energy ARKLA

2002 New Jersey 1/ GR02040245 Elizabethtown Gas Company

2003 New Jersey 1/ ER02050303 Public Service Electric and Gas Co.

2003 Hawaii 42/ 01-0255 Young Brothers Tug & Barge

2003 New Jersey 1/ ER(D2080506 Jersey Central Power & Light

2003 New Jersey 1/ ER02100724 Rockland Electric Co.

2003 Pennsylvania 3/ R-00027975 The York Water Co.

2003 Pennsylvania /3 R-00038304 Pennsylvania-American Water Co.

2003 Kansas 20/ 40/ 03-KGSG-602-RTS | Kansas Gas Service

2003 Nova Scotia, CN 49/ | EMO NSPI Nova Scotia Power, inc.

2003 Kentucky 36/ 2003-00252 Union Light Heat & Power

2003 Alaska 44/ U-96-89 ACS Communications, Inc.

2003 indiana 29/ 42359 PSi Energy, Inc.

2003 Kansas 20/ 40/ 03-ATMG-1036-RTS | Aimos Energy

2003 Florida 50/ 030001-E1 Tampa Electric Company

2003 Maryland 51/ 8960 Washington Gas Light

2003 Hawaii 42/ 02-0391 Hawaiian Electric Company

2003 lllinois 28/ 02-0864 SBC lllinois

2003 Indiana 28/ 42393 SBC Indiana

2004 New Jersey 1/ ER03020110 Atlantic City Electric Co.

2004 Arizona 26/ E-01345A-03-0437 Arizona Public Service Company

2004 Michigan 27/ U-13531 SBC Michigan

2004 New Jersey 1/ GR03080683 South Jersey Gas Company

2004 Kenfucky 36/ 2003-00434,00433 Kentucky Utilities, Louisville Gas &
Electric

2004 Florida 50/ 54/ 031033-El Tampa Electric Company

2004 Kentucky 36/ 2004-00067 Delta Natural Gas Company
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2004 Georgia 23/ 18300, 15392, 15393 | Georgia Power Company
2004 Vermont 486/ 6946, 6988 Central Vermont Public Service
Corporation
2004 Delaware 24/ 04-288 Delaware Electric Cooperative
2004 Missouri 58/ ER-2004-0570 Empire District Electric Company
2005 Florida 50/ 041272-El Progress Energy Florida, Inc.
2005 Florida 50/ 041291-El Florida Power & Light Company
2005 California 59/ A.04-12-014 Southern California Edison Co.
2005 Kentucky 36/ 2005-00042 Union Light Heat & Power
2005 Florida 50/ 050045 & 050188-E! | Florida Power & Light Co.
2005 Kansas 38/ 40/ 05-WSEE-981-RTS | Westar Energy, Inc.
2006 Delaware 24/ 05-304 Delmarva Power & Light Company
2006 California 59/ A.05-12-002 Pacific Gas & Electric Co.
2006 New Jersey 1/ GR05100845 Public Service Electric and Gas Co.
2006 Colorado 60/ 0635-234EG Public Service Co. of Coiorado
2006 Kentucky 36/ 2006-00172 Union Light, Heat & Power
2006 Kansas 40/ 06-KGSG-1209-RTS | Kansas Gas Service
2006 West Virginia 2/ 086-0960-E-42T, Allegheny Power
06-1426-E-D
2006 West Virginia 2/ 05-1120-G-30C, Hope Gas, Inc. and Equitable
06-0441-G-PC, et al. | Resources, Inc.
2007 Delaware 24/ 06-284 Delmarva Power & Light Company
2007 Kentucky 36/ 2006-00464 Atmos Energy Corporation
2007 Colorado 60/ 06S-656G Public Service Co. of Colorado
2007 California 59/ A.08-12-009, San Diego Gas & Electric Co., and
A.06-12-010 Southern California Gas Co.
2007 Kentucky 36/ 2007-00143 Kentucky-American Water Co.
2007 Kentucky 36/ 2007-00089 Delta Natural Gas Co.
2008 Kansas 40/ 08-ATMG-280-RTS | Atmos Energy Corporation
2008 New Jersey 1/ GR0O7110889 New Jersey Natural Gas Co.
2008 North Dakota 37/ PU-07-776 Northern States Power/Xcel Energy




Appendix B
Page 6 of 8

Michael J. Majoros, Jr.

PARTICIPATION AS NEGOTIATOR IN FCC TELEPHONE DEPRECIATION
RATE REPRESCRIPTION CONFERENCES

COMPANY

Diamond State Telephone Co. 24/

Bell Telephone of Pennsylvania 3/

Chesapeake & Potomac Telephone Co. - Md. 8/
Southwestern Bell Telephone — Kansas 20/
Southern Bell — Florida 4/

Chesapeake & Potomac Telephone Co.-W.Va. 2/
New Jersey Bell Telephone Co. 1/

Southern Bell - South Carolina 22/

GTE-North — Pennsylvania 3/

YEARS CLIENT

1985 + 1988

1986 + 1989

1986

1986

1986

1987 + 1890

1985 + 1988

1986 + 1989 + 1992
1989

Delaware Public Service Comm
PA Consumer Advocate
Maryland People's Counsel
Kansas Corp. Commission
Florida Consumer Advocate
West VA Consumer Advocate
New Jersey Rate Counsel

S. Carolina Consumer Advocate
PA Consumer Advocate
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PARTICIPATION IN PROCEEDINGS WHICH WERE
SETTLED BEFORE TESTIMONY WAS SUBMITTED

STATE

Maryland 8/
Nevada 21/
New Jersey 1/
New Jersey 1/
New Jersey 1/
West Virginia 2/
Nevada 21/
Pennsylvania 3/
West Virginia 2/
West Virginia2/
New Jersey 1/
New Jersey 1/
New Jersey 1/
Maryland 8/

South Carolina 22/
South Carolina 22/

Kentucky 36/

Kentucky 36/

DOCKET NO.

7878

88-728
WRS00909504
WR800050487J
WR91091483
91-1037-£
92-7002
R-00932873
93-1165-E-D
94-0013-E-D
WR94030059
WRS5080346
WR95050219
8796
1999-077-E
1989-072-E
2001-104 & 141

2002-485

UTILITY

Potomac Edison

Southwest Gas

New Jersey American Water
Elizabethtown Water
Garden State Water
Appalachian Power Co.
Central Telephone - Nevada
Blue Mountain Water
Potomac Edison
Monongahela Power

New Jersey American Water
Elizabethtown Water

Toms River Water Co.
Potomac Electric Power Co.
Carolina Power & Light Co.
Carolina Power & Light Co.
Kentucky Utilities, Louisville Gas
and Electric

Jackson Purchase Energy
Corporation
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Clients
1/ New Jersey Rate Counsel/Advocate 33/ Michigan Attorney General
2/ West Virginia Consumer Advocate 34/ New Mexico Attorney General
3/ Pennsylvania OCA 35/ Environmental Protection Agency Enforcement Staff
4/ Florida Office of Public Advocate 36/ Kentucky Attorney General
5/ Toms River Fire Commissioner's 37/ North Dakota Public Service Commission
6/ lowa Office of Consumer Advocate 38/ Kansas Industrial Group
I/ D.C. People's Counsel 38/ City of Witchita
8/ Maryland's People's Counsel 40/ Kansas Citizens' Utility Rate Board
9/ Idaho Public Service Commission 41/ NIPSCO Industrial Group
10/ Western Burglar and Fire Alarm 42/ Hawaii Division of Consumer Advocacy
11/ U.S. Dept. of Defense 43/ Nevada Bureau of Consumer Protection
12/ N.M. State Corporation Comm. 44/ GCI
13/ City of Philadelphia 45/ Wisc. Citizens' Utility Rate Board
14/ Resorts international 46/ Vermont Department of Public Service
15/ Woodiake Condominium Association | 47/ Oklahoma Corporation Commission
16/ Winois Attorney General 48/ National Assn. of State Utility Consumer Advocates
17/ Mass Coalition of Municipalities 49/ Nova Scotia Utility and Review Board
18/ U.S. Department of Energy 50/ Florida Office of Public Counsel
19/ Arizona Electric Power Corp. 51/ Maryland Public Service Commission
| 20/ Kansas Corporation Commission 52/ MCl
| 21/ Public Service Comm. — Nevada 53/ Transmission Agency of Northern California
22/ SC Dept. of Consumer Affairs 54/ Florida Industrial Power Users Group
23/ Georgia Public Service Comm. 55/ Sierra Club
| 24/ Delaware Public Service Comm. 56/ Our Children's Earth Foundation
' 25/ Conn. Ofc. Of Consumer Counsel o7/ National Parks Conservation Association, Inc.
| 26/ Arizona Corp. Commission 28/ Missouri Office of the Public Counsel
| 27/ AT&T 59/ The Utility Reform Network
| 28/ AT&T/MCI 60/ Colorado Office of Cansumer Counsel
29/ IN Office of Utility Consumer 61/ MD State Senator Paul G. Pinsky
Counselor
30/ Unitel (AT&T — Canada) 62/ MD Speaker of the House Michael Busch
| 31/ Public Interest Advocacy Cenire

32/

U.S. General Services Administration
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PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
My name is Glenn A. Watkins. My business address is James Center III, 1051
East Cary Street, Suite 601, Richmond, VA 23219.

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?
I am a Principal and Senior Economist with Technical Associates, Inc., which is

an economic and financial consulting firm with offices in Richmond, Virginia.

ON WHOSE BEHALF ARE YOU TESTIFYING?

I am testifying on behalf of the Office of Rate Intervention of the Kentucky Office
of Attorney General (“OAG”).

PLEASE DESCRIBE YOUR PROFESSIONAL QUALIFICATIONS.

Except for a six-month period during 1987 in which I was employed by Old
Dominion Electric Cooperative as its forecasting and rate economist, 1 have been
employed by Technical Associates continuously since 1980.

During my career at Technical Associates, I have conducted marginal and
embedded cost of service, rate design, cost of capital, and load forecasting studies
involving numerous electric, gas, water/wastewater, and telephone utilities, and have
provided expert testimony in Alabama, Arizona, Georgia, Kentucky, Maine, Maryland,
Massachusetts, Michigan, New Jersey, Ohio, Illinois, Pennsylvania, Vermont, Virginia,
South Carolina, Washington, and West Virginia. 1 hold an M.B.A. and B.S. in economics
from Virginia Commonwealth University. 1 am a member of several professional
organizations  as well as a Certified Rate of Return Analyst. A more complete
description of my education and experience is provided in my Schedule GAW_1 to my

testimony.

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING?
Technical Associates has been retained by the OAG to evaluate the
reasonableness of Louisville Gas & Electric Company’s (“LG&E” or “Company™)

proposed electric weather normalization adjustment, electric and gas class cost of service
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studies (CCOSS), proposed distribution of revenues by class, and residential electric and
gas rate designs. The purpose of my testimony, therefore, is to comment on LG&E’s
proposals on these issues and to present my findings and recommendations based on the

results of the studies I have undertaken on behalf of the OAG.

ELECTRIC WEATHER NORMALIZATION

HAVE YOU EXAMINED LG&E’S PROPOSED ELECTRIC WEATHER
NORMALIZATION ADJUSTMENT IN THIS CASE?
Yes.

WHAT IS THE NET EFFECT OF THE COMPANY’S PROPOSED WEATHER
NORMALIZATION ADJUSTMENT?

LG&E witness William Seelye sponsors a weather normalization adjustment that
will impact customers’ ultimate rates in two respects: the first is the overall revenue
requirement effect and the second is a rate design effect. In terms of the overall revenue
requirement effect, Mr. Seelye adjusts actual test year revenues and variable expenses
downward to correct for what he considers to be unusual (or abnormal) weather occurring
during the test year. In other words, the Company does not expect to achieve the same
level of kWh sales (and revenue) that was experienced during the test year on a going
forward basis. Mr. Seelye’s weather normalization adjustment results in reduction to
actual test year revenues of $14.374 million and a reduction in variable expenses of
$4.751 million. This downward adjustment to actual net revenues has an upward impact
on the Company’s revenue requirement on a going forward basis; i.e., all other things
constant, this adjustment increases the revenue requirement. The second aspect of this
weather normalization adjustment is the rate design effect. Because the weather
adjustment reduces test year kWh sales, there are fewer units (kWh) to collect the overali
revenue requirement such that there is an additional upward pressure on customers

resuiting from the weather normalization adjustment.
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MR. WATKINS, WHAT IS THE BASIS FOR LG&E’S REQUEST TO ADJUST
ITS ACTUAL TEST YEAR SALES VOLUMES AND REVENUES?
As a result of abnormal weather, the Company claims that actual test year sales

volumes (kWh) were greater than can be expected on a going forward basis.

DO YOU AGREE THAT THE COMPANY’S PROPOSEB ELECTRIC
WEATHER NORMALIZATION ADJUSTMENT SHOULD BE USED FOR
RATEMAKING PURPOSES?

From a conceptual standpoint, the general consensus of public utility
commissions throughout the United States is that it is unreasonable to weather normalize
electric utility revenues for ratemaking purposes. In this regard, this Commission would
be well advised to continue its current practice of not considering electric weather
normalization which is consistent with the vast majority of other states. This would
translate to a disallowance of $9.6230 million from the company’s request in net revenue

($14.374 million in revenue less $4.751 million in variable expense).

DO CUSTOMERS KWH ENERGY USAGES VARY MATERIALLY WITH
CHANGES IN WEATHER CONDITIONS?

Yes for some customers, and no for other customers. As a result of variances in
electrical appliance and equipment saturations, some customers’ electric usage varies
significantly with changes in weather (temperafure) while other customers’ energy usage
vary much less. For example, on an extremely hot summer day, residential customers
will generally use considerably more electricity than on a mild, spring like day due to air
conditioning load. On the other hand, the total electricity used by an industrial customer
may not be materially different on the hot verses mild days due to this customer’s non-
weather sensitive load over shadowing its space cooling requirements (at least in terms of

ambient outdoor temperatures).

OVER THE COURSE OF AN ENTIRE YEAR, DO PERIODS OF MILD
WEATHER OFFSET PERIODS OF EXTREME WEATHER IN TERMS OF
ELECTRICITY USAGE?
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In general, ves. This is particularly true for electricity sales.

PLEASE EXPLAIN.

Although the following is common knowledge, it is important to consider how
electricity is used and how weather affects this usage. For purposes of my explanation, [
will focus on residential customers. As indicated earlier, there is no doubt that weather,
primarily temperature, effects energy usage. In the summer there are periods of days that
are very hot and electricity sales are elevated. Similarly there are mild days throughout
the summer in which electricity sales are depressed due to reduced air conditioner loads.
These hot and mild periods occur virtually every year. The question then arises if a
particular cooling season (summer) as a whole is abnormally warm with an attendant
abnormally high level of energy sales. In addition to cooling load (air conditions),
electricity is also used for space heating by many customers in the winter. Similar fo
severe and mild weather in the summer, electricity sales on a daily basis are affected in
the winter due to electric heating requirements. In addition to weather sensitive
appliances, residential customers use a significant amount of electricity for other
appliances that do not vary with weather; e.g., refrigerators/freezers, televisions, etc.
Because of these factors and situations, annual electricity sales tend to be much more
stable than say, natural gas sales, which are predominated by space heating load
requirements in the winter. For these reasons, it is rare for commissions to consider
weather normalization for electric utilities. In this regard, and as a matter of policy, the
Commission would be well guided to continue its practice of not considering weather

normalization for Kentucky electric utilities.

WE KNOW THAT RESIDENTIAL KWH SALES VARY DUE TO WEATHER
CONDITIONS ON A DAY-TO-DAY BASIS BUT HOW DOES ONE DETERMINE
IF WEATHER IS ABNORMAL OVER THE COURSE OF A SEASON?

There is no definitive answer to this question. There is no doubt that a summer
day in the high 90’s is a hot day and warmer than “average”. However, the question that
must be answered is whether the summer overall was “abnormal”. Similarly, one must

determine if a winter season is materially different than normal; i.e., extremely severe or
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mild. With regard to seasonal variations from year to year, there is significant debate as
to what constitutes departure from what is reasonably normal or expected. The National
Oceanic and Atmospheric Administration (“NOAA”), National Climatic Data Center
defines normal weather as a thirty-year average for the most recent completed three
decades. In other words, the current NOAA definition of normal weather is for the
period 1971 through 2000. Because of short-term frends in seasonal weather patters,
shorter periods are sometimes used to define normal weather as well as using the most
recent thirty years to define normal. I am also aware of instances in which much longer
periods are used to define normal weather for a season.

Even with these differences in defining “normal” weather, one cannot say that the
weather was particularly extreme simply because there is somewhat of a deviation from a
historical average. In other words, assume the average maximum temperature for a given
summer day is 85 degrees. If the actual temperature is 87 degrees, I do not believe it can
be said that this is “abnormal” or “extreme” for that day. In this regard, the determination

of “abnormal” or “extreme” is truly subjective.

EVEN THOUGH THE DEFINITION OF ABNORMAL WEATHER IS
SUBJECTIVE, ARE THERE METHODS THAT CAN BE USED TO FAIRLY

AND REASONABLY DEFINE NORMAL AND ABNORMAL WEATHER?
Yes.

PLEASE EXPLAIN.

Remembering that we should be concerned about the overall variation in weather
over an entire season (hearting or cooling), a banding approach is, in my opinion, a fair
and reasonable way to determine if a season’s weather falls inside or outside of a band of
reasonably normal weather. This banding approach is used by Mr. Seelye in this case.
To the extent the Commission authorizes a weather normalization adjustment in this case,
I could support the concept of banding, as it eliminates quibbling over minor variances

from a pre-determined average or “normal” weather pattern.

PLEASE EXPLAIN THIS BANDING APPROACH IN LAYMAN’S TERMS.
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The traditional unit to measure summer temperatures over time is cooling degree
days (“CDD”) and the traditional unit to measure winter temperatures over time is
Heating Degree Days (“HDD”).! Assume that “normal” or average CDD’s over the
entire cooling season are 1,000. As discussed earlier, if the actual CDD were say 1010,
we likely would not consider this an abnormally warm summer. However, if we
subjectively determine a relative percentage of time in which we deem weather as
abnormal, we can apply a simple statistical technique to determine the bands of
normalcy. If we assume the variations in weather from year to year are random (no trend
or pattern) we can subjectively define a percentage of time (years) in which weather is
considered normal. For example, suppose we decide (subjectively) that weather
occurring 75% of the time within a long term average is normal and the remaining 25%
of the time the weather is defined as abnormal (12.5% mild and 12.5% severe), we can
quantify the bands of normal weather. Consider the following hypothetical example:

Seasonal Cooling Degree Days

500 1,000 1,100
< - i N

2>
|
Abnormal = | €Normal->

|
| € Abnormal

If we know that 75% of the time a season’s CDD fall between 900 and 1,100 we would
define this range as normal. If a season’s actual CDDD’s are greater than 1,100 we would
deem that season as abnormally warm. Similarly, if the actual CDD)’s in a season are less
than 900 we would deem that season abnormally mild. This is the approach proposed by
Mr. Seelye. As indicated earlier, I support this approach but it must be emphasized that
the range of normalcy is subjective and should be determined by the Commission. It
should also be noted that this approach requires the assumption that annual seasonal

weather variations are truly random; i.e., no trends or patterns are present.

IN YOUR HYPOTHETICAL EXAMPLE, YOU USED A NORMALCY BAND OF
75%. WHAT BAND IS USED BY MR. SEELYE?
Approximately sixty-eight percent.

1

CDD is traditionally defined as 65 degrees minus the average temperature (High and Low) for a day. HED

is traditionally defined as average temperature minus 65 degrees. CDD and HDD cannot be negative,
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HOW DID MR. SEELYE SELECT SIXTY-EIGHT PERCENT AS HIS NORMAL
BAND FOR WEATHER?

This 68% is a convenient percentage in statistics in that it represents the
percentage of time that one can expect weather to vary within plus or minus one standard
deviation. There is nothing especially significant about a standard deviation of 1.0, as the

exact same statistical techniques can be used at any level selected for normalcy; e.g.,

50%, 75%, etc.

WHAT WEATHER PATTERNS WERE ACTUALLY EXPERIENCED IN THE
LG&E SERVICE AREA DURING THE TEST YEAR?

Overall, the cooling season (summer period) was exceptionally warm during the
test year, whereas the heating season (winter period) was somewhat milder than average.
The following is a comparison of monthly CDD and HDD to the most recent 30-year
average for CDD and HDD:

CDD or
HDD 30-Year
Actual Average Difference
Month Test Year
Cooling Season (CDD)
June 376 306 70
July 396 438 <42>
August 629 407 222
September 350 204 146
Total 1,751 1,355 396
Heating Season (HDD)
November 480 500 <20>
December 712 833 <121>
Januvary 935 954 <19>
February 787 769 18
March 569 558 il
Total 3,483 3.614 <i3i>

As can be seen above, August and September 2007 were exceptionally warmer than the
30-year average, while December 2007 was considerably milder than the 30-year

average.
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WHY ARE APRIL, MAY AND OCTOBER NOT PROVIDED IN THE TABLE
ABOVE?

These months are considered shoulder months. Days in April and May can be
cool or fairly warm such that these months are comprised of heating degree days and
cooling degree days. As such, heating and air conditioning loads are usually not
predictable in April and May. The same is true for October. Generally, the early part of
October is warm and air conditioning load is still present. By the middle to end of
October, the weather cools to the point that there is some heating load. As such, October

is not very consistent as far as what can be considered “normal” weather.

MR. WATKINS, IT IS GENERALLY FAIRLY COOL IN APRIL AND FAIRLY
WARM BY THE END OF MAY IN KENTUCKY. WOULD IT BE
APPROPRIATE TO CONSIDER EACH APRIL AS PART OF THE HEATING
SEASON AND LATE MAY AS PART OF THE COOLING SEASON?

In my opinion no. Both of these months experience considerable variation
between periods cold enough for space heating, mild enough for open windows, and

warm enough for air conditioning load.

FOR PURPOSES OF WEATHER NORMALIZATIONS, HOW DO YOU DEFINE
LG&E’S COOLING AND HEATING SEASONS?
1 define LG&E’s cooling season as the months of June through September and the

heating season as the months of November through March.

1F THE COMMISSION ACCEPTS A BANDING APPROACH AS PROPOSED
BY MR. SEELYE AND SUPPORTED BY YOU, HOW SHOULD THIS
APPROACH BE APPLIED TO THE HEATING AND COOLING SEASONS?

The banding should be applied separately to the entire heating season and again
separately for the entire cooling season. This is a major difference in the manner in
which Mr. Seelye applied his weather banding, in that Mr. Seelye applies a weather
normalcy band to each individual month. Mr. Seelye’s monthly banding results in a bias

to the annval normalized sales volumes.
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PLEASE EXPLAIN.

As discussed earlier, a given heating or cooling season is comprised of days in
which it is milder than expected and more severe than expected. The overall objective is
to consider the overall effects of weather during a heating or cooling season and Mr.
Seelye’s monthly banding does not meet this objective. To illustrate, consider the actual
experience of July and August during the test year. July’s actual CDDs were 396 which
compare to a 30-year average July CDD of 438. This is a difference of -42 CDD which
indicates that July was somewhat milder than the long-term average. Because this
deviation from average (-42) does not fall outside of Mr. Seelye’s monthly band, it is not
adjusted and this mild weather for July is not considered any further in his analysis.

However, August was adjusted by Mr. Seelye because this individual month’s
weather fell outside of his monthly band. The actual CDDs for August in the test year
were 629. This compares with a long-term average of 407 for August and is a difference
of 222 CDDs. This exceptionally hot weather during August 2007 falls outside of Mr.
Seelye’s normalcy band and August’s kWh sales were adjusted downward. However, no
adjustment or consideration was given to the somewhat milder weather experienced
during July 2007.

HOW HAVE YOU ESTIMATED THE EFFECTS OF WEATHER ON
CUSTOMER’S ELECTRICITY USAGE?

As discussed earlier, variations in electricity sales during the summer are affected
by variations in air conditioning load, while winter kWh sales variations are affected by
changes in space heating load. The two uses cannot be measured together and must be
examined separately. Therefore, I have conducted separate analyses for the cooling
(summer) and heating (winter) seasons.

I conducted linear regression analyses by season for each rate class in order to
develop a weather sensitive usage coefficient for each class. In other words, the weather
sensitive coefficient measures the incremental level at which a classes kWh usage varies
with an incremental change in weather (CDD in summer, HDD in winter). Specifically, I
developed a separate regression model for each class and each season (cooling and

heating). These regression models were developed based on daily kWh usage and daily
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degree days. In other words, the cooling season is comprised of four months (June
through September). My model was developed using each daily observation during this
season (142 days). Because usage patterns can and do vary significantly between
weekdays and weekends/holidays, I have also reflected this reality in my analysis of daily
observations. With regard to the Residential class, I have expressed daily kWh usage on
a per customer basis in order to prevent any skewness in my regression models. The

Commercial and Industrial classes were analyzed on a total class basis.

WHAT ARE YOUR CONCLUSIONS REGARDING  WEATHER
NORMALIZATION FOR LG&E’S ELECTRIC OPERATIONS DURING THE
TEST YEAR?

Based on my analyses, 1 conclude that the overall cooling season (summer) during
the test year was exceptionally warm which translated into exceptionally high summer
energy sales for LG&E. This weather (and attendant kWh sales) falls beyond what can
reasonably be expected on a going-forward basis and warrants a downward adjustment.
Although the test year’s heating season was somewhat milder than normal, these sales do

not warrant adjustment.

IS THERE ANY BIAS IN YOUR CONCLUSION THAT SUMMER KWH SALES
SHOULD BE ADJUSTED DOWNWARD DUE TO EXCEPTIONALLY SEVERE
WEATHER, BUT WINTER KWH SALES DO NOT WARRANT AN OPPOSITE
UPWARD ADJUSTMENT DUE TO A SOMEWHAT MILDER WINTER?

As long as a banding approach is used, the answer is no. This is because the
summer normalization is made only to the outer limit of the “normaley” band and not all
the way to an average historical experience. Thus, while it is true that the milder winter
sales somewhat offset the extreme weather-related summer sales, each season reflects a

reasonable level of what can be expected on a going-forward basis.

WHAT ARE THE RESULTS OF YOUR WEATHER NORMALIZATION
ANALYSIS FOR LG&E’S ELECTRIC OPERATIONS?

10
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My Schedule GAW_2 presents the results of my weather normalization analysis
for LG&E’s electric operations. Page 1 of this Schedule provides a summary of each
class’ kWh and revenue adjustment as well as the adjustment required to variable
expenses. Pages 2 through 12 present the detailed kWh adjustment for each class. My
weather normalization analysis results in a reduction to actual test year revenues of

$9.038 million and a reduction to actual test year expenses of $2.985 million.

YOU HAVE ALREADY DISCUSSED YOUR DISAGREEMENT WITH MR.
SEELYE REGARDING MONTHLY VERSUS SEASONAL ANALYSIS AND
ADJUSTMENTS. DO YOU HAVE ANY OTHER DISAGREEMENTS WITH MR.

SEELYE’S PROPOSED WEATHER NORMALIZATION ANALYSES?
Yes.

PLEASE EXPLAIN THESE OTHER DISAGREEMENTS.

I disagree with Mr. Seelye’s decision to use the step-wise multiple regression
technique as well as his inclusion of numerous weather-related variables. At the outset I
want it to be clear that 1 understand and appreciate Mr. Seelye’s desire to conduct his
statistical analysis on an objective basis. However, Mr. Seelye’s procedures are not
warranted and often produce conflicting model results.

We have already established that weather generally affects electricity sales. On
an hourly or daily basis, these weather factors can include ambient temperature, wind
velocity, relative humidity, the degree of cloud cover, whether snow cover is present to
insulate structures, whether a thunderstorm appears on a hot afternoon and dramatically
and suddenly reduces load (and sales), wind direction, and perhaps a few more factors,

Mr. Seelye has attempted to consider many of these short-term factors in his
modeling analysis by using a technique known as step-wise regression. This statistical
technique selects a combination of possible variables to be considered and selects an
equation that maximizes certain statistic parameters. This step-wise technique is simply a
mathematical algorithm calculated by a computer. In other words, the vanables offered
to a computer in the step-wise technique are simply sets of numbers. Obviously, the

computer has no ability to deteriine if the potential variables are consistent with the task

11
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at hand or even if they make sense from a conceptual perspective. There is no doubt that
variables selected using the step-wise technique is objective. However, this technique is

no substitute for informed human judgment. In their much respected text book, Applied

Regression Analysis, Norman Draper and Harry Smith render the following opinion
regarding the step-wise procedure used for econometric regression analyses:

Opinion. We believe this to be one of the best of the variable selection
procedures and recommend its use. It makes economical use of computer
facilities, and it avoids working with more X’s than are necessary while
improving the equation at every stage. However, stepwise regression can
easily be abused by the “amateur” statistician. As with all the procedures
discussed, sensible judgment is still required in the initial selection of
variables and in the critical examination of the model through examination
of residuals. It is easy to rely too heavily on the automatic selection
performed in the computer. [Third Edition, page 338]

As a result of Mr. Seelye’s attempt to be unnecessarily surgically precise, he
arrives at nonsensical conclusions and models. As an illustration, remember that Mr.

Seelye developed a separate regression equation, by class, for each month. Consider and

compare Mr. Seelye’s step-wise derived Residential models for July and August.

Variable July 1/ August 1/
Intercept -9,073,496 1,166,041
Maximum Temperature 246,777 -
Minimum Temperature -~ 145,063
Cloudy - -492,074
CDD70 227,194 512,577
Weekend -- 762,045

1/ Per Seelye Exhibit 17.

Mr. Seelye’s step-wise procedures result in a finding that in July, kWh sales are a
function (related to) of maximum temperature and cooling degree days (CDD70).
However, in August, the computer determined that Residential kWh sales are not a
function of this set of explanatory variables, but rather, minimum temperature (the
opposite concept of what would be expected), cloudiness, and weekdays versus weekend
days. Related to the inconsistency of these adjoining summer months is the level in

which kWh usage varies with changes in overall average daily temperatures (CDD70).



Notice that the July model has a CDD70 coefficient of 227,194, while the August
coefficient of 512,577. What this means is that, all other things constant, kWh sales will
vary by 227,194 kWh for each variation in CDD70 during July, but will vary by 512,577
in August.

There are many more inconsistencies and seemingly non-sensical results for other
months as well as across classes, that I will not dwell on. In my opinion, and that of the

industry, HDD and CDD are the accepted and most appropriate explanatory variables.

ELECTRIC CLASS COST OF SERVICE

Q.

A.

PLEASE EXPLAIN THE CONCEPT OF A CLASS COST OF SERVICE STUDY
(“CCOSS™),

First, I note that there are two general types of cost of service studies used for
public utility ratemaking: marginal cost studies; and embedded, fully allocated cost
studies. LG&E has utilized a traditional embedded cost of service concept in this case for
purposes of establishing its overall retail revenue requirement, as well as for its class cost
of service study (“CCOSS”). As such, I will limit my explanation to embedded class cost
of service studies.

Embedded cost of service studies are often referred to as fully allocated cost
studies. This is because the vast majority of an electric utility’s plant investment serves
all customers, and the majority of expenses are incurred in a joint manner such that these
costs cannot be specifically attributed to any individual customer or group of customers.
To the extent that certain costs can be specifically attributable to a particular customer (or
group of customers), these costs are often directly assigned in a CCOSS. However, the
vast majority of LG&E’s Production, Transmission, and Distribution plant and expenses
are incurred jointly to serve all (or most) customers. These joint costs are then allocated
to rate classes. It is generally recognized that to the extent possible, joint costs should be
allocated to classes based on the concept of cost causation; i.e., costs are allocated based
on specific factors that cause costs to be incurred by the utility. Although cost analysts
generally strive to abide by the concept of cost causation to the greatest extent practical,

some costs (particularly overhead costs), cannot be attributed to specific exogenous

13
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factors and must be subjectively assigned or allocated to rate classes. With regards to
those costs in which cost causation can be attributed, cost of service experts often
disagree as to what is the most cost causative factor; e.g., peak demand, energy usage,

number of customers, etc.

PLEASE EXPLAIN HOW CCOSS RESULTS SHOULD BE USED IN THE
RATEMAKING PROCESS.

Although there are certain principles used by all cost of service analysts, there are
often significant disagreements on the specific factors that drive certain costs. These
disagreements can and do arise as a result of the quality of data and level of detail
available from financial records, as well as fundamental differences in opinions regarding
the design or cost causation factors that should be considered to properly allocate costs to
rate schedules or customer classes. Furthermore, and as mentioned earlier, cost causation
factors cannot be realistically ascribed to some costs such that subjective decisions are
required.

In this regard, two different cost studies conducted for the same utility and time
period can, and often do, yield different results. As such, regulators should consider

CCOSS results as one of many tools in assigning revenue responsibility.

PLEASE EXPLAIN HOW YOU PROCEEDED WITH YOUR ANALYSIS OF
LG&E’S CCOSS.

The process in which I conducted my analysis in this case was identical to how I
evaluate all CCOSSs. First, I reviewed the structure and organization of the Company’s
CCOSS. Once the basic structure was understood, I reviewed the accuracy and
completeness of the primary drivers (allocators) used to assign costs to rate schedules
and classes. Next, I reviewed LG&E’s selection of allocators to specific rate base,
revenue and expense accounts. Finally, 1 adjusted certain aspects of the Company’s
study to better reflect cost causation and cost incidence by rate schedule and customer

class.

14
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DID YOU FIND THE COMPANY’S STUDY TO BE MATHEMATICALLY
ACCURATE?

Yes. Perhaps the most fundamental requirement of an embedded CCOSS is that
the sum of the parts (classes) must equal the whole (system). This is true with respect to
the allocation of financial accounts, as well as the various allocation factors.
Furthermore, certain costs previously allocated are carried forward for other purposés
such as for the development of composite or internal allocators and for the assignment of

income taxes. In all regards, 1 found Mr. Seelye’s CCOSS to be mathematically

accurate.

DID YOUR EXAMINATION RESULT IN ANY DISAGREEMENTS WITH THE
ASSUMPTIONS OR METHODOLOGIES USED BY MR. SEELYE?
Yes. [ have two material disagreements with Mr. Seelye’s CCOSS.

PLEASE OUTLINE YOUR TWO MATERIAL DISAGREEMENTS.
The two substantial disagreements that I have with Mr. Seelye are his “Modified
Base-Intermediate-Peak™ method to allocate generation costs and his classification of

distribution plant between customer-related and demand-related.

A. Generation

YOU INDICATE THAT ONE OF YOUR DISAGREEMENTS WITH MR.
SEELYE IS HIS USE OF WHAT HE REFERS TO AS A MODIFIED BASE-
INTERMEDIATE-PEAK METHOD TO ALLOCATE GENERATION COSTS.
ARE THERE OTHER METHODOLOGIES WHICH MAY BE USED TO
ALLOCATE GENERATION- RELATED PLANT AND EXPENSES?

Yes. There are several demand allocation methods utilized in the electric
industry. The current National Association of Regulatory Utility Commissioners
(“NARUC”) Electric Utility Cost Allocation Manual discusses at least thirteen embedded
demand allocation methods, while Dr. James Bonbright noted the existence of at least 29

demand allocation methods in his treatise, Principles of Public Utilities Rates.
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WHY DO SO MANY GENERATION ALLOCATION METHODS EXIST FOR
THE ELECTRIC INDUSTRY?

Utilities design and build generation facilities to meet the energy and demand
requirements of their customers on a collective basis. Because of this, and the physical
laws of electricity, it is impossible to determine which customers are being served by
which facilities. As such, production facilities are joint costs; i.e., used by all customers.
Because of this commonality, production-related costs are not directly known for any
customer or customer group and must somehow be allocated.

If all customer classes used electricity at a constant rate throughout the year, there
would be no disagreement as to the proper assignment of generation-related costs: all
analysts would agree that energy usage in terms of kWh would be the proper approach to
reflect cost causation and cost incidence. However, such is not the case in that LG&E
experiences periods (hours) of much higher demand during certain times of the year and
across various hours of the day. Moreover, all customer classes do not contribute in
equal proportions to these varying demands placed on the generation system. To
complicate matters, the electric utility industry is somewhat unique in that there is a
distinct energy/capacity trade-off relating to generation costs. That is, utilities design
their mix of production facilities (generation and power supply) to minimize the total
costs of energy and capacity, while also ensuring there is enough available capacity to
meet peak demands. The trade-off occurs between the level of fixed investment per unit
of capacity (KW) and the variable cost of producing a unit of output (kWh). Coal and
nuclear units require high capital expenditures resulting in large investments per KW,
whereas smaller units with higher variable production costs generally require
significantly less investment per KW. Due to varying levels of demand placed on the
system over the course of each day, month, and year there is a unique optimal mix of
production facilities for each utility that minimizes the total cost of capacity and energy;
i.e., its cost of service.

Therefore, as a result of the energy/capacity cost trade-off, and the fact that the
service requirements of each utility are unique, many different allocation methodologies

have evolved in an attempt to equitably allocate joint production costs to individual

classes.
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PLEASE EXPLAIN.

Total production costs vary each hour of the year. Theoretically, energy and
capacity costs should be allocated to classes each and every hour of the year. This would
result in 8,760 hourly allocations during non-leap years. Although such an analysis is
certainly possible with today’s technology, the time and cost necessary for such an
undertaking would likely exceed the additional benefits obtained over simpler methods.
This is because the analyst does not know precise class loads each and every hour, and
subjective decisions must still be made regarding the assignment of fixed investment
(capacity costs) to individual hours. With this practical constraint in mind, each method
has its strengths and weaknesses regarding its reasonableness in reflecting cost causation

as well as the cost and effort required to produce a study.

BRIEFLY, DISCUSS THE STRENGTHS AND WEAKNESSES OF COMMON
PRODUCTION COST ALLOCATION METHODOLOGIES.

A brief description of the most common fully allocated cost methodologies and
attendant strengths and weaknesses are as follows:

Single Coincident Peak (“1-CP”) -- The basic concept underlying the 1-CP
method is that an electric utility must have enough capacity available to meet its
customers' peak coincident demand. As such, advocates of the 1-CP method reason that
customers (or classes) should be responsible for fixed capacity costs based on their
respective contributions to this peak system load. The major advantages to the 1-CP
method are that the concepts are easy to understand, the analyses required to conduct a
CCOSS are relatively simple, and the data requirements are significantly less than some
of the more complex methods.

The 1-CP method has several shortcomings, however. First, and foremost, is the
fact that the 1-CP method totally ignores the capacity/energy trade-off inherent in the
electric utility industry. That is, the sole criterion for assigning one hundred percent of
fixed capacity costs is the classes' relative contributions to load during a single hour of
the year. This method does not consider, in any way, the extent to which customers use
these facilities during the other 8,759 hours of the year. This may have severe

consequences because a utility's planning decisions regarding the amount and type of
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generation capacity to build and install is predicated not only on the maximum system
load, but also on how customers demand electricity throughout the year, i.e., load
duration. To illustrate, if a utility had a peak load of 15,000 MW and its actual optimal
generation mix included an assortment of muclear, coal, hydro, combined cycle and
combustion turbine units, the total cost of capacity is significantly higher than if the
utility only had to consider meeting 15,000 MW for 1 hour of the year. This is because
the utility would install the cheapest type of plant, (i.e., peaker units) if it only had to
consider one hour a year.

There are two other major shortcomings of the 1-CP method. First, the results
produced with this method can be unstable from year to year. This is because the hour in
which a utility peaks annually is largely a function of weather. Therefore, annual peak
load depends on when severe weather occurs. If this occurs on a weekend or holiday,
relative class confributions to the peak load will likely be significantly different than if
the peak occurred during a weekday. The other major shortcoming of the 1-CP method is
often referred to as the "free ride" problem. This problem can easily be seen with a
summer peaking utility that peaks about 5:00 p.m. Because street lights are not on at this
time of day, this class will not be assigned any capacity costs at all and enjoy a free ride
on the assignment of generation costs that this class requires.

Summer and Winter Coincident Peak (“S/W Peak™) -- The S/W Peak method

was developed because some utilities’ annual peak load occurs in the summer during

some years and in the winter during others. Because customers' usage and load
characteristics may vary by season, the S/W Peak attempts to recognize this
characteristic. This method is essentially the same as the 1-CP method except that two
hours of load are considered instead of one. This method has essentially the same
strengths and weaknesses as the 1-CP method, and in my opinion, is only marginally
more reasonable than the 1-CP method. However, it is my understanding that LG&E is
consistently a summer peaking utility. Therefore, this methodology is likely not well

suited in this instance.

Twelve Monthlv Coincident Peak (“12-CP”) -- Arithmetically, the 12-CP

method is essentially the same as the 1-CP method except that class contributions to each

monthly peak are considered. Although the 12-CP method bears little resemblance to
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how utilities design and build their systems, the resuits produced by this method better
reflect the cost incidence of a utility’s generation facilities.

Most electric utilities have distinct seasonal load patterns such that there are high
system peaks during the winter and summer months, and significantly lower system
peaks during the spring and autumn months. By assigning class responsibilities based on
their respective contributions throughout the year, consideration is given to the fact that
utilities will call on all of their resources during the highest peaks, and only use their
most efficient plants during lower peak periods. Therefore, the capacity/energy trade-off
is implicitly considered to a small extent under this method.

The major shortcoming of the 12-CP method is that accurate load data is required
by class throughout the year. This generally requires a utility to maintain on-going load
studies. However, once a system to record class load data is in place, the administration
and maintenance of such a system is not overly cumbersome for larger utilities.

Peak and Average (“P&A™) - The various P&A methodologies rest on the

premise that a utility's actual generation facilities are placed into service to meet peak

load and serve consumers demands throughout the entire year. Hence, the P&A method
assigns capacity costs partially on the basis of contributions to peak load and partially on
the basis of consumption throughout the year. Although there is not universal agreement
on how peak demands should be measured or how the weighting between Peak and
Average demands should be performed, many P&A studies use class contributions to
coincident-peak demand for the "peak" portion, while some studies weight the Peak and
Average loads based on the system coincident load factor and others give equal weight to
energy usage and peak demand.

The major strengths of the P&A method are that an attempt is made to recognize
the capacity/energy trade-off in the assignment of fixed capacity costs, and that data
requirements are minimal.

Although the recognition of the capacity/energy trade-off is admittedly arbitrary
under the P&A method, most other allocation methods also suffer to some degree of
arbitrariness.

Average and Excess (“A&E”) -- The A&E method also considers both peak

demands and energy consumption throughout the year. However, the A&E method is
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much different than the P&A method in both concept and application. The A&E method
recognizes class load diversity within a system, such that all classes do not call on the
utility's resources to the same degree, at the same times. Mechanically, the A&E method
weights average and excess demands based on system coincident load factor. Individual
class "excess" demands represent the difference between the class non-coincident peak
demand and its average annual demand. The classes' "excess" demands are then summed
to determine the system excess demand. Under this method, it is important to distinguish
between coincident and non-coincident demands. This is because if coincident, instead
of non-coincident, demands are used when calculating class excesses, the end result will
be exactly the same as that achieved under 1-CP method.

Although the A&E method bears virtually no resemblance to how generation
systems are designed, this method can produce fair and reasonable results for many
utilities. This is because no class will receive a free-ride under this method, and because
recognition is given to average consumption as well as to the additional costs imposed by
not maintaining a perfectly constant load.

A potential shortcoming of this method is that customers that only use power
during off-peak periods will be overburdened with costs. Under the A&E method, off-
peak customers will be assigned a higher percentage of capacity costs because their non-
coincident load factor may be very low even though they call on the utility's resources
only during cheap off-peak periods.

Equivalent Peaker ("EP") — The EP method combines certain aspects of
traditional embedded cost methods with those used in forward-looking marginal cost
studies. The EP method often relies on planning information in order to classify
individual generating units as energy- or demand-related and considers the need for a mix
of base load intermediate and peaking generation resources.

The EP method has substantial intuitive appeal in that base load units that operate
with high capacity factors are allocated largely on the basis of energy consumption with
costs shared by all classes based on their usage, while peaking units that are seldom used
and only called upon during peak load periods are allocated based on peak demands to
those classes contributing to the system peak load. However, this method requires a

significant amount of data.
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Base-Intermediate-Peak (“BIP”) -- The BIP method is an accepted allocation
approach that attempts to recognize the capacity/energy trade-off that actually exists
within a utility’s portfolio of generation assets. A utility’s base load units tend to run
during all periods of the year; i.e., both peak load periods as well as to satisfy energy
requirements in the most efficient manner possible during minimum demand periods
(e.g., during the middle of the night). Because base load units operate regardless of peak
requirements, they are most appropriately classified as energy-related. At the opposite
end of the spectrum are peaking units, such as combustion turbines. These units operate
with high variable costs and are only utilized to help meet peak period demands. As
such, peakers are classified as peak demand-related. Intermediate plants (e.g., many
combined cycle units) are not as efficient as large base load plants but more efficient than
peaking units., For this reason, Intermediate plants are not called upon (dispatched)
during periods of minimum (base) load but are dispatched before, and more frequently,
than peaker units. Therefore, Intermediate plants can be said to serve a dual purpose:
partially energy-related and partially demand-related. Intermediate plants are typically
classified as partially energy-related and partially demand-related based on their
respective capacity factors” In my opinion, the BIP method is an excellent cost
allocation approach for many utilities as it captures the actual differences in the
capacity/energy trade-off that exist across a utility’s generation mix. The BIP method
may not be appropriate for utilities that purchase the majority of their energy needs or for

utilities with an inefficient mix of generating resources.

MR. WATKINS, YOU HAVE DISCUSSED THE STRENGTHS AND
WEAKNESSES OF THE MORE COMMON GENERATION ALLOCATION
METHODOLOGIES. ARE ANY OF THESE METHODS CLEARLY INFERIOR
IN YOUR VIEW?

Yes. In my opinion the 1-CP and seasonal CP (such as 4-CP) methods do not
reasonably reflect cost causation for integrated electric utilities because these methods
totally ignore the utilization of a utility’s facilities. Perhaps the simplest way to explain

this is to consider that the methodology selected is used to allocate Generation plant

(3%

Capacity factor is the ratio of average utilization (output) over a year to peak hour output.
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investment. Generation investment costs vary from a low of a few hundred dollars per
KW of capacity for high running cost (energy cost) peakers to several thousand dollars
per KW for base load nuclear facilities with low running costs. If a utility were only
concerned with being able to meet peak load with no regard to running costs, it would
simply install inexpensive peakers. Under such an unrealistic system design, plant costs
would be much lower than in reality but running costs; i.e., variable fuel costs would be
astronomical, and would result in a higher overall cost to serve customers. The 1-CP and

seasonal CP methods totally ignore this very important fact.

MR. SEELYE HAS USED WHAT HE REFERS TO AS A MODIFIED BIP
METHOD TO ALLOCATE GENERATION COSTS. DID HE CALCULATE THE
BIP METHOD IN A REASONABLE MANNER?

Mr. Seelye’s Modified BIP method does not follow the generally accepted BIP
approach, and in fact, I have never seen Mr. Seelye’s method used before. However, I
would be reluctant to say his approach is totally unreasonable.

Whereas Mr. Seelye’s Modified BIP method does allocate a portion of generation
facilities based on energy and a portion on peak demands, his approach does not reflect
the actual mix of supply resources utilized by LG&E. At this point, it should be noted
that LG&E’s and Kentucky Utilities” (“KU™) generation resources are centraily
dispatched. Both Mr. Seelye and 1 have recognized this combined central dispatch in our
allocation studies. When I refer to LG&E’s actual generation resources, I am referring to
the joint resources of LG&E and KU and not the individual legal ownership of these
plants for booking purposes.

The traditional BIP method is a supply-based approach that classifies generation
plant between energy-related and demand-related; i.e., it considers the actual supply
characteristics of a utility’s generation portfolio. These supply based classifications are
then allocated to classes based on demand-side criteria (kWh usage and peak demand).

Mr. Seelye’s approach ignores the actually supply-side characteristics of EON’s
generation portfolio because it only considers relative differences in system usages and
demands. In fact, given LG&E’s customers combined usage and demand profiles, Mr.

Seelye’s approach would classify a utility’s generation investment exactly the same
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regardless of its actual portfolio mix of plants. Mr. Seelye’s classification would be
identical if LG&E’s portfolio mix was comprised entirely of base load units or entirely of
peaking units. In my opinion, this assumption (or result) is not consistent with the intent
of the BIP method. Namely, to recognize the capacity/energy tradeoff actually present in

a system.

HAVE YOU CONDUCTED A CLASS COST OF SERVICE STUDY USING A
TRADITIONAL BIP APPROACH?
Yes.

PLEASE EXPLAIN HOW YOU CONDUCTED YOUR TRADITIONAL BIP
METHOD.

During the discovery phase of this proceeding, LG&E provided the hourly loads
(output) of each EON generation unit during the test year. In other words, for each EON
generating unit, I was provided hourly output during the test year. With this data, I
examined the timing, frequency, and level of dispatch for each EON generating unit.
This examination revealed clear and distinct patterns for individual generating units.
Many units are clearly base load in nature, others are clearly peaker facilities, and some
units are neither base load or clearly peaker, but intermediate plants. From this
examination, | was able to classify each generating unit as base, intermediate, or peak.
Base load plants were classified as 100% energy-related, peaker units were classified as
100% demand-related, and intermediate plants were classified as partially energy-related
and partially demand-related based on their individual capacity factors. The results of my
BIP generation classification is presented in my Schedule GAW_3. It should be noted
that EON’s hydroelectric facilities were classified as 100% energy-related as these
facilities are largely run-of-river or flood control dams. My BIP classification study
results in the following aggregate generation classification:

Energy-related: 82.78%
Demand-related: 17.22%

23



Vo T T N Y Y L A

L N [T I G R TN | o I N o T —_ e Y R — [ Ja—

WHAT ARE THE CLASS RATES OF RETURN ON RATE BASE AT CURRENT
RATES UTILIZING YOUR TRADITIONAL BIP METHOD TO CLASSIFY
GENERATION PLANT?

Individual class rates of return utilizing the traditional BIP classification method,

compared to Mr. Seelye’s Modified BIP are presented below:

OAG Seelye
Class Traditional Modified
BIP BIP

R 6.58% 5.45%
GS 13.96% 13.17%
LC-Pri. 8.75% 9.89%
LC-Sec. 10.88% 10.42%
LC-TOD-Pri. 5.74% 7.47%
LC-TOD-Sec. 8.02% 0.58%
LP-Pri. 9.87% 11.38%
LP-Sec. 9.46% 9.89%
LP-TOD-Trans. 4.66% 8.39%
LP-TOD-Pri. 4.43% 7.16%
LP-TOD-Sec. 8.76% 10.94%
Sp. Contracts A 0.51% 8.71%
Sp. Contracts B 1.98% 3.67%
Sp. Contracts C 0.49% 6.36%
PSL 3.91% 6.02%
SLE 1.31% 11.75%
OL 7.03% 8.71%
TLE -0.68% 2.07%
STOD-Pr. 3.33% 4.24%
STOD-Sec. 4.61% 5.68%

TOTAL COMPANY 7.77% 7.77%

B. Distribution

AS WE MOVE DOWNSTREAM FROM GENERATION THROUGH
TRANSMISSION, TO THE DISTRIBUTION SYSTEM, HOW HAS THE
COMPANY ASSIGNED DISTRIBUTION COSTS TO RATE SCHEDULES AND
CUSTOMER CLASSES?

Mr. Seelye has allocated Distribution plant and expenses partially on the basis of

number of customers and partially on the basis of peak demand. 1 concur with Mr.
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Seelye’s selection of customer and demand allocators for Distribution plant. However,
there is often controversy regarding the portion of Distribution plant that should be
allocated on number of customers and the portion that should be allocated on demand.
This separation between customer-related and demand-related Distribution plant is

referred to as the classification of Distribution plant.

PLEASE EXPLAIN THE TERM "CLASSIFICATION OF DISTRIBUTION
PLANT."

In the broadest sense, an embedded CCOSS is undertaken using a three-tiered
approach. First, costs are functionalized as Production, Transmission, Distribution,
General, and/or customer. These functionalized costs are then classified as energy,
demand, or customer-related. Finally, classified costs are then allocated to individual
classes. With respect to the classification of Distribution plant, it is generally recognized
that there are no energy-related costs. That is, the distribution system is designed to meet
localized peak demands. However, largely as a result of differences in customer densities
throughout a utility's service area, electric utility Distribution plant often is classified as

partially demand-related and partially customer-related.

WHY IS THE CLASSIFICATION OF DISTRIBUTION PLANT IMPORTANT IN
CCOSS ANALYSES?

The classification of Distribution plant may be the single most important factor
affecting class rates of return. To illustrate the importance of this issue, consider the
Residential class: whereas this class may account for only 40% to 50% of peak demand,
it is responsible for a much higher percentage of the number of customers. Therefore,
given the level of investment associated with Distribution plant, wide variations in class

rates of return can result from different customer/demand classifications.

WHY ARE THE DIFFERENCES IN CUSTOMER DENSITIES IMPORTANT IN
THE ASSIGNMENT OF DISTRIBUTION COSTS TO INDIVIDUAL CLASSES?
Possibly the best way to answer this question is by way of example. Consider two

different electric utilities: one similar to LG&E with urban, suburban, and rural service
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areas and one similar to Consolidated Edison Company, which is mainly urban. With
respect to the utility with a rural service area, many miles of conductors and associated
plant must be installed in order to serve the demands of relatively few customers.
Conversely, many more customers are served on a per mile basis for the urban utility.
For the urban utility, it may be fair and reasonable to allocate Distribution plant solely on
the basis of peak demands. However, with respect to the utility with a rural service area,
such an allocation may be unfair if some classes are located mainly in urban or suburban
areas, while other classes of customers are located in urban, suburban, and rural areas.
As a result, many utilities classify Distribution plant as partially demand- related and
partially customer-related. In this manner, a portion of Distribution plant is allocated

based on a peak demand, and a portion allocated based on number of customers.

HOW DOES ONE DETERMINE HOW MUCH DISTRIBUTION PLANT
SHOULD BE CLASSIFIED AS DEMAND-RELATED AND HOW MUCH AS
CUSTOMER-RELATED?

Once the decision is made that Distribution plant should be allocated considering
both peak demand and number of customers, there are two generally accepted methods
for determining the portions or percentages that should be allocated on each basis. These
two methods are known as the minimum size and zero-intercept approaches. Under both
methods, a study is conducted for each major plant account within the distribution
system. That is, each account is studied and assigned its own customer and demand
components.

The minimum size method rests on the premise that the minimum, or smallest
size, installed equipment makes up the distribution network to connect customers to the
distribution system, and that all larger sizes of equipment serve peak demands. In
practice, the cost per unit of the smallest sized installed equipment is determined. This
minimum cost per unit is then multiplied by the total number units in the system to arrive
at a total customer amount. The total customer amount is then divided by the total cost
for the account to determine the customer percentage. As the compliment, one minus the

customer percentage equals the demand percentage.
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The zero-intercept method is similar to the minimum size method, except for the
determination of the minimum cost per unit. The zero-intercept method recognizes that
even the smallest installed piece of equipment has a demand component, because it too is
designed and installed to meet the peak load placed on that equipment. The zero-
intercept method attempts to arrive at the "theoretical" cost of a piece of plant or
equipment capable of carrying zero load. This is accomplished using statistical
regression techniques whereby the per unit costs of various sizes of equipment are
determined and a best fitting line is fitted into an equation form. The point at which the
fitted line intersects the cost axis at zero size is called the zero-intercept. The zero-

intercept cost then serves as the minimum, or zero size, cost per unit.

IS ONE METHOD PREFERRED OVER THE OTHER?

In general, 1 prefer to use the zero-intercept method when possible and
appropriate. However, as with most aspects of ratemaking where there is not a
universally accepted formula, each approach has its advantages and disadvantages. The
major criticisms | have regarding the minimum size method is that this method tends to
overstate the customer percentage because even the smaliest instailed size is used to meet
some level of peak demand. The primary weaknesses of the zero-intercept method are
that more data and a good working knowledge of statistical linear regression analyses are
required, and sometimes there is no strong correlation between costs and sizes (capacity)

of distribution equipment.

HOW APPROPRIATE IS EITHER METHOD FROM A DESIGN OR
OPERATIONAL PERSPECTIVE?

First and foremost, the classification of Distribution plant as partially customer-
related and partially demand-related results fiom the view that the allocation of these
plant items based solely on peak demands would not be equitable to some classes. 1
emphasize this point, because many analysts "lose sight of the forest for the trees". When
classifying individual accounts within Distribution plant, analysts sometimes ignore {(or

do not understand) how a distribution system is designed and connected.
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There are three major factors the analyst should keep in mind when classifying
Distribution plant. First, there are often alternatives across plant and equipment. For
example, the need for a particular transformer may be erased if a larger size conductor is
used. Alternatively, fewer and smaller poles may be required if lighter conductors are
used. Second, and more importantly, is the fact that purchasing economies are usually
present. For example, there are dozens of various types of overhead conductors
manufactured. However, due to purchasing economies, a utility may only purchase a few
different sizes of conductor. This may result in some "over capacity”, yet, the total
installed cost is less than if every segment of the system is optimally designed. Third,
most components of the distribution system are somewhat oversized for other reasons
such as safety, reliability, and growth uncertainty.

Although, these three factors are reflective of how distribution systems are
actually designed and installed, neither the minimum size nor the zerg-intercept method
account for these factors. In fact, the presence of these three factors can seriously skew
the results of either method. If the weakness is not captured or recognized, inequitable

class allocations may result.

HOW DID MR. SEELYE CLASSIFY DISTRIBUTION PLANT BETWEEN
CUSTOMER-RELATED AND DEMAND-RELATED COMPONENTS?

My Seelye claims to have conducted a zero-intercept analysis to develop
customer/demand classifications for distribution Overhead lines, underground lines, and
transformers. I take exception to Mr. Seelye’s reference to his proposed classifications as

a “zero-intercept” derived study, and I disagree with his approach.

PLEASE EXPLAIN HOW AN INDUSTRY ACCEPTED ZERO-INTERCEPT
STUDY IS CONDUCTED.

Under accepted industry practices, which are well documented in various cost
allocation manuals,” the zero-intercept method is very straight-forward. First, various

types of equipment are separated by size and type. Next, historical accounting costs are

See for example the National Association of Regulatory Utility Commissions {(“NARUC™} Electric Utility

Cost Allocation Manual, 1992, pages 92 through 94.
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trended by vintage year to reflect cost differences over time. For each size and type of
equipment, the total dollars and total units (feet or number of units) are considered as
well as the capacity (size) of each type of equipment. Because the overall objective is to
estimate the cost of a “zero-size” piece of equipment, total costs are divided by total units
(feet or unit) for each type of equipment to derive an average cost per foot or per unit. A
regression model is then developed based on the following form:

cost/unit = a + b (size)

The resulting intercept (a) produces the estimated cost per unit of a “zero-size” piece of
equipment. This estimated zero-size cost per unit is then multiplied by the total umts in
the system to estimate a zero-size total cost. The ratio of total zero size costs to trended
total actual costs represents the percentage of zero-size equipment and serves as the
customer percentage.

The above industry standard is in stark contrast to Mr. Seelye’s method presented
in his Seelye Exhibits 28, 29, and 30. M. Seelye refers to his approach as a “weighted
regression analysis.” Although this “weighted regression analysis” is a clever arithmetic
exercise, it violates theoretical statistical principles of linear regression and skews his
results. Moreover, on page 74 of his direct testimony, Mr. Seelye states:

“Like most electric utilities, the number of feet of conductors on LG&E’s

system is not uniformly distributed over all sizes of wire. For example,

LG&E has over 20 million feet of 1/0 overhead conductor, but only

10,421 feet of 1,000 MCM overhead conductor. 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.”
It is interesting at best that Mr. Seelye finds LG&E’s system to be typical of other
utilities, yet, his approach varies dramatically from the industry practice that has been
used by countless utilities, Commissions, and analysts for decades.

To understand the bias in Mr. Seelye’s “weighted regression analysis,” we must
fully understand the mathematical model he derives. Using Overhead conductors as an
example, consider Mr. Seelye’s analysis presented in his Exhibit 28. Although not shown
in his exhibit, Mr. Seelye’s equation for Overhead conductors is:

(cost per foot x feet®®) = 0 + 2.2913(feet” %) + 0.00818(capacity x feet® )
P
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Notice that the equation’s true intercept is forced to zero. However, if capacity is set to
zero, the second term [0.00818(capacity x feet”)] becomes zero. If we then ask what is
the cost for a foot of a zero capacity conductor we see that feet”® = 1 % = 1, such that the
cost for one foot becomes $2.2913. This is the zero-intercept used by Mr. Seelye.

To illustrate the bias in Mr. Seelye’s analysis, consider the following hypothetical

example of his approach for a system “not uniformly distributed over all sizes of wire™:

Cost
Per
Total Foot {v) Capacity (x) Feet (n) y(n"% n? x(n”%)

350.00 350 2.00 100 35 10.00 20,00
250.00 5.00 4.00 30 35.355339 7.07 28.28
62,500.00 625 6.00 10,000 625 100 00 600.00
164.00 820 8.00 20 36.671515 4.47 3578
9950 9.05 10.00 10 31.464663 316 31.62

Under the correct, and accepted zero-intercept method, the following regression equation
results:

cost/feet = 1.75 -+ 0.805(size)

Therefore, a zero-size cost is estimated to be $1.75 per foot. Using the same data, the
following equation is produced using Mr. Seelye’s approach:

cost per foot x feet’” = 0 -+ 1.9815(feet” ) + 0.7120(size x feet””)

Mr. Seelye’s approach results in a zero cost per foot of $1.9815 as compared to the

industry accepted cost per foot of $1.75.
WHAT ARE THE RESULTS OF MR. SEELYE’S CLASSIFICATION OF

DISTRIBUTION PLANT?

Mr. Seelye classifies distribution plant as follows:
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Account Customer Demand
Overhead Conductors 60.56% 39.44%
Underground Conductors 62.65% 37.35%
Lines Transformers 48.75% 51.25%

HAVE YOU CONDUCTED AN INDEPENDENT ANALYSIS TO CLASSIFY
LG&E’S DISTRIBUTION PLANT?

Yes. Although I prefer to use the zero-intercept method when possible, the data is
such that this method is not reliable in this instance. This is because the regression
equations produce negative intercept values (illogical} and have low R? (poor fits). Asa
result, [ conducted a minimum size analysis, which by its very nature tends to overstate
the customer percentage of distribution plant. 1 used the same data relied upon by Mr.
Seelye in his Exhibits 28, 29, and 30 and selected a reasonable minimum size for each
account (Overhead conductors, underground conductors, and line transformers) based on
the data provided. The following are my selected minimum sizes and resulting

customer/demand classifications:

Minimum Percentage
Account Size Customer Demand
Overhead Conductors $1.4869 39.3% 60.7%
Underground Conductors $1.658 20.1% 79.9%
Line Transformers $606.63 26.5% 73.5%

WHAT ARE YOUR CCOSS RESULTS USING THESE CUSTOMER/DEMAND
CLASSIFICATIONS?

My recommended distribution plant classifications coupled with a traditional BIP
approach to classify generation resources are reflected in my recommended CCOSS. The

detail of this CCOSS is provided in my Schedule GAW_4 and are surnmarized below:
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Q.

ROR At Current Rates
Class 0OAG Recommended Seelye

R 7.22% 5.45%
GS 13.61% 13.17%
LC-Pri. 8.07% 9.89%
LC-Sec. 9.99% 10.42%
LC-TOD-Pri. 5.17% 7.47%
LC-TOD-Sec. 7.26% 9.58%
LP-Pri. 9.15% 11.38%
LP-Sec. 8.62% 9.89%
LP-TOD-Trans. 4.66% 8.39%
LP-TOD-Pr1. 3.95% 7.16%
LP-TOD-Sec. 7.99% 10.94%
Sp. Contracts A 0.17% 8.71%
Sp. Contracts B 1.50% 3.67%
Sp. Contracts C 0.03% 6.36%
PSL 4.29% 6.02%
SLE 0.72% 11.75%
OL 7.51% 8.71%
TLE -0.57% 2.07%
STOD-Pri. 2.84% 4.24%
STOD-Sec. 3.99% 5.68%

TOTAL COMPANY 1.77% 7.77%

As can be seen above, my CCOSS study which is based on accepted industry practices,
produces significantly different results than those obtained by Mr. Seelye.

ELECTRIC CLASS REVENUE DISTRIBUTION

PLEASE DESCRIBE LG&E’S PROPOSED DISTRIBUTION OF ITS
REQUESTED OVERALL ELECTRIC REVENUE INCREASE TO INDIVIDUAL
CUSTOMER CLASSES.

LG&E witness Seelye presents the Company’s proposed distribution of its
requested $14.75 million revenue increase to customer classes. In large part, Mr. Seelye
proposes that the Residential and lighting classes should be responsible for almost all of
the entire rate increase proposed by LG&E. According to Mr. Seelye, this proposed
increase is based on his CCOSS results. However, Mr. Seelye apparently ignored his

own CCOSS study results for certain classes. For example, even though the LC-TOD
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primary class is contributing slightly less than the current system average rate of return
(7.47% compared to 7.77%), Mr. Seeyle assigns no revenue increase to this class.
Similar situations exist for the LP-TOD Primary and Special Contracts “A” classes.

A summary of LG&E’s proposed revenue increase for each customer class is
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shown below:

LG&E Proposed Electric Increase

Class Amount Percent Percent of Avg.

R $13,673,276 3.81% 230%
GS 228,601 0.18% 11%
LC-Prn. 0 0.00% 0%
LC-Sec. 0 0.00% 0%
LC-TOD-Pri. 0 0.00% 0%
LC-TOD-Sec. 0 0.00% 0%
LP-Pri. 0 0.00% 0%
LP-Sec. 0 0.00% 0%
LP-TOD-Trans. -8,461 -0.03% -2%
LP-TOD-Pri. 0 0.00% 0%
LP-TOD-Sec. 0 0.00% 0%
Sp. Contracts A -145,782 -2.05% -124%
Sp. Contracts B 0 0.00% 0%
Sp. Contracts C 0 0.00% 0%
PSL 199,009 3.39% 205%
SLE 0 0.00% 0%
OL 462,434 5.12% 309%
TLE 9,376 4.12% 249%
STOD-Pri. 45,334 6.01% 363%
STOD-Sec. 287,867 5.27% 318%

TOTAL COMPANY $14,751,654 1.66% 100%

MR. WATKINS, IN YOUR OPINION ARE LG&E’S PROPOSED CUSTOMER

CLASS REVENUE INCREASES REASONABLE?

No.

DO YOU HAVE AN ALTERNATIVE REVENUE INCREASE DISTRIBUTION

TO THAT PROPOSED BY MR. SEELYE?

Yes, I do. Using the results of my CCOSS as a guide, and also considering
principles of gradualism, fairness and equity, I propose an equitable and cost based

mechanism to assign class revenue increases at LG&E’s requested overall revenue level.
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My proposed revenue distribution is presented in my Schedule GAW_S and results in the

following class increases:

OAG Proposed Electric Increase

Class Amount Percent Percent of Avg.

R $6,987,615 1.95% 118%
GS 1,059,478 0.83% 50%
LC-Pri. 165,183 1.66% 100%
LC-Sec. 1,812,934 1.24% 75%
LC-TOD-Pri. 389,305 2.07% 125%
LC-TOD-Sec. 344,591 1.66% 100%
LP-Pri. 89,466 1.24% 75%
LP-Sec. 452 458 1.24% 75%
LP-TOD-Trans. 543,277 2.07% 125%
LP-TOD-Pri. 1,933,032 2.07% 125%
LP-TOD-Sec. 44,764 1.66% 100%
Sp. Contracts A 176,845 2.45% 150%
Sp. Contracts B 270,913 2.49% 150%
Sp. Contracts C 71,528 2.49% 150%
PSL 121,435 2.07% 125%
SLE 4,805 2.49% 150%
OL 149,549 1.66% 100%
TLE 5,649 2.49% 150%
STOD-Pri. 15,622 2.07% 125%
STOD-Sec. 113,204 2.07% 125%

TOTAL COMPANY $14,751,654 1.66% 100%

My specific electric revenue allocation methodology is as follows, with the actual

calculations provided in Schedule GAW_35.

First, I recognize class cost of service and the concept of gradualism. In doing so,
I recommend a graduated scale of increases such that no class receives a rate decrease
and that all class increases are limited to a range of 50% of the system average percentage
increase to 150% of the system average increase. In order to recognize the higher than
system average ROR’s provided by certain classes, | increased these higher than average
ROR classes less than the system average percentage. Similarly, those classes with low

rates of return were increased by a higher percentage. Finally, due to its size relative to

the system, the Residential class was treated as a residual.
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MR. WATKINS, PLEASE PROVIDE YOUR RECOMMENDED SCALE BACK
METHOD TO ASSIGN CLASS REVENUE INCREASES SHOULD THE
COMMISSION AUTHORIZE AN OVERALL REVENUE REQUIREMENT
INCREASE LESS THAN THAT PROPOSED BY LG&E OR AN OVERALL
DECREASE AS RECOMMENDED BY THE OAG.

I recommend that my customer class revenue increases be reduced proportionally

downward.

RESIDENTIAL ELECTRIC RATE DESIGN

Q.
A,

e

PLEASE DESCRIBE LG&E’S CURRENT RESIDENTIAL RATE STRUCTURE?
Currently, Residential rates include a fixed monthly customer charge of $5.00 and

a flat kWh energy charge.

WITH RESPECT TO THE CURRENT RESIDENTIAL CUSTOMER CHARGE
OF $5.00, DOES LG&E PROPOSE AN INCREASE TO THIS FIXED MONTHLY
RATE?

Yes. LG&E proposes an increase to the monthly Residential customer charge
from the current $5.00 level to $8.23.

DOES MR. SEELYE PROVIDE ANY JUSTIFICATION FOR THE LARGE
INCREASE IN THE FIXED CUSTOMER CHARGE?

As part of his CCOSS, Mr. Seelye functionalizes all costs that include an
assignment of overheads to each functional and classification category. Within Mr.
Seelye’s CCOSS, these fully allocated costs that are classified as “customer” equate to a

monthly residential “customer allocated cost” of $16.43.
DO YOU AGREE WITH MR. SEELYE’S “CUSTOMER COST” ANALYSIS?

No. Mr. Seelye’s customer cost analysis includes not only those costs that are

directly attributable to customers but also assigns a significant level of corporate
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overhead costs. In my opinion, any customer cost analysis used as a basis for

establishing fixed monthly customer charges should only include direct customer costs.

HAVE YOU CONDUCTED SUCH A DIRECT CUSTOMER COST ANALYSIS?
Yes. The results of my direct customer costs analysis are presented in my

Schedule GAW_6 and result in a monthly Residential customer cost of $2.98.

WHAT IS YOUR RECOMMENDATION AS TO RESIDENTIAL CUSTOMER
CHARGES IN THIS CASE?

Given that my direct customer cost analysis results in a monthly customer cost of
$2.98, I recommend maintaining the current monthly customer charge of $5.00 regardless

of any increase or decrease in revenue requirement authorized by this Commission.

DOES LG&E’S PROPOSED 65% INCREASE TO THE RESIDENTIAL
CUSTOMER CHARGE PROMOTE OR DISCOURAGE CONSERVATION?
LG&E’s proposed increased reliance on customer charge revenue will discourage
conservation from its electric customers as a larger percentage of customers’ bills will be
collected from a fixed monthly charge that does not vary with usage. As such, the
Company proposed 65% increase to the fixed customer charge would send a price signal
to customers that is contrary to conservation efforts and encourage additional usage of

electricity.

NATURAL GAS OPERATIONS

Q.

A.

HAVE YOU EXAMINED MR. SEELYE’S NATURAL GAS CLASS COST OF
SERVICE STUDY?
Yes.

WHAT METHODOILOGY DID MR. SEELYE USE FOR PURPOSES OF HIS
NATURAL GAS CCOSS?
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Mr. Seelye used what is known as the Peak Responsibility method to allocate
Mains costs. Furthermore, Mr. Seelye separated LG&E’s Mains into “high pressure” and
“low pressure” systems. Finally, Mr. Seelye classified both high pressure and lower

pressure Mains as partially customer-related and partially demand-related.

DO YOU HAVE ANY MAJOR DISAGREEMENTS WITH MR. SEELYE’S
NATURAL GAS CCOSS?
Yes.

PLEASE OUTLINE YOUR DISAGREEMENTS.
I disagree with Mr. Seelye’s use of the Peak Demand method to allocate

distribution Mains (low and high pressure).

PLEASE EXPLAIN PEAK RESPONSIBILITY METHOD.

The Peak Responsibility method is similar in concept to the 1-CP method
previously discussed for the electric industry. The major difference is that whereas the 1-
CP electric method is generally based on actual loads and demands, the Peak
Responsibility method is based on estimated loads at design day temperatures. In other
words, design day demands are not known as historical loads, but rather estimate class

demand under the most extreme weather conditions.

IS THERE A METHOD THAT IS PREFERRED OVER THE PEAK
RESPONSIBILITY METHOD FOR LG&E’S NATURAL GAS OPERATIONS?
Yes. The Peak and Average method is far superior for LG&E’s natural gas

operations.

PLEASE EXPLAIN WHY THE PEAK AND AVERAGE METHOD IS
PREFERRED.

There are several reasons why the Peak and Average Method is preferred and why
the Peak Responsibility method is not appropriate LG&E. The first is the recognition of

how and why natural gas consumers are customers of LG&E. That is, customers connect
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to LG&E’s system in order to meet their natural gas needs throughout the year. Indeed,
the Company’s Mains are utilized each and every day of the year and recognition of
annual usage (throughput) is a logical basis for cost assignment.

Another shortcoming of the Peak Responsibility method using design day demand
is that the “design day” is a moving target over time. That is, whereas natural gas Mains
are planned and installed to serve customers in excess of fifty years into the future, design
day demand (as used by Mr, Seelye) is a function of the mix, usage per customer, and
number of customers today. In addition LG&E’s commercial centers have obviously
changed over the last few decades. Yet, Mr. Seeyle assumes the entire Company system

was optimally designed and installed to meet today’s mix and level of customers.

HAVE YOU CONDUCTED A CLASS COST OF SERVICE STUDY THAT
UTILIZES THE PEAK AND AVERAGE METHOD?

Yes. I have accepted all other aspects (allocators and clagsifications) of Mr.
Seelye’s natural gas CCOSS except for his use of the Peak Responsibility method. It
should be noted that while I disagree conceptually with Mr. Seelye that any portion of
distribution Mains should be classified as partially customer related, 1 have accepted his
classification since his recommended customer percentages of Mains are relatively

small *

PLEASE PRESENT THE RESULTS OF YOUR NATURAL GAS CCOSS
UTILIZING THE PEAK AND AVERAGE METHOD.

The following is a summary of class rates of return at current rates utilizing my
recommended Peak and Average method to allocate distribution Mains. Also provided

are Mr. Seeyle’s results using his Peak Responsibility method.

4

Mr. Seeyle customer percentage of high pressure mains is 6 97% while high customer percentage of low

pressure mains is 14.82%.
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Q.

ROR at Current Rates.
OAG Seelye
Peak & Peak
Class Average Responsibility
RSG 3.53% 2.77%
CGS 6.42% 5.37%
IGS 6.15% 6.52%
AAGS 2.36% 14.65%
FT 0.37% 18.73%
SP -3.73% 22.04%
Total Company 3.88% 3.88%

The details of my recommended natural gas CCOSS are provided in my Schedule
GAW_7.

NATURAL GAS CLASS REVENUE DISTRIBUTION

PLEASE DESCRIBE LG&E’S PROPOSED DISTRIBUTION OF ITS
REQUESTED OVERALL NATURAL GAS REVENUE INCREASE TO
INDIVIDUAL CUSTOMER CLASSES.

LG&E witness Seelye presents the Company’s proposed distribution of its
requested $29.76 million revenue increase to customer classes. In large part, Mr. Seelye
proposes that the Residential class should be responsible for almost all of the entire rate
increase proposed by L.G&E. According to Mr. Seelye, this proposed increase is based
on his CCOSS results.

A summary of LG&E’s proposed natural gas revenue increase for each customer

class is shown below:

LG&E Proposed Natural Gas Increase

Class Amount Percent Percent of Avg.

RGS $25,482,608 37.00% 125%
CGSs 4,012,950 16.75% 57%
IGS 55,838 3.03% 10%
AAGS 23,962 9.77% 33%
FT 175,907 4.10% 14%
SP 11,200 0.70% 2%

TOTAL COMPANY $29,762,465 29.53% 100%
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MR. WATKINS, IN YOUR OPINION ARE LG&E’S PROPOSED NATURAL
GAS CUSTOMER CLASS REVENUE INCREASES REASONABLE?
No.

DO YOU HAVE AN ALTERNATIVE REVENUE INCREASE DISTRIBUTION
TO THAT PROPOSED BY MR. SEELYE?

Yes, I do. Using the results of my CCOSS as a guide, and also considering Mr.
Seelye’s CCOSS results in conjunction with the principles of gradualism, fairness and
equity, I propose an equal percentage increase for all classes regardless of the overall
increase in revenue requirement authorized by the Commission. My proposed across the

board class revenue increases are as follows using LG&E’s required overall increase of
$29.76 million:

OAG Proposed Natural
Gas Increase

Class Amount Percent

RGS $20,334,408 29.53%
CGS 7,073,326 29.53%
IGS 544,098 29.53%
AAGS 72,380 29.53%
FT 1,265,374 29.53%
SP 472,789 29.53%
TOTAL COMPANY $29,762,465 29.53%

RESIDENTIAL NATURAL GAS RATE DESIGN

Q.
A.

PLEASE DESCRIBE LG&E’S CURRENT RESIDENTIAL RATE STRUCTURE?

Currently, Residential rates include a fixed monthly customer charge of $8.50 and

a flat base rate usage charge.
WITH RESPECT TO THE CURRENT RESIDENTIAL CUSTOMER CHARGE

OF $8.50, DOES LG&E PROPOSE AN INCREASE TO THIS FIXED MONTHLY
RATE?
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Yes. LG&E proposes an increase to the monthly Residential customer charge
from the current $8.50 level to $13.65.

DOES MR. SEELYE PROVIDE ANY JUSTIFICATION FOR THE LARGE
INCREASE IN THE FIXED CUSTOMER CHARGE?

As part of his CCOSS, Mr. Seelye functionalizes all costs that include an
assignment of overheads to each functional and classification category. Within Mr.
Seelye’s CCOSS, these fully allocated costs that are classified as “customer” equate to a

monthly residential “customer allocated cost™ of $13.71.

DO YOU AGREE WITH MR, SEELYE’S “CUSTOMER COST” ANALYSIS?

No. Mr. Seelye’s customer cost analysis includes not only those costs that are
directly attributable to customers but also assigns a significant level of corporate
overhead costs. In my opinion, any customer cost analysis used as a basis for

establishing fixed monthly customer charges should only include direct customer costs.

HAVE YOU CONDUCTED SUCH A DIRECT CUSTOMER COST ANALYSIS?
Yes. The results of my direct customer costs analysis are presented in my

Schedule GAW_8 and result in a monthly Residential customer cost of $6.96.

WHAT IS YOUR RECOMMENDATION AS TO RESIDENTIAL CUSTOMER
CHARGES IN THIS CASE?

Given the direct customer cost analysis that results in 2 monthly customer cost of
$6.96. 1 recommend maintaining the current monthly customer charge of $8.50

regardless of any increase in revenue requirement authorized by this Commission.

DOES LG&E’S PROPOSED 61% INCREASE TO THE RESIDENTIAL

CUSTOMER CHARGE PROMOTE OR DISCOURAGE CONSERVATION?
LG&E’s proposed increased reliance on customer charge revenue will discourage

conservation from its natural gas customers as a larger percentage of customers’ bills will

be collected from a fixed monthly charge that does not vary with usage. As such, the
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Company’s proposed 61% increase to the fixed customer charge would send a price
signal to customers that is contrary to conservation efforts and encourage additional

usage of natural gas.

DOES THIS COMPLETE YOUR TESTIMONY?
Yes.
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BACKGROUND & EXPERIENCE PROFILE
GLENN A, WATKINS
VICE PRESIDENT/SENIOR ECONOMIST
TECHNICAL ASSOCIATES, INC.
EDUCATION
1982 - 1988 M.B.A., Virginia Commonwealth University, Richmond, Virginia
1980 - 1982 B.S., Economics; Virginia Commonwealth University
1976 - 1980 A.A., Economics; Richard Bland College of The College of William and Mary,
Petersburg, Virginia
POSITIONS

Jul. 1995-Present Vice President/Senior Bconomist, Technical Associates, Inc.

Mar. 1993-1995 Vice President/Senior Economist, C. W. Amos of Virginia

Apr. 1990-Mar. 1993 Principal/Senior Economist, Technical Associates, Inc.

Aug. 1987-Apr. 1950 Staff Economist, Technical Associates, Inc., Richmond, Virginia
Feb. 1987-Aug. 1987 Econemist, Old Dominion Electric Cooperative, Richmond, Virginia
May 1984-Jan. 1987 Staff Economist, Technical Associates, Inc.

May 1982-May 1984 Economic Analyst, Technical Associates, Ino.

Sep. 1980-May 1982 Research Assistant, Technical Associates, Inc.

EXPERIENCE

L Publie Utility Repulation
A,

Costing, Studies — Conducted, and presented as expert testimony, numerous embedded and
marginal cost of service studies. Cost studies have been conducted for electric, gas, telecommuni-
cations, water, and wastewater utilities. Analyses and issues have included the evaluation and
development of alternative cost allocation methods with particular emphssis on ratemaking
implications of distribution plant classification and capacity cest gllocation methodologies.
Distribution plant classifications have been conducted using the minimum system and zero-
intercept methods. Capacity cost allocations have been evaluated using virtually every recognized
method of allocating demand related costs (e.g,, single and multiple coincident peaks, nen-
coincident peaks, probability of loss of load, average and excess, and peak and averags).

Embedded and marginal cost studies have been analyzed with respect to the seasonal and
diumal distribution of system energy and demand costs, as well as cost effective approaches to
incorporating energy and demand losses for rate design purposes, Economic dispatch models
have been evaluated to determine long range capacity requirements as well as system marginal
energy costs for ratemaking purposes.

Rate Desipn Studies — Analyzed, designed and provided expert testimony relating to rate
structures for all retail rate classes, employing embedded and marginal cost studies. These rate
structures have inclnded fiat rates, declining block rates, inverted block rates, hours use of demand
blocking, lighting rates, and interruptible rates. Economic development and special industria]
rates have been developed in recognition of the competitive environment for specific customers,
Assessed alternative time differentiated rates with diurnal and seasonal pricing structures. Applied

Ramsey (Inverse Elasticity) Pricing to marginal costs in order to adjust for embedded revenue
requirement constraints.
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Schedule GAW _1
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GLENN A. WATKINS

C. Forecasting and System Profile Studies — Development of long range energy (Kwh or Mef) and
demand forecasts for rural electric cooperatives and investor owned utilities. Analysis of electric

plant operating characteristics for the determination of the most efficient dispatch of generating
units on & system-wide basis. Factors analyzed include system load requiremends, unit generating
capacities, planned and unplanned outages, marginal energy costs, long term purchased capacity
and energy costs, and short term power interchange agreements,

D. Cost of Capital Studies -- Analyzed and provided expert testimony on the costs of capital and
proper capital siructures for ratemaking purposes, for electric, pas, telephone, water, and
wastewater ulilities. Costs of capital have been applied to both actual and hypothetical capital
structures. Cost of eguity studies have employed comparable earnings, DCF, and CAPM analyses.
Econometric snalyses of adjustments required to electric utilities cost of equity due to the reduced
risks of completing and placing new nuclear generating units into service.

E. Accounting Studies -- Performed and provided expert festimony for numerous accounting studies
relating to revenue requirements and cost of service. Assignments have included original cost
studies, cost of reproduction new studies, depreciation studies, lead-lag studies, Weather
normalization studies, merger and acquisition issues and other rate base and operaeting income
adjustments,

1. Transporiation Repniation

A. Qil and Products Pipelines — Conducted cost of service studies utilizing embedded costs, 1.C,C.
Valuation, and trended original cost. Development of computer models for cost of service studies
utilizing the "Williams" (FERC 154-B) methodology. Performed alternative tariff designs, and
dismantlement and restoration studies.

B. Railroads — Analyses of costing studies using both embedded and marginal cost methodologies,
Analyses of market domipance and cross-subsidization, including the implementation of
differential pricing and inverse elasticity for various railroad commodities. Analyses of capital
and operation costs required to operate "stand alone” railroads. Conducted cost of capital and
revenue adequecy studies of railroads,

HIL Insurance Studies

Conducted and presented expert testimony relating to market structure, performance, and
profitability by line and sub-line of business within specific geographic areas, e.g. by state, These
studies have included the determination of rates of return on Statutory Surpius and GAAP Equity
by line - by state vsing the NAIC methodology, and comparison of individual insurance company
performance vis 8 vis industry Country-Wide performance.

Conducted and presented expert testimony relating to rate regulation of workers
compensation, automobile, and professional malpractice insurance. These studies have included
the determination of & proper profit and contingency factor utilizing an internal rate of return
methodology, the development of a fair investment income rate, capital structure, cost of capital,

Other insurance studies have included testimony before the Virginia Legislature
“ regarding proper regulatory structure of Credit Life and P&C insurance; the effects on competition
and prices resulting from proposed insurance company mergers, maximum and minimum expense
multiplier limits, determination of specific class code rate increase limits (swing limits); and
investigation of the reasonableness of NCCJ's administrative assigned risk plan and poo! expenses.
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IV. Anii-Trust and Commercial Business Damage Litipation

Analyses of alleged claims of attermnpts to monopolize, predatory pricing, unfair ade
practices and economic losses. Assignmenis have involved definitions of refevant market
areas{geographic and product) and performance of that market, the pricing and cost allocation
practices of manufacturers, and the economic performance of manufacturers’ distributors.

Performed and provided expert testimony relating to market impacts involving
automobile and truck dealerships, incremental profitability, the present value of damsges,
diminution in value of business, market and dealer performance, fiture sales potential, optimal
inventory levels, fair allocation of products, financial performance; and business valuations.

MEMBERSHIPS AND CERTIFICATIONS

Member, Association of Energy Engineers (1998)

Certified Rate of Return Analyst, Society of Utility end Regulatory Financial Analysts (1992)
Member, American Water Works Association

National Association of Business Economists

Richmond Association of Business Economists

National Economics Honor Society
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LOUISVILLE GAS AND ELECTRIC COMPANY Scheduls GAW_2

Page 1 of 12
0AG Adjustment to Reflect Electric Weather Normalization
(12 Months Ended April 30, 2008)
n @ 3
OAG Test Year OAG Test Year
Adjustment 10 kWh Energy Rate Revenue Adjustment
m*&
Residential Rate R (110,959,088) $0.06404 ($7,105,820)
General Service Rate GS
Single Phase (5,744,499) 0.07621 (437,788)
Three Phase (10,694,430) 0.07621 {815,023)
Total (16,438,929) (1,252,811)
Large Commercial Rate LC
Secondary (16,593,235) 0.02702 (448,349)
Primary (1,270,282) 0.02702 (34,323)
Secondary Small Time of Day (699,053) 0.03289 {22,992)
Primary Small Time of Day (108,092) 0.03289 (3,555)
Total {18,670,661) (509,219)
Large Commercial Rate LCTOD
Secondary (1,735,249) 0.02706 {46,956)
Primary (2,228,694) 0.02706 {60,308)
Total {3,963,243) (107,264)
Industrial Power Rate LP
Secondary (2,196,464) 0.02357 (51,771)
Primary (453,706} 0.02357 {(10,654)
Total (2,650,170} (62,465)
Industrial Power Rate LPTOD - 0
Secondary - 0.062362 0
Primary - 0.02362 0
Special Contracts - 0
Fort Knox - 0.02365 0
DuPont - 0.02379 0
Louisville Water Company - 0.02364 0
Lighting
Street Lighting Rate SLE - 0.00000 0
Traffic Lighting Rate TLE - 0.00000 0
Public Street Lighting Rate PSL - 0.00000 0
Outdoor Lighting Rate OL . 0.00000 0
Total Company (152,682,791) (89,037,579)

Variable Expenses (152,682,791) $0.01955 ($2,984,949)



LOUISVILLE GAS AND ELECTRIC

OAG kWh Weather Adjustment
(Tune through September, 2007}

Schedule GAW_2
Paga 2 0f 12

Residential
Degres Days ‘Normal Weather Band
Houndary kWh Per
30-year 30-year Std Limitiess  CustomerPer  Avermge
Acual  Average ¥ Dev’  UpperLimit Lowerlimit  Adjustment  Actusl Degree Day" _ Customers_kWh AdjostmentModel R-square
Cooting Montk (CDD)
June 376 306
July 395 438
Ausgust 629 407
September 350 204
Sensonal Aggregate 1,751 1,356 202 1,558 1,154 Yes {193) 1.6807% 358,712 (110,959,088) 92.0941%
Heating Month
HNovember 480 500
December 712 833
January 935 954
Februasy 787 769
Marnch 569 558
3,483 3,615 347 3,06% 3268 o 479

I/ Per NOAA, National Climatic Ttz Center
2/ 30-yenr Averapge 1978 1o 2007
3/ Standard deviation of Seasenal Degree Days.

4/ Linenr regression model deveioped based on daily absarvations of KWh usage, degmee deys, and binary vatiable for Weskdays and Holidays.
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LOUISVILLE GAS AND ELECTRIC
Page 3of 12
OAG kWh Weather Adjustment
{June through Septemiber, 2007}
GS Secondary 1 Phase
Degres Days Normal Weather Band
Boundary
30.year 3Q-year Std Limitless KWhPerDegree
Actust ¥ Average? Dev’  UpperLimit LowerLimit  Adjustment  Actual Day" ¥Wh Adjustment Model R-sguare
Cooling Season (COD)
Cooling Month
June 376 306
July 396 438
August 620 407
September 350 204
Scasonal Aggregate 1,751 1,356 202 1,558 1,154 Yes (193) 2972830 (5, 744495  91.1264%
Heating Season (HDD)
Heating Month
November 480 500
Degember 712 833
Janunary 935 954
February 787 769
March 569 558
3,483 3615 347 3962 3268 No 479

1/ Per NOAA, Nationa] Climatic Data Center

2/ 36-yeur Average 1978 to 2007

3/ Standard deviation of Scasanal Degres Days.

47 Linear regression model developed based on daily chservations of ’Wh usage, degres days, and binary variable for Weekdays and Holidays.



LOUISVILLE GAS AND ELECTRIC Schedule GAW_2

Page 4 of 12
OAG kWh Weather Adjustment
{lune through September, 2007)
GS Secondary 3 Phase
Degree Days Normal Weather Band
Boundary
30-year 30-year Std Limitless kKWhPerDegree
Acmal Y Averpge ¥ Dev’  UpperLimit LowerLimit  Adjustment  Actuni Day” KWh Adjustment Model R-square
Cocling Season {CDD)

Cooling Moath

June 376 306

July 396 438

August 629 407

September 350 204

Seasonal Aggregate 1,751 1,356 202 1,558 1,154 Yes {193) 55344.64 {10,694430)  88.8312%

Heating Season (HDD)

Hearmg Month

November 480 500

December 712 833

January 935 954

Februaty 787 769

March 569 558

3,483 34615 347 3962 3268 No 479

1/ Per NOAA, National Climatie Data Center

2/ 30-year Averape 1978 to 2007

3/ Standard deviation of Seasonal Degres Days.

4/ Linear regression mods] developed based on daily observations of kWh usage, degree days, and binary varizble for Weekdays and Holidays.
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LOUISVILLE GAS AND ELECTRIC
Page 50f 12
OAG k'Wh Weather Adjustment
(June through September, 2007)
1. Secondary
Degres Days ‘Normal Westher Band
Boundery
30-year 30-year Std Limitless &Wh Per Degree
Actual ¥ Average™ Dev?’  UpperLimit LowerLimit  Adjustment  Actual Day” KWh Adjustment Mode] R-square
Cooling Seasen (CDIY)
Cooling Month
June 376 386
July 396 438
August 629 407
September 350 204
Seasonal Agpregate 1,751 1,356 202 1,558 1,154 Yes {193} 85,871.49 16,593,235} 92.2827%
Heating Season (HDD)
Heating Month
November 480 500
December 712 833
Janusry 935 954
February 787 769
March 569 558
3,483 3,615 347 3,962 3268 No 479

1/ Per NDAA, National Climatic Data Center
2/30-year Averngo 1978 to 2007
3/ Standard devintion of Seasenal Degres Days,

4/ Linear regression model developed based on daily observations of KWh usage, degree days, and binary vanable for Weekdays and Holidays.
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LOUISVILLE GAS AND ELECTRIC
Page6of 12
QAG kWh Weather Adjustment
{June through September, 2007)
LC Primary
Degree Days Normn] Weather Banid
Boundary
30-year 30-year Sud Limitless KWh PerDegree
Actual ¥ .Pqﬁ.nmm& Dev’  UpperLimit LowerLimit Adjustment Actunt Day” kWh Adjostment  Model R-sguare
Caoling Season (CDD)

Cooling Month

June 376 306

July 396 438

Auguat 629 407

September 350 204

Scasonal Aggregate 1,751 1,356 202 1,558 1,154 Yes {193 6,573.82 (1,270782)  BR.6240%

Heating Season (HDD)

Heating Month

November 480 500

December 12 833

Japuary 935 954

February 787 769

March 569 558

3,483 3,615 347 3,962 31268 No 479

1/ Per NOAA, Nationat Climatic Data Center
2/ 30-year Average 1578 to 2007

3/ Standard deviation of Seasopal Degree Days.
4/ Linear regression mode] developed besed on daily observations of kWh usage, degree days, and binary varisble for Weekdays and Holidays,
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LOUISVILLE GAS AND ELECTRIC
Page 7T of 12
CAG KWh Weather Adjustment
(June through September, 2007
LC STOD Secondary
Degree Days Normal Weather Band
Boundary
30-year 30-year Sid Limitless KkWhPerDegres
Acmal Y Average Dev’  UpperLimit LowerLimit  Adjustment  Actal Day* KWh Adijustment Model R-square
Cooling Season {CDD)
Cooling Month
Jane 376 306
July 396 438
August 62 407
September 350 204
Seasonal Aggregate 1,751 1,356 202 1,558 1,154 Yes {193} 3,617.66 (655,053) 89.1158%
Heating Season (HDD)
Heating Month
November 430 500
Decenber 712 833
Japnary 935 954
Febrruary 787 769
March 569 558
3483 3,615 347 3,962 3268 No 478

1/ Per NOAA, National Climatic Date Center
2/ 30-year Average 1978 102007

3/ Standard deviation of Seasopal Degree Days.
4/ Linenr regression model developed based on daily observations of kKWh usage, degree days, and binary varisble for Weekdays and Holidays.



LOLNSVILLE GAS AND ELECTRIC Schedule GAW 2

Page Bof 12
OAG KWh Weather Adjustment
(June through September, 2007)
LC STOD Primary
Degree Days Mormal Weather Band
Bowmdary
30-year 30-year Std Limit jess  kWh Per Degree
ActaalV  Aversge™ Do’ UpperLimit LowerLimit _ Adjustment  Actual Day¥  kWhAdjustment Model Resqusre
Caonling Season ({CDD)

Coviing Month

June 376 306

July 395 438

Avgust 625 4057

Septerber 350 204

Seasonal Aggregeic 1,751 1356 202 1,558 1,154 Yes (193} 55038 {108,092)  92.0316%

Hesting Season (HDD)

Heating Month

November 480 560

December 712 833

January 935 954

Febmary 787 769

Merch 569 558

3,483 3,615 347 3,962 3,268 No 475

1/ Per NOAA, Mationa! Climatic Pata Center
2/ 30-year Average 1978 10 2007
3f Standard deviation of Seagonsl Degree Days.

41 Linear regression model devaloped based on dnily observations of KWh usage, depree days, and binary varisble for Weeltdays and Holidrys.



LOUISVILLE GAS AND ELECTRIC Schedule GAW_ 2

Page 9 of 12
OAG KWk Weather Adjustment
(June through Septernber, 2007}
LC Secendary
Degres Days Norma) Weather Band
Boundary
30-year 30-year Sid . Limitless kKWhPer Degree
Acual¥  Averape” Dev’  UpperLimit LowerLimit  Adjustment  Actusl Pay®  kWh Adjustment Model R-square
Cooling Season {CDD)

Cooling Month

June 376 306

July 396 438

August 629 407

September 350 204

Scasonal Apgregnte 1,751 1,356 202 1,558 1,134 Yes (193} £.980.07 (1,735249)  93.4691%

Heating Season (HDD)

Heating Month

November 480 500

December 712 833

January 935 954

February 787 769

March 569 558

3,483 3,615 347 3,962 3,268 No 475

1/ Per NOAA, National Climatic Data Center
2/ 30-ycor Average 1978 to 2007

3/ Standard deviation of Seasonat Degree Days.
4 Linesr regression mode] developed based on doily observations of kWh usage, degree days, and binary verisble for Weekdnys and Holidays.
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LOUISVILLE GAS AND ELECTRIC
Page 10 of 12

QAG kWh Weather Adjustment
(June through September, 2007)

LC Primary
Degree Days Mormal Weather Band
Boundary
30-year 30-year Sid Limitfess kWb Per Degres
Acmat ¥ Avernge ™ Dev’  UpperLimit LowerLimit  Adjusgnent  Actual Day* _ _kWh Adjustment Model R-square
Cooling Season (CDD)

Cooling Month

June 376 306

July 396 438

August 629 407

Septemnber 350 204

Scasonal Aggregate 1.751 1,356 262 1,558 1,154 Yes {193) 11,533.69 (2,228,6%4) 60.3444%

Heating Season (HDD}

Heating Month

November 480 500

December 7i2 833

January 935 954

February 787 769

Merch 569 558

3,483 3615 347 3,062 3,268 No 579

1/ Per NOAA, National Climatic Dats Ceqter
2/ 30-year Averags 1978 to 20607

3/ Stenderd deviation of Seasonal Degree Days.
4/ Linear regression model developed based on datly observations of kWh usage, degree days, and binary vanable for Weekdays and Holidays.



LOUISVILLE GAS AND ELECTRIC Schedule GAW_2

Page 11 of 12
OAG kWh Weather Adjustment
(June through September, 2607}
LP Secondary
Depree Days Normal Westher Band
Boundary
3@-year 30-year Std Limitiess KWhPerDegree
Actuat’  Averape” Dev®  UpperLimit Lowerlimit  Adjuctment  Acksl Day" kWb Adjustment Model R-square
Cooling Season (CDD)

Codting Month

June 376 306

July 395 438

Augnst 629 407

September 350 204

Seasons] Aggregnte 1,751 1356 202 1,548 1,154 Yes (193) 11,366.90 (2,196,464)  94.5151%

Heating Scasen (HDD)

Heating Mogth

November 430 500

December 712 833

Jannary 935 954

February 787 769

March 569 558

3,483 3,615 347 3,962 3,268 Ne 479

1/ Per NOAA, Nattonal Climatic Data Cenier
2/ 30-year Average 1978 to 2007
3/ Standard devintion of Seasonal Degree Days.

4/ Linear regreasion mode} developed based on daily observations of KWE vsage, depres days, and binary variable for Weckdays and Holidays.



Schedule GAW_2

LOUISVILLE GAS AND ELECTRIC
Page 12 af 12
OAG KWh Weather Adjustment
(Jume through September, 2007)
LP Primary
Degres Days Normal Weathsr Bard
Boundary
30-year 30-year Std Timitless KWhPer Degree
Actual ¥ Averape? Dev’  UpperLimit LowerLimit  Adjustment  Actual Doy” KWh Adjustment Model R-seuare
Cogling Season (CDD)
Cooling Month
June 376 306
July 396 438
Augnst 629 407
September 350 204
Seasonal Aggregate 1,751 1,356 202 1,558 1,154 Yes {193) 234797 (453,706) 87.8536%
Heating Season (FIDD)
Heatiop Month
November 480 506
December 712 833
Janyary 935 954
February 787 769
March 569 558
3,483 3,615 347 3,962 3,268 No 475

1/ Per NOAA, National Climatic Data Cester
2/ 30-year Average 1978 to 2007

3/ Standard deviation of Scasona] Degres Days.
4/ Linear regression mode] developed based on daly obscrvations of kWh usage, degree days, and binary varisble for Weekdays and Holidays.



Schedule GAW_3
Eon Generation Unit Classification

Gross Percent Gross Plant
Unit Type Plant Energy Detnand Energy Demand
Trimble 1 Base $508.442 100% 0% $508.442 $0.000
Mill Creek 3 Base $272.591 100% 0% $272.591 $0.000
Mill Creek 4 Base $404.022 100% 0% $494.022 $0.000
Miil Creek 1 Base $153.584 100% 0% $153.584 $0.000
Mill Creek 2 Base $121.972 100% 0% $121.972 $0.0C0
Ghent 1 Base $341.335 100% 0% $341.336 $0.000
CaneRuné Base $131.258 100% 0% $131.258 $0.000
Ghent 4 Base $365.800 100% 0% $365.800 $0.060
Ghent 3 Base $430.572 100% 0% $490.572 $0.000
Cane Run5 Base $80.856 100% 0% $689.856 $0.000
CaneRun 4 Base $70.514 100% 0% $70.514 $0.000
Brown 2 Base $43.716 100% 0% $43.716 $0.000
Brown 3 Base $145.556 100% 0% $145.556 $0.000
Brown 1 Base $53.103 100% 0% $53.103 $0.000
Ghent 2 Base $148.052 100% 0% $148.052 $0.000
Green River4  Intermediate $42.268 83% 37% $26.629 $15.639
Tyrone 3 Intermediate $24.555 69% 31% ' $16.943 $7.612
Green River 3 Intermediate $19.529 68% 32% $13.280 $6.249
Trimble b Peak $63.319 0% 100% $0.000 $63.318
Trimble 8 Peak $55.910 0% 100% $0.000 $55.910
Trimble 7 Peak $52.341 0% 100% $0.000 $52.341
Trimble 8 Peak $51.951 0% 100% $0.000 $51.961
Trimble 9 Peaak $52.052 0% 100% $0.000 $52.052
Trimble 10 Peak 352.023 0% 100% $0.000 $52.023
Brown 6 Peak $58.868 0% 100% $0.000 $58.868
Brown 7 Peak $58.872 0% 100% $0.000 $58.872
Brown 8 Peak $35.458 0% 100% $0.000 $35.458
Brown 9 Peak $45.866 0% 100% $0.000 $45.868
Brown 10 Peak $28.591 0% 100% $0.000 $28.591
Brown 11 Peak $43.497 0% 160% $0.000 $43.497
Brown 5 Peak $45.189 0% 100% 30.000 $45.189
Paddys Run 13 Peak $64.008 0% 100% $0.000 $64.088
Paddys Run 11 Peak $1.826 0% 100% $0.000 $1.826
Cane Run 11 Peak $2.797 0% 100% $0.000 $2.797
Paddys Run 12 Peak $3.182 0% 100% $0.000 $3.162
Zorn 1 Peak $1.201 0% 100% $0.000 $1.901
Haefling 1,2 & 3 Peak $5.345 0% 100% $0.000 $5.345
Ohio Falls -8  Hydro $29.738 100% 0% $29.739 $0.000
Dix Dam 1,2, 83 Hydro $11.033 100% 0% $11.033 $0.000
Total $4,370.563 $3,617.857 $752 566

Percent 82.78% 17.22%
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Louksville Gan and Electrio
Hectric Cost of Servica Siudy
{Summary}
A ‘Tzl R GS 1.C Pd LC Set LC-TOD Pd LET00 Sec £P-Prl LPSec LP-YOD Trans
Cost of Senvica Summary - Pro-Forma
iotal Operstiy Reavenus SoRRE4516  SITIEINGMA $1A233V260  SH00ETIE SIEZABSTI0  S19,884331  $21,888847 sTO7astt  SAsTESENY  WeEIR
Pro-Forma Adstmixls:
Eliminata Unblied Reverm STE5,0C0 3168918 -144,501 431 427579 18,281 ~18,148 £010 32,360 213
i In Fusl Cas Y £50630,158 «18,181,881 5,065,964 120,822 -8524 118 <£.2%4 637 -1,338.872 433653 2244 53¢ -2,133,55%
To Refloct 8 Fufl Year of the FAC Rot- 821805 14414 382 390 8357 B4 840 273 1411 134t
Remem ECR Revenug 410,158,132 4,121,348 -1,483,108 106,483 -1.855,315 20737 -226,442 -TTA8 418,451 w2082 051
To Ratect a8l Yeur of e ECR Rell $1.215475 483,141 177 02 12738 488,067 24878 28282 8,252 45 832 4947
Remove Off-System ECR Ravenues 5748547 <299 698 83,199 8,550 126,618 17841 -18,218 5,769 32,113 28,341
Exningio Brokered Sales SZU00.584 ka1h:i:t 25,0 24544 FH 062 £1,184 £52.850 17,142 86,725 B4,355
Eiminmis Rato Refund Acct 39763357 e I8 1424100 104,915 1,501,721 202,459 EM47 74745 402,469 288,444
Efmingia DIM Ravanus -34361 847 -3,77322 -207.092 14,001 188345 48,730 45,226 D3 [4] 1]
Year End Roverae Adacstment -5764,511 $248,004 5862 E52 Sa5am24 -$337.723 L1} 56 £448,017 5647363 50
Woa fired Elaciic Operating R 314374 348 5,155,258 1,722,851 e rickrd -2, 429,28 2657,76% Larara 23187 637,458 808,100
Adfurstonen! for Merger Strecradit $16.478.242 8,545,841 39,050,692 22397 3,453,144 437,142 401,183 181,183 872,420 193,712
VDT Sumcredit Revenues $7.375580 2569727 1.5FE8Tt TIETT 1,203,462 162,180 171,163 55,189 364,075 218031
Sub-iotet 841959878 $14.917,129 54,477,008 ~Si3a.067 56,502 320 41,085,260 ~51,0658.E0%3 £120,8584 52,341,388 -52.342,809
Totni Pre-Fommn Operating Rovatus ap0. 424,838  $258,721,434  S1ZT.R02352 19,070,638 5745907390 $18,769,074 $20,795.838 57,200.384 SIA18485  BABZ34EN
Qperaiing Expertses
Operston and M BExp 617,883,122 243,402 157 75,350,602 7011818 #7842 964 14,580,293 5,100,551 4,632,000 25504421 23,140,659
Dupreciztion and A tration Fxpenses 10826350 $65673,705 513219132 $1,091365 15,719,180 82253340 $235361 $751845 54,060,580 $3,145,181
Reguisory Crodhs ~5$1,556,535 ~5550,7ED 5189885 ~$18,571 42596878 538,545 £36,788 512,755 568,728 -350815
Acrmutics Expensy 1300440 $527,579 $163,483 515,568 S20,018 $34387 535479 511379 $50.5385 $54.087
Propesty  and Other Taxes $17.733,458 $7.548257 $3,161,428 5181473 32 502,405 £374,800 385,519 5124947 SE72,720 $530.400
Amprtizations of tvestrmont Tax, Crandl 53,510,840 $1.857478 $477.470 540088 $574.918 s 68 387374 227602 S148.610 E3sTA Y]
Omoe Exponses ~3456 255 S194.088 L5574 54654 567,148 59474 510208 -S3227 517,362 513,754
Stats and Fedoral income Taxss 342790878  S1HLI0H2 $10,736660 $383,925 35,718,083 455937 42,744 $3E0,134 £1,063.554 751N
Spedfic Assignment of Intemsiilis Credl 36,258,753 50 s¢ 30 S0 30 a0 50 30 21365
ARecaton of Imemupiible Credits 6,268,793 $2822318 2214344 385325 £1,082.405 128637 $126,68¢ 2 vac 3 $257,629 5167751
Adurimants o Sparafing Expahies;
Eiiminate mizmatch in el oot recovery 50,782,206  ~18.227.007 067,782 523,055 -B.554778 1,280,485 1,341,781 A5 213 -2.252 550 2,141,874
Ramova ECR exparmses 109424070 -4 43D 404 -1,667,685 14675 -1,783,06% Byt ox] -254,550 -83.285 48504 314,600
Hedect &l yoor of ECR rollin 8,811,842 3,574,968 4,286,485 52345 1,435,885 180,353 265,097 67,068 381,250 263,342
¥ salas -78,168 -2D,051 9589 859 «13,168 2003 2065 570 3487 S22
Efmingta DSM Expeczas ~3.560,848 3324763 261,700 -12,33¢ <165.861 43,820 43453 4] ] o
Yoar end Expense afustment 427,834 137,710 370.BGS 197 452 189,040 o Q 250177 350,348 a
Adf i . ity 0 16722648 7209349 2041864 1EB5TS 2,428,025 348,057 368,179 116,101 E27.210 485,813
Deprecation pdustrent 1] [} o 4] 1] o <] D ] 1]
Labor adjushmoit 781,011 1249221 354993 7014 787 E5.855 58217 18,832 26,816 81,433
Adgusinen for panskn end post Rt Exp. {See Funclionnt  Assignmant) [+ ] :] [+] 9 b1l 9 1] 4] 3]
Sionn gamaga agustmant 1,213,674 -B58,013 1438914 4,525 -8B854 £,854 -11,476 3,453 21,022 &5
Adpstment o skminate adverising expansa {Sea Funcfional  Assignmmnt) 1] 0 ] s} o ] 0 ] a o
Amortization of mie CAS0 CXPANSLS 167,842 74,851 22,059 2,108 25,361 43718 4,537 470 7.870 8912
A of ESM atdd exp 106856 wd 258 -1,554 -114 737 221 245 82 &3 315
Adjustmant for FERC asseasment foo (See Functonal Assignmant) 1] o} 1] & o o 1] [+ 1] ]
A for Injunies and fSon Funcional  Asaignment} ] ¢ ] o ] b] 0 a 5 D
Adusinant for posiaga mia nerease (S0 Funcioral  Assignment} 0 o o 1] 3] 2 a a [+] a
A property tax exp {Ssa Funciinat Assignment} [ H o [+ 0 8 0 o k] ¢ 9
Adustment {0 sules and uss tex {See Functional Assignmant} ] [+ [ 0 +] 2] [+ 0 4] [}
>%§§%§E§§ﬁaaﬂ% Assignmient} [+] 9 3] [§] 1] a 3] 0 )] o
Adjustment for £XPC saftlamant changas 578,288 243,407 ~B1,297 -£200 -114.242 ~17.354 17,6518 -5812 30,082 <8600
Adusiment torofiect realosaton of OVEC demand chargen -3,14531% SI128,708 a15.88Y 38,682 -S4, 75% ~B04T0 53,085 26980 139482 ~1Z2673



Exhibit No._4

Page 2 of 35
Loulsvifie Gas and Eleciric
Electric Cast of Service Study
Bummary}
Account Description Taisl R GS LGP LC gar LeTOU P LC-TORSes Lp-PA LP-Sac te-ron Trans
Adiustmont  for Mt schedules 10 exponyas 138040 543597 185844 €229 2253718 33088 34543 11.214 55502 53 5080
Refoct waather o aleciric sk gri 4,761,178 -4 704.981 SEGAS0 53,282 800,226 ~121,557 -125512 ~4¢ 710 -210.713 -200,335
Asusument  for T propald amertizaton {Soe Functionsl Amigniment) 1] B ] ) o [} ¢ a o [+
Adustment ta remn TAEARNPA vaacliva powet credits 330,012 ~118.426 39,554 4,048 55,563 -BA443 8,714 -2,828 14,838 3,846
Adjustmen 12 reimove feciaasiied capitat lonss 4,757,267 07187 256048 18,738 288487 36,447 40,628 13453 72430 51,916
Adpustment for e erodit focidies bank foos B3 978 247182 TERN2Y 5TEW ATSS544 111,896 124,725 41,302 272,304 155,387
Adastmont i nfisct apyetfzed vehict sl s 158347 g3.725 pabirg 1683 25815 3264 AE6Y 42 8527 46718
Todes Experse Adustrents 351576680 14,375,177 A B01.562 283,078 b.555.767 142,007 «1,048.674 71273 -2.455,392 -fs.882
total Operaling Expenist PENBO7H45 303574588 28,081,584 8484233 119530402 18,530,080 17,884,320 008,758 30,627 580 23714807
MNet Opesaing Incame ~ Pro-Foria 139,557 4G4 SHAST 245 20.620378 4,488,406 28, 5r5.501 1,968,981 2816518 1,161.603 5 geGans 2519394
Net Cosifaote Baso 1,826 038,114 776,697 455 prrrdorr il 15,746,124 288, 125 555 a7 284 49855896 12514558 B9 485,663 £5.046,223
Lass, HCR Rats Base 132086453 5319847 §853.245 154,847 2244282 308375 328,165 102,865 569,852 261,204
Adjustmant to Reflec Dapnacition Resetve 16,722 648 7208849 2041884 168,575 2,428,025 348,057 368,178 ~115,11 827,210 -485,813
Cash  Working Capial F8.476 314,624 58,358 -B840 AT 18,375 48041 8,189 3292 -28012
Adusted pletCost Hata Sass 1785221634  TE3BSa6E8 2191 25383 18416851 263840018 39,081,477 40,145.250 12.889.421 £8,260 510 54,064,243
1IT% Ti3% 1IR1% a807% fa8% EATH 7.26% 6,15% 842% A4.66%



Exhibit No.__4
Page 3 of 38

Loulsviiie Gas and Electric
Electric Coat of Service Study
{Summary}

Special Speclal Speciat
Account Descriplion LPTODR P  LP.TOD Soc Contracts.f Contracts.-B Contracts.C PSL SLE oL TLE STGD-P STOD-Sec

Cast of Servica Summary — Pro-Foma

total Cpesating Revenue $100268,170 528530294 $7.701.850 $116135358 S3075165 $8222527  $207.186 £8,619655 $200,300  S602735 $6.941.047
Pro-Forma Adjusiments:
Efminate Unbilled Rovenus -81,748 -2.354 6,533 -0,286 2,488 -5.782 -173 6,143 -242 545 4,838
Hisrnateh In Fusl Cas Recovary -7.0689,540 -171,322 -5B0. 778 833,978 -228,854 -203,634 ~14,926 -228,555 -14.538 -85,850 -391,012
To Refiact a Full Year of the FAG Roll- 4443 108 365 524 144 128 B 144 9 35 -
Removs ECR Revanug «1,041,865 30811 -B3494 -122.024 32,085 ~72.65% -2, 182 -103,494 3876 B£.170 62,039
To Reflact a full Year of tha ECR Rog- 124841 3887 9,591 14,601 3,846 8,693 2614 12,384 368 878 7.423
Remova Off-Systen: ECH Revanues £9,186 -2,248 5,778 -11.145 -2,50t ~1.644 121 -1.846 -7 -713 -543
Eliminate Brokered Salas 279470 6,772 22,958 320867 8,050 B895¢ 59 9,035 579 2,208 15,456
Elminate Rafs Rafund Acgt 1016728 29383 61,251 115,458 30,945 71912 2152 151,281 3,013 85,018 60,171
Elminate DSM Revanue i} Q 0 0 o g g o ] -1,260 -8840
Yaar £nd Revenue Adjustment 0 50 0 $0 50 -5315,830 «51,478 §385,736 -843.432 10 5148674
Waalhar Nommalized Eleciric Cpermling Ravenyas -2,008811 48658 164,953 236,857 -§5,028 -57.836 4,435 £4.9%4 4497 -15,862 -111,056
Adjustment for Marger Suracredit 1473882 3,668 o 280,635 68,905 185,484 4,654 249,227 8,505 17,0382 128914
VDT Surecreds Revenues 768818 2775 61,468 67,255 23,350 54,245 1,628 76,416 2295 5,638 44,927
Sub-Total -SA.022 387  .5128098  -SEES501 8711822 5196827  -8358.488 ~$13,627 s407.208 -552,973 5403456  -$474.558
Yol Pro-Forma Operaling Revenue £93343 802 S2701,988 57,116,358 510801714 S2E7E344  $5083,04% 5193.369 §9.026,823 §227,327 5754,388 85,466,485
Cperating Expensas
Cperaton and Mainlgnanca Expenses 70,634 424 1,833,859 B8.459.889 0415402 2607114 3,115,202 175,155 3,703,250 223,098 827,407 4 408,645
Depreciation and Amarization Expansos 511,662,978 $289.208 5662001 S1,478521 $421,113  $1.448788 £25,584 51874202 $32,305 586,632 694,167
Reguintory Cradits ~5201,840 -54.978 -516.818 ~$25133 -§7,080 -85,753 -$380 -56.608 -5416 55,654 511,805
Actration Expensa 5180,059 54,439 515,003 £22,422 $6.316 55,162 £338 $5,664 5372 $1.475 510,354
Property  and Otirer Taxes $1,942 862 $49,632 $160.43) 32454822 168,933 5218854 54,197 $285223 §5,232 518,078 5115210
Amuariizaticn of Investment Tax Credit 429,195 $10,564 535441 §54304 $15.440 547.870 3927 $63,608 51158 $3,552 525,451
Other  Expenses $50237 -51,282 54,147 -$8.343 51803 -$5,501 5108 £7.372 -$137 £418 42,974
Stats and Faderal Incoms Taxes 51,773,538 5120897 -587.602 -$97,169 573078 $267,853 -$3.048 $6D6,964 $1,078 33,250 $108.302
Spacific Assignment of Internzptible Cradil -53,875 468 30 50 50 S0 50 30 4] b1 30 5o
Afocation of Intemuptitte Credits £581,298 315880 519,699 $61,238 $12,015 50 30 50 FyRers:] $5,933 541,880
Adiustmonis  to Operating Expansas:

Efiminate eismateh in fusl cost recavery 7,095,369 ~471.828 582,667 -826,978 229,777 ~204,366 -14,880 -228,377 ~14.656 568,051 -392,418
Romave ECR expensaes -1,122,054 -33,189 £9,538 -131.441 34,672 78,258 -2,350 -111,481 -3,313 -B8,601 65828
Reflect full year of ECR rolldn 903,589 26,727 72,425 105847 27,840 8306 1,692 8773 2658 7.087 53,814
Eliminate brokared salas axpensas ~10,820 -265 «897 -1.288 -354 B2 1] -23 -353 -23 Bl <604
EEminate (35M Expenses [+ 1] o 1} ] o o 1] 4] 5110 <7813
Yeur eiid Expense adjustment o o 4] a o -176,785% 82T 221,513 -24.311 O £83.221
Adpistment to snnualize deprecialon expense 1,801,456 46217 148,583 2283716 65,046 219,150 3,952 289,604 4,830 14,926 167,223
Deprociation sdjusiment ¢ o 0 ] 1] +] v} o p] B o
Labor edjustment 202 859 7483 24048 36202 1081t 15876 748 19,615 1472 2387 16,888
Adjustment for pension and post Ret Exp. {Son Functicnal  Assignment) [+ 1} o 0 1 o o] 4} g g [+
Storm damage adjusiment -41,818 -1.408 3,154 6,155 «4,895 -8,058 184 -10,118 =239 -383 3,254
Adjustment o ciminala advertising expense (See Funcionat  Ascignmant} 4] [ o o o [+ ] ] [} g o
Amartizalion of rale case axpanses 23,583 581 1.937 2828 784 arg 53 1171 7a 186 1,322
Amortization of ESM sudil expenses -1,110 32 -8 «1286 34 14 -z 111 -3 g -B5
Adj ¢ for FERC t fen ¢See Funcianal Assignmant) aQ 1} o 3] fil o o o o 4] 1]
Adiustmant for Injuries and damanas {Sep Funciional  Assigrment} g Q 1] o g a ¢ a 0 4] 0
Adjustment for postege mie increase {Ses Functionat Assignment) g [} [} ] 1] 4] ] 1} [} 4] o]
Adjustmant fo grapeny tax expense {See Funclional Assignmend) 0 2] [+ o b & & g 0 1] 0
Adjusimant to saies and usa {ax (See Funclional Assignmant) jal [} [} G kil 4] 4] [a] 0 3] o]
Adjustmont raicar pragery lax expense {Soe Funcionnl  Assignmant) o] 0 0 4 4 4] & 0 o4 4] 0
Adjustmont for  EXKPC setilermant charges -64,768% -2.288 -1.784 <1177 3,068 -2,729 -200 3,063 -185 749 -8,240

Adjustsant to reflect reatlocation of OVEC charges 43831 -10,647 -36,095 -51,828 ~14, 2530 -12.655 o268 -14.205 -210 3,471 -24.%
Adpzsimant  for MISO schedule 10 expanses 177.570 4,372 14,881 22038 8,222 4,531 332 5,086 382 1,454 14,188
Rafacl waather normalized eloctic sales inarging 663711 «15,083 -54,522 -78.352 21,484 -19,917 -1,401 -21,456 -1.374 «5,%43 -35,707
Adjustment for [T srepald amortizalon (See Functional Assignment) o ] 0 4 1] 4 4 1] G a &
Adjustment to remaove IMEAZMPA reactiva powar credits 48,155 -1,117 -3.787 -5,438 -1,493 -$,328 .97 -1,490 .95 -364 2,850
Adjustment lo rerove reciassified capilal lsase 182,597 £291 14,824 20,788 5,870 12,843 =g 18,225 542 1443 10,832
Adjustment for now tredit faciliies bank fees. 6581817 18,245 44 BYT 63,621 17,085 38736 1,589 55,965 1665 443 33,248
Adjust 1 ie roftect ar lized vehicle fuel costs 16,450 477 1318 1,673 oz 1,166 35 1642 49 130 ars

Tolzt  Expansa Adjustments 5,555,097 -125,584 -456,488 -B40,891 ~173643 -146,285 -12,402 310,843 33,337 44,219 388,249

Total Operating Expenses 85,531,682 2,209,107 7,087,807 10,526,142 2876336 4,513,849 190,274 5,835,835 230,428 788,039 5,000,180
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Loutsvitte Gan und Elctric
Electrc Costof Service Study
{Sumymary}

Actount Cessrigtion \PJOD P LATOD Seo Contacts-A_Contracte B Contracts.C___ PSL ste oL TLE  STODPH  STOD-Sec
Adpusiment  for S0 schadule 10 expormses 117,670 4372 14,801 22088 6222 4531 2 £oo8 e iv) 1.454 12,158
Rofect westher Fred oleciic sai0s -GE3. 741 18,083 54522 78282 -21454 10,947 1401 -21.458 -1374 S243 8707
Adstmant  for T propaid amontaton (Got Frneonal Assipnmant} o [+ o L] 9 ] i} 9 0 s} o
Adiustmet ta remava IMBASMPA martive pawer wodis A8 3 -1, 47 767 5,438 1403 ~1/528 -7 1490 -85 384 2550
Adjuxtmant to mmove e masfied captat loase 162,597 8241 14,024 207188 5570 12,943 as? 16,229 542 1443 10,658
Adhrstmens for now oracs fuclies benk fees £81.817 16,245 44,897 83,821 4092 39,736 1,389 65065 1665 . 4431 33249
Adjustnont to refiect anpualioed woliiclg fuel costs 18,450 477 1,318 1.8 v 1168 38 1843 45 136 976

Tot  Expense Aduaimnens 5565097 -129.584 460488 JE:Tiak: ] 473643 S14B28D -12,402 310,840 33837 LATG 388,249
Total Operatng Expensas BSEMGE2 2290107  T0O7.807 10528142 ZETBRL 4013845 490274 825535 23044 o800 5000180
tiot  Oparating ncome — Pre-Forna 7812110 402,85 28551 arsiz 2007 548,963 3008 2101388 <301 48,345 458,309

Net Codl Rois 8ase 241,060,960 5130026 16,588,200 2438420 721423 22416070 436,111 24802901 548,020 1,661,485 71,901,158
Lets  ECRRawe Basa 1582242 39.903 0458 167,705 44,268 29170 2138 32,740 3,136 13,714 96,347
Ady to Reflect Doprod f «1,801,408 A8 417 ~148,583 228,370 65,040 218,150 =383 288,504 4,590 14978 -107,223
Cash  Workdng Capliinl 58,580 “2435 8,128 -11,858 3269 -4,108 223 4,815 254 750 5,585

Adusted  Hot Cost Raig Baso 197,576,640 5043459 16339028 26046271 TADLET? 22153642 4268707 20975832 535620 1632015 1165200
2E5% 7990 QiM% 1.50% 003% 4.28% 0.12% 751% O57T% 284% A689%

RoR
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Page 5cf36
ioulsvits Gas and Electe
Electric Goxt of Service Study
(Rate By
Acct. No. Account Description Toka R o] iC Pt 1 See LCTON Pt LC-TOD See LR P LP-Sec LPAOD Trans
RATEBASE
Plam-in-Sesvice
Imzngibia Flant
301.00 ORGANZATION 32280 o58 2¥4 23 228 &7 50 16 BS a7
302.00 FRANCHISE AND CONSENTS 100 43 12 1 15 2 2 1 4 3
a02.00 SOFTWARE - COMMON 21 651,739 238,848 2643.489 2216681 3180203 457,965 483,243 152643 822,014 647,327
391.00 DRGANIZATION - COMMON 61,580 28,455 1.51% 815 5108 1314 1384 437 2354 1854
302,00 FRANCHISE AND CONSENTS - COMMON 3108 124 374 a2 457 £8 &% 2 118 a3
Tolal Intangitde Plant 24719248 8267625 2850734 222,381 3,180,109 458392 484,748 153,116 B24 575 640,344
Production Plamt
Staam Procuctcen Generntion $1,948 427,633
330 Hydro Baseload Gonaraton §265,730.482
340 Cshix Producton Ganaraton F225.5086,472
Tota Production 2,204,761687
Energy Relasted 1.825901.724 B54 945511 218750531 Z23BBOV4 307358300 46694365 48213815 15,638,288  BO,BAZ490 78,856,142
Demand Related 379,859,082 177,408,143 50479406 4,474 927 57890252 B2427524 BAatisat 2535501 14,030,858 8748472
Teto) Producion Pant 2204,781,607 B2 354,954 288970937 20483001 385258561 54,806,680 55,620,227 16173859 H4.973256 B&,704 815
Fransmisaion Fant
Transmission: Plant $2£5,051,069 86,303,523 415211 3081771 4228008 5356178 8,552,017 242720 10088412 10,031,728
Total Transmission Flont 265,091,069 56,303,522 31115211 303141 42260208 6358178 6,552017 212020 18088412 30,031,720
Diadriburtion Plart
280-382  Total Accounts 363-362 $54,845074 45,108.848 12,252,224 1,004,584 13,654,761 1.983,870 1,881,071 897,942 3,450,854 4]
2\4-355  QVERMEAD LINES 288,850,108
Pritvrary: 237.801,851
Cuslomer H53,377.531 BL.002.588 8,442,854 11,206 805,180 3,164 11,751 9943 Taz2:8 1.130
Domand 144,2234.230 19114530 16,621,407 1,827,671 20,753,848 30673 Im240r 1061313 5,321,888 4]
Secomdary 51248247
Cusiomer 20,140,569 17,478,480 2,097,458 Q 130583 & 2538 <] 15789 ]
Pemand 31,107,688 21614614 4 833,748 o 3,186,151 [4] 433,292 [} TR [+]
350087  UNDERGROUND LINES 157,900,818
Prienary: 123,976,007
Customer 24919578 21847.166 2,519,853 3016 181.504 844 3,138 2854 19,640 amg
Damand POGSEAZE 48,157,187 12,766,511 1048150 14,261,353 2072000 2,089,077 Tes8a7 3655330 4]
Socondaty 33922811
Customer 6,818,485 57251 BRA¥84 o 44208 1] as58 4 5348 [+
Diomand 27,104,328 76,245,821 421,876 [ 278530 o 368,747 o 688,176 o]
368 TRANSFORMERS - POWER POOL 108478013
Customer 28682435 24,800,009 292 635 [ 158.030 [ 5612 o 22,507 Q
Demand 18185510 65,181,087 12,307,648 2] 8,182,484 o 1085464 ¢ 205747 0
363 SERVICES 24 560,567 17,670,330 2843524 1] 3111858 o 60,101 2] $12,735 [+
370 METERS 34,285,048 2341540 2483513 12827 71592 8755 20,688 35868 284,116 10,487
71 CUSTOMER INSTALLATEON :] a 0 fid o o 1] o ¢ 0
373 STREET LIGHTING 7,121,500 4] o a o Q o 1] o 0
374 ASSET RETIRE OBLIGATIONS THST PLANT J7.6T4 24766 4558 204 3.229 394 450 148 855 a
Totod Diskimeion Rant 778,183,225 452,161,650 95047071 3600680  87.790,181 7183761 5,043,163 EEIGEIT  16.E84987 11,823
General Pt
Tota! Genaeal Prand 16,854,627 7,108,547 2,033,387 70,6285 2440221 352268 3tz 11412 focrdeli ] 497,926
TOTAL COMMON PLANT 111473234 47,565 749 19509835 11413683 18372418 2357813 2,487,951 785,884 4,232,100 3331273
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Eletiric Gost of Sorvice Study
{fato Bass)

Acct Ro. Accsum Description Toksl R as 1.ePr LE Sec LETOD P EC-TOD Soc iP- P LSz LP-YOD Trans
166 COMPLETED CONSTR NOT CLASSTIED [ a o 4 ] 1] o o [+] [4]
165 PLANT HELD FOR FUTURE USE 645,014 378080 16475 agt? 56683 5.982 7.6 2121 14,127 0
105 PLANT HELD FOR FUTURE USE 22013472 B,310858 2.885,135 264220 3,548,905 548,516 565415 181,457 848,252 BES, T

PROPERTY HELD UNDER CAPITAL LEASE 2478,558 1,066,127 3spEn 34,531 478817 710888 73,805 23718 123,929 113,138
CTHER [ )] [+ G 1) 2] 1] { o 0
ol GGenerm] Ploc] 153, 667.3505 84,447,161 18,758,844 1613657 22993560 33382065 508,535 1110570 6,850,714 4899511
Construciion Wark i Progreas
CWIP £roducton 148,057,353 55140457 ATBISE20 TSR0 241 PEO05 2893 3,761,465 1,203,953 8201528 5,743 852
CW Teansmission 2438418 8,167,932 2,068,450 282,102 4031746 608,398 626001 200,608 1.048326 H57.056
CcwiP Disirdetion Plnt 92098710 54,116,536 11375621 431,550 8,113,405 854,181 1082321 2816 2022061 1428
CWIP Common Plaat 20 558045 11,232 334 3:242.500 w1925 4,900,825 584739 592,743 187029 1.608.260 194,005
Tatal CWIP 260,848,583 128,716,858 a542227 2749008 40242878 5063681 6,081,631 15943 10370296 7,496,355
TOTAL PLANT-MN-SERVICE 1411 4225651 1454,834.813 41850278 WADEIATY  BOTARSEI0  TR242267 78,245,779 240T7,102  125AMMI 02200128
TOTAL UTILEY PLANT 3704 274,004 1,584 214,074 AB1505002 ATTIRASE & JI9AB¢ 77906968 82267 A1D 25872605 140,002,239 108,703,482
Azcumutsted Reserve for Depreciation
ftangibie Plant
{ntangtin Pl 98263 347 6080688 1745005 148,348 2080388 - 2324 318,011 1oo78s 542,649 427330
Subiotal 14,293,347 8,008 0E8 1745035 148,548 2,099,388 302,324 316,011 100,785 542849 427,330
production Plart
Producton Plast 1,050,880,153 398 037,534 126,927,134 12688511 1751 00578 28347083 27 148,548
Sub-totet 1,656,960, 153 309.837.534 126,607,154 12680571 195100578 26337083 2714854
Tranamisson Plank
Trammisslon Plerd 437 604,053 51,649,112 46,784,512 1551814 22,796,479 AAZBT720 3 fo34.582 5411427
Sub-totot 137604 043 51,549,313 TH7B4512  1E51814 2 F94T0 308720 3534362 1134273 5927481 5411427
Distrthutlon Plant
Distribution Plont 385,701,767 230,565,472 ABACSADE 1,840,134 4,567,607 3647 BEC 4511,200 1283570 8615101 6,083
Sub-olal 385701767 230,665,472 48466456 1,840,134 34,507, §07 3840850 £511.260 1,753,570 8,815,101 [%s::=)
General Pland
Ganeda! & Common Pant 681263 748 28.141,308 T ATHTT8 627,273 £8.998.381 1285813 1367304 431 897 2,325,888 1,831,612
Subriotal it 283,748 2B,141.308 T479.7H 17,273 8,998,301 1285813 1,351,334 437.00% 2,325,008 1821612
TOTAL ACCUMULATED RESERVE FOR BEPREGIATION 1,686,58),086 TMLVIAI2 IANZSTS 16,984,541 243,558,734  35011,730 36.980,542 1673211 B2 3424058 4G 243, 328
Ratn Bagg Adpretments wnd Working Caplital
Woridng Capltal Asacts
Cash Warking Caplal - O fon and Mai 66,651,852 26,890,520 8175601 70074 49,455,63 1.559,040 1,615,548 523387 2731383 2481602
Mstadals and Supplles £9,130,133 28475145 8,440,143 885832 10182434 1463540 4,544,480 4B 806 528,902 201,157
Prepaymerms 375500 4.306,553 388,841 33,576 458¢.519 69,335 73180 2,118 124,458 88135
we M7 Creek Ash Draden 4033077 1.572 892 491,042 45400 840,148 100,453 103,590 33245 17373 150,605
Sub-total 143,330,602 £9.084,824 ATEOLIST 154089 21787843 3182885 3338775 1,067,858 556,500 4706500
Cuatomer Advances
Cusingur Advanoas 12,083,685 7,700,285 14u2.784 10,118 1,434 858 137 818 159,440 45788 208,017 39
Sub-totet
Tolal Acomnulxiedt Deferred income Tax 340,550,818 445205873 4157929 3460588 50,0841 87 72115816 1.608.505 2403607 12,941,100 10203283
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{outsviNe Gas and Blectric
Flectric Cost of Seivice Study
{Rte Buan}
Acet, No. Actourd Deseription Total g GS LGP LCSec  LC-TOD PR LC.TODSee L= Py iPSec  LE-TOD Trans
Subrtorat 340,560 818 145205573 AEIB202 | SAS0SEE  BO0S41B7T 72149 7,608,588 SAGE07 | 42541400 10209243
TGTAL OTHER RATE BASE 4B3851.418 204200467 53087080 SCG16TE  T1BIO30 10404754 1054535 2411264 1BSOTH0  14092TH
TOTAL RATE BASE 1,826,018,111 TR ASE | SZRSOLTI0 1BT4G124 268730555 307372 408I5018 29145566 69489563 B5045328
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Paga B of 38
Louigvitie Gas and Electric
Electrie Cast of Service Study
{fsto Basa)
Spaclaf Spechat Speciat
Acct, No. Account Descrpton LETOD P LP-TOD Sce Conbracts-A Contracte-B Contracts-C PSL SLE OL TE STOD-Prt  STOD-Sec
RATE HASE
Plant-in-Servica
fntangsble Flant
309.00 ORGANIZATION 246 & i} at g i) 1 36 ] b 15
30206 FRANCHISE AND CONSENTS kR a 1 1 a b1 B 2 o 1] k]
30200 SOFTWARE - COMMON 2373141 80,641 195,846 300383 85438 266322 5132 IS0 641 £$.403 19,840 140,781
30100 ORGANZATION - COMMON 8785 174 61 850 248 5 15 1,604 1] 56 403
302.00 FRANCHISE AND CONSENTS - COMMON, 41 ] 8 43 92 33 b 50 1 3 20
Total inkegitie Flam 2,380,502 8810 190,857 01238 85,705 287153 5448 A543 6423 19,701 141,189
Production Plamt
Steam Prducton Gonoaration 51,949,427,033
230 Hydm Basdicad Ganerntict 529,738,482
340 Cner Producton Gonamtion 1225558172
ks Production 2204 51,807
Enemy Rolatad 2BANE5068  BA7H407 20042987 20074672 BISELIE V340441 638275 B242,148 521864 2044048 W 100EN
Dumond Relolod 52820326 Q08678 3042450  E73TESE 1,827,883 o a [3] 58768 343,177 2425504
Tobd Srdustion Pant 2817718193 7084775 723885445 35812708 {0084,388 7243449 E3FI5 B42148 586,652 2357185 165272715
Transmisaken Plant
Transmission Pl 33295124 BI8,706  27I6Z233 413851 1188785 845837 fordecr] 853817 676i3 g8 1912207
Totel Trarsmission Flant I3Z05724 810708 2775233 4,143533  1I8ETES BAgESY 2273 453,617 a7 a3 Z7arzA 18912207
Distriturtton Plant
3602 Tolw Ammounts 360352 9,307,154 233482 TOLERS 4,381,089 425075 287237 28.258 A34825 13668 85228 568,573
254388 OVERHEADLINES 288,850,108
Primory: 257.60,861
Customer 10355 2938 i 228 223 843,700 24938 1,220,568 18079 &78 72
Demand 14,260,681 IWSOX0 1075885 2,100,141 645,382 558,645 43915 50,504 20,732 120597 854,514
Secondary Si248247
Curstnmer [ &34 2] 0 o 203,628 634 285311 ] o 1.560
Domand Q 62,138 0 0 [+] 76513 5509 85.878 2700 o 123222
358367 UNDERGROUNDLINES 157,500,818
Primarny; 123,678,007
Cuskuner 24 84 &8 89 &0 251,845 T84 a1 4,095 181 1830
Bemand 9.814,650 243,854 7IBOSE 1442452 443,858 404,840 25584 453,533 14274 £2.012 563,779
Secondary Rk rr g b
Customer & 3 G -] o 58,837 245 88820 1,321 o 548
Dermnd ¢ 64,142 o ] o 65,658 4,870 74,824 2353 i+ 107,45
348 TRANSFORMERS - POWER POOL 168 475,013
Customar [ 903 [ o 2] 280,090 503 37} Res 5,857 9 23
Domand ¢ 150378 o 4 ] 196241 14338 220258 6,826 [ 316209
388 SERVICES 4 17930 a ¢ 3] ] 5,845 4] zig28 a 08
376 METERS 98,575 27283 1,280 2268 257t a 29544 2} 163,263 [oir) B.619
I71 CUSTOMER INSTALLATION o 8 o o g o] Q b [+] 0 1]
73 STREET LIGHTING bs] a L] o 0 2BIAZLEE U 38,988,847 o o o
874 ASSET RETIAS OBLIGATIONS DIST PLANT 1,865 £8 140 pai] 4 238 7 252 8 h 4 130
Totat Distribution Flant a36ELETE 1150784 2524051 4551 1510383 M.841034 168,512 43210354 S02, 455 05512 2588340
General Plant
Total Gonaret Pt 1.825 427 AG 845 150,722 230064 85,720 204,858 548 260.714 A5 15407 106774
TOTAL COMMON PEANT 12218,000 32307 1,008,820 1,543,087 438878 1374151 %43 4,805,258 32,866 101,187 T24,700
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Loulsvie Gus and Eloctric
frectric Cost of Service Study
{Rute Bano}

At No. mt Dascription LPTODPY  LP-TODSee Commctsd Confmcisdl ComactsC  PSL SLE oL TiE STODPH _ STODSec
108 COMPLETED CONSTR NOT CLASSIFIED [ a [ [ o 0 [ ) [ o )
105 PLANT HELD FOR FUTURE USE 28,108 0D 2141 4148 1270 26,422 129 36,131 253 255 2473
405 PLANT HELD FOR FUTURE USE 2873308 08 238,483 557,572 100668 73524 5374 82204 E8s? 23535 16557

PROPERTY HELD UNDER CAPITAL LEASE 75515 9245 31,300 48731 13,188 o682 702 10,755 785 3,076 21,886
CGYMER 0 [ 0 a o ] o 9 g 0 0
Tesual Ganora? Prart TA0a5 435803 1432448  21BSS15 620714 1685342 35,887 2204152 44787 143091 LONLTS
[+ Work InF
CWIP Production 19,0647115 489340 1569014 2372460 608054 463478 35856 546012 38,802 158,154  1OS4N7T
CWiP Transmiasien 3470508 7203 264785 285365 111313 81,058 5,942 96,078 6475 25MB 182,430
CWIP Diziributicn Flant 4002055 138888 302092 SY96R6 181724 ATEAIN 1028 517159t 35,204 28E65 310,881
CWIP Commen Plamt 2910888 74300  ZAD3ST  SEE3S) 106788 226671 6255 430085 7.854 24001 1725857
Tom! CWIP 20,174,483 760813 2996218 3725742 1085890 487754 67524 6233878 Boe6 242828 1760539
TOTAL FLANT-N-SERVICE ITAIESIE  BEALSOY ANSTATEY 4T300,641  13ATGH45 41TSES06  BOGUOY B4SE2005 1008134 3036188 22700789
TOTAL UTILITY PLAKT ADLES0381 10324514 30981 S1055263 14,541,838 484143 876,625 B120068f  LOITAI0 334,623 23901098
Accianulsted Reserve for Deprediation
Mtangible Plam
tangibla Plant 1560818 40032 129353  1882¢4 sad0z  17E812 3386 231474 Iyrd 12,985 X
Sublotal 1563816 40022 120353 198244 56402 175812 ape8  2a4Te 4227 12,565 02.523
Prodoction Plant
Productian Plart 137,962,478 3396407 41499202 174GOERS  ABISS4D 3420604  D5R053 3651351 281256 1130044 TOr306
Sub-totl 137962178 3336457 11499297  I1TAEBESS5 4334540 3520506 248053  3pE138t 281236 1130044 7823306
Transmisvon Plant
Tranumission Pant 17060740 442176 1497047 3235150 620390 458320 A3EB5  E14411 38513 1476 1031504
Sut-toral 17,960,748 442,178 1497047 2335150  €39390 455320 33585  &14410 WE1B | WLIB 1,081,504
Distritution Plant
Dlstribastion Flant i7,140018 500883  fRA7.081 2512133 T74244  4M8420 BADNA 22003848 154250 156787 1324831
Bub-otal 17440018 598088 1267,081 2512133 774244 8,140,116 BADOE 22033848 154250 155787 1324851
Geperal Plact
General 8 Crmman Plasi 6714800 474693 554430 €45708 241760 751581 14622  omaan 10,118 55572 06280
Sub-tolat B714800 171683 554430  B4UT08 241749 753561 4522 ©92138 18118 55,572 308.282
TOYAL ACCUMULATED RESERVE FOR DEPRECIATION 181344388 AG4LATE 14967208 22,984,136  0SSA326  21,07731%  30d458  ZRTIIAZ 4444 1501484 10,770,968
Rt Base Adjisstmants and Working Caphal
Working Caplal Azaein
Cash Wauking Caphal - Oparation ond Maintnancs Exponsas §3LBZ21 208000  BELTIE 1006848  2MBO® 38,567 18013 417,030 2418 gTeED 471208
Matpitals and Suppiias 7.585874 193808 628488 650911  27em 846,160 1390 1113797 20,430 62783 44583
Propayments 359,472 9,183 25:683 45483 12,939 40,093 T 52,773 968 2915 21,318
we Mii Greek Ash Dredging Projact 525,437 12,060 £387T 65511 18,447 13433 808 16,077 1,072 4312 30233
‘Sub-total 16870784 472828 1,388,755 2077850 563530 {.24p202 AT0B4 1554847 47388 137138 S72.730
Customar Advances
Customer Advances E52,552 19477 43420 95575 29514 70483 2370 86282 1,848 5039 45013
Sub-uinl
Othieritems
Ternl Acomalatad Defemred triooma Tax 37314182 $84780  J066207  4T8818 1345208 4165644 ;74 5436813 109648 I0GABT 22182400



Exhibit No.__4
Page 10 of 38

Loulsvilla Gra amd Eleciric
Electric Cost of Servioe Shidy
{Rats Bzt
Specinl Speclal Speclat
Acct. No, Account Deseripdon LRTOD P LP-10DSec Contragis-A Confracts B Contragts & PsL SLE Ol TLE 5TOD-PA__ S5TOD-Sec

Subristal araTA TR 054,760 30586207 4,728,078 1,345,268 4,168,544 BO0,742 5,485,633 100645 awgan 221820

TOTAL QTHER RATE BASE BAJMESE6 1377688 A4iSPe2  €BOATZT 192830  S415806 117,808  ¥,085480 148,028 ABATE  3IEO.00Z
stz e T
TOTAL RATE BASE 201,050,386 5,132,028 10488200 25384220  7.214231 2rA18070 438,111 25,602,981 £48,040 4,051,445 11901158
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Lautaville Gas and Electrit
Flactrjc Coutof Setvice Study
__[Exponsas}
Acct. No. Account Desetiption ‘Tota! R (o] LCPd LG Sec 1C-JOR P LC-TOD Sec LP- Pl LP-Sec 1 P.TOD Trang
0 & M Expenses
Stgaimn Production O&M
500 OFERATION SUPERVISION & ENGINEBRING $2,096,088 783314 254,280 25,168 347,082 52,280 53805 17327 80417 13,058
501 FUEL $2u7,340 50 103,418,280  34440.622 AEAET  ABAWRZT T35t K:vi:] 7590502 2462448 1LTATH 12,116,184
502 STEAM EXPENSES $27.325,773 10,316,191 3333112 a27.982 4,520,982 60,864 7018863 225,247 1,172,097 1,074,615
505 ELECTRIC EXPENSES 754,242 284,748 82,001 9,053 124,954 18,794 18,373 86217 32,480 29,662
506 MISC., STEAM POWER EXPENSES £1B.989,796 6413602 2012301 203917 2 B14,585 423,327 436,370 140,043 731 538 Beg122
507 RENTS 854,252 19,349 6,252 a8 5,491 1.277 1,318 422 2208 208
500 ALLOWANCES $33m 125 411 40 559 84 a7 8 145 33
510 MAINTENANCE SUPERVIBION & ENGINEERING $2,345,657 BARTED 281,453 28,763 205,002 63,980 81828 20018 103,982 53499
514 MAINTENANCE OF STRUCTURES 52,270,365 860,520 278,030 27,358 ST 66 55,796 58,546 18,780 98,187 £0,635
512 MAINTENANCE OF BOILER PLANT $36,886,283 14,313,268 4,780,835 488,275 6717.825 1020472 1063678 344,766 1766838 1,681.821
517 MAINTENANCE OF ELECTRIC PLANT 51,544 241 2,707,284 8p4,22¢ 92,543 4,270,853 193,016 198,207 64,643 334,584 38308
514 MAINTENANCE OF MISC STEAM PLANT $1.334 7458 478578 153,578 16313 224 307 24,148 35260 11,437 58,185 56280
Sub-1otal 887,853,738 j40.138.972 48603308 474583 65205872 9882735 10212524 3308144 17142832 16,218,314
Hydraulic Production oam
535 OPERATION SUPERVISION & ENGI KEERING £53,088 20,042 6478 837 g,7%% 1,323 1364 438 2,287 2.088
530 WATER FOR POWER £38,005 14,736 4,758 468 6,482 872 1,002 322 1,880 1,534
537 HYDRAULIC EXFENSES 50
538 FLECTRIS EXPENSES 5101489 £0,068 18,698 1.638 26,753 4,024 4,148 1,931 6,956 8,351
530 MISC, HYDRAULID POWER EXPERSES %$420,792 48,266 15821 1557 1487 3232 3331 1.068 5587 8,101
840 RENTS £238,888 96,114 28,115 2,665 39,544 5,548 8,131 1,968 10,202 9,387
541 MAINTENANGE SUPERVISION & ENGINEERING 24,588 14674 851 =1 185 116 110 35 200 188
542 MAINTENANCE OF STRUCTURES 5189815 71,088 23,165 2278 31,463 4,732 4,878 1,565 B,181 7,458
543 MAINT. OF RESERVES, DANMS, AND WATERWAYS $47,359 32,885 10884 1,048 14,479 2178 2245 720 3,785 3437
544 MAINTENANCE OF ELECTRIC PLANT $282,589 101,518 33,608 3470 476848 1238 7473 2424 12,546 11,928
545 MAMNTENANCE OF BISC HYDRAULIC PLANT 20
Sub-total 1,186,753 442 694 144,150 14,5320 187,385 28781 30,88 8,875 51485 47,482
Other Power Genoration Qporation Exp
546 OPERATION SUFERVISION & ENGINEERING 525,825 40,882 3518 348 4,715 118 740 238 1,242 LR LT
547 FUEL $30,157 562 18,922,174 3,814,584 369,835 4,078,348 771,567 798,674 258,405 1337474 1,271,600
548 GENERATION DPENSE saz5a21 348,333 142868 11,106 453,265 23,058 23,761 7.627 39,860 36,389
549 MISC OTHER POWER GENERATION %$37.4851 14,260 4,817 454 8271 843 174 32 1,630 1,486
550 RENTS $22836 8,521 2,188 274 3,783 569 587 188 534 6898
551 MAINTENANCE SUPERVISION & ENGINEERING 318488 8,225 2o 168 2,732 411 424 135 T10 648
852 MAINTENANCE OF STRUCTURES $51,930 34,708 11213 1,103 15,230 2,291 2,081 158 3980 3615
553 MAINTENANCE OF GENERATING & ELEC PLANT 51,860,884 782,631 228,884 22338 308,267 40,388 47,707 15,339 BO, 160 73,181
254 WAINTEHANGE OF MISC OFHER POWER GENPLT $110415 41,684 13,488 1,328 18282 2,751 2,838 o1 4.758 4,342
Subatat 33,252,108 11,990,446 3,892,047 407,078 5882011 848 675 876,157 283,014 {470,718 1,333,302
Other Pewar Supply Expence
555 PURCHASED POWER 51,802,192
Damard 10,759,242 4001304 1312379 126,140 1,782453 288,091 276,351 83,685 463,470 423,118
Energy 71,042,850 25,484,076 8514064 71488  11,905547 1,817,500 1,878,746 08,732 3,150,721 2,985,554
555 PURCHASED POWER OPTIONS 50
555 BROKERAGE FEES 50

545 MISO TRARSMISSION EXPENSES 5o
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Lotisville Gas and Elsctric
Electric Cost of Service Study
{Expenses)
et No Account Destription Tota R G LC P LC Sec LETODPY  LETOD Sec LP- Pri LP.Sec  LP.TQD Truns

556 SYSTEM CONTROL AND LOAD DISPATCH 51,014,058 352,833 123,661 12,171 167,898 25,288 268048 8,355 43682 39819
557 OTHER EXPENSES 510,438 -215,356 69,580 -6,847 S84,503 14254 ~14,652 4,702 24512 «22.433
568 DUPLICATE GHARGES 2,771,363 -054.518 33166 33,888 468,772 10,804 -13,211 -23.748 -122,900 -118,858

Sub-total 79414448 20,728,439 8,548,282 71,835 13,354,724 2025841 2,091,260 61733 3510392 J318.263

Transmisslon Exparses
580 OPERATION SUPERVISION AND ENG £707 432 267,074 28,290 8,451 417,188 17,827 18,170 5834 30474 27,821
561 LOAD DISPATCHING 14548 288,615 86,785 8,540 117875 17,729 48,275 5,885 30,6850 27981
582 STATION EXPENSES 1,234 351 465652 150,650 14814 204,475 30,754 31,762 10,174 53,1687 48,548
563 OVERHEAD LINE EXPENSES 86,052 32,827 10,608 1,044 14,408 2,167 2,233 7 3946 3418
565 TRANSMISSION OF ELECTRICATY BY OTHERS 3,214,182 1,213.437 292,058 38,578 532,484 80,089 82558 26,485 138,455 126,401
566 MISC. TRANSMISSION EXPENSES 3,724,941 1408262 454,357 44,708 617,100 52,6815 85,675 30,785 160,457 146,487
567 RENTS 22 480 8,491 2,743 270 3728 560 578 185 569 884
558 MAINTENACE SUPERVISION AND ENG 1} s} [+] 0 0 o [+] o 1] a
569 STRUCTURES 412 11,481 ING 385 5038 758 781 251 1,310 1,168
570 MAINT OF STATION EQUIPMENT 008,472 376,484 124,547 11,960 165,083 24 828 25,554 8214 42,024 39,187
571 MAINT OF OVERHEAD LINES 176,825 283,188 84,730 8,322 128,681 19,351 18,948 8,402 33,454 30,542
572 UNDERGROUND LINES [ 4] 2} ¢ Y] o g 0 1] o
£73 MISC PLANT 2418 813 285 28 401 &4 a2 20 T 95
575 MARKET FACILITATION, MONITORING AND COMPLIANCE 755 2844 19 bii] 1,248 188 193 62 325 206

Sub-lotal 11,515,224 4347287 1,404,504 158,213 1,807,684 268,926 285,768 94,620 458,025 452,848

Distritution Expense - Operating
680 OPERATION SUPERVISION AND ENGI $1,235,544 768,258 221,708 4,651 82,034 8,851 10,348 3,604 21,764 146
581 LOAD DISPATCHING 33427 162,055 43,073 3532 48,003 6974 6,904 2454 12,304 o
582 STATION EXPENSES g7 276 455656 121,078 8,027 134,938 18,808 19,577 a,807 34,588 G
583 OVERHEAD LINE EXPENSES 4,516,341 2,8572451 £46,386 24,061 385,039 47 218 £3542 16,750 58,854 13
584 UNDERGROUND LINE EXPENSES 440,586 263454 56411 2936 48,421 5,784 6,813 2041 12,186 1
585 STREET LIGHTING EXPENBE 18,498 [ o o o a 0 o 8 6
548 METER EXPENSES 5,620,504 3827846 4,550,058 2047 117,018 12,645 337 £863 43,158 1716
588 METER EXPENSES - LOAD MANAGEMENT o
587 CLISTOMER INSTALLATIONS EXPENSE 221,632 428,111 -27,140 <1030 ~15457 2,043 -2.582 124 -4 824 3
588 MISCELLANEQUS DISTRIBUTION EXP 2688071 1,724,401 362 498 13,783 258,544 27,784 34,480 8,875 84,435 45
588 MISC DISTR EXP — MAPPIN 2]
588 RENTS 14,188 8,252 4,735 65 1,237 134 165 48 308 [y}
500 MAINTENANGE SUPERVIBION AND EN 9,051 6264 1.202 54 a54 167 125 38 225 [+}
584 STRUCTURES sraean 387,108 102,863 8434 114,638 18,6856 16,632 5960 20382 1]
592 MAINTENANGE OF STATION EQUIPME 728,653 454,237 94,128 .78 104,904 45,241 15,220 5,382 26,888 0
583 MANTENANCE OF OVERHEAD LINES 12,568,540 6,272,155 1,520,538 66,850 1,074 309 131403 150,118 48,813 269,812 48
594 MAINTENANCE OF UNDERGROUND LIN 1,540,702 821 484 197274 16,247 166,283 20,238 3826 7,129 42,8604 3
595 MAINTENANCE OF LINE TRANSFORME 223 512 185,802 31,525 2} 17.242 o 2244 [} 4,220 [+]
550 MAINTENANCE OF ST LIGHTS & SIG SYSTEMS 702,957 [ o i ¢ 1] 0 ] [ ]
557 MAINTENANCE OF METERS ¢
599 MISCELLANEOUS DISTRIBUTION EXPENSES 23,243 153,351 32,235 1,224 2299t 2,426 3.087 850 5730 4

Sub-total 32,779,090 20,333,051 4, 855573 154 658 2,559,838 313,407 344,028 112478 659,768 1978

O ts Expy
B SUPERVISION/CUSTOMER ACCTS 4858533 528 863 g7918 729 38,572 414 1,537 fid] 4,788 148
902 METER READING EXPENSES 2417207 4,702,684 218,361 2315 127,224 4,330 4841 2,050 15332 475
903 RECORDS AND COLLECTION 4,762,832 3,836,537 444,101 5343 286,182 2982 11,114 4,702 34,024 1,069
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Elsctric Cogt of Service Study
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MAcct No. Account Deacription Total R Gs LC P LE Sec LC-TOD Pl LC<TOD Sac £ P- Pri LP-Sac LP-TOD Trans
S04 LUNCOLLECTIBLE ACCOUNTS. 848931 682,804 874558 952 51,013 533 1,681 838 £,172 190
005 MISC CUST ACCOUNTS 258,860 208203 26 888 280 15,555 183 84 258 1,882 58

Sub-{otd 8,648,062 6,954,087 861,724 9,700 818,545 5432 20177 8,508 62,658 1,840
Customer Servicn & Information Exponse
207 SUPERVISION $135,749 11001 14,108 17 004 5 18 15 108 2
906 CUSTOMER ASSISTANCE EXPENSES 4,201,997 3,638,581 424,155 508 27,184 142 528 447 3,288 51
o908 CUSTOMER ASSISTANCE EXPANCENTIVES o
B09 INFORMATIONAL AND INSTRUCTIONA 332,270 280718 33840 40 2,150 11 42 35 80 4
09 INFORM AND INSTRUC -LOAD MGMT 0
840 MISCELLANEOUS CUSTOMER SERVICE 849,300 502248 85,542 78 4,20t 2 B2 &8 508 8
811 DEMONSTRATION AND SELLING EXP o
912 DEMONSTRATION AND SEELING EXP ]
813 ADVERTISING EXPENSES 57,053 49,438 5763 7 365 2 7 3 45 1
915 MOSEJOBBING-CONTRACT ]
948 MISC SALES EXPENSE [
Sub-lalal 57380,418 4,453,098 543,107 850 34,808 182 678 572 4,211 85
Genotal Expenses
920 ADMIN, & GEN. SALARIES- 513,327,243 6047282 1,716,848 434,018 1,867,484 288,831 280,007 020,688 480,866 362,126
221 OFFICE SUPPLIES AND EXPENSES 8,506,133 2983023 846,760 84,351 624,285 133,054 138,630 44,884 236,048 164,077
922 ADMINISTRATIVE EXPENSES TRANSFERRED 1,911,957 -867,559 248,317 -15,653 287914 38,557 413,183 ~13,010 +69,00% 56,255
923 QUTSIDE SERVICES EMPLOYED A480,744 233,158 577254 43,713 627,966 90,383 94,171 30450 161,708 134,836
924 PROPERTY INSURANCE 3,126,843 1,333,241 481,770 I205s 458,677 66,218 69,860 22,069 118,822 93,684
B25 INJURIES AND DAMAGES - INSURAN 2,160,288 980,240 278,310 21,075 302,711 43,576 45,403 14,700 77.063 63,562
926 EMPLOYEE BENEFITS 22,184,705 10,000.403 2,859,055 248,430 3,108,638 447,488 468,254 150,857 800,623 a5, 138
927 FRANCHISE REQUIREMENTS 268,08 11082 3,176 287 3824 851 581 B4 988 779
928 REGULATORY COMMISSION FEES 653611 276,082 15,800 6700 95,084 13,841 14,603 4813 24,837 19,562
829 DUPLICATE CHARGES-CR 32,85 «14,881 -4,228 2320 4,505 862 -588 223 <4154 -£05
830 MISCELLANESUS GENERAL, EXPENSES 921,538 A1B,152 118,722 8990 128,134 16,689 14,368 8,271 33,257 27,114
831 RENTS AND LEASES 1,248,835 624,199 162,580 13,125 187,073 27.138 28,621 9,033 48402 39,419
535 MAINTENANGE OF GENERAL PLANT 4922018 2,064,643 600,662 51,685 736818 108,881 112,338 35,578 100638 154 079
Sub-total 57,705,262 25,867,683 7,366,816 560,445 8,171,082  4,477.332 1,226,952 296,232 2,195,086 1,711,477
TOTAL C & M EXPENSES £17,893,122 243,482,157 75,150,802 7.011918 a7.542954 14,580,292 15,100,544 48592000 25,504,421 21,146,685
Deprociation Expense
Sleam Production $57,680,730 24, 715578 7035715 6692322 9,555,801 1,437,248 1,481,530 475,483 2434 88C 2,288,356
Hydroulle Preduction $702.879 265,260 85,711 8,434 115411 12,509 16,048 5,792 30,268 276534
Other Prociuttion 57.423.757 2,802,882 005,527 89,105 1,225,873 164,980 190,673 61,194 319,768 291,847
Trxnsmission - Kenlucky System Property 56,076,139 2283601 741,148 T2H0 1.0086817 151404 156,086 50,088 261,738 238,851
Transmisslon - Virginka Property %0 0 D B ] 1 0 [ 0 [+
Distribution 525,589,528 15,140,068 3,182,533 120832 2,285,870 239,535 302,798 84,642 585,708 289
Ganeral & Common Flant $5,173,681 2,169,811 631,574 54,320 774,350 112,326 118,058 37,481 206,348 161,927
Intaogibie Plaot $5.218,787 2.226008 538,925 53,414 786238 110,342 118433 BITT 03,056 155,067
TOTAL DEPRECIATION EXPENSES $168,260,300 $46,673,706 813,219,132 $1.091,3685  S167i5,160 32,253,340 52,283,813 STE1,645  $4,060,688 $3,145,1%4
Other Expenses
Regulatory Credits -%1,640,535
Production ~$1,538,331 ~581,138 ~187,763 18,476 255817 -38,356 39,538 ~12,689 45,309 «80,538
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1 oubsviile Gas and Elechie
Electric Cost of Service Study
{Exponses)
Arct. Ne. Account Dascrptlon Total R &S LCPri LC Sec Lcaobpd  LG-TOD Set LP-Pr EPSec  LE-TOD Trang
Tenmmission -$1,699 755 -2d4 24 -33% 50 -51 -6 85 -78
Distritnalon 515,205 885 -1,862 -t -1,328 -140 =177 -50 -331 0
Accretinn Expense $1,389,410
Froduction $1,972,760 518,253 167445 16477 227 A2% 84,205 35,259 11,318 5813 53,885
Tranamissiot $1,620 4687 222 22 3z 45 A7 15 ki 72
Distribustion 514,830 8639 1810 os 12685 137 173 48 323 o
Proparty Taxes & Gther $17,703,456 7,548,287 2,181,428 181,473 2.802489 74,005 395,519 124,847 672,720 $30,4D0
Amortization of Invesiment Tax Crodt $3,810,848 £,687.476 AT ATB 40,089 S14N5 82,818 87374 27,602 148,610 147,170
Gain on Disposition of Allowances -£456,255 -184,068 55,704 4,584 57,148 -2E679 -10,208 2T ~17.363 -13,754
interest $45,715.737 15,445,208 5,581,415 468,323 §,720.607 868.817 1.022,851 a23326 1739393 4,378,128
athar Deductions 0
Total Other Expanses $£6,706 661 $28,403,60858 $8,144,230 584,198 £ag10708 o1 413,687 $1491.248 S4T1.572  40.588,500 £2,008.385
TOTAL EXPENSES $702,283.083 $318,530,561 $50,713,564 $8,787.482 £123,072,829 $18,247,330 w5412 381 4017 $32,101,510 $28,.287,238
Aasignment of innteruplible Credit -%8,266,763 2,301,305
Allocation of innferuptibie Credit $6,268,753 2822318  B14,344 85,325 1,062,405 128,637 138,689 42306 257,629 167,751
Caleytation of Taxahie income and Allocation of incozte Taxes:
Totn! Oparating Revenus $0932,064,514 $373,038,074 $192330, 050 $10,108,728 5152459710 3% 9,884,331 21,888,847 57, 079,501 538,755,862 528577022
Qpesaling Expenssd $749,703,861 LR E0TAL 592,138,762 402055 $117.683812 $17.444,696 515,420,016 $5B46.852 330,688,141 $24.766,170
Inlprast Experrse 348715137 318445205  $S5a1415 S92y $6.728.087 $559.817 51,022,851 s S17REer3 $1,378,128
Taxable Ingomea $§137,984,809 54,606,345 3346 12,084 $1,237348 $20,107,800  $1,488,61 ] 42,748,180 $308,523  $5,009.992 $2.442,728
Income Taxes
Slxte & Federa) income Taxes $49,788,679 18,033,092 18,734,660 HB3,825 8,719,033 445,637 842,744 262,134 1,683,554 751,733
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Loulaviii Gaa and Electric
Eloctric Cost of Sorvice Study
(Eapenses)
Spacial Spocial Special
Acct No. Azeount Doscription LP-TOD Pl LP-TOD Sac Contracts-A_Contracts-8 Confracks-C PSL SLE QL TLE STOR-PH  STOD-Sec
O &M Expensos

Stoam Production O&H
238 OPERATION SUPERVISION & ENGINEERING 275,854 6,763 22920 34,020 8,544 1173 26 8,051 563 2245 15,737
01 FUEL 40,140,BT8 972741 3207473 4735082 200026 1,156,180 84,747 1,297,584 83,108 317,097 2220044
502 STEAM EXPENSES 3,568,683 87,809 207288 443,862 124,066 81,014 8,671 102,153 1.2 20215 204,839
505 ELECTRIC EXPENSES ©8.448 2424 6,206 12,252 3450 2512 184 2,520 209 896 5664
506 MISC. STEAM POWER EXPENSES 2,217,525 54,593 184,833 275863 T1,108 56,587 4,148 63,512 4,520 18,164 127,356
507 RENTS 6,650 165 558 833 234 m 13 182 14 85 384
508 ALLOWANCES 440 " a7 5% 15 M 1 13 1 4 25
510 MAINTENANCE SUPERVISION & ENGINEERING 427011 RA:ri] 26877 38,845 10,821 9,381 888 10,528 ar? 2.587 18,110
511 MAINTENANCE OF STRUCTURES 297,514 7325 24,198 17,025 10426 7.592 £56 8,521 808 2,437 17087
512 MAINTENANCE OF BOILER PLANT 5671877 135,020 A5TT16 857265 160,440 160,488 11764 186,126 14,538 44,016 308,160
513 MAINTENANCE OF ELECTRIC PLANT 1,053,846 25,638 86,574 124,317 34,128 30,355 2225 34,070 2,182 8,325 58,287
514 MAINTENANCE OF MISC STEAM FLANT 186,458 4518 15317 21965 8038 5,370 354 6028 age 1473 10,312

Sub-tolak 5§3,743,012 1,304 818 4,422 555 6,581,208 1757517 1,528,821 111,916 1,713,677 111.085 426,422 2,985,534

Hydraullc Production 088
535 OPERATION SUPERVISION & ENGINEERING 6,928 171 578 a62 43 117 13 188 4 57 L)
535 WATER FOR POWER 5,091 125 424 634 178 130 10 146 10 42 252
53¢ HYDRAULIC EXPENSES
538 ELECTRIC EXPENSES 21,078 518 1,757 2623 738 538 30 =203 43 172 1211
539 MISC. HYDRAULIC POWER EXPENSES 16,929 417 141t 2,107 583 432 327 485 as 138 ar2
540 RENTS 31,156 Fi:rd 2,597 3,877 1082 785 58 892 64 255 1,789
545 MAINTENANCE SUPERVISION & ENGINEERING 623 18 51 75 Fi] 17 1 18 1 -] 38
542 MAINTENANCE OF STRUCTURES 24,788 &1 2,066 3085 888 633 48 o 51 203 1424
543 MAINT. OF RESERVES, BAMS, AND WATERWAYS 11408 %81 951 1,420 ADD 28% 21 Z 3 93 655
544 MAINTENANCE OF ELECTRIC PLANT ag,518 058 3,248 4,862 1,280 1,138 B3 1,278 a2 312 2,188
545 MAINTENANCE OF MISC HYDRAUSIC PLANT

Sub-iolal 157,521 3,863 13.08% 18,344 5414 4,151 304 4,658 a2z 1,278 8,082

Othor Powur Gancration Operation Expsnse
548 OPERATION SUPERVISION & ENGINEERING ez a3 N4 468 132 88 7 1C8 k] 31 216
547 FUEL 4,212,832 102,687 348,074 455,850 135,428 121,041 8,894 138,184 8722 33,280 232,996
548 GENERATION EXPENSE Rrathrrd 2973 10,067 45,035 4,232 3082 25 3,488 246 568 6,935
549 MISC OTHER POWER GENERATION 4040 122 412 a5 173 1264 g 141 10 40 284
550 RENTS 2981 73 248 an 104 76 8 85 8 24 17
551 MAINTENANCE SUPERVISION & ENGINEERING 2,182 53 179 265 % £ 4 62 4 18 124
552 MAINTENANCE OF STRUCTURES 11,996 285 1.000 1,493 420 308 22 3 24 g8 €88
553 MAINTENANCE OF GENERATING & BLEC PLANT 242,801 £,880 20,245 30227 8512 8,188 454 6857 435 14990 13,940
654 MAINTENANCE OF MISC OTHER POWER GENPLT 14,412 355 1,701 1,74 505 368 27 413 20 118 828

Sub-taial 4£516,7247 112,034 378,740 541,218 150,563 131,648 8,650 147,780 95458 34,588 256,194

Other Power Supply Expensa
555 PURCHASED POWER 81,802,192

Domaxd 1,404,349 574 N7,054 174,768 49212 35836 2,627 48202 2,863 11,503 89,652
Enerdy 8,924,278 240,489 815,255 1,170,678 321,389 285,847 20,953 A20,830 20,547 78,388 548875

855 PURCHASED POWER OFTICNS
655 BROKERAGE FEES

555 MISO TRANSMISSION EXPENSES
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toulavitie Gas and Electric
Etoctric Cest of Servics Study
(Exg 1
Spocial Special Special
Act:t. No. Account Description LP-TOD Pl LP-FOD Sec_Contmcts-A_Contracts-B Contracts-C PSL SLE oL TLE STOD-Pri__ STOD-Sac

£50 SYSTEM CONTROL AND LOAD DISPATCH 132,350 3,253 #1032 16472 4,638 3978 248 3,761 270 4,084 7.602
£57 OTHER EXPENSES 74,457 1,833 -8,208 -8,268 -2.603 «1,800 =138 2132 -552 £48 -4.276
858 DUFLICATE CHARGES 357,143 -8381 -31,603 45,668 -12,537 -11,151 817 42,515 802 3,058 21,411

Sub-total 10,889,387 267,107 905,232 1,306,933 360,092 312,010 22870 250,154 =727 87,117 611,442

Tranamissian Expanses
550 QPERATION SUFPERVISION ANOD ENG &2.337 2273 7.688 14,481 3238 235 173 2,645 168 156 5,303
501 LOAD DISPATCHING 52,674 2268 7,741 11,557 3254 2370 174 2660 182 76t 5,334
B62 STATION EXPENSES 151,100 3.968 43428 20,048 5845 4111 aot 4,614 328 1,320 9252
B83 OVERHEAD LINE EXPENSES 11,349 278 %4 1412 g 280 2% 325 2 a3 852
555 TRANSMISSION OF ELECTRICITY 8Y OTHERS 419,531 10,328 353548 52,209 4,701 18,708 785 12018 855 3436 24,084
566 MISC, TRANSMISSION EXPENSES 486,197 11,6870 40,625 60,508 w638 12,407 949 13,925 89t 3,992 27923
567 RENTS 25538 72 45 365 103 % 5 B4 6 24 169
568 MAINTENACE SUBERVISION AND ENG il 0 o 44 0 0 ] i] [+ o 1]
586 STRUCTLRES 3,970 88 am 494 139 161 7 114 8 o< =8
S76 MAINT OF STATION EQUIBMENT 130,084 3,202 40,841 18,188 4,558 3,318 243 725 285 1,085 7470
571 MAINT OF OVERHEAD LINES 101,369 2,488 BA448 12,815 3,552 2,587 180 2923 07 g3 5822
572 UNDERGROUND LINES o 1] a ] ] 0 3] [ 0 ] 0
573 MISC PLANT 318 8 26 ag 11 8 1 g 1 3 18
575 MARKET FACILITATION, MONITORING AND COMPLIANCE DB3 24 82 122 H 25 2 8 2 8 56

Sub-total 1,503,023 a7.003 125278 157,048 52,670 38,354 2811 43,048 3,064 12,311 £8,320

Distrdbutian Expanse - Qperating
580 OPERATION SUPERVISION AND ENGI 43,008 1,602 3,156 8,155 1,920 13,193 554 17,592 2,585 390 3020
581 LOAD DISPATCHING 33,038 8zt 2,487 4,855 1,464 1,381 -] 1,528 48 308 1009
582 STATION EXPENSES 22868 2807 8,892 13,648 421 3,827 285 4,285 135 842 5618
583 QVERMEAD LINE EXPENSES 293,580 8,579 18,626 22,640 10,140 28,342 815 35,050 7M1 2,037 15,683
B34 UNDERGROUND LINE EXPENSES zraez &34 2062 4,025 1.23% 2205 =2 2,541 B4 248 1,963
585 STREET LIGHTING EXPENSE [+] 0 o [ 0 7,762 [} 10,744 o o 0
5868 METER EXPENSES 15,7185 4 A6 211 370 421 o 4,829 13 28 487 131 1441
588 METER EXPENSES - LOAD MANAGEMENT
587 CUSTOMER INSTALLATIONS EXPENSE -8,568 331 ~T21 -1.407 434 9,026 48 ~12,338 88 87 <742
588 MISCELLANEGUS DISTRIBUTION EXP 128,188 4418 9,627 18,789 5,791 120,561 835 164,795 1,154 1,185 9910
588 MISC DISTR EXP -- MAPPIN
589 RENTS 613 2t 46 <] 28 577 3 783 ] [ 47
50 MAINTENANCE SUPERVISION AND EN 505 15 as 74 23 148 2 185 2 5 a6
551 STRUCTURES 768,894 1,860 5,840 11,585 3,589 3,251 zs7 3,649 115 716 4,773
552 MAINTENANCE OF STATION EQUIPME 72,488 1,784 5,435 10,610 3266 2875 Fars 3339 105 655 4,368
553 MAINTENANCE OF OVERHEAD LINES 622,229 18,308 48,824 81,392 28,135 78,874 22710 o7,540 1.878 5669 43,368
564 MAINTENANCE GF UNDERGROUND LIN 95,783 ;7 7.211 14,675 4332 T 346 8237 22 870 6,866
555 MAINTENANCE OF LINE TRANSFORME [ 330 2 ] 1] 1,002 31 1233 26 [+] 658
5656 MAINTENANCE OF ST LIGHTS & SIS SYSTEMS [ 0 0 0 1] 332,362 0 460,604 o 0 o
B87 MAINTENANCE OF METERS
538 MISCELLANEQUS DISTRIBUTION EXPENSES 11,400 393 B58 1,671 515 10,724 58 14,655 103 104 837

Suhtotal 1,435,901 48,432 106,989 208,784 B4,611 505,852 10428 B15,552 38,832 13,050 99,788

Custamar Accounts Expince
801 SUPERVISION/CUSTOMER ACCTS 1,359 384 a0 30 ki3 4813 1g 6,271 116 4 47
502 METER READING EXPENSES 4,37 1,235 a5 15 a5 15473 -4 2,162 a3sp 14 182
003 RECORDS AND COLLECTION 9,832 2,778 214 214 214 34,606 139 45,353 835 2 352
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Loutsville Gas and Electric
Elactric Cost of Service Study
(Exp )
Special Spacia) Spocial
Acct No. Accouit Doscription 1PYODEA  LPIODSec Confrmacts-A Gontracts-8 Contracts-C psL SLE Ol, TLE STOD-Pr STOO-Sec
804 UNCOLLECTIBLE ACCOUNTS 1,752 405 38 a3 38 5,204 25 8,084 182 [} g1
905 MISC CUST ACCOUNTS 534 181 12 12 12 1,892 ] 2483 45 2 18
Subuiotal 17,848 5044 388 388 388 B3187 252 82,330 ppoivd o8 73
Customar Service 8 Informatlon Expense
17 SUPERVISION i 4 o a ol 1410 AL 1,837 243 1 b3
908 CUSTOMER ASSISTANCE EXPENSES 467 132 10 10 10 42 380 1,168 65231 7309 30 525
908 CUSTOMER ASSISTANCE EXPINGENTIVES
£08 INFORMATIONAL AN INSTRUCTIONA a7 10 % 1 1 3,352 85 4,387 58 2 26
S5 INFORM AND INSTRUC -LOAD MGMT
810 MISCELLANECUS CUSTOMER SERVICE > a0 2 2 2 5,550 18% 8535 1,126 g 50
941 DEMONSTRATION AND SELLING EXP
842 DEMONSTRATION AND SELLING EXP
€13 ADVERTISING EXPENSES & 2 o 0 0 5I6 18 Fioa] 29 3} 4
815 MOSE-JOBBING-CONTRACT
918 MISC SALES EXPENSE
Sub-tatat 598 169 13 13 13 54,278 1,534 70,720 8358 - 38 416
Ganoral Expenses
420 ADMIN. & GEN, SALARIES- 1409318 26,640 115,757 174,161 44,107 73,890 3,53k 20,876 7235 11,488 81,287
921 OFFICE SUPPLIES AND EXPENSES 697,522 17.838 57202 86,189 24,385 38,571 1,798 44,978 3,581 5,608 40,232
922 ADMINISTRATIVE EXPENSES TRANSFERRED -2f2 184 5,171 -16,6807 -24 588 -7 {45 10,600 a1 -13.087 -1,038 -1,648 ~11,682
§23 QUTSIDE SERVICES EMPLOYED 473,628 2,447 348,919 58555 18,510 24843 1222 30,553 Z4az 3,882 27,330
24 PROPERTY INSURANCE 343,166 8,768 28337 43418 12,352 38275 ™ 50,378 24 2,840 20,345
025 INJURIES AND DAMAGES - INSURAN 28,444 5.842 18,764 8231 7.880 1T 589 14,731 1173 1,662 13,178
026 EMPLOYEE BENEFITS 2,345,560 49,983 182,660 289,911 81,744 122,099 8,051 151,274 12,043 18,123 135,312
B2 FRANCHISE RECUIREMENTS 2858 3 238 a1 s 318 & 418 B8 24 163
828 REGULATORY COMMISSION FEES 71,730 1,832 59023 8,078 2,582 B,000 155 18,530 183 553 4,254
528 DUPLICATE CHARBES-CR ~3 468 B8 -285 ~A23 ~12% -182 -8 =224 -t8 Bl ] ~200
930 MISCELLANEQUS GENERAL EXPENSES 97450 2492 £004 12,043 3,396 6,105 251 8,284 500 To4 58214
31 RENTS AND LEASES 140,880 35n 11,651 11,1716 5,045 43,708 269 17828 a4 1,184 8311
£35 MAINTENANCE OF GENERAL PLANT 554,878 14,000 45,650 70016 19,585 £3,692 1472 70,613 1.434 4,534 32,732
Sub-total 6,160,287 157,401 506,571 784,333 215,827 ars. 800 15,388 475,304 25,831 50,343 358911
TOTAL O B M EXPENSES 18,834 424 1,993,859 6A53,988 9415402 2807314 3. 145202 475,485 3,703,280 223,086 7,407 4,406,645
Dapreciution Expansa
Stozrn Prodoction 7.528,78% 188,351 627,601 836,528 263,827 182,118 14082 215630 15,347 81,668 432385
Hydraulis Production 81,17 2,258 T.845 11,414 3214 2340 172 2827 87 51 547
Other Preduction 888,985 23,855 B0,7608 120,687 33,95 24,728 1,812 27,753 1875 7.8937 55850
“Fransmisslon - Kentucky System Properly 783,087 18,525 66,105 98,687 e 20,238 1.483 22018 1817 8406 45548
Transmission « Virginia Proparty 1] 0 [ [¢] 1] 1] o o 1] 1] 0
Distribution 1.125.453 38,840 84516 164,658 50,640 1,058,456 5575 1445845 10,128 10,230 87002
Genersl & Common Plant 5§83,143 14,807 48228 73,582 20,888 58,742 1,232 74,210 1,607 4818 34,400
listangiia Pland 571,785 14,691 47,211 72,355 20,586 84,1680 1,237 84,483 1,643 4,132 33,815
TOTAL DEPRECIATION EXPENSES $11,562,078 $298,208 $HB2,001  $1A7E5H $421,113  $1418.789 526,594 $1.874.262 $32,305 $95,692 $694,167
Other Expanses
Fegulalory Credls 51,556,535
478 5,758 40 1,048 11,530

Frochution «200,821 -4,948 -18,747 «25,604 -1.041 5127
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Loyisvllie Gas and Blectrie
Electric Cost of Service Study
r3es
Speciol Special Speclaf
Acct. Na, Account Descriplion LETODPY  LP-TCD Sec Contracts-A Contmcts-B Contracts-C PSL SLE [+} TLE STOD-Pr  STODSec
Transmissiont -261 -5 -2 52 -9 -7 1} -7 -1 -2 -15
Distribution -658 23 -49 07 -30 -§19 3 48 -8 8 51
Accrition Expanso $1309410
Preduction o4 4411 14,935 22,208 6.2m 4,672 335 5,132 365 1458 10,290
Teansemission 28 8 28 <114 B B g 7 s 2 14
Distribudicn 847 = 48 o4 2 604 3 826 8 =3 53
Property Taes & Other 1.942,882 49,632 180,431 245,822 69933 218,804 4,197 285,23 5,232 18,078 118210
Amoriizaicon of Investment Tax Crecit 428,185 10,984 35449 #4304 18445 47,870 827 £3,008 1,158 3552 25451
Galn on DisposRion of Allewances -50,237 -1,282 4,147 -5,343 -1,853 -5,501 -108 Farn -137 415 24974
intarest §033.672 128484 415,548 635,513 180,814 £61,202 10,818 730,533 13,7241 41,565 267.954
Othar Deductions
Total Other Exponsen 571353712 $187 261 SA1S,458 5324,565 $263.429 519,558 515803 31078845 516,927 350,632 $434,390
TOTAL EXPENSES $O7.631,114  S2420328 S8,027.447 311820568 $3201657 $5353587 5216642 S86503F $275328 $IBAGTD 35535202
Axalgnment of bnteruptibie Crodit -3,875,488
Alloeation of Innteruptible Cradit 581,288 15850 13,999 81,238 12,015 1] [+} 1} 1,078 5033 41,680
Gaiculalion of Taxable Incomo and Alffocation ef income Taxes:
‘Total Operaling Reverueg $I08.268,470 52,530884  57,781,B50 S41,613530 $3,075,7165 $63222827 £207,166  $8,61R655 $280.300 SBOZ,T3S 55941047
Oparaiing Expefrses $89515,002  W2312,770  $7,640.716 $11,201.385 $3,130,138 34,795,137 $206,103  $5,924.338 £263,102 §750,862  §5.250,733
Interest Expense 85,033,672 $120,484 $415548 %635, 513 s18l,614 $501,203 S10,918 Sl $13721 41,596 $297.554
Taxzbio incoms $5,717,405 $389,740 282 405 -$313.342 -$235,888 $8E3 48T 49,825 $1,056,588 $3A4AT8 $10477 $3L2380
Income Taxes
Stnte & Federal Income Yaxes 1,773,538 120,897 -B7,602 -87,199 -1307 207,853 -3,048 501,504 1008 3250 109,302
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Loutaville Gas and Eloctric
Electric Cost of Service Study
{Sajarics and Wages}
Acct Na, Account Description ‘Total R GS LC P LC Sec LC.TOD P LC-TOD See LP-Pri LP-Sec  EPTOD Yrans
{abor O & M Expanses
1abor Experaes
Sieam Power Generation Operation Exponses
500 OPERATION SUPERVISION & ENGINEERING 1,017,777 403,847 131,130 12,978 178,987 26,980 Z7.498 B35 48,627 42,632
503 FUEL $2,704.814 H70.634 324,180 33,178 455,583 68,201 71453 23178 118,957 114,050
502 STEAM EXFENSES $11,180,383 4,224 B53 1,384,985 134,314 1,853,876 276,834 287425 92242 482,044 440,073
505 ELECTRIC EXPENSES 5528209 168,058 4,185 8,317 87,188 13,114 13,518 4338 26N 20,897
508 MISC, STEAM POWER EXPENSES $4,002,740 1.541,341 £35,000 49,004 878,378 101,73 104,865 33,854 175,870 160,558
597 RENTS 50 o <] [ 0 4] o o 3] 3]
Tolai Steam Power QOperation Expenses 519,581,983 £7,339,284 §2,382.480 $235.782 $3,251.99¢ 5485840 £508,068 $162,348 847186 $778.210
Steam Power Genaration Malntenancs Expenses
518 MAINTENANCE SUPERVISION & ENGINEERING 51,482,883 533,182 177,853 18,1478 248,606 azem 39,133 12,658 £5,6095 82,359
511 MAINTENANCE OF STRUCTURES $291,818 116,168 35595 3503 48,344 1271 7495 2,408 12,570 11,476
£12 MAINTENANCE OF BOILER FLANT $5,821,256 2,688,983 691,718 71408 880,456 148,634 153,780 49,878 258,176 245,456
543 MAINTENANCE OF ELECTRIC PLANT 51,810,447 577918 183,023 16,745 21,243 4120 42,543 13,788 T1423 B7.805
514 MAINTENANCE OF MISC STEAM PLANT 352,454 18,827 6,288 644 8,836 1,342 1,388 450 232 2212
Tolal Slenm Power Generation Malndonance Expensa 30,258,874 FA20,076  §$1,110474 $£13,485 $1,558,485  $236,852 $244.3238 Im222  $410184 $3639.418
“fetal Sleam Power Gaseration Expense 528,840,857 210,868,238 $3.4092 654 5349,276 54810476 §T26.492 $740.397 $241.588 $1,257,380 $1,167.627
Hydraulic Power fon Operation Exp
535 QPERATION SUPERVISION & ENGINEERING 34150 15,668 5,062 488 895 1.034 1,086 342 1,783 16832
535 WATER FOR POWER 0 13 0 o 1] 4] 4] ] ] O
£37 HYDRAULIC EXPENSES 30 3] [¢] Q 4 o 4 o] o [s]
538 ELECTRIC EXPENSES ' $133,085 50,235 16.231 1587 22,044 338 3418 1,087 5Rz 5233
538 MISC. HYDRAULIC POWER EXPENSES 310,772 4087 1,314 128 1,785 2568 2 83 484 424
540 RENTS 0 ] o 1] 0 44 0 ¢ 0 0
Tatal Hydraulc Power Operation Expensas $185,338 569,970 $22.807 $2228 $30,704 34,698 5,760 $1.528 57,684 $7.289
Hydraulc Powar Genoration Maintenante Expenses
541 MAINTENANCE SUPERVISION & ENGINEERING 33,6574 07 431 43 558 91 : e 157 147
542 MAINTENANCE OF STRUCTURES $28,335 10,697 3,458 340 4,634 708 728 234 1,221 kR
543 MAINT. OF RESERVES, DAMS, AND WATERWAYS 45,458 17,162 8545 548 7531 1,133 1.168 375 1,858 1,768
544 MAINTENANCE OF ELECTRIC PLANT §$126,468 45,384 15,158 1551 21,30t 3238 3,344 1084 5,609 5,333
545 MAINTENANCE OF MIEC HYDRAULIC PLANT 4] [+ 1] 4} 1] 8 4] 8 o 0
“Total Hydraudic Power Generation Malni, Expense $203.838 $74,550 £24,590 52481 534,124 $5.165 55338 5,72 58,944 58,382
Talat Hydraulic Power Generation Exponse $389.175 $144,520 47,197 $4,705 $o4, 828 $3.783 $10,000 32250 $16,028 $15.670
Qther Power Generation Operation Expanse
548 OFERATION SUPERVISION & ENGINEERING $20,122 7,586 2454 242 3,33 £01 517 168 867 79t
547 FUEL 30 1} o o [} a i ) 3] o
548 GENERATION EXPENSE 5183.96%2 68,453 22,440 2208 30,478 4585 4,225 1.518 T925 7235
548 MISC OTHER POWER GENERATION so o 1] L] ¢} 0 34 o <] 0
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Louisvitis Gas and Eleciric
Electric Caost of Sarvics Study
ntarfes and Wages)
Actt, No, Account Pescription Tomwmi R GS LCPd LE Sec LC-TOD P LC.TOD Sec LP. Pri LP.Sec LP-TOD Trans
550 RENTS 50 0 o G 0 o 0 [+ 4] [
“Tatzi Other Power Genaration Expenses $204,091 $77.050 $24,894 $2450 533,811 55,085 £5,242 $1,662 38,791 $8,028
Other Power Ganerailon Malntonance Expente
551 MAINTENANCE SUPERVISION & ENGINEERING 515088 5,898 1,840 181 2498 378 387 124 8s0 593
552 MAINTENANCE OF STRUCTURES 546,403 17,1462 5,538 545 7522 1,13t 1,166 54 1,856 1786
553 MAINTEMNANCE OF GENERATING & ELEC PLANT $268,788 101,424 32,788 3226 44,525 6,687 9,004 2218 11,578 10.5/0
554 MAINTENANCE OF MISC OTHER POWER GEN FLT £33,185 12,532 4,045 356 5453 827 853 274 1.430 1,305
Taled Other Pover Generation Madenance Expense 3382 474 $138,843 844,213 £4,381 580,050 49,032 33,310 $2,888 $15,614 £14,285
Tatal Other Power Geperalion Expense £568 584 $213.883 586,108 16,800 593,881 14,117 $14,552 54,670 $24,408 £22.281
Total Production Expense $26,7450,590 $11,028,752 3,609,258 $380,782 54,965,165 $750382 $T74,038 5249488 31,208,684 31,205,578
Purchzsed Power
855 PURCHASED POWER 36
5508 SYSTEM CONTROL AND LOAD DISPATCH 710,284 208,154 285,438 8,525 17672 17,685 18,244 5855 30,507 279353
557 OTHER EXPENSES 285 100 az k| 44 7 7 2 1 1
Tolof Purchased Power Labor $710,558 $268,254 $06,672 $8,529 117,716 $17,705 $18,25¢ $5.857 $30.608 $27.843
T i Labor Exp
560 OPERATION SUPERVISION AND ENG $474,328 178071 57,857 5,603 18,581 1,819 12,183 3810 20432 18,853
581 LOAD DISPATCHING 53897 202,721 65,408 6,445 88,959 13,380 13,782 4428 23,134 21,117
562 STATION EXPENSES 858972 211,404 68,304 &1 92,769 13,953 14,283 4,618 28122 22022
563 OVERAHEAD LINE EXPENSES 7204 2,720 879 86 1483 178 185 ] 310 283
588 MISC. TRANSMISSION EXPENSES 142,661 53,958 17401 1712 nax 3,555 3,684 1,178 8,145 5810
569 MATNTEMACE OF STRUCTURES 3,759 1,410 458 45 823 ™ a7 3 162 148
570 MAINT OF STATION EQUIPMENT 223429 64,350 21,253 2,682 37015 5,587 5738 1,842 9,628 8,787
571 MAINT OF OVERHEAD LINES 5,085 2,263 731 T2 83 149 154 48 256 26
573 MAINT OF MISC. TRANSMISSION PLANT 745 281 213 g 123 18 18 8 32 pa:]
Tetal Transnission Lebor Expansst 51,655,083 $738.R87 $238.473 $23,468 £323820 $4B,715 £50,216 $16.116 S84.217 $76,885
Distribution Ogeration Labor Exponse
580 OPERATION SUPERVISION AND ENGI $712,745 482,909 138,633 2,908 51,308 6,156 64712 2354 13612 81
581 LOAD DISPATCHING 251,408 122,222 32477 2,663 35,195 5,256 5251 1,850 8277 3]
582 STATION EXPENSES 194,820 B4, 6819 25,143 2,06t 28,021 4071 4,065 1432 7182 1]
583 OVERHEAD LINE EXPENSES 2088509 1,375,236 252,768 11,132 178,603 21848 24,087 7748 44856 B8
£84 UNDERGROUND LINE EXPENSES 83338 55,824 11,851 622 10,185 1,225 1442 432 2582 s
£85 STREET LIGHTING EXPENSE 7,108 4] 0 1] Q 1] 0 [+ o] 1]
558 METER EXPENSES 2224315 1,514,700 813,402 830 45307 4965 1,337 2,320 17.083 678
888 METER EXPENSES - LOAD MANAGEMENT L]
83T CUSTOMER INSTALLATIONS EXPENSE o
SBB MiISCELLANECUS DISTRIBUTION EXF 1,116,204 650,350 136,707 5,100 97504 10,280 13,907 3640 24,300 17
589 RENTS 3]
Tatal Distrintion Oparation Labor Expensn $6,745,448 $4,306043 $1.211132 S25407 $448,130 $53,816 55553 $19687  $118,693 £72: ]
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Leuisvlile Gax and Electric

Elnctric Cost of Service Study
{Sataries and Wages)
Arct No. Account Doseription Total R Bs LC Pri LC Sec LC-TOD P LC.TOD Sec 1P Pri LP.Scc LP-TOD Trans
Dilotrihution Malntenanen Labor Expense
500 MAINTENANGE SUPERVISION AND EN 52,889 1,818 348 18 260 3t k] H £5 1]
581 MAINTENANCE OF STRUCTURES 10,922 5,310 1417 118 1573 28 228 80 453 a
502 MAINTENANCE OF STATION EQUIPME 153,615 74,708 19,852 1828 22,124 3.214 3.2¢0 1,15% 5,871 1]
583 MAINTENANCE OF OVERHEAD LINES 1,868,160 1,220,555 226,008 9,953 158,683 18,531 22313 6,828 49,104 7
594 MAINTENANCE OF UNDERGROUND LiN #78,602 18543 35,417 1843 30,212 4,631 4,277 1,282 1,862 t
£95 MAINTENANCE OF LINE TRANSFORME 118,235 85,807 16,354 4] a.58a7 ] 1,167 o 2,185 o
508 MAINTENANCE OF ST LIGHTS & SIG SYSTEMS 50,878 o 0 1] G 1] 0 0 o 1]
597 MAINTENANCE OF METERS 0
588 MAINTENANCE OF MISC DISTR PLANT 42413 24,708 5,154 187 3,704 391 484 138 523 1
‘Total Distrindion Maintenance Labor Exp 52,521,775 $1,587.528 2304626 $13,752 $228,522 $27.027 31,728 $9.5M1 357,014 38
Total Disirbution Cperation and M Lobor Exg 8,271,223 5,883,281 1,515,758 38,158 674,652 80,843 88,250 29,258 175907 &4
Transmission and Distribution Labor Expenses 11,226,288 6,831,468 1,754,230 62,625 998,542 126,558 138474 45,373 260,128 77,689
Producilon, Trmnsmission and Distsisution Labor Expenses $41,733.441 $17,920474 35,450,181 $431.938 £8,085,424 3897658 $850.784 $300,718  $1,589.418 131,24t
Customer Accouints Expanas
601 SUPERVISION/CUSTOMER ACCTS 3483272 IRE13 47,780 520 27.838 Frici 1,081 457 3388 04
R METER READING EXPENSES 215,848 173,808 22262 42 12,970 138 504 213 1,560 45
403 RECORDS AND CQHLECTION 1,802,071 1,529,849 196,173 2,14 114,258 4,185 4439 1,878 13,878 477
904 UNCOLLECTIBLE ACCOUNTS [
205 MISC CUST ACCOUNTS 26,598 Erfvrs 9873 108 5,811 &1 225 a5 703 .73
Total Cusiomer Accounts kabar Expensé 32,677,887 $2,183,843 4778,188 3,004 §160.815 3,652 $5,249 $2.644 518,468 SE01
Customer Sorvice Expense
807 SUFERVISION 575,887 65,708 7.670 8 492 3 16 8 59 1
508 CUSTOMER ASSISTANCE EXPENSES 88,721 69,868 8,148 10 522 3 10 -] 63 1
P08 CUSTOMER ASSISTANCE EXP-LOAD MGMT 0
B0 INFORMATIONAL AND INSTRUCTIONA 1,150 as8s hii:] o T ¢ [ [+ 1 ]
009 INFORMAND INSTRUC -LOAD MEMT ]
910 MISCELEANEOUS CUSTOMER SERVICE 15,640 13,543 1,579 2 104 1 2 2 12 0
g11 DEMONSTRATION AND SELLING EXP 0
812 DEMONSTRATION AND SELLING EXP e}
1113 WATER HEATER - HEAT PUMP PROGRAM [+]
815 MDSE-JOBBING-CONTRACT 4]
518 MISC SALES EXPENSE o
Total Customer Service Labor Expense $173,497 $160,234 517,513 521 $1,122 o3} 22 518 5138 52

Sub-Tetal Labor Exp 44,584,824 20,230,651 5,743,682 434,961 6.247.461 699,344 231,035 303,301 1,609,020 131,814
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Loulsvilie Gas and Electric
Elactric Cost of Seyvice Study
(Sataries and Wapos)
Accl. No. Accoimt Deaeription Tota] R GS LC Pri LG Sec LC-TODPri  LC-TOD Sec LP. Pri ti-See  LP-TOD Trans
Administrative and Generat Exponse
020 ADMIN. & GEN. SALARIES- 10,137,273 4.599,830 1,305,985 93,867 1,421,488 204,484 213,054 68,880 365844 285,268
a4 OFFICE SUPPLIES AND EXPENSES 30
822 ADMIN. EXPENSES TRANSFERRED - CREDIT -1,068,580 484,883 ~147,863 -10,425 -149,732 21,554 22458 Pt -38,583 31,440
23 QUTSIDE SERVICES EMPLOYED ]
24 PROPERTY INSURANCE 0
25 INJURIES AND DAMAGES - INSURAN 45353 20,578 5843 442 8,355 95 953 s 1,637 1334
§28 EMPLOYEE BENEFITS o
£28 REGULATORY COMMISSION FEES ¢}
g2t DUPLICATE GHARGES-CR fa]
8an MISCELLANECUS GENERAL EXPENSES o
g3 RENTE AND LEASES [
235 MAINTENANCE OF GENERAL PLANT 2,117,540 888,084 258,497 22,236 318935 45974 48,320 15,304 82001 86,275
Toll Avminisirlive and Genaral Expenss $11,231,608 $5.023.630 £1.452.682 St11,15¢ $1,504,046 5220818 §235870 sraat £410918 5334437
Total Qperetion and Manienance Expenses $55.616,431 $25,254,181 37,478,523 £548,112 7,841,507 $1,129,962 $1,176,908 $380,702  $2,018,939 $1,848.251

Cperallon and Maklenance Expenses Less Purchasa Power  $55,516431 225,254 181 37.478,525 $548,112 S7.541.507 St 129162 51,176,905 $380,702  $2,018.939 $1,646,251
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Louiavilie Gas and Eloctric
Elnctric Cost of Seavice Study
{Salarfes and Wages)
Special Epeocint Spectal
Acct. Mo, Aceount Detacription LP-TOD Pri _ LP-TOD Soe_Contracis-f_Contmcts-B Contracts-C PSL SLE OL ne STOD-Pr  S100-Sec
Labor O & M Exponses
s
Staam Powsr Generation Oporation Exponses
500 OPERATION SHPERVISION & ENGINEERING 142,121 3,490 11,818 17558 4,922 3889 o 4182 80 1,158 8,115
501 FUEL IrtAdE 9,155 31,039 44,571 12,230 10,883 765 12,215 782 2985 0,897
502 STEAM EXPENSES 1,460,820 35,959 121,744 181,768 51,184 FZz T3¢ 41833 2877 11,854 83885
585 EIECTRIC EXPENSES 68,604 1,681 57128 6,549 2407 1,763 128 1,867 140 563 3,945
506 MISC. STEAM POWER EXPENSES 537,899 13,118 44418 668317 18,674 13,588 847 15263 1,088 4,355 F0.&K5
807 RENTS ] 3] 1] [ o 4] +] G [ a o
Totn] Steam Power Opemtian Expenses £2,682,181 363,416 4$7214,748 $318,750 $89.423 £497.205 $4,926 $76.430 £5,217 524,034 $147 448
Steam Powar Gaor Jon Mzl e Exp
510 MASNTENANCE SUPERVISION & ENGINEERING 206,641 5010 16,584 24,423 8,7¢1 5828 435 6,653 428 1.634 11,444
$11 MAINTENANCE OF STRUCTURES 38,088 £48 34715 4,740 15335 a7z 71 1.091 b a12 2,187
512 MAINTENANCE OF BORER PLANT 813,185 18,708 88,6802 95,925 28,335 Ban 1,717 78,288 1.684 B.424 44,978
513 MAINTENANCE OF ELECTRIC PLANT 224970 5452 18,481 28,538 7,288 8,480 415 7.273 468 1777 12,442
514 MAINTENANCE OF MISC STEAM PLANT 7,329 178 602 885 27 m 15 237 15 58 4G5
TFotal Steam Power G Mzl Exp $1,200,224 431,283 $108,043 $152,480 541,806 $37.043 32,713 $41.543 82,670 310,205 371,454
TFotal Steam Power Generalion Expense $3.872,405 $94,608 £320,789 $471.240 131,326 $104.218 37,839 316,873 37646 $31,240 218902
e Power G tion Operation Expenses
535 OPERATION SUPERVISION & ENGINEERING 547 133 452 §74 195 128 10 155 11 44 a3t
538 WATER FOR POWER o 5} 4 1] ] o 1] [} [*} 1] [
537 HYDRAULIC EXPENSES ¢ 1] fe] o a ] a o ) o o
538 BLECHRIC EXPENSES 17.308 428 1,448 2,161 £08 443 a2 497 35 142 837
£30 MISC. HYDRAULIC POWER EXPENSES 1,408 35 17 175 48 3B 2 40 3 12 81
540 RENTS [ 1] ] a ] a a 0 o a ]
Total Hydraulc Pawes Operatian Exg £24,191 %536 $2.018 3014 48 %617 45 3633 $49 188 $1,308
Powsr G Saint Exp
541 MAINTENANCE SUPERVISION & ENGINEERING 487 1% 40 58 16 13 H 15 1 4 7
542 MAINTENANCE OF STRUCTURES 3898 o1 308 480 130 84 7 108 B 30 212
543 MAINT. OF RESERVES, DAMS, AND WATERWAYS 5513 148 448 738 208 154 1t 170 12 45 34t
544 MAINTENANCE OF ELECTRIC PLANT 17,667 428 1,451 2084 512 509 ar &71 v 20 ras
545 MAINTENANCE OF MISC HYDRAULIC PLANT ] [+] g o i) [} i} o 0 o o
Totel Hytaulc Power Generqtion Maint, Expenss 327,788 3577 £2,294 3334 $g28 $768 556 3882 £57 0222 $1.558
Tedal Hydrmulic Power Generation Expense 851.8977 51,273 54,311 $8,352 51,774 $1,385 3102 $1,555 5107 424 52,947
Other Power G tion Opetation Exp
548 OPERATION SUPERVISION & ENGINEERING 2,600 &4 218 327 gz a7 5 75 5 frd 151
547 FUEL o o o 0 o o 0 0 o [i] 113
548 GENERATION EXPENSE 24,613 531 2,001 2588 341 @13 45 i) 49 197 1418
o o o 4] o 0 0 el 0 [+] i}
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Louleviiio Gan and Elactric
Electric Cost of Service Study
{Satarfes and Wages]
Speslal Special Special
Acst, Mo Accotnt Deseription LB-Top P LP.TOD See Contracts-A Contracts-B Contracts-C PS5, SLE oL TLE STOD-PH  STOD-Sec
550 RENTS [t} 1] 4 a 0 4] 1} 2 [ [+ e
Tetat Dthor Powar Genesation Expenses 28,639 5658 32,220 53,215 3933 $680 $50 $763 54 3218 $1.530
Other Powor Generation Malntenance Expoenss
551 MAINTENANCE SUPERVISION & ENGINEERING 1,569 48 164 245 [} el 4 56 4 18 13
552 MAINTENANCE OF STRUCTURES 5827 146 4494 738 208 151 11 170 12 A 345
553 MAINTENANCE OF GENERATING & ELEC PLANT 35,083 854 2024 4,368 1228 895 68 1,005 72 287 2015
554 MAINTENANCE OF MISC OTHER POWER GEN PLT 4333 107 3684 539 152 ha k] a8 124 a2 as 249
‘ot Qther Power Genarmtion Malnlenance Expente S4r a2 51,185 53,843 5868 51,658 51207 388 51355 96 388 2,717
Totak Other Power Generatlon Expense 73850 $1,821 25,164 $9.203 £2.581 S4.B87 4138 22118 $i5¢ sa0a 54,247
‘Fota! Production Expense $3888.333 5§7,782 Bii2e4 $4B8,785 £135631 S107.401 37879 $120,648 8,204 532,266 225,058
Purchased Pawear
555 PLACHASED POWER
556 SYSTEM CONTROL AND LOAD DISPATCH g2, 711 2282 7726 11,53 3,249 2368 173 2855 188 58 5,324
£57 OTHER EXPENSES a5 1 3 4 1 1 1] i [} o 2
Total Purchasad Power Labar £82,748 52283 51.R0 14,542 3,250 52,367 173 $2,658 5189 $780 55,326
Tranamission Labor Expenses
S8 OPERATION SUPERVISION AND ENG 81,512 1,624 51680 7105 2,470 1,580 118 1,783 128 ar 3558
881 LOAD DISPATCHING 70,088 1,728 5,842 [idey 2,458 1,789 ™ 2,007 183 574 4,025
687 STATION EXPENSES 73,040 1,782 6052 8,058 2.58% 1,855 137 2093 48 Bag 4,198
563 QVERHEAD LINE EXPENSES 840 i FL] 117 33 24 2 b 2 8 54
£88 MISC, TRANSMIBSION EXPENSES 18,6824 456 1552 2317 853 475 a5 533 a8 153 1,069
568 MAINTENACE OF STRUCTURES 431 12 41 a1 17 13 1 14 1 4 28
570 MAINT OF STATION EQUIPMENT 28,163 718 Z431 3,620 1022 Tid 55 835 59 239 1,875
S71 MAINT OF OVERHEAD LINES 782 19 &5 a7 w 20 1 a2 2 [ 45
573 MAINT OF M50, TRANSMISSION PLANT g7 2 8 12 3 2 0 3 D 1 8
Total Ti I Lahor Exp $255,184 28,02 521270 53,757 $8.542 36,512 7 Shaes 520 32,09 514,855
istrituilon Operation Lebor Expunse
56t OFERATION SUPERVISION AND ENGY 26,887 1,002 1,973 3,850 1,20% 8,255 347 11003 1815 244 1,888
581 LOAD DISPATCHING 24909 [:31:] 1,875 s681 1,127 1.02e -] 1,152 38 228 41,5807
2 STATION EXPENSER 19284 476 1,452 2,834 872 755 58 BaZ 28 178 1,167
583 QVERHEAD LINE EXPENSES 103,445 3,044 7784 1514 4,677 13,113 3 16,216 azs 42 1.208
5084 UNDERGROUND LINE EXPENSES 5003 177 437 853 262 £88 2% 566 13 53 418
588 STREET LIGHTING EXPENSE [ o ] o 1] 2,979 L] 4,12 o ] 1]
568 METER EXPENSES 8247 1,785 k< 147 187 o 1041 3] 11,681 52 50
588 METER EXFENSES - LOAD MANAGEMENT
547 CUSTOMER INSTALLATIONS EXPENSE
5819 MISCELLANEOUS DISTRIBUTION EXF £8.348 t.887 3,630 7,085 2,184 45,467 239 62,150 435 439 3,737
585 RENTS
Eruct Ry L& ix] $17,2488 3384 510,481 72,403 33,028 596,101 $14,118 $2131 516,405

Total Distribution Cperation Labor Expensa
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Loulsville Gzs and Electric
Elechic Cogt of Sanvice Study
{Salaries 2nd Wages)
Spetial Spacial Speciai
Acel No. Account Description LPTOD P LP-TOD Sec Contrecis-A Contracts-B O c PSL SLE oL TLE STOD-PA  STOD-Set
Distribution Maintenance Laber Exporas
590 MAINTENANCE SUPERVISION AND EN 147 4 1 22 7 43 1 57 0 1 0
541 MARTENANGE OF 8TRUSTHRES 1.082 27 5] 5 48 45 3 &0 2 10 65
562 MAINTENANCE OF STATION EQUIPME 5,226 a7 1,148 28 668 627 48 704 22 138 £21
593 MAINTENANCE OF OVERHEAD LINES 92 487 2724 8,660 13,584 4,162 1724 a37 14458 284 843 6,445
554 MAINTENANCE OF UNDERGROUND L 17,198 524 1,285 2527 178 1287 az 1658 40 186 1233
465 MAINTENANCE OF LINE TRANSFORME ] 172 43 a 0 21 18 841 13 g 344
558 MAINTENANCE OF ST LIGHTS & 510 SYSTEMS [+ 1] 4] o] 0 21,325 o 29,554 0 0 ]
547 MAINTENANCE OF METERS
555 MAINTENANCE OF MISC DISTR PLANT 1,837 a3 138 268 &3 1,727 -] 2,381 7 17 142
Total Distriburiion Main iabor Exp S1Z7H78 33,880 $9,831 316,799 25,767 $37,358 $475 $48,523 3388 $1,185 $8,159
Total Distrbuwtion Operation and Maintenance Labor Expenses 382507 12,642 26,867 52422 16.278 108,502 3503 145,624 14,507 3,288 25654
Fransmission and Distibulion Labor Expenses 618,082 18,925 46,137 84,178 25,220 116,018 3,980 62,033 15027 5,386 40,318
Production, Transmission and Disirhution Laber Expensas 54,702,170 $119,000 307,131 $582,518 5164,161 $225.871 $12.033 3276235 $23420 $as412 $274,132
Customer Actounts Exp
01 SHPERVISION/CUSTOMER ACQTS 858 i) 21 4] 21 3,386 14 &412 B3 3 3
902 METER READING EXPENSES A40 128 10 10 10 1,577 8 2055 Fz| 1 5
803 RECORDS AND COLEECTION 3027 4,110 85 1] BS 13,8 55 18,113 44 13 137
904 UNCOLLECTIBLE ACCOUNTS
905 MISC CUST ACCOUNTS 200 58 4 4 4 701 3 g 17 1 7
Tott Customer Accounis Laber Expense 35,520 51,562 5120 5120 5120 $15,571 578 425,501 348t 18 $192
i Service Exp
o7 SUPERVISION 8 2 1] g [ 767 22 508 132 1 ]
8 CLUSTOMER ASSISTANCE EXPENSES 9 3 1} ] [t} 814 23 1,061 140 1 &
08 CUSTOMER ASSISTANCE EXP-LOAD MGMY
9 INFORMATIONAL AND INSTRUCTIONA 1] o /] 0 G 12 o 18 2 o 1]
809 INFORM AND INSTRUC ALOAD MGMT
10 MISCELLANEOUS CUSTOMER SERVICE 2 o o o & 54 4 208 ki ] 1
811 DEMONSTRATION AND SELLING EXP
912 DEMONSTRATION AND SELLING EXP
513 WATER HEATER - HEAT FUMP? PROGRAM
915 MDSE~IOBBING-CONTRACT
918 MISC SALES EXPENSE
Total Cusiomer Safvice Eabor Bxrenso $18 5 30 0 $0 31,750 $48 32,280 302 St 13
Sub-Tetal Labor £xp 4,714,717 120,568 307282 682,636 164,282 247,192 12,161 34007 24202 36,431 274,537



Exhibit No.__4

Page 28 of 38

Loulsville Gas and Electric
Electric Costof Sarvice Shedy
{Salaros and Wages}

Speciat Specisl Specizl

LP.-TOD P LP-TOD Sec Conimets-A Contmcta-B G o PEL SLE oL TLE STOD-Pd  STOD-Set

Actt No. Account Descriplion

Admintsiraiive and Geperal Expense
G20 ADMIN. & GEN. SALARIES- 1,471,968 27444 88,050 32,474
@1 OFFICE BUPRLIES AND EXPENSES
€22 ADMIN, EXPENSES TRANSFERRED - CREDIT -M2,987 -2,880 -8.281 -13,684
623 QUTBME SERVICES EMPLOYED
24 PROPERTY INSURANCE
625 INJURIES AND DAMAGES - INSURAN 4,796 123 I
528 EMPLOYEE BENEFITS
928 REGULATORY COMMISSION FEES
20 DUPLICATE CHARGES-CR
930 MISCELLANECOLS GENERAL EXPENSES
831 RENTS AND FEASES
S35 MAINTENANCE OF GENERAL PLANT 238675 6,081 16,738 ag,116 8553 23,224 504 30373 617 1,872 14.078

$42,136 73,755 $2080 $82521 $5,584 40,528 $68.869

37,353 58,204 2,785 69,124 5,503 8,738 41,831

3,937 -45,624 -291 -7,288 ~586 =621 -8.517

g3 167 25 12 308 25 a8 277

Total Adminisirative and Genoral Expensa 51,202,461 Lrarird 596,901 340218

Total Operation and Malntenance xpensog $5.017178 551,275 $488,153 $731,B58 3206418 S320,047 515,151 $308,537 520,767 548,250 341,608

Oparztion antd A s g Loss Purchass Power 5,917,178 $151,275 $486,153 $731,856 S8 418 320,547 $15,151 $395,537 £29,757 $40,259 341600
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Page 27 ol 36
toulsvilla Gas and Electric
Efactric Cost of Servics Study
{Revanue}

Atct No Ascount Duscripilon Total 54 _Gs Lcpr LCSec LC-Tob Pt LCTODSer LR Pri LPSae tRTODTrans

REVENUE
Sales to Uttmate Comsymens £780,783 509 4210678 113,886,416 8326,142 127,284,267 16,184,022 18,050,768 Sgriadt 32,105,754 23,067,081
Rets Refunds $9,763,357 3,929,178 1,424,180 ~T04,115 1,581,720 202,438 225117 74,745 402459 -28B,444
intereompany Salas $BH772853 31,856,530 16,640,015 1,088,855 14,951,741 2.271,212 2,345,117 780,850 3,537,034 3,753,143
OftSystem Sales SOF 412,720 21,077,882 8,496,321 771,188 1145847 1571223 1,641,257 522420 2,893,085 2373038
Brokered Sales 52 000,584 717,918 236,783 24,541 a38952 51,184 -52,850 -17,142 88,725 -84,355
Forfeilpd Diseroenis £2.744,200 2,288,501 308,711 3272 43788 6,358 1014 8518 45,034 33,040
Misz Senvice Revenues 2863 121 741,287 121,824 0 o o EH 1} o i
Rerd From Eleciric Property £3,037,655 1429853 376,001 28,081 437,007 565,456 £0,210 18,833 108,167 74295
Otlher Elechic Revenua S1.071.355 438,437 150288 11,35 171,783 2443 24,538 8,111 43,613 32157
Unbllled Revesue, STE5.000 315818 114,501 8,371 127918 16,281 18,148 6010 32,360 p<RE]
Memer Surcradil Amodization 51363 148 -130,556 387 A35
TOTAL REVENUE $832,384,516 MTEIBOTA  $1IZII0260  $1C108TI6  $IS2499,710  $10.8840  S21.BES ST $OTO501  $IBTEEEGZ  $28577022
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Loulsvile Gas and Elatiric
Eisctric Cost of Service Study
{Revenue}
Acet No. Account Deseripilon LA-TOR il LP.TOR Sae Contracts-f C 8 Coniracts-C PSL SILE OL TLE STODPA  STOD-Soc
REVERUE
Salss to titimate Consumens 81,308,569 23510893 5,497,749 826472 24746879 5758822 112123 2053408 240832 644268 4811908
Rate Refunfs 1,018,728 29099 -81,251 «145488 30948 11512 ~2152 ~101281 -3013 801G 60171
Intercompany Salex 12 401,040 300,507 1018714 1.A462.840 401.5% 357,188 28182 400,888 25675 97,963 885855
Of-System Sales 0.035718 2012 658 £20.343 1,004,081 2257338 148,146 10,855 186,278 15927 59,651 482218
Hrokered Salas 279,470 5,772 -22.958 32,967 =£,050 B0 -£90 8,085 -579 -2.208 -15456
Forfeiled Discounis 14892 L+ 4 o o & 0 s} 0 o 4]
#iss Sorvica Revenues 1] & o 1] D] i3 [ [ 3] 1+ 1]
Rent From Elechic Propesty 78,302 7357 15912 35,1687 7.588 33,754 368 45363 767 2525 18,038
Other Elechic Reverua 114,080 2188 8,958 13,183 3,472 1408 233 8,752 318 203 6,716
Enbifled Revenue Bt,748 2,354 8533 8,286 2488 5782 173 8,143 242 645 4838
Merger Surcredit Arnortivation 674,962 -182,152
FOTAL REVENUE $100,268,170  $2,830,954 $7,781,B50 $11,813838 RUr5146 $6,222377 $207,71965 $5,018,655 $280.300 $802,735  SE,G41.047
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Loutvitie Gas and Slectte
Efectric Cost of Bervica Study
JAkozaiar Amotrats)
Acct. No. Aspount Dezcr Tatst R of e e 15 Bac LETODEd | ECTOD Sec LePr LPSsc  LP-TOOTsns
1 Enty sy affusied ITAIBZTSE  SABIS00SM $160826695 SIGAS00A54 52259058003 SMI299760 SISAATOBMS  SUASMIST  SISOTIISt  SSESIUGIT
2 Energy @ oier SI2ETIAGET  MSIEIEZAIS SN SIS0 $2120870,269  SWBBA000 SMZHILAAS  FOIBGAR0  ISSOAD82R8  $5E2TCA00C
F] Uoaitey Bl £5,550,668 £4,301,283 I501,420 5300 XV k303 B64 528 3apoa 350
F Avruge Customan @iiM} $490.889 E+ L Pk S41.TES 50 32878 34 452 4 224 a5
5 Averego Cusmmens (Lighting w Lights} $450,889 2350449 41,785 $50 52878 34 452 s 324 a5
& Cusips Waigted Averagn Cusiomees {Lighiing = § Lights} SA45062 AR Ho96d 5500 2318 280 $1.040 4D 13240 5100
7 Cunot Street Ligiing 557,069,712
8 Cust Aveeags Cusiomen 45080 S8 A4S san7e8 250 32578 S84 5 E77 324 35
9 Cusmh Avecago Cuctomant (Ligh2ng = 9 Lighls Par Customarn) 5410953 350,448 541,788 550 32,6/ su 552 S84 34 15
10 cona? Average Secondary Custames ST FLTR L $41.788 30 32878 ¢ 52 %0 3424 30
11 Cusios Averape Pamary Cuslomens S443.203 358445 $41.785 50 $2.578 S 852 E2o] 324 30
12 aar End Customerns 450 H80 $388.448 $41,728 350 02,578 S14 252 44 1322 5
13 ‘our End Custoer e (ighting = Ughts} $420,889 3358.440 341,785 450 L2678 Std 352 44 5324 EH]
14 YECuz05 Welghted Year End Curimeirera {Lighting »3 Liphss Per Custemes s 3356449 $45564 2500 326,780 $280 $1,040 440 83230 5100
14 YEQWD4 Sireat Lighting (Plak-ln-Servica balanca) 507,121,503 Ed
16 YECuE Yoar End Customers 400549 3358442 §41,785 £50¢ 32618 414 £52 44 Sxu £5
17 YECusiod Yaar nd Customart (Ughting = S LIghs per Sustemen 2413208 358,440 s 350 32678 314 352 4 2% 55
18 YECusO? Year Ead Seeoniary Cutlomars 5413043 5358449 341.mS i Evdird 30 552 3124
10 YECutes Year End Primazy Cussamars S410.208 250,644 41,728 130 2872 St $52 144 X2 33
20 NGP Mz Claas Non-Coinciderd Pask Damsands 2,951,084 21,400,180 S312. 058 230,505 414,648 65,243 360,158 A21,904 6278 530,077
e Primaty Distibution Flaet— Avtraga NMumber of Cuslomers 1.0050000G RBETASEY £.10112480 noen2101 000648107 200603348 L.00CT2588 00010648 C.DODTBAT2 £.00000000
2 ci [ - east of Sard 1.80000006 73207200 041577400  1LOOOOODDD 912680100 QODGOOO00  COOZETEC  QOODODOD0 CO206TA00  CH000DOGH
n s Mater Corls = Weightod Cosl of Motam 1.0000000 258101420 QZTSHIID DOHXITID 02081540 OCOXIMIDE G.O0OGO0SY OO0WM30T  COOTRAGR4  C000MA5M
26 CH Lightng Systems - Lighting Custirsers 1.0000000 D.o%00O0eE G.00500000 000000000 000000900 0.00000000 00000006 LHI000C00 £,00000C00 £.00000900
5 e85 Matar Rumding and Biing — Weighted £ost 1 bemane 86430708 G.0313587  D.O01E21%Y 006004740 DODOGEAZS  QAGTEAL  COOPRATID  DAOYEIOS  Qnoaas
24 €08 U D OR0DOC0Y 088504715 210084149 B0001207R CO0GLEGYS DRONISIAZ  LO00I2S6?  O.O00IDE2S  Q0OOTOIIG  0.00001208
27 RiT Rev TBUTEMNIY 4215075 113383218 83242 TRIZRIRET 16194022 SBO50765 L i ATBSTE4 SmteTTn
28 NoPE Sarimum Cimyy Oanands [Primany) $2.850,104 41,400,160 72056 330,525 414,46 60,243 550,458 32184 100,278 =
29 SICO Sumeof tha Individunl Giestamer Demands (Sacondary) 34,780,838 W08511 742,083 3480204 65,042 212245
a0 56P Summer Paxk Pardod Demand Anoczss RENLND 52814 f2Th50 ) ]WBIT BT S53.205 YA 005 00082 184,843
a1 wep Wirter Peak Potiod Demand Anocator 2259114 $982 115 3200738 323,087 408,553 $44,604 48,745 S16.350 S0 08y BI04
32 BOER Base Damand Aoesior FLEITESY 3540479 $183,091 StRTIS 5257288 1I9.002 O Fia088 so0.4t SCA A1
3) FPNDRA Producifon Rasidunl Winter Desiand Alfocatot 12255,41 1982,115 3200258 2087 408583 44,504 48742 315353 £99,082 =204
34 PFWOA Produiion YWinter Demaski Alloctor 33543755 316,001,060 501,280 pasrkr) $8,520253 braides) TS [~ 1hrd $1,658.901 31,001,654
A% PPEDRA Produciion Rasiduol Bunmaer Demand Allarater 205105 51252014 5435 8T S40R.E35 350205 59458 17505 509,082 $53.041
33 PPSTA Procuction Bummer Dernead Afoctor $24,112291 394,257,342 23,186,513 258,601 18747133 5523478 S8 AT 581,58 LAl 5,180
a7 PPEDRA Prodociion feskizal fase Demand Allocator $1,5215T9 544,170 St ste.r3m $287.260 339.042 40355 $13088 387,747 /a4t
38 PPEDA Production Sasa Darand Allozatse 0512 10,985,342 $3659,081 3376643 35,155 628 £783,200 $309,638 20230t $1,357.630  $3,290.778
30 EDALL Drtribuilon O3 STORATAOLD 3409234830 SELTEI RS £LERL14Y 350,387 523 5.5 .408 SEERRG S1EME 3127512 2808
40 OREV Totaj Other Revema aliceior STAMAR NG9 HE 31048851 ivsaze 41,158,815 3158819 171548 s a7 04381 3225801
41 FDIS Forfeled Biscounka $2.740,188 52.268,459 308,710 33272 340,788 26508 37,074 38,618 548034 104
42 HSCR Mz Raverne Alloeriar 186312 STALZT Fyvaii-28 50 ® ] L1 30 L 30
43 0SSALL O-Sysiam Seixs Affocaltr $354,244,809 sar7es771 515,10428% $1,782,057 S20,056263  $),591,889 TSI 51,19427% HA15632 L8N
44 INTCRE Inmyptitie Cradh Aeeior finter & Summes Peak Frod Piant $ILABTAS 2T SBorAG4006 201252982  $164A,187  S262S5ITH RAT00SM IRIE0SSS $ASS2IS SEAOERTOZ M14ST18Y
45 DHLE oEM e fusl THYTSI26Y 338840183 SS1G82  ILIA4N S21155384 SILERTGE  S2A2IG0E wear 35320190 E=Fr X2l
A5 Pase Rals Favenys =i Cureni Aalas $TALIN032Y  fophTayes  St0hO84753 $7.848,105 3124,085821 SISIAE  S1raean S5684883  300T57406 W0696.534
47 VOTREV VOT Revenua ST 18617 42,960,742 -3.07587G ST £1,2:0 488 SI82181 SS1TE 104 ~358,185 ~3304.077 SHE 03
48 MSCREV Marger Surcredd Ravers -$18,002.533 ~$7.038,E73 S2A71018 -S203.85% S1207,862 3408085 ~3455, 286 $14B,741 5810428 ~3105.85%
4% ECRREV ECR Ravenua 310,184,283 34122618 31,483,566 3106456 1G85 426 £207,501 230,515 STI2 416,589 a5
50 DSMAEV M reverus 34404262 $3THRT o837 51407 3189820 344,087 HHaseo mn 30 30
] Gross Production Pan 2204788557 BIZ354,954 288929807 26463001 265356 561 S4RISEN0  S5EMXIT 10,173,880 DLOTIZSE DTS5
52 Giresz Trangmixglon Plant 265,001,069 83303522 3416234 3,081,771 A2260,209 6,356,179 o582M7 2102730 10,888.412 0o
53 Graa Distriution Plant T76,183.22% 452,161,558 5,047,071 2608558 BLIS 7,153,763 9,043,152 2535607 15,894,807 1428
&4 Gross Frod,, Trana, Dist. Fant 535035580 1380820028 305092219 3513348 473,306,950 BAALOEMD  TRZMASS  IAIA 1283884 9avAIR
E] Dist, Ovethead Lines Graas Plant 262,850,108 180,310512 3,045,005 1,529570 24 5B, a2 019807 5448875 1,01835G € 300,824 1130
55 Groas ttengiste Flund 2LT19248 82670826 2E5.TH xxiat 9,190,108 459302 AR TAS 153,118 RASIS 645,344
T Grodn Tl Pleet in Sanvica 341142251 LA345M B8 418,502,798 34,9684T7 5O1 A58 B0 T224220T 7B2L5778 24077.102 12583150 201
58 DHst. Undenground L inas Gros3 Pant 157,200,818 A4S 20:217,823 £,052 208 17.240,665 2072845 2441898 TILEC 42803095 02
&2 Groas Gooorad Plant TGRS 64,447,181 18,752,844 5EEST Z2998 550 36,268 2,505,535 £H0 AT 5850,714 ARBENY
B0 Lty Accls S01-507 $1B.504208 40935348 $2254,350 4222 A1 307,04 382079 47201 153,411 $000.533 Erp ot
61 LeberAczty S11-E14 21530 F2.705,694 3902 672 RS9 STADBETE 5153740 £205,205 6,534 34 AGD 227,049
62 Lebor Accts 535540 142,837 154,302 $17.545 31,726 Erat.=] F1.584 2,604 .388 26,155 $5.587
a Lahoe Azeds 542545 Lok n2a 24,120 2457 $33,626 35,074 $50m 1802 . 113
54 LAt ALits 881508 s.57a.02 2812043 1072409 22488 200,624 L1558 50.000 STAXY 05201 04
a5 2518806 1,988.515 04,277 FANE 22000 20,998 31,680 9540 56,8458 &

Labor Arcis 251258
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toulsville Oas and Electrie
Elaztric Cont of Servics Study
{Allecstor Amounts)
At Beo. Actount ot R’ Gs ichd LC Geo Lo-TOU Pl LC-TOD Bec LP.Pr tPSec  LRTOD franmt
84 Labor Accty S0G-918 &6 EB4. 024 A0.230,651 5,143,602 43081 B24TABL B394 257,035 a8t 160000 1A11814
&7 OLN &so Purchacad Powar £38,690,030 213,205,187 65,525,255 881313 10,764,064 1AM ER 12847454 A,184.580 25.800,708 19,727 908
8 Diat. Linas Grosa Pant 455,750,928 284543047 £5,182,928 2551006 41,008,427 5,002,142 589,14 188X 857 1053218 1431
#9 RatnBass 1826018511 V79,897 AL5 222836 10T 124 268,119 535 HTI7T2H 40,856 615 12014,558 5948955 £5 (45 3103
] Gross Yronsicnier Ples 1D8A4TE,013 20,081,056 £5.300,024 2 B3E8, 181 [} 1023073 ] 2048254 o
1 Dpescinticn Expensa 104,203,302 ABHTETOS 18812 1091385 15,748,560 2253348 2383613 751645 4.050.58¢ 245,181
b “Fotattabor 55,816,431 25254 181 745525 540,112 7841507 1,620,152 1,176508 g2 2mams 1546251
b= Oistribution O4K 27000 20,383,051 4835573 154,858 2480058 33407 344,828 152478 455,760 14918
74 S2i65 Ravenua 7BOI83655 I NGENS 143,858,418 8229142 127291267 16,104,022 16,950,768 BETTA40 321E5TB4  ZIOGTOPE
75 o jon PR, Linas, & Borvicrs 579,780,821 ABZE0HATI TR 2,551,076 53458273 6.092,742 TH4D087 1802857  13,130.358 1431




Loutkviiie Gas and Beciric

ExhibiiNo__4
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Electric Cost of Bervice Brnty
$lpemior Amotnts)
Hpeclst Bpwcial Spactal
AELL No. Arcaunt Descriptian LATODPY  ERTOD Sec  ContrwetsA _ Goatmets8  Conerscts-C PSL RE = TLE BYODPY STOD.Sae

4 Fneny ks adisted SIAMH 450757 SASATATE  MISASBI442  SZM112251 3850742397 3SAGA0416  $3857427 2405507i2 SABB0AKD SMSTTAYY  MiEssgra

2 Energy @ maker JITHODES M0 342622351 SIAASLTA0D  S2UIBGEDCO  $SML1S4.000  50S61,384 INN34SY 55501223 IDS4LG48  BIAIBAZ00 397270200

3 Mertniy Bila - 2550 50 312 32 312 SABOUB4 31,415 587,052 22440 3% 2384

4 Avarps Customers (BO/57) 348 31 5t 3t 51 S50 L43t] a7 six 3 p=rd

E Averaga Cusiomers {Lightiag = Elghts} us 3 31 3 L1 07,502 318 B5TT ] ) s

B Cun0s Walptied Averugs Customsss (Lighting = § Uights) $20 s260 =0 520 20 53257 553 4244 o] 53 2

7 Cuntd Sweat Lighng 523,019,848 $33,150,088

B Cusiot Avetts Custemans a 33 51 51 N 37,582 S $0ET 3120 £ =2

G Cirttold Average Cusiomers {Lightay « & Lights PorCustomen 348 313 1) St 3t 4178 b 3313 35,441 Tm 53 32
10 Cus0? Avirage Sycondary Cutiomers 30 313 0 30 5o 35 513 5401 580 0 2
11 G0l Avtrage Primasy Customesy 48 813 31 st 3] 34,178 313 35441 $80 2 =2
12 YanrEnd Cusiemars 48 313 E] 1 st 7,582 118 gy 3720 53 32
1 ‘Yaar End Customers (Ughting = Lighis) 548 513 (3 3] 3t 537,582 5112 $43971 s120 » 352
14 YEQuANS Visigited Yoar Eng Cutiohens {Lighling =8 Lights Per Gustermar} fii-] 5260 20 20 20 st $i3 Hai 350 %0 40
15 YECusd Streel Lighting (Plastin-Senvica batance) 128,132 850 S0 18,985,847
18 YECuntdt Yoz End Cusiomen & F1] $1 51 1] $arsaz 118 4BH7Y 5120 53 saz
17 YECuston Yaxz Eng € {Lighting = 9 Lights por £ 44 $13 51 51 3] TR 13 35,449 %30 53 fL)
18 YECusto? Yeut End Socondary Custemars 13 EIRES s12 35441 580 50 23z
18 YECusiss Yeat Erd Primary Custemens a8 311 31 3t 31 34,178 $12 85,441 550 5 2
20 NCP stxxdman Clats Non-Coinsidant Peok Dematids $285,359 1050 321,485 41,020 $12003 311,758 5850 $12,108 3415 $2£08 117254
21 €0 Primary | Plon — Ay of OON01113)  00POOISSE  G0000ZAZ  0OCOOM24Z  OOOODOIA2  COOICSE? 0600GIYS  COIMESAD DDOOfE3ST  LO000OY2S 0.0000TIAL
2 c Cuntamar Sandors — Weighlzd cosd of Services 000000000  OCDCTMOD  GO0000G00 DOCOOXO0  DOOO00I00  SADODOOOA 000023600  OLD000GO00 DOOTEXINE  C.H00OO000  DOGOCASHC
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1 Eragy inss adjeried 100.0050% A5AAHR 1L545TH 1220T%  18842T% 2.5506% 2507% LBTAT% AL AR185%

2 Enurgy & metar 100.0000% A56582% 11.8058% 1.244T% 1B FHE0H 2T 25250% oa0% AAETR 436T9%

3 ticrdhly BEls £00.0000% T30204% BEINR ooi% D.5455% [<Feirii] 13057 DONT% 2.05304% 0.001"%

4 Averaga Cuttamens GUANY pleadanesd TALZOEN 15121% [:1:th-L Q5455% oL0aT% 25105% 0.0080% D.O3S0NR 1.0010%

& Averags Custemars Qightng =Lights} 10000 TIIIA% 85121% LOIRS 05435% - O.009% DSIDER 0.0090% 0.0550% 0.0a1l%
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R ¥ Yo End Customen 105.50000% 73.0204% BEE21% 0.0162% LE L) 0.0028% o0ti% C.0CEDN [+ 1: GOGHS
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19 YECURDS yaar£od Primary Gurnmart 100.0000% 2T 1$.4123%  GAR1%  DesitR coOM% Biz8%  G0108% 0O784% oo01%
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44 [NTCRE Iniperyplis Condd Allocaior iirter & Suwmnar Paak Prod Pland) 404,0000% £L5M01% 12.0048% 1.0424% 18.0527% RO 2.1012% GETE1% EREL: 26750%
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AT VOTREV VOT Raventn HODO00EY: AG2EAY 4 584T% 10559 1B31EE% 20584% 22320T% 0.7618% 4 T2ITY 29290%
A8 HSCREV Marper Surtredl Revenus 1900000 % 43.8703% £6.5085% 11500%  TIIS00N 22445% 2.52i9% LBITER LATHS O.5842%
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54 Gross Prod,, Trang, Dist, Plaek THOL00T% 426701 12.2001% LAZSR MERTE% 2118TH 2 0. 7050% AToRSN 20897%
55 Dist. Qverniud Lings (s Flart T00.0000% 5. 8184% 1ZL0E0% pEx-o BEATE 1.O0455% 1a944% ikirer 2 140TR QOO%
8 Orozs lnungible Pt 100.0000% 426T01% 122031% 10238%  T489TO% FAREE ] 220184 LS JI9EF% 2upETH
57 (:0a3 Totsd Piast n Servias FO00T% A284T2% 12.2C81% 1.0251% 16.7005% 2447T% 2T4T% D.7050% ATEEN 29960%
58 Cist. Undargiouesd L Gross Plad 100.0000% £63,8051% 128047%  OBG5A%  109ZZTR 1.3128% 15456% Q403K 275% C.0002%
] Grozs Genesal Piknt 00 50005 41, 0BR 12T 1050t%  1L9GT% 24711% 22819% 072™% B2 2,1758%
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H Enefpy daas ediortad 13.5650% B35 1.1476% 184788 QA524% 04024% QO2BS% QASIEN CRI8% T1184% QrIEN
2 ey £ melar 14.1T4T% 384N 1.I544% LATH% 0.4530% oa9se% QLo O4457% Q2% Q1120% ararn
3 Monihly Hc X GO0ZER OD002%: ook $.0002% FESEM 0.0240% QET% 0.145T% D.0006% 0.0085%
4 Avirrage Cusiamers (B33 DO0B4% D.OO2% 0.0002% DKL 0.0000% T8355% B.02405 s87a0% 04T DO00E% 0.0065%
5 Avergn Cuskenars {Lighting = Lighla) 0.00BI% 0.0026% D.0002% DOO02% QiFiviry ] 74555% aos%h 89760% DA% 0.0006% 0.0065%
& Custls ot |- ] flighling = 8 Lights) D2A0BAR .0583% CNoLS% GO0A5% T00L% 0.7308% o0.007E% ORIV DOIS0% .0007% COCTTR
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& CupicY AvEras Cutiomars G.0068% O.0028% A000T% DOOI% OQLO0T% T BE5Y% ALER40% ETE0% L4 LO0OE% 0,0085%
5 Custoll Average Customars (Ugtilng » 9 Lights Per Customen} oot DOE% D.0002% 4.0002% 0.0002% 1.0088% 0.028s% THH% 0.3720% 0.00075% L.0T7%
10 Cusid? Average Secondary Cusimars LOG00% [s3vixi ) LO000% 2.0000% 0.0000% 1.G110% D.0a51% 1N QOIBA% 2.0000% 0oarrs
11 Custtd Averige Pmagy Susiomars [\F2ake apeay ,00025% [0002% L.O002% 1.6106% BoCIN 1.3188% D01T4% Ao L007T%
12 YoarEnd Cyadomivs 0.0004% C.oo2e% Lo [o2eatim2 o Ll 7E560% Rl RATE0N BTETS LO006% TL065%
> ear £ng Customars (LUghling = Lighss) 4000d4% G.00RE% LL00N Qo002 0.0002% TESSTR C.O240% BOTE0% €, 14ET% OO0 noME%
14 YECutiDs Vyeighied TaarEnd Customess Ligring =8 Lights Rer Cunomes) paget ONIAME  GOOKEN OOGAEM U008 OJAITH 000 DONESM 0T QOTMN D.1434%
18 YECustod Street Liahing Plant-1a-Servica balance) o0000% D.00OT% B.0000% 2.0500% fO00CK  41,9710% 0o SN 0.0000% 2.0000% CEO00a%
18 YECunos Vaar ind Customen 00094% 0o02% Q0T 0.0602% Xl 3 A DLO240% S5760% 04575 a.0008% DRSS
17 YECURn0e “vaur End Cirstornars {Ligeding = @ Lights per Custornes) ghtti%  QO0C3t%W 202K ODoR% CODT% LOI06%  DOOM%  1315E% OOIM% 000N 080T7%
18 YECusii? Yoor Eng Secondary Cusfemners [0 s ] BOCIY 9.0000% 0.0000% L.0000% 1.0110% H.001% 11T B.0184% 0.0000% V00TT%
18 YECuH0l YYare End Peimary Cusiomers ool 003 % 0.000Z% DoAY cONM% 1.0106% D.ODII% 12180% OOtsd% QO DT
a8 NCP Fhaximim Claxg Nan-Calneldest Paak Detands SEVIDN 0% OIZ6R  141S% 043595 039TIN  DOXm  DASTH DOWO% GOETA%  DEEMO%
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22 coz Lot Bervices - Walghtad ool of Sonv S0000% (OT% D000k DOoDGY 0.L000% Qo0 B8R 0.0000% RLE.E DOTO0% 0.00835%
231 €23 Metar Costs w Walghled Cost of Maters. ostogk  QOTMW LM% DODKR  DOOTER  0O000N  DOBSIX  GOOGON  QEIAN CRDR 0G26%
4 €04 Lighiing Sysloms = Lighting Custemers DDeCTR D.0000% [idiesis R0000% CONo%  418130% /A00%  BROBTD% DOD% 0.0000% 0.0000%
25 Cas #hatar Readkg and Biling -~ Welshiad Cost D2064%  OO0SEI%  0OGMS%  DODEN  DOGMSN  O7MEN 00020 OPEN ook ooooT™  00gTZ%
R & Daveloy oOMt1%  OOCs%  D00CIN  GNOOI% QOO L00IAN QA5 LAMEK I7IeR  DOCOTY OO0
7 Kot Hav 1BATNTE: 23011% 0.832% £.120% AI160% GTM5% {0220% 10IT4% CONPH goaz1% ca1EN
28 NCPP $daximum Chits Damenda Prnary) B0 D2462% L.T480% $ASEE qa4T% L4035% falles.--t S CASE2% DOT4L% 0.08%9% &500%
B seh Somm of e Incsvitn CTiomes Demanss fSecersary) [:fie el ) 215033% QAR Q000T% TOO0IH G.2460% 01504 13-4} QOCHTR 0.0D00% LI004%
80 sCP Bummat Peak Podod Danand Alicrlsr [EMT% C.238E% QE01E% 1511T% DALI5% Q5000% 0.0000% .C000%. LMESS C.O0E% 0B397%
31 WoP Winker Paak Peviod Doerand Aflocaior 9.5507T% 132750 Q.O0C0% 1.1540% Qo000 000004 DR D006 O.0184% HAN 08876%
32 BREM Bass Dernand Allvesior 1ASEN LIS 13476% 1.8478% DASAN DADTIN Q5% QASTER Q.ozro% DA% [Aerroi
I3 PRWDRA Preducion Resicuxt Wirser Demand Afocater DESETR 0:2849% Q.L000% 1.1540% LO000% [+Ev i g C.0000% ©0000% oosi% 0.0975% G.EATE%
34 PPWEA Produciion Winter Demand Allacator G5587T% (480K O0000% LSO GODOOE  OOUO0% 0OC00W  GO000% G0N QDOTS%  aEe
33 PPSDRA Froduction Residos Guriass Demand Alchis ABLETR  DI3AE%  GEDle%  15MTE QA816%  OQODOO%  0DDOON  OOKOX  00153% QOROA%  0530E%
236 PPSDA ot Damand ASUTS Q25884 G.LOT4% 1511% DA% DA% .0000% L.0000% s O0004% 0.E382%
2T PPEDRA Produciion Resicual ase Demend Aot f1SAMIN G365 LZOW  1S4TMA DASHAN DAI4M Qunofw DAl ORZRGM DA% DTS
A5 PPBDA Proxchuction Bats Demand Ajlocetor TA.5081% LL3385% 1. EETE% 18478% BASUY 0A02% 0.205% GAZITH 007N CIT% 0.7725%
29 5DatL Dextibtion OARE SAS3G%  GAHMEIR 02596%  O5070%  OGASBIN O6520% 001N DEIMW 0010V GOAEN 02647
«0 OREV “Toeal Oiher Revenue aiodater 10,8483% 02T75% aBSZ% 1.227% oaA240% 0B5I6% DO 1M% 0.5Me% QLT LOB45% CEMT%
41 FOis Fodetied Discoustt 0.5462T% 0.0000% 0.0000% L.0000% C.0000% 0.ocU0% L0000 0.0c00% T.0000% £.0000% 0,0007%
£ WISCR Mz Ravenge Allenar $.0000% 0.0000% 8.0000% DO0LO% ddeiatsp g GO000% KLO000% D00 0000 GEXCK QH0XTR
£ 03sALL Of-Syslam Sales Aocalnr (45095%  OSOCHW  DIVENR  14881%  DAMON 026X 00181%  D24MN 0026% 00NN O7STH
&4 (HTCRE. Iremuptie Crods Alloemt {AInler & Sucunee Poty Prod Pla) QAN O2545%  O3191%  13963% G917 00000% 0000 O0000%  00I% 00MTs O5BST%
45 OWRLF OAM ters fusl 7.7284% 0.2000% DAY 1.0047% CzizAR CEESTR DOI5I% [2:0r 22 0 DOET2% QUTOM% 0.5006%
A fesa Rato Ravenos al Cument Raies £0.1204% Q3013% Dis58% 1,1533% GIHR C.785% L™= 10A5EY 4.0%06% [/oI0FR [605%
47 VOTREV VDT fervetie 104752%  0J083% DTN LiE30%  OJ1ETR  oJASBR O[O LOMIX EIMEN OUECS% DSOIR
48 MSCREV Shaper Bumrs® Ravaraa GOTTEN [V DL00% T2650% QILIEN 1 Avscl:7i ) D.O2M0% 11258% COIMN QU7 Q5810%
49 ECRREV ECR Ravarm 10.2545% L.I01I% GENDN 12012% 8.3160% 0715% Cans% 41.0198% LO35% ELOGOAN A6H0TH
5 DSLARY DSH s £OGE0% 2.0000% £.0000% C.0000% 0.0000% D.0000% 0.0000% ADOCoN 0.0000% D.0ZEE% QAGTZS
5t dAross Progeciion Plant fadiovis axxas fOTr% 1.6243% QASTA% DANITR QE4L% DIr3E% H.026a% 0. 1DE5% a.7400%
52 Grras Faansmission Plont 436525%  0.3213% LOMTE%  16240%  DAGFA%  QONM% DY OOTIIN fumeeh LOI0AYR DAIOW
53 Gross Distritarian Plant LM 0J503K 0I62% DEMTR  DI9S% 40726% QSN ASOION G000 OOIHK ek
54 Gross Prod,, Traos, Dist. Plart t0D0S%  0ZBOI%  OO0S0%  13070%  O3MMGX 120N QOAT% LO1AS Q0% 0L 0B501H%
55 Ditst. Cwarhend Liosa Gaxts Plant LB50T%  O4457% OISR Q7IfI%  O223%  OEZER OOIBIK 0TI DOIET%  OLMSIN Qlasom
L] Gross kmangibls Pant .9805% 02821% 0.0050% 13870% D.3946% 1.2300% COZIT% 16185% Gioes .05 QE551%
57 Groas Total Prant in fatvics +0O74s%  02803%  ODOEI% 13MBE%  DINSD% 12240K QOETX 181N DO206% DOSCON eSOk
58 Bist, badergrtund Lines Gress Plart B2175% [-XE.a 2308 DASI%N Q51a% 02812% CS015% B.0224% DEE% note% 0.0585% [E45TH
9 Gryat Gonerat Pt 112713% C2BEZ% DRI% 1ATLI% TACHNS TLRETR Q.05% 1A4344% oO291% 2O 088
(=4 1.ebor Acts 509507 13 1B65% QAXER 10567T% 1ETTE% BASETR 03436 R lir=red CI65% D.L269% {Li04% OIS
] Lober Az B11.514 £3HA0K  DANON  LU453%  TAGDH DALMY 0O9RA%  DNIN CAAITR 0026TK LXTLC "t St
;-3 Lobar Ascls 536-540 12.0525% 0.3213% Lo 18243% DASTA% L3331% DO244% 03738% QLR 1.1D63% G.7455%
a3 Labax Aeds SLX545 1A6215% 32w 1A% 15002% OABC% LAVEER QOITER CA229% Qo25T% L1091% OT541%
o AN oi25% G2554% DA982% D.1534% 1.0885% DOMB% 14A238% [liir 3 M [:3-1793 0

Labor Accts G91-582



Loutsvile Ois and Elactric
Einctric ol of Servion Study

ExhiitNo.,_4
Paga 38 of 38

Percants)

Spetiad Spacht Speeial

Acze fo. Aztgum Degeription LP.TOD P LP-TOD Sec_Cobhtects-A Contach-8 L PsL ELE (=3 TE STODPH  STOO-Sex
4] Labee Acedy £91-508 507405 0.1542% 03810% GI4EE% n2235% 1A830% anisas 13630% H4154% D.O4E2% 05832%
&4 Lutor Accts 500818 19577 DIIDA% 0.5888% 130EE% DAZSSN  OfBM% 0.0ZI% GO O.054Y% CONGZ%  OECOT%
& D& Eges Purchased Povar T2 E5ATH DIGL% 10351H 15060% ATT2% aei% 0.0295% [Lv<tid [iliczred G, 100K DI0E5%
&8 st Lines Gegzs Plant 5.3984% DI811% DADEI% 13 e ) Q2441% D5RI0% DOIBE% G.IIT% DL1EI% C.oA01% 0.3805%
] Ruta Basa 11.0108%  ¢2311% 0.5950% TR HMSSIN 125K 002TR 1815T%  O.0300% Co910%  0851F%
mn Grots Franticamer Plant CO000% 0,14T78% COC00% 0.G00T% H0000% CABR% L40% DES16% DOTEE% 0.0000% 3.z 0o
7 Dprzclstion Expenas 167728% 02784% DBBBE% 1.365T% DINS0R 1.3505% oo PR L0298% 2.08T% DELIZ%
n Totst Lsbar 1E8018% CITI0% LANIO% 1302% s LT CO271% L% DASYI% 0.0883% 0.8120%
n Digtitualan D&M 43805% [ALss ¢I284% o83 21571% TH0TR C.03ITH RABECR D,1TE0% 0.0390% DI043%
F Saka Revenuz 14T 03011% GA32% 1,3830% OE3% GTIEN Lomon 1E3M% D.O30SH BL8T% D.51583%
TS izt Poles, Lines, & Servicas 4.15087% 0.334m% SAIS1% LrLRRe Q188T% 65331% L0157% oAtk Do1BM% o,037% DILLE%




Schedule GAW_S

LGAE
OAG Proposed Revenue Distribution
LGEE Proposed DAG Proposad
Total
Revenue @ ROR@ Percent ROR@ Percent
Currant Curent [ndexed Incregse €f Syatermn Cutrent indexed Increasa OF System

Class matas 1 Hatas ROR Amount 1 Parcent Average Rales ROR Amount Parcent Average
R $358,721,834 5.45% 70% $13.673,278 3.81% 230% 7.22% 53% $6,887.615 1.95% 118%
GS $127,602,362 13.17% 160%  $228,601 0.18% 1% 13.61% 175% $1,080478 0.83% 50%
LC P %0,070,6830 9.89% 121% $0 0.00% 0% 8.07% 404%  $165,183 1.66% 100%
LC Sec $145,907,380 10.42% 134% 30 0.00% 0% 9.99% 129% $1.812,934 1.24% 75%
LC-TOD Pri $18,789,071 747% 95% 30 0.00% 0% 517% 67%  $388305 2.07% 125%
LC-TOD Sec $20,760,838 09.58% 123% &0 0.00% 0% 7.26% 93%  $344,591 1.66% 100%
LP- Pri $7,200,364 11.38% 146% 50 0.00% 0% 9.15% 118% $80,466 1.24% 75%
1P-Sec 335,414,465 8.69% 127% 0 0.00% 0% 8.82% 141%  $452,458 1.24% 75%
{P.TOD Trans $26,234,221 8.29% 108% {38,461} -0.03% 2% 4.66% 60%  S543.2T7 2.07% 1268%
{PTOD P $93,343,802 7.16% 92% 30 0.00% 0% 3.95% 51% $1,933,032 2.07% 125%
LP.TOD Sec $2,701,998 10.94% 141% 30 0.00% 0% 7.95% 103% $44,784 1.66% 100%
Special Contracts-A $7,116,358 8.71% 442%  (3145,782) 2.05% -124% 0.17% 2%  $176845 2.49% 150%
Special Contracis-B $10,801,714 387% 47% 30 0.00% 0% 1.50% 19%  $270,913 2.49% 150%
Specal Contracts-C 2,878,344 8.36% 82% $0 0.00% 0% 0.02% 0% $71,528 2.48% 150%
PsL $5,883,041 8.02% 77%  $189,009 3.39% 205% 4.29% s5%  $121435 207% 1286%
8iE $183,368 11.75% 181% 30 0.00% 0% 0.72% 8% $4.B05 2.49% 150%
Ol $08,026,923 871% 112% 3482434 5.12% 300% 7.51% 67%  $148,549 1.65% 100%
TLE 5227327 207% 27% $5,376 442% 249% -0.57% 1% $5,648 2,495 150%
STOD-Pri $754,388 4.24% 55% 345,334 8.01% 363% 2.84% 37% $15,622 2.07% 125%
3TO0-Sec 55,465,489 5.68% 73% 5287867 527% 318% 3.99% 5% 3113204 2.07% 125%
Totai Company $890,424,838 1.77% 0% $14,751,654 1.66% 100% 1.7%% T00% $14,751,654 1.66% 100%

1f Per Seelye Exhibit 27.



Exhibit No.___6

Peage 1of 1
Loulsvitls Gas and Elestrle
Elociric Customer Cost Anatysls
Rosldantisl
Grosy Plant
359 Senvices $17,878,230
370 Metem $23,418,433
Tolal Gross Plant 41,398,763
Depraciotion Reserve
Services (OVHD & UNGD) 9,168,030
Meters 11,642,050
Total Depreclation Rasave $21,110,080
Total Net Plant $20,288,682
Operation & Maintenance Expanses
Dist Cper - Mater $3.027,848
Dist Oper - Cust Installations 5128111
Meter Reading 51,702,694
Records & Cotleclions $3,830,637
Dist Malnt - Meters 50
Total O & M Expenses $9,232,156
Depreclation Expense
Services 602,015
Meters $764,171
Total Depraciation Expense 51,380,188
Revenue Requiramant
Interest $497.073
Equity ratum 51.084,760
Income Tex 642,648
Hevenue For Retum 2204171 PCT Cost WGHT Cost
Debt 47.62%  518% 245%
O & M Expenses $9,232.156 Commen  5248% 10.00% 526%
Dagreciation Expensa 5t,386,100 Tota) 100.00% 7.70%
Total Customer Revenue Ret $12,823,113
Number of Blils 4,301,388

Monthiy Cost §2.08



Schedule GAW_7

Paga 10f 17
L oulsvilie Gas and Elactric
Gas CCOSS
{Summary}
As Avalishie Firm
Residentlal  Commarclat {ndustrial Gas Service Transporiatio Spesial
Account Description ‘Total {RGS) {CGS) {1GS) {AAGS) n Service {FT) Contracts (SP)
Operating Revenues
Sales and Transportation $ 93106470 $ 64,534,283 § 21745208 § 1648828 § 200,259 $& 3,701,000 § 1275882
Forfeited Discounts 2 1,838,323 § 1540850 S5 276628 S 20,844 % - 8 - 8 -
Miscellaneous Revenus $ 595857 3 84,837 § 413778 § - § - 5 100,140 8 -
Tota! Operafing Revenues S 95540650 S 66,157,070 $ 22435616 § 1670673 3 200256 % 38011448 § 1275882
ProForma Adjustments to Revenues
VT Amorfization and Surcredi $ 1803311 5 1234025 $ 582431 $ 57,181 8 16,7858 § 5272 & 8,716
Temperature Normatization $ 1,645,733 § 1218161 % 312,553 § 41,506 S 4958 $ 44,251 § 24,304
Year-End Customer Adjustment & 526358 § 310380 § 143,148 3 - 8 - 8 63,816 § -
Rate Switching $ (29,168) $ - 3 fa2032) § 2,864 3 - 8§ - 3 -
Ad]ustment for spacia] conlract to glectric generation $ 4221720 § 2438338 § 1024087 $ 788972 § 26112 S 358648 § 295,583
Adjstrrent fo elimingle unbilled fevenues % {1,203,000) S (804.800) S (404,000} $ 5000 $ - & C- -
Eliminate VDT from rate refund acct. § (3522600 $ (228557 §  (107.795) S {10,583} & {3,500 8 {976) § {1,243}
Removal of DSM Revanues 3 (1453,819) 5 (1.466.446) & 11,951 § - £ 131 § 545 & -
Tolal Revenue Adjustiments T 5258872 $ 2,711,811 § 1520324 3 184041 5 44878 S 471,557 % 325,360
Totai Adjusted Ravenue 160,700,522 S 68,868,881 § 23955841 § 185561 5 245138 § 4272708 5 1601242
Expenses
Operation and Maintenance Expenses S 52258876 § 37683234 § 10481842 § 847,177 3 105798 % 2082788 5 1,058,040
Depreciation and Amoriization Expenses $ 19,232,812 5 14,196984 § 3,558330 % 247583 $ 44,788 % 801,980 $ 383,147
Other Exponsas (TTC amortizalion, Reg Credits, Accrelion) S {171,937 3 (121408 § {35,085) & (2592} % {454) § {8,385 & {4,012)
Other Texes $ 5674634 § 3878512 $ 1176568 § 88565 % 485 3 219,581 S 135,547
Tota! Oparating Expenses S 78,802,185 $ 55737321 5 15181452 § 1,181732 § 164,984 % 31559872 3§ 1570723
Pro-Forma Adjustments to Expenses
Eliminate DSM Expanses {4.821,602) $ (1,835,2082) 5 15797 § - & 173 § 720 % -
Year-End Customer Adjustment 490,029 115855 51928 0 a 23148 ]
Depreciation Expenses 3,488,855 $ 2575350 5 645485 % 44912 § 8128 5 145480 S 69,503
Labor Adjustment 733940 $ 51914 5 155493 3 12,784 % 742 & 345833 S 17483
Pensions/Post Retirement Benefits Adjmt (see Funt Assig}
Elminste Adverlising Expenses (sea Func Assign)
Rale Case Expenses 123,722 % 88,218 3 24816 % 2008 § 250 & 493t % 2,500
Eliminate Amort. One-Utiiity Costs (see Func Assign))
Norrmaiize 925 injuies/Damages Adjmt. (See Fune Assign)
Adjustrment for new credit facilities bank fees Bi7418 S 430,385 & 132860 3 10,041 % 1545 % 28785 3 13,803
Adjustment to annualize vehicle fuel costs 5563 S 40,120 $ 11,159 $ Qo2 $ 13 % 2217 § 1,124
Teta! Expense Adjusiments $ 3288868 § 1824550 % 1037537 § 70624 % 11848 § 238818 § 104424
Net Income Before Income Taxes $ 20518440 § 11,307.010 S 77360852 § 803257 S 68,206 5 B789i8 $ {73,804)
$ 3488533 $ 5130874 S 1675527 5 163728 3 42205 §  BOD300 § 291608

Income Taxes



Schedule GAW_7

Page 2 of 17
Loulsville Gas and Electric
Gas CCOSS
{Summary)
A3 Avalighle Firm
Residential  Commarcial Industriat Gas Sarvice Transportatio Spectal

Account Dascription Total {RGS} (CGS) {IGS}) {AAGS} n Service {FT) Contracts (3P}
Net Opesating Income (Pre-Forma) 3 17031507 & 10,793936 S 6061425 3 438,529 % 25811 § 76818 §  (365512)
Unadjusted Net Cost Rate Baze $441,457.053 $307.727,146 § 94,005404 § 7479082 $ 1104796 § 20581834 § 9,886,530
Depreciation Adjustment 3 (34BB855) $ (2,575350) §  (645485) $ (44,912} § (8,125) $ (145480) § {69,503)
Cash Woking Capital Adjustment 3 617,047 5 373,429 S 103,876 8385 $ 1048 3 20640 3 10,485
Het Cest Rete Base $438.486,045 5305525225 § 94453788 ¥ 7142566 § 1087719 § 20456754 § 9,805,952
3.88% 3.53% 8.42% 6.15% 2.38% 0.37% 3. 73%

Rate of Retum - Pre-Forma



Schedule GAW_7

Page 3 0f 17
Loulsville Gas and Efectric
Gas CCOSS
(flatn Base)
As Available Firm
Residential  Commorcial Industrial  Gas Sarvice Transportatio Spactal
Acct. No. Account Description Alloc Total (RGS) {CBS) {1GS}) {AAGS) n'Service (FT) Contracts (SP)
Plant-in-Servica
Underground Storage Plant
350-357 Underground Storage FPlant § 61,770,449 3 41045197 S 19,185076 § 1570178 § - 3% - % -
358 Asse! Retlire Obligations Gas Plant $ 541132 § 350571 S 167,806 S 13,766 8 - 8 - % -
Sub-total % 62,311,581 § 41,404,768 S 18,322882 S 1583931 & - 8 - 8 -
Transmission Plant
365-374 Transmission $ 12,901,608
Demand $ 12,001,808 % 8573053 § 4000894 $ 327960 % - § - 8 -
Cusiomer 3 hd
Sub-total $ 12,001,508 § 8573053 § 4000894 5 327960 § - % - B -
Pistribution Plant
374 Land and Land Rights 3 133,743 3 73,806 § 34000 $ 2683 § 888 § 12211 § 10,065
475 Slruclures and improvements $ 720373 § 402502 § 0 185913 § 14631 § 4846 S 66,591 § 54,861
376 Mains $270,566,446
L/M Pressure
Cemand $208,340,477 $116616,842 § 55471558 § 4879308 5 866,334 § 21,138257 % 4G,266,178
Customer § 35241631 $ 33,380,038 § 2827574 5 22795 § 445 5 1778 § -
H Pressure
Demand $ 32565757 $ 17974308 § B300808 $ 653242 § 216387 § 2873210 § 2450803
Cuslomer $ 2438581 § 2248138 § 180231 § 1,556 8 120 8 5186 $ b
378 Meas. & Reg. Siatlon Equip.- Gen. $ 8264321 $ 4555120 § 2103974 § 165575 § 54847 § 753808 3 621,186
379 Meas. & Reg. Station Equip.- Clty Gate $ 3864401 § 2,152807 $ 8985034 % 77518 § 25678 § 352823 % 280,830
380 Services $137,678,756 $126,806285 § 10761244 $ 100238 § 33780 $ 81,431 % 5777
381 Meters % 22084789 S 17,088,163 5 3978641 § 224448 S 75773 3 697251 % 40,504
382 Meter installations $ §,381447 $ 7250423 $ 1690096 S 95344 3 32188 § 295,181 $ 17.208
383 House Regulators $ 4941391 § 3818930 § 880208 3 50,219 § 16,654 $ 188,010 § 9,083
384 House Regulators installations $ 5208054 $ 4084585 § 954460 3 53,844 5§ 18178 § 167,270 3 9,717
385 Indust. Meas. & Reg. Station Equlp. s 159,352 S 123,182 % 28,710 $ 1620 3 547 3 5031 % 292
387 Other Equipment S 51,112 % 35,502 5 8208 % 519 5 175 1614 § 94
388 Asset Relire Dbligations Gas Plart - City Gale s 1,063 $§ 587 & 271 8 21 3 7T % 87 § 80
388 Asset Relire Obligations Gas Plant - Mains $ 29,707
L/M Pressure
Demand $ 22137 § 12,391 § 5834 & 518 § 103 § 2248 8 985
Cusiomer 8 3,851 S 3648 5 300 % 2 s [ 03 -
H Pressure
Demand s 3480 % 1508 § 802 § 89 s 23 % 316 % 260
Customer $ 258§ 230 % 20 % g s 0 3 0 s g
Sub-totai $472,304,065 $336,699,093 § 88419113 § 6,344,181 § 1447273 5 26,706,462 § 12777962
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Page 4 of 17
t ouisvliio Gas and Electric
Gas CCOSS
{Rats Base)
As Avallable Firm
Reshdontial  Commerclal Industriai  Gas Service Transportatio Special
Acct No. Account Degcription Alloc Total (RGS) {CGS) (1G3) {AAGS) n Service {FT) Contracts {SF)
Othor Piant-in-Service
117 Gas Stared Underground/Non-Cumert $ 2130880 § 1421879 § 683613 § 54,398 § - 5 - 5 -
301-303 intangible Plant 3 1,187 § 839 § 242 % 18 8§ 3 35 58 8 28
4A9-399 General Piant $ 9038473 § 6382251 § 1844350 § 136,289 § 23888 § 440,800 $ 210905
Cornmon Uhility Plant S 45798536 S 33043003 § 5545138 § v05531 $ 123678 § 2282238 § 1081858
Sub-total § 57,076,186 § 40,848,062 S 12,057,353 § BOB.216 5 147570 § 2723085 § 1.30289
e — ST e e
TOTAL PLANT-IN-SERVICE T605.663,728 S407.525077 $123800242 5 8152288 § 1584842 § 20429567 $ 14.080.853
Construction Work In Progiress
Underground Storage 5 5807802 § 3859185 § 1801005 § 147832 % - % - 5 -
Transmission $ 937405 § 622687 $§ 280,587 § 23821 § - 5 - § -
Distribution Malns $ 25956033
LiIM Pressure
Demand § 16,941,754 S 1082851 3 5,140,826 $ 452981 & 89,712 § 1962417 S BED,246
Cusiomer $ 32384573 § 3099746 S5 262504 $ 2416 % 41§ 165 % -
H Pressurg
Demand § 3023315 § 1688407 § 770624 S 60645 3 20080 § 2780256 § 237526
Custorner § 206381 $ 208525 § 17660 5 144 § L 48 3 2
Other Distdbutien § 20407248 S 21024178 § 5521070 § 396142 8 anar1 § 1,667.606 §  797.882
General $ 502110 § 354550 § 102489 § 7570 S 1,327 § 24488 % 11,716
Commah $ 97331195 $ 6588948 § 1,804,081 S 140682 § 24681 § 455078 § 217,736
Sub-total $ 72031493 S 48262777 5 15819837 § 1231734 5 226212 § 4,385,825 § 2115108
TOTAL GAS PLANT AT ORIGINAL COST $677.615222 S475.778754 $133620078 § 10,383,993 § 1,821,055 $ 33,815381 $ 16195984
LESS
Dapreclation Resorve
s
Undarground Storage § 33,664,748 § 22,368,535 § 10430471 § 855742 & -8 - 8 -
Transmission § 12066635 § 8018032 § 23741876 3 308,728 S - % - 8 -
Distribution $458,508,317 $113,703886 § 29,856293 § 214240 $  ABS, 747 § 9018820 § 4315141
General and intangible § 5750062 $ 4060237 § 1,173,338 $ 86691 % 15187 $ 280427 % 134,173
Common § 21838804 S 15420827 § 4456350 § 928,254 S §7718 § 1065084 % 500,500
Sub-total $232,846,567 $183,572,517 $ 4D670327 § 3720847 § 561661 $ 10384311 § 4958904
Other Rate Base itoms
Customer Advances for Construction 3 B042834 $ 5724167 § 1484058 § 108,987 § 23447 $ 458,130 § 225844
Accum. Defered incoms Taxes g 51050223 § 35047609 § 10417131 S 769662 § 134921 § 2489686 5 1.151.214
FAS 109 Deferred Income Taxes § 4502012 § 3178563 § 9188685 § 67,875 § 11888 $§ 219580 § 105051
Asset Retirement Obligation - Net Assets $ 145,250 § 104848 3§ 31837 $ 2385 § 360 5 8643 § 3,179
8 (7.928279) S (5569403 § (1.6981226) § {126681) § {19124y $ (352,895 § (168,846)

Asset Retirement Obligation - Liabilifes
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Louigville Gas and Electric
Gas CCOSS
{Rato Bass)
As Avatiable Firm
Residential  Commorcial industrial Gas Service Transportatio Spocial
Acct No. Account Dascription Atloc Total (RGS] {CGS) (iGS} {AAGS) n Service (FT) Contracts {SP)
‘Assot Relirement Obligation - Regulatory Assets $ b6.354,546 5 3761486 § 1442210 § 85564 § 238,336 § 114034
Assat Relirement Obligation - Regulatary Liablitles $ (128,560) $ (90,318) % (27,425 § {2054y $ (5723) 3 {2,738}
Accum Depr. Reciassification $ 2424396 $ 1711916 $ 494714 % 36552 § 118,236 § 56,571
FLUS
Materals and Supplies $ 61,524 $ 35,382 3 10,514 § Yari: 2513 % 1,202
Prapayments § 817525 § 57727t § 166821 $ 12325 § 38,870 3 19,078
Gas Stored Undenground $ 52550620 § 34,024,790 $ 16,288,788 § 1336041 $ - % -
Cash Werking Capital § B727845 § 4851843 § 1340481 § 108072 $ 268155 $ 135663
ADJUSTMENTS
Unamortized Debl 5 -
Regutatory H -
Custemer Advances for Construction $ -
Degpreciation Adjustment $ -
G441 450,053 $307,727,148 $ 94,895404 § 7,175,082 § 1,104,786 S 20,681,634 § 9,865,980

NET COST RATE BASE



Loulevila Gaa ol EStiric
Gos CeeSy
iz 75 Er by ¥l
[derctial o dugtdal GemServics Tramsponailo Specia
Acet. No. ount Deseription Totat {mas) foay ] (AKGD) n Benvice (FT) Contrects {37)
G & M Exptngas
{mbar Expenses
BOT013 Proaxkment Expensas -2 1. V.11
Damend 3 emisd 5 33t 30 AR 3 1387 3§ 45 5 8362 5 3203
Commociy S S(ET4) & 3845y % 1IN % 41 [-T%.5:2 80 ) 47,008
Sudvtotsf 5 SmATS 3 ZESGA 3 uRES B ELE. 2L I 3 4840 5 100708 3 708
Aierke Cperating Expansed
B4 Opensors Superviden aad Engineer § 505500
Demond §  tanyel 3 HIM 3 A0 3 m 3 -~ $ - 3 -
CommodRy $ J5iN3e 3 NN 3 44 3 wé0 % [+ 0 ERY -] 158
A55 Kaps and Recrds ] -
£18 Wek Bxpenses §  485Smz ¥ MREZ § wW44eS ¥ Haes § - 3 L
B$17 Lines Expwases 5 EARM5C 5 ITREM S 178 % 442 9 ] - % -
B18 Compressar Sk Exp - Pyl $ B33 5 TA2SRE 3 3T 5 aeaz § {1085 $ 10284 3 5,300
319 Comgxessor Sobon Fuel o Power S TAS2A4 3 SOGI2 5 243000 35 s % oz s 8825 3 4131
B2 Meesummment sod Reguialae Statken -3 .
B2 Purification of Meiur Gog § ooy S 108M § 0 522653 % 47880 & (1527 3 14434 % ogn
&0 Gt foases 5 -
824 Oter Expanses E (o3 3 {685 % [ra T8 feo B T s s &
825 Slocape Wed Royuitias 3 A4t % 20285 3 13505 § 11§ - 3 3
R erts LI O .. O S - I k.00 I ] Lo | L) .
Suirbrisd S 5253587 5 414302 % £840M5 3 40T $ fesd) $ 34757 3 2122
atorege Makttrancn Expenes
/38 Mednterence Supar #nd Eng. E -y ]
Densand 5 128338 3 B2HIE 5 /EE 101§ - 8 < % -
Cornmexty 3 RTM 5 1S 3 #2451 X nn 3 1815 5 s
£31 Makusnpnos of Sincures 5 .
£32 Sbakrieince of Resevels $ 481550 5 AR 3 MRS} § 279 5 < 3 3
833 Khniniensnco of Unes ¥ 131 3 78001 3 3480 3 2007 % - 3 3 -
834 Moin of Comprazsar Stetlen Exvipment 3 85708 § STAMSE 8 2EQSTT S AR 3 a2z 3 EALTER ] 4176
835 Kegl of Mass aext Req) S, Equip H s § 42338 8 w78 % 82 % - & -3
38 Aiain of Piatfcaten Eqpip $ WE2M 5 19051 3 et § 351D 5 [T B 2515 3 1578
437 Makn of Othar Equlproend 3 92217 3 51310 3 P ¥ 234§ 2.5 3 =
Subtotal $ LpOAS 3 TATOA0R 3 TS § 200 3 {40 5 1207 3 T3
Tramamidtlon Expess
250857 Transmission Exoerms ) 380§ E =5 3
Sub-bta’ 3 LIMAM F O EX6215 § SAXTBG 3 MAT? § - 4 3
Diatritudtion Exponss
870 Cperxitn Bupe ked e $ -
571 Dint Lowd Dxspaiching 3 IS0 3 amesd 83307 3 a128 3 28 s B3 3 2084
#72 Coprgy, Station Laber and Exa, 5 -
873 Compr. Salioa Fuel gt Power 3 -
B7401 Ot Moins 5oy, Fxporoes $ darres 3 24XE0R2 3 4920 3 48310 % RO 5 fE3am 3 U5BTT
BT4.02 Leak Sueviybluins 5 .
£74.03 Laak Survey - Sendca s
BT4.04 Lotxts Madt por Ragues! 3
BT405 Tk Stog Boe Arass L]
7408 Pl Mz 3
274,07 Check/lincis Valves 3
©74.08 O, Odor Exuipawen! s
)

H74.00 Locats and Trapect Vaiva Boxes

Schodule GAW_?
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1.oulsells Gas and Blzctric
GasCCOES
—fapenest]. - S
1)
Regidarmial ) swlal  OarBorvice Trampomatio Opacis!
Azct Ho, Account Description Tetnl {RGYY {EG5) aGH) {AAGY] umlsﬂmHnuaﬂn.mJ
F740 Gl G« RIgh of Way 3 -
875 Maas pad Reg Sz Expe Geneal 3 Bmase § M4 $ 16640 § 12840 % FRL 51487 3 47,360
M Beay kot Reg Siadon Exp industrial s asee 3 24004 § S0 3 FY- 1 1087 3 M0 3 sai
Sqmgniﬂunmﬂmggwsaus $ WIS 3 LoRi 4,181 3 az4t 3 1004 3 Wik § 1235
278 Mawr and House feg. Experss Ed 18zt § wED 3 3488 5 %2 3 a5 5 597 3 5
X0 Cemstranae eslaliation Expocse: s 7 o4 A 3 MR 3 2254 S % 7 3 407
B8 Ofhar Bxpenses 3 3tee5eT 5 273 3 EOR3D ¥ 42820 3 ores % w070 % BEASS
351 Rerts 3 RELY ¥ #3885 % 1805 3 X 3 e 3 545§ 2
Subtotal $TEIRAG S SHa0E 3 1&XE 5 1200913 Ten0n 3 SnSR 3 FANS
8% Mz¥penincs S aad Engt 1 .
A5 Aartonanos S T S0 § NSWH T i3858 § I % as81 § 48948 % 40353
887 Halnizrancs L 3 2AM3AD
LM Prassum
Dermind $ &7zM § ZEWMO 3 LBSIT S 950407 % 21808 1 470309 3 209872
Custorrer s Gpoons 3 7EAS1E 3 a3pat 3 518 § w3 a4 % -
H Pressure
Demard § TmEsm S 4064 3 EES § wis 3§ £5% § &l % B34S
Custormes E 37 3 HaMd 3 43048 J 3 3 3 & 2 3% 1
088 Malrierencs Gomp. Statien Equlg, 5 -
£9 Siaintssence Liskd and Reg. $avermk 5 HI 3 853 3 Mot § 1201 § 428 3 S8 3 4,54 E
ao Weks and Fag- ! 5 a0 5 T5A05 8 17870 % L2 ] ast § 08 3 18
»barﬂ_ig?imbomgqﬂlh § osaTaz & WADE S o745 % 5311 % 73 % #*iR § 19,025
A2 Maiatenance Serdces § SwWENE § 2@l 3 Mau 3 1508 % 8§ e 3 "
223 Maintanenon Gotors and Howts Beg. S
294 Maintenence Othey 5 3 3 3 3 44 S 990
Sieotal § DI40350 8 AWIAR § DIEESL 5 £ $ 3 F 420
B
Total OEM Expiste S 5225008 § 3108304 3 €M $ 87T 3 oI § 3
Curtomer Accotnits Eapensa
901 Supetviion 3 a0 3 i 3 225 3 &3
RO2 Meter Raading E {1,688 3 e 3 EAL-IE ] %5
3 Casstovmor Records snd Cofection 5 m4t § 235 S 1m165 5 [0
404 UneeDactbls Accounts s £M5 3 a7 3 287 3 108
05 Misc Cutst Acoounts e 3 1538 % i 3 LE ] 28
] § AT $ T -1 Ta47

Cuswmer Suvics & fnformation Expenwes
£O7-050 Cuglomer Servica
Sup-jotal

£aies Expryass
914-D{5 Baias Excoacsm
Sut-total

Totl » Castoiar Actrunts - Gervioss

* Ganarm

Labarfislnd
020 Adenis s Gerwul Sakanes $ adl47 5 2ZWOTT1 3 THmAD 3 60202 3 B4 & 181447 £ 93040
B2 Gitco Supples and Expansa $ tThor § 124g9T0 3 Mo 3 3020 % ERETIE T - A28
922 Admin, Expanse Transfomed 3 fEAMm s MWD S @S 3 G 3 (3 5N 3 ra18)
173 Ouixids Seviaes Exmployed 5 127D 3 1352253 % 48031 3§ MNA10 3 473 3 93300 3 47858
T4 Propety incaraes $ ooemz § 0 fa2ec § p2 3 3182 S 560 3 1030 3 4579
223 injusies and Daregey 5 570208 3 4007 § 122000 8 sO14E § 357 3 ZrAG o3 g
220 Employos Fornlons a0 Bamefls S S7oasth $ AGTATHL 5 tan2ge § 0 msd 18400 5 262011 & 130357
477 Franchise foguirement s 414055 8 BTN 3 R4 5 PL-T ] 1352 $ 2553 5 M2
5 Regratany Commission Fes § Tam3 5 551% 3 M5 S 1008 S #nz 5 395 % 1254
#3Y Duglicetis Charpes -Crodll £ EREg $ (821ISH 3 (1eoog 3 {35,755} % RN § ey 3+ @A
8309 Goorrs] Adverllaiog Expenss s Gosesp s Q10 3 g s {450 § ) $ (1409 {1i8)
9302 Mise, Genera! Expeme s egMas $ 0 4B § 0 M X 1200 % 3 3 24 5 1548
231 Rests 3 Msyz § M 3 Tuam § 520 ¥ 4 3 785 s 8255
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Louisville Gas snd Elcisic
CuesLLOES

nees|
(expentes) EEAEE F
RAmaidential  Cotmmar-lal !aﬁoﬁ Qna Gonvien  Franapodatic Specinl

Aset No. Accaunt Descriplian
TA5 Maidmnce of Gandral Plerct
Sub-toad
Dupeacistion Expersss
Undenground Siorege Plamt
350357 Underground Storsge Ut 3 13717 8 VOSAR § 42260 % UL 5 3 3
352 Asst Relice ObGadlons Cax Plan 3 085 8 aote § 2804 3 za 5 s - 3
swecal - YIS0 5 TSI 3 420§ B 3 ] B
Trarmistion st
sa5an i 4 AN 3 SMBAY 3 0 &0 S 5513 § 5 - 5
Fiireoed T TR s & 144084 Bi2e § CLit T8 L 3
tikstritartion Piant
374 tand angt Land Rights 5 AL ] 1285 3 557 8 4“4 % 15§ 199 3 184
A% Strugiores ) npremets 5 MEn 3 12,754 & 8353 § ©ws 3 15 $ 255 3 1578
278 WS $ 0a50220
N Pressene
Ciernand $ 4508405 § 257018 5 1200008 § fesser $ 0 204H 3 443§ SN
Cusibondr $ Ysaams § TS 3 8108 % 483 3 W § H 3 .
H Bregre
Pemend $ I4Te 3 8807 5 JToLm S 14138 5 4543 § B340 $ £3.985
Custemer § RT3 4l 3 4Nt 8 34 3 3 5 5 o
373 Miaks. & fieg Statlon Exlpe Gen $ 2sa00t $ M2 s e S 5179 % 1,75 ;A s Imdis
279 Foeer. & Reg. Siatien Enui- City Gals $ woa 3 1AM § 0 .0 S 2455 3 813 3 NI 3 20
380 Bervices § 5SSO0 $ S3BEIM 3 LM 5 4233 3 140 3 AT S 5
381 Moters § 6msN 3 5WSW 5 wAN s oad5 5 a1 03 eS8 1218
3 Kpier Attt $ Tm0sm 3 2488 5 KW S 2854 S wr s LALLEES a3
353 Heuse Rogulniars 3 114500 % s 3 208 5 1A% S 400 % A8T8 5 204
184 Houss Risgubniars Instatisions 3 Hi4iDe 3 4ssE8 3 20018 5 1123 § ETTIR S 250 s 204
145 tacrst. Meas, & Rog. Atatien Bl 3 s $ A5 3 1958 5 = % % s = 3 L1
347 Cther Equipment ] 120 % w2 8 F 3 12 3 4 3 B % 2
283 Asset Ry Otaguions Gas Par - Ty Gaa % 2% s % 13 5% S s [ a
388 Asseh felie Obirgatians Cas Plant - M 3 -]
/M Premurn
bemand ¥ 4 3 = 3 L 13 : ] 33 2
Cuslomaer 5 LI ERE ] 1§ o3 I a3 -
H Procum
Pamand 3 73 4 3 z s o3 - 3% T3 1
Cusiomer, H 15 1.3 [ ] o s .8 a3 ]
Sttt 3 TAVAGT 5 TOANIB ¥ ZInaW 3 tAs 5 mEn 3 2w 3 28RS
eyt Plact-in-Garvica
147 Gas Stecnd Unsagnsund/Nen-Coment H
FH-3C3 ftaepiols Plant s ._.u:.&u « rua.ﬁ_ $ TTAM 3 MM S A%H 3 BON0 3 40208
SE3-309 Oirgrad Planl LI 2 4 M52 845 3 e85 § 03t 3§ 9.684
Commes Lty Plant $_ 1888008 a 130, ..5 E L = 15 T A 1 T ARW 5 D148 3 ASEH
Spbaoal ETRAT b 2RNGI S BARTI 3 B2EE 3 OB B 2018 3 AR
T m——
TOTAL DEFRECIATION ESPENIE 3 3 5 E
Roguistory Credits and Accretion
wao.hsan.aau 5 M S QOSLEn 5 (OS™I 3 pSM S (LK) 5 @ATm 3 (e
3 4mam s 3018M 3 anist 4 6440 3 1528 4 2083 3 0,088
g&ﬂkﬁgﬂpgdnug 3 L3 k. 5 5
Sub-tote S OGN T HAIAGE & (55055) & (AW} 3 M5l 3 225 % [J=E
Taras Qthet Than income
Fropedy Ticess 3 BTIES3 3 2053058 3 FIASES S shsod 3 16384 5 jmAsSy 3 80013
Unemplaymant brsueanza s o o § AN S 08 4 55 3 TS 1529 5 5
T&Eou»ﬁ-gﬁgﬂ 3 nEIsS s BMOM S M4 3 N2 8 ;4 3 Sma 30 292
Publc Sendes Commisskin Fer $ SST0 3 4fREsE § 40425 3 DS 3 182 5 Mg $ Bt
iy taneoys 5. psrm s (@it s  mAns gonl | ooy Bamy s Do)
SubLota 3 SOTasM § L4788 3 LIIBMS § 0 Z3sas § 485t 3 Ziaget § 1557

Intarest Expensa S 109777 3 TA0MS F 2142330 5 w0z 3 Teds § SNy 3 MASH
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Louisville Gas and Electric
Gas CCOSS
(Revanue)
As Availabie ~Flm
Residential Commercial Industiial  Gas Service Transportatio Special
Acct. No, Account Description Alloc Total {RGS) (CGS) {iGS) {AAGS) n Service (FT) Contracts (5P}
Operating Revenues

Sales and Transporiation REVUC $ 93106470 $ 64534283 $ 21,745208 $ 1649820 § 200269 § 3,701,009 § 1275882
Forfeited Discounts REVED $ 1,838323 § 1540850 § 276829 § 20,644 3 - % - 3% -
Miscallaneous Revenue REVMISC $ 595857 § 81837 § 413778 % - 3 - & 100,140 3 -
Fotal Opearating Revenues § 05,540,650 3 68,157,070 $ 224356818 § 1870,873 § 200258 3 3,801,149 § 1,275,882

Pro-Forma Adjustmants to Revenues
VDT Amortization and Surcredit REWDT $ 1903311 § 1234828 § 582431 & 57,181 & 16,785 § 5272 § 8,716
Temperature Normaitzation REVAD $ 1645733 $ 12181861 § 2553 5 41506 3 4858 § 44251 § 24,304
Year-End Customer Adjustmant REVADJ2 $ 526,355 § 318,380 $ 143,148 § - 5 - 8 63816 % -
Rata Switching REVADJ3 $ (25,168) 3 - % (42,032} % 12,864 $ - § - § -
Adjustment far special contract to eleclric generatioct RETHP $ 4221720 5§ 2438338 § 1024067 $ 78,972 § 26112 % 358648 % 285583
Adjustment to ellminata unbilied revenues REVUB $ (1,203,000} § (804.000) $ (404,000) B 5000 % - % - 8 -
Efiminate VDT from rate refung acct. REWDT $ (3522680) § (228,557) ¥ (107,785) B (10,583} % {3,107} 3 (876) & {1,243)
Removal of DSM Revenues REVADJ4 $ (1,453818) § (14664468) & 11,951 § - % 131 $ 545 5 -
Total Revenue Adjusiments $ 5258872 5 Z2711,B11 § 1520324 B 184,941 $ 44878 § 471,557 % 325,360
$100,780,522 % 68,868,881 $ 23955841 5 1,855614 $ 245138 § 4272706 § 1601242

Total Adjusted Revenue



Loulsville Gas and Electric
Gas CCOSS

{Altocation Amount)
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As Available  Finm
Acct. Residential  Commerclal  Industrial Gas Service  Transportatio Special
MNo. Account Description Allog Total {RGS} {CGS) {IGE) (AAGS) n Service (FT} Contracts (SP)
1 Procutement Expsnses S 44604231 $ 20,484,024 § 10491813 § 4154680 § 358748 § 8,101,128 § 4033837
2 Storage % 24,047,389 $ 15,480,824 § 7542835 § 690,700 § {22,051) ¥ 208030 § 128,050
3 Transmission § 24,047,388 $ 15488824 % 7542835 § 690,700 $ (22,051} § 208030 S 128080
4 Distribution § 44604231 § 20464024 % 10,491,813 § 1,164680 & asg748 $ 6,101,128 $ 4,033,837
§ Adjusted Delivaries § 47,757,220 § 22405080 $ 1 210088 $ 1182410 § 368,186 $ B343343 § 4,248,113
6 Procurement Expenses $ 500403 § 326812 § 150480 3 11,842 8 3g3 % 53903 % 44,432
7 Storage $ 12340000 § 8,199,877 S 3826648 $ 33877 § - % - 8 -
8 Transmission $ 12340000 § 8188677 $ 3.826646 $ 33877 3 - % - § -
9 Distrivution Struclures § 590,403 5 325812 3% 150,480 % 11,843 § 3823 3 53903 8 44,432
10 High Pressure Distribution Mains 5 590403 $ 325812 § 150,480 § 11,843 & 3823 53803 & 44 432
41 LowMedium Pressure Distribution Mains $ 500974 S 325812 S 149,179 $ 11082 S 785 % 14,136 & -
12 High Pressure Distrib Mains {yr-end cust.) $ 328002 § 300275 % 25431 $ 208 % 16 § 68 $ 3
13 LowMed Pros, Distrib Mains {yr-end cust) g 3258929 § 300275 & 25428 $ 205 % 4 % 16 8 -
14 Services $451,037,410 5138835124 5 11058502 % 110,458 § 47225 § 89734 § 6356
15 Metars $ 46190,089 § 35607.872 5 8,321 283 § 468430 % 158478 $ 1,458,313 3 84,713
18 Customer Count (Average} § 325556 § 200980 5 2527t $ 208 § %6 % 68 § 3
17 Customer Accounis $ 538,017 § 8304708 5 585014 $ 47008 § 4182 8 28980 $ 1,147
18 Customer Sarvice $ 331448 § 299990 § 27798 S 2080 $ 160 § 1,360 % 64
19 Forfeited Discounts $ 1838323 $ 1540850 5 276629 S 20844 3% - & -8 -
20 Net income Before Income Tax $ 20518438 $ 9354252 5 7.048147 § 618538 $ 134,681 $ 2474819 § 888201
21 interest Expanse $ 10397327 § 7689742 § 2270850 $ 153873 § 15421 $ 220256 § 67,185
22 Interest Adjustment $ 330392 5§ 243718 & 72,160 $ 4880 % 480 § 6999 $ 2,135
23 Taxable Income § 9700718 § 1440781 § 4705137 $ 459775 $ 11870 $ 2247384 $ 818881
24 Total Distribution Expense $ 26,974,573 § 184563,188 3 5778232 § 3BLOTE § 60,005 $ 906,068 $ 385,004
25 Meter Cost $ 45,190,089 § 356597872 § 5321283 § 465430 $ 158478 $ 14582313 % 84,713
26 Number of Customers $ 328002 3 300275 B 25431 § 208 3 1B % 69 % 3
27 Services Cost : 451,857,410 $139.835124 § 11858502 § 110,458 3 37,225 5 89,734 § 6,386
28 Actual Revente $ 03,106,470 § 64534283 § 21745208 § 1640820 § 200258 S 3,704,008 § 1,275,882
29 DSM Allocatlon 3 1008572 § 1017332 3 (8291) § - § 91} § {378) $ -
30 Misceilaneous Revenue Allacation 3 595857 3 81,837 § 413778 ¢ - § - % 1op40 $ -
31 VDT Revenue $ (18761110 § (1.217.277) & (574108) % (56,384) 5 {16,545) $ {5,197) % (8,620)
32 High Pressure System $ 26,900,794 $ 15542281 § 6527535 § 503380 $ 168441 § 2285070 § 1.8B4,087
33 PTD Plant 3547607544 $386,676915 §111,742,889 §$ 8266043 $ 1447273 5 26706462 $ 12777982
34 Dist Plant $472,394,055 $336,609,003 5 88410113 § 6344151 § 1,447,273 $ 25,706.462 $ 12,777,962
35 Mains + Services 3417.465202 $287,121610 3 77551413 g 5857138 § 1,217,066 $ 24,185,483 $ 11722781
38 Dapreciation Reserve g230 848,667 $163,572517 § 49970327 S 3720847 $ 561661 3 10384311 $ 4,958,904
37 O&M Expense $ 52256576 § 37683234 5 10481642 § 847477 § 105796 S 2,082,786 $ 1056040
38 Labor Excl. ARG § 12,166,046 $ 8480347 5 2582324 $ 213008 $ 28708 § 571,380 § 280278
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Loulsvlile Gas and Electric
Gas CCOSS
{Allocation Amount)
As Available  Fhm
Acct. fResldentiat  Commercial  industial Gas Ssrvice  Transporntatio Special
No.  Account Description Alloc Total {RGS) {CGS) (1S} {AAGS) n Service {FT) Contracts (SF)

39 PTD Plant + CWIP

40 Total Labor

41 Depreciation Expenses
42 Rate Base

43 Peak & Avg.

3677.615.292 B475.778,754 $159,620,079 § 10383853 § 1,821,085 S 33815381 § 16195861
$ 15,313,282 $ 10680829 § 3244289 § 266315 § 36344 § 720523 §$ 364981
$ 19232812 $ 14,196,984 $ 3558330 § 247,583 3 44788 § 801,980 § 383,147
5441,457,053 $307.727,146 § 94,895404 $ 7,170,082 $ 1,104,796 $ 20,581,634 5 8,868,900
100.0000% 55.9751% 26.6254% 2.3420% 04838% 10.1480% 4.4476%
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Loulsville Gas and Electric
Gas CCOSS
{Allocation Percont)

Ac As Available Firm
ot Residential  Commercial industrial  Gas Service Transportatic Spscial
No. Account Description Alloe Total {RGS) {CGS) {iGS) {AAGS) n Service (FT) Contracts {SP)
1 Procurement Expenses 100.0000% 45.8791% 23,5220% 2.5887% 0.8043% 18.1622% 9.0435%
2 Storage 100.0000% 54.4512% 31.3665% 2.8722% ~(.0817% 0.8692% 0.5325%
3 Transmission 100.0000% 54.4512% 31.3665% 2.8722% -£.0917% 0.8692% 0.5325%
4 Distribution 100.0000% 45,8791% 23.5220% 2.5887% 0.8043% 18.1622% 8.0436%
5 Adjusted Deliveries 100.0000% 46,9145% 23.4731% 2475%% 0.7710% 17.4703% 8,8952%
6 Procurement Expenses 100.0000% 55,1847% 25.4894% 2.005%% 0.6645% 9.1295% 7.52587%
7 Storage 100.0000% 88.4478% 31.0101% 2.5420% £.0000% 0.0000% 0.0000%
8 Transmission 100.0000% 66.4478% 31.0M01% 2.58420% 0.0000% 0.0000% 0.0800%
g Diskibution Struchires 100.0600% 55,1847% 25.4894% 2.6058% 0.6645% 9.1258% 7.5257%
10 High Pressure Distribution Mains 100.0000% B5.1847% 25.4884% 2.0059% 0.6645% 8.1299% 7.5257%
11 LowMeadium Pressum Distribution Mains 100.6000% 65.0357% 29.7718% 2.2081% 0.1567% 2.8217% 0.0000%
12 High Pressure Distrib Mzins {yr-end cust) 100.0000% 92,1083% 7.8008% 0.06838% 0.0049% 8.0212% 0.0009%
43 Low/Mad Pres. Distrib Mains (yr-end cust) 100.0000% 892,1290% 7.8020% 0.0628% 0.0012% 0.0049% 0.0000%
44 Ssrvices 100.0000% 82.0347% 7.8049% 0.0727% 0.0245% 0.0591% 0.0042%
15 Maters 100.0000% 77.2847% 18.0153% 1.0163% 0.3431% 3.1572% 0.1834%
16 Customer Count (Average) 100.0000% §2.1470% 7.7624% 0.08358% 0.0048% 0.0205% 0.0008%
17 Customer Accounts 100.0000% 60.3121% 8.5233% 0.6734% 0.0589% 0.4148% 0.01654%
18 Custorner Service 100.0000% Q90.5089% 8.3855% 0.6275% 0.0483% 0.4103% 0.0181%
19 Forfeited Discounts 100.0000% 83.8182% 15.0479% 1.1339% 0.0000% 0.0000% 0,6000%
20 Net Income Before Income Tax 100.0000% 45.5095% 34.3503% 3.0145% 0.65684% 12.0805% 4.3288%
21 Interest Expense 100.0000% 73.7665% 21.8407% 1.4785% 0.1483% 2.1184% 0.6462%
22 Interest Adjustment 100.0000% 73.7665% 21.8407% 1.4789% 0.1483% 2.1184% 0.8462%
23 Taxable Income 100.0000% 14.7159% 4B.0571% 4.6560% 1.2131% 22.9540% 8.3638%
24 Total Distribution Expense 100.0000% 72.1168% 21.4210% 1.44988% 0.2225% 3.3500% 1.4310%
25 Meter Cost 100.0000% 77.2847% 18.0153% 1.0163% 0.3431% 3.1572% 0.1834%
28 Number of Cuslomers 100.0000% 82.1083% 7.8000% 0,0638% 0.0049% 0.0212% 0.0009%
27 Services Cost 100.0000% 82.(0347% 7.8049% 0.0727% 0.0245% 0.0691% 0.0042%
28 Actual Revenue 100.0000% 60.3124% 23.3552% 1.7720% 0.2161% 3.9750% 1.3703%
28 DSM Allocation 100.0000% 100.8688% -0.8221% 0.0000% -0.0090% -0.0375% 0.0000%
20 Miscellaneous Revenus Allocation 100.0000% 13.7512% £09,4427% 0.0000% 0.0000% 16.8081% 0.0000%
31 VT Revenue 100.0000% 64.8830% 30.6010% 3.0043% 0.8819% G.2770% 0.3529%
32 High Pressure System 100.0000% §7.7570% 24.2571% 1.8708% 0.8185% 8.4953% 7.0015%
33 PTD Plant 100.0000% 706121% 20.4057% 1.5077% 0.2643% 4.8769% 2.3334%
34 Dist Plant 100.0000% 71.2750% 18.7172% 1.3430% 0.3054% 5.6534% 2.7049%
35 Mains + Services 100.0000% 71.1728% 18.5767% 1.3551% 0.2915% 5.7957% 2.8081%
36 Depreciation Resarve 100.0000% 70.2485% 21.3316% 1.5880% 0.2412% 4.4511% 2.1287%
37 O8M Expense 100.0000% 72.1118% 20.0580% 1.6212% 0.2025% 3.9857% 2.0209%
38 Labor Excl. ARG 100.0000% €9.7050% 21.2257% 1.7508% 0.2360% 4.6965% 2.3860%
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Louisville Gas and Elactric

Gas CCOSS
{Allocation Percont)

Ac j As Avallahie Firm
¢t Residential Commercial industrdal Gas Service Transportatio Speciat
No. Account Description Alioc Total {RGS) {CGS) (1GS) (AAGS) n Service (FT) Contracts (SP)
38 PTD Plant + CWIP 100.0000% 70.2137% 20.8D46% 1.5324% 0.2687% 4,9904% 238M1%
40 Tolal Labor 100.0000% 63.7488% 21.1851% 1.73M% 0.2373% 4.7052% 2.3834%
41 Depreciation Expenses 100.0000% 73.8165% 18.5013% 1.2873% 0.2329% 4.1669% 1.9922%
42 Rate Base 1¢0.0000% £9.7072% 21.6186% 1.6262% 0.2503% 4,6622% 2.2355%
160.0000% 55.9751% 26.6254% 2.3420% 0.4638% 10.1460% 4 4476%

43 Peak & Avg.
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Loulsviile Gas and Elsctric
Gas CCOSS
{Salarles and Wages)
As Avaliable Firm
Residentlat  Commaerclat industrial Gas Service Transportatio Speclal
Acct, No. Account Descriplion Allog Total {RGS} {EGS) {iGS) {AAGS} n Sarvice (FT} Contracts (SP}
Labor Expansas
807-813  Procurement Bxpenses $ 481886
Demand 3 56573 % 31,220 § 14420 $ 1,138 % 376 $ 5165 $ 4,258
Coemmaodity $ 426313 ¢ 185,130 § 100042 8 11,006 § 3421 § 77,246 3 36,464
Sub-total $ 481886 § 226348 5 {14,462 S 12,145 $ 3787 § 82411 3§ 42,721
Storaga Expenses
Operation
814 Oparations Superviston and Engineer $ 20333
Uemang 3 84,858 $ 58,303 & 318 § 2167 § - 8 - 8 -
Cemmoedity S 218463 § 140,802 3 6B,524 3 8375 § {200) & 1,888 s 1,163
818 Maps and Reacords ] -
B16 Well Experises 3 15841 § 10526 § 4912 3 403 $ - 3 - 3 -
817 Lines Expenses 5 315536 § 200,833 $ 97972 3 8,031 § - 3 - 8 -
818 Compressor Stalion Exp - Payroll $ 3680233 5 237976 § 115816 § 10,605 § (339) % 3210 3 1966
818 Compressor Statlon Fuel and Powet $ -
820 Mezsurement and Regulator Station s -
821 Purification of Natural Gas 5 484806 5 312463 5 52,087 % 13,925 $ (445 3 4214 3 2,582
823 {3as loases $ -
824 Qther Expenses $ -
8zs Storage Well Royalitles 3 -
a26 Ranis < -
Total Storage Operatlon Labor S 1485148 S 968093 § 465609 § 41,386 & (983} § 9,323 3 5711
Storage Expense
Maintenance
830 Mainienance Super and Eng. 3 223208
Demand 3 87,531 $ 58,163 8 27,143 § 2225 3 ~ % - % -
Commodity $ 135675 % 87444 3 42,567 § 38097 5 {124) % 1,178 5 722
831 Maintenancs of Structures [ -
832 Maintenance of Resevois 3 167,523 % 111,316 § 51,846 § 4288 § - & - 3 -
a3 Main of Compressor Station Equipment $ 384,777 § 247,593 3 120691 & 11,052 § (353) % 3345 3 2,048
835 Main of Meas and Reg Sta, Equip $ 43810 $ 284978 § 13,523 $ 1,109 % - % - 5 -
836 Maln of Purificalion Equlp 3 122288 % 78815 % 38357 asi2 s {112 $ 1,063 % 851
837 Main of Other Equipment 3 58500 $ 38872 8 16,141 § 1487 § - % -3 -
Tolal Maintenance Labor $ 1057401 § 692181 § 324085 § 28,407 § {437) § 8351 % 4,764
$ 2548548 § 16680274 § 780704 % 69,803 § {1,421) S - 17714 § 10,475

Total Storage Labor
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Loulsville Gas and Electric
Gag CCOSS
{Salarias and Wages)
A5 Avallabla Firm

Residentlal Gommaorsial industrial Gas Sarvice Transportatio Spocial
Acct No. Account Descripflon Alloc Tatal {RGS) {CGS) {IGS) {AAGS) n Service {FT} Contracts (8P}
Transmission
8§50-867 Transmission Expenses $ 4Bl 7896 $§ 321473 § 150,026 § 12,298 3 - 8 - 8 -
Distribufion Expenses
Operation
870 Operation Supr and Engr -
871 Dist Load Bispatching 2718731 5§ 127873 § 65563 $§ 7216 8 2242 § 50624 § 265207
872 Compr. Station Labor and Exp. -
B73 Compr. Staflon Fuel and Power -

445847 3 317180 $ B2,787 § 8,038 3 1259 § 25829 3§ 12,514

B74.01 Other Malns/Serv, Expenses
874.02  lLeak Survey-Mams

874.03 L eak Survey - Service

874.04 Locate Maln per Request
B74.05  Check Stop Box Access

874.08  Patrolling Mains

B74.07 Check/Grease Valves

874.08  Opr. Cdor Eguipment

874.09 l.acate and Inspect Valve Boxes

B74.1 Cut Grass - Right of Way -
875 Meas and Reg Station Exp.- General 372188 % 205396 3 84,871 % 74655 % 2473 % 33881 § 28,011
878 Meas and Reg Station Exp.- indushiat 213,534 § 165,029 § 38468 § 2170 % 733§ 67142 § 392
877 Maas and Reg Stalion Exp. - City Gate 27,338 8 15086 S 6888 % 548 § 182 3% 2486 5 2,057
878 Meter and House Reg. Expense 5262 S 4066 $ 848 3 & % 18§ 168 $ 10
878 Customer instaliation Expanse 132416 & 102337 S 23855 § 1346 § 454 & 4181 § 243
880 Olher Expanses 1,173,513 § 836422 § 219849 15760 § 3895 & 68,344 3§ 31,743
881 Rants -

2848638 § 1773396 S 533,110 $ 40,598 $ 10,998 § 180362 $ 100,176

Total Operations Distribution Labar

R < BRBABANBBOBO ' DB AIBBNHDG

Tolal Operations Transmission: and Distribution Labor 3132434 § 2004868 § 683,136 3§ 52,896 % 10996 $ 180362 § 100176

Maintenance Expense — Distribution

885 Maintenance Supr and Engr $ -
888 Maintenance Structuras $ 24283 S 13400 S 8189 % 487 $ 161 $ 2217 8 1,827
887 Maintenance Mains $ 2,848,128
L/M Pressure
Pemand § 223085 3§ 1.18B405 § 565283 5 49,723 § 9847 3§ 215410 $ 94,427
Customer $ 389321 3 340252 § 28814 3 232 § 5 3 18 3 -
H Pressure
Demand s 331,862 § 183137 3 84580 % 6,657 % 2205 3 30,285 § 24,975
Custosmar $ 24850 % 22888 § 1839 % 6 % 18 5 & 1]
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Louisvitls Gas and Elactric
Gas CCOSS
{Salarles and Wages)
As Avaliabie Fim

Rosidontiai  Commercial Industrdal  Gas Sarvice Transporiatio Speciai
Acct. No. Account Description Allog Total {RGS) {CGS) (Gs) {AAGS) n Service (FT) Contracts (SP)
BEg Maintenance Comp. Station Equlp. 3 -
859 Malnlenance Mens and Reg. General $ 33208 % 18,326 $ 8485 $ 866 S 221 % 3032 § 2498
820 Maintenance Meas and Reg - Industdal $ 84,687 $ 48916 $ 11,6368 S 656 § 222§ 2038 § 118
891 Maintenance Meas and Reg.-City Gate 4 125868 § 80,454 § 32089 % 2525 § 836 % 11491 ¢ 9,472
892 Mairdenance Services S 521123 5 479614 § 40873 3 378 § 128 & 308 3 22
883 Maimenance Melers and House Reg. $ -
894 Mainteriance Other Equipment $ 117918 § 84,047 $ 2071 § 1584 § 361 8 6688 § 3,190
Total Malntenance Labor 5 3736107 5 2449441 § BO1,740 & 62924 3 13,587 S 271484 3 436,531
Total Transmission & Distibution Labor S 6808542 § 4544309 § 14848768 § 115821 § 24883 § 451846 3 236,707
Customor Accounts Expense
901 Superuision $ 370040 S 342320 § 32307 § 25852 % 227 % 1572 3§ 62
802 Meter Reading § 175603 § 150494 § 15,082 $ 1,480 % 106 $ 733 § ri: |
a03 Customer Records and Coliections § 1556484 § 1405694 $ 132,664 § 10481 § 833 § 5457 § 258
an4 Uncollectible Accounts s -
ag5 Mise. Cust Aceotint Expanses 3 70905 § 64,038 § 6,043 % 477 8 42 3 204 5 12
Total Cuslomer Accounis Labor $ 2,183033 § 1871544 § 186067 § 14700 § 1,308 § 9056 $ 359
Customar Service Expsnses
907910  Customer Service 3 88037 3 77871 & 7216 § 50 § 42 & 353 3 16
Sales Expenses
911.918  Sales Expenses 3 -
Administrative & General
92a Admin and Generaf Salaries § 26168333 $ 1823716 & 555,334 $ 45808 § 6174 5 122877 % 2425
921 Cffice Supplies and Expense 3 -
922 Admin. Expenses Transferred § (214389) § (140440} $ {45,506} § (3,754) § {508} § (10,069) § {5,1158)
923 Cutside Services Employed 3 -
924 Properly insurance $ -
925 injuries and Damages $ 8657 % 4640 $ 1413 § 17 8 B § 313 § 159
826 Empioyee Pensions and Banefis s -
827 Franchlse Requirement -] -
928 Reguiatory Commission Fee 3 -
928 Duplicate Chames -Credi 3 -
930.1 General Advertising Expense s -
930.2 Misc. General Expanse 5 -
831 Rents $ -
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t.oulsviila Gas and Elactric
Gas CCOSS
{Salaries and Wages)
As Avaliabla £l

Reskdentlal Commercial Industrlsl  Gas SBervlce Transportatic Special

Acct No. Account Description Alloc Total __{RGS) {CGS) {IGS) {AAGS} n Servics (FT) Contracts (SP)

835 Maintenance of General Plant $ 738636 § 521566 § 150,724 § 11,136 § 1952 § 35023 § 17,235

Total Admirstrative and General Labor $ 3147237 § 27200482 $ 681,865 S 53307 § 7636 3 148,143 % 74,704

364,983

Total Labor Expatise

$ 15313282 $ 10,680,820 $ 3244289 § 266315 § 3|44 5 7208523 %
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Loulsvilly Gan and Elschic
Gue Customer Cost Analysls

Reoldential
Groon Plant
360 Sorvices $ 126,648,285
381 Motere 5 17,068,163
382 Motor installations $ 7,250,423
303 House Regulstors $ 3,018,929
384 Houso Regulators Instatlatlons ¥ 4,094,586
Totat Gross Piant $169.128,396
Deprogiation Rozerve
380 Sepvicen 42,853,102
381 Moters 5,763.94p
382 Kotor Installations 2448481
383 House Rogulstors 1,289,083
384 Houee Rogulators Installations 1302140
Total Bepreclation Reserve $63.737,%44
Total Net Plant $105,380,452
Operation & Malntanance Expensoa
878 Meter and House Reg. Expense $14,623
878 Customer Installation Exponse $171,394
802 Mainlonance Sernvices $2,020.361
863 Malntenuncoe Meters gnd Mouse Reg. 30
902 Meter Rending 51,504,441
803 Cusiomer Raecords and Colection $3.518,377
Total CAM Expenses $7.250,185
Peprociation Exponsp
360 Services 5,386.735
38t Motors 520,536
382 Moter Instalintions 224 860
383 Hotine Rogulators 50,037
384 Houso Regulators ingtallations 85,868
Total Dapreciation Roserve $6,307.834
Revenue Raquiroment
PCT Cost  WGHT Cost
Inforest $2,582,066 .07 Debt 47.52% 6.16% 2.45%
Equity refum $6.530.890.92
Income Tax $3.039.824 Coftimen  52.48% 10.00% §.25%
Tolel  100.00% T 70%
Revenue For Religm $11452,781 28
O & M Exponsey §7.260,195
Depreciatlon Expense $6,307.834
Total Customer Revenue Requirement $25,050,811.08
Number of Bifs 1,580.880

Morthly Cost 5865



COMMONWEALTH OF KENTUCKY
BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:

APPLICATION OF LOUISVILLE GAS AND )
ELECTRIC COMPANY, INC. FOR AN ) CASE NO. 2008-00252
ADJUSTMENT OF ITS ELECTRIC AND GAS ) C/W

BASE RATES ) CASE NO. 2007-00564

AFFIDAVIT OF GLENN A. WATKINS

Commonwealth of Virginia )
)
)

Glenn A. Watkins, being first duly sworn, states the following: The
prepared Pre-Filed Direct Testimony, and the Schedules and Appendix attached
thereto constitute the direct testimony of Affiant in the above-styled case. Affiant
states that he would give the answers set forth in the Pre-Filed Direct Testimony
if asked the questions propounded therein, Affiant further states that, to the best

of his knowledge, his statements madg.are true and correct Further affiant saith
not.

Glenn A Watkms

SUBSCRIBED AND SWORN to before me tmsc?g“?iay of a;—}drzp, 2008,

g%é ARY PUBLIC

My Commission Expires:_ O3 / Bl ’ 1O
Registiotion H on0as
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