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Re: CaseNo. 2015-00020andCaseNo. 2015-00021

Attached is a copy of a memorandumwhich is beingfiled in the record of the
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the contents of thememorandum,please do sowithin five days of receipt of thisletter.
If you have any questions, please contact JebPinney,StaffAttorney, at (502) 782-2587.
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INTRA-AGENCY MEMORANDUM

KENTUCKY PUBLIC SERVICECOMMISSION

TO: Main CaseFiles 2015-00021and 2015-00020

FROM: J.E.B. Pinney, Staff Attorney

DATE: April 20,2015

SUBJECT: CaseNo. 2015-00021:An Examinationbytfie Public ServiceCommission
of the EnvironmentalSurchargeMechanism ofLouisville Gasand Electric
Company for theSix-Month Billing Period EndingApril 30, 2014

And

CaseNo. 2015-00020:An Examination by the Public Service Commission
of the Environmental Surcharge Mechanism of Kentucky Utilities
Company for theSix-Month Billing PeriodEndingApril 30, 2014

On March 12, 2015,Commission Staff, and representativesfrom Kentucky
Utilities Company ("KU") and Louisville Gas and Electric Company ("LG&E")
(collectively the "Companies") participated in aninformal conference at the
Commission'soffices. Acopy of thesign-in sheetof thosewho participatedis attached.

The purpose of theinformal conference was todiscuss the Companies'
testimonies andresponsesto the first round of data requestsfiled as part of the
Commission's review of the Companies'environmental surcharge mechanism.
Attachedto thismemorandumis a handoutdistributedby the Companies thatprovided
an overview of theirfilings in thesecases.The Companiesnoted that bothKU & LG&E
had over-recoveriesfor the review period. KU proposed atwo-monthdistribution period
and LG&E proposeda one-monthdistribution period of theirover-recoveries.

The Companies also discussed the Companies' utilization of bonus tax
depreciationfor 2014 and the resulting impact on income taxratesdue to loss of the
Section 199 deduction and the gross-up revenue factor usedin rate of return
calculations. Staff asked a fewclarifying questions related to bonus tax depreciation and
the Section 199deduction,as well as theCompanies'Staff asked afew clarifying
questionsrelatedto testimonyanddataresponses.

Thereafterthe conferenceconcluded.
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COMMONWEALTH OF KENTUCKY

BEFORETHE PUBLIC SERVICECOMMISSION

In the Matterof:

AN EXAMINATION BY THE PUBLIC SERVICE

COMMISSION OF THE ENVIRONMENTAL

SURCHARGEMECHANISM OF LOUISVILLE

GAS & ELECTRIC COMPANY FORTHE SIX-
MONTH BILLING PERIOD ENDING APRIL 30,
2014AND OCTOBER31, 2014

AN EXAMINATION BY THE PUBLIC SERVICE

COMMISSION OF THE ENVIRONMENTAL

SURCHARGEMECHANISM OF KENTUCKY

UTILITIES COMPANY FORTHE SIX-MONTH
BILLING PERIODSENDING APRIL 30, 2014
AND OCTOBER31, 2014
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ECR Review
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and2015-00021
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Overview

Review Period:

- Two six-monthperiodsfor expensemonthsof September
2013throughFebruary2014andMarch2014through
August2014

- ECRPlansin effect- 2009and2011

Impactsto Rateof ReturnCalculation:
- BonusTaxDepreciation
- Gross-upRevenueFactor
Next Steps
Appendix
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Over/(Under)Reconciliation

CombinedOver/(Under)Recovery

Due to Changein Rateof Return

Useof 12-MonthAverageRevenues(Note1)

Total

KU

$1,478,110

(1,998,164)

3,476.274

$1.478.110

LG&E

$325,553

(686,273)

1.011.826

$325.553

A/ofe 7: The12-monthperiod reflects weatherthatwas more severe thantypical, includingthe polar
vortex,for KU for the billingmonthsofJanuary, FebruaryandMarch2014,-andweatherthatwas
warmerthantypical forLG&E for the billingmonthsofJulyandSeptember2014.
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Over/(Under)RecoveryPosition

' KU - over-recoveryposition
- Total over-recovery forthe two 6-monthperiodsIs$1,478,110
- Calculatedasof theendofeach6-monthexpenseperiod

(Feb-14/ Aug-14)
- Recommenddistributionover2 months
- Impactto residentialcustomerusing1,247kWh/moIs ($0.65)per

month

' LG&E - over-recoveryposition
- Total over-recovery forthe two 6-monthperiodsis $325,553
- Calculatedasof theendof each6-monthexpenseperiod

(Feb-14/Aug-14)
- Recommenddistributionover1 month

- Impactto residentialcustomerusing984kWh/mo Is ($0.37)per
month

Mfyc
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BonusTax Depredation

In December2014,the2014Tax IncreasePrevention
Act ("ACT") waspassedinto law.
- TheAct includedanextensionof 50%bonustaxdepreciotion

for qualifiedpropertypiocedinto servicebeforeJanuary1,
2015.

-Asaresuitofbonustaxdepreciation,KU andLG&E wili incur
tax iossesin 2014andwiii beunableto takethe IRSSection

199ManufacturingTaxDeduction.
- The iossof theSection199deductionresuitsin an increasein

KU andLG&E's effectiveincometaxrates,thereby,increasing
thegross-uprevenuefactorusedin therateof return
calculations.
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Impactto Gross-upRevenueFactor

•Commission'spastpracticehasbeento recognize
impactsto thegross-uprevenuefactorcalculations
resultingfrom changesto tax laws.

• Proposeuseof effective incometax ratesfor the
rateof returntrue-upcalculationsasfollows:

- 35.6937%for September-December2013expensemonths,
includesSection199deduction,-

- 38.6660%forJanuary-August2014expensemonths,excludes
Section199deduction.
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Rateof ReturnGoing Forward

Continueduseof 10.25%returnon equity
- Consistentwith theCommission'srecentOrdersin CaseNos.

2012-00221and2012-00222(mostrecentbaseratecases
affirming theROEfor ali Plansfor ECRpurposes,Orders
issuedDecember20,2012)

- Overallrateof returnestablishedbasedon capitalizationfor
themonthendedAugust2014(endofexpenseperiod)and
useof the2015gross-uprevenuefactor(35.6937%)that
includestheSection199manufacturingtaxdeduction
• 10.15%for KU

• 10.07%for LG&E
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Recommendations- KU and LG&E

Approvedistributionof over-recoverypositions:
- KU over-recoveryof$1,478,110overa twomonthperiod
- LG&E over-recoveryof$325,553overa onemonthperiod

Find environmentalsurchargeamountsfor the billing
periodsendingApril 2014andOctober2014justand
reasonable

Approvethe useof an overall rateof returnon capital
usinga returnon equityof 10.25%beginningin the
secondbilling monthfollowing theCommission'sOrder
-10.15%for KU

-10.07%for LG&E
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Next Steps

ProceduralSchedule

• All additionalrequestsfor information
to KU andLG&E March19

• KU andLG&E shallfile responses April 2
• Intervenortestimony,If any, to befiled April 74

• All requestsfor informationto intervenors April22
• Intervenorsshallfile responses May1

• Lastdayfor KU andLG&E to requesta hearingor
submitthecasefor decisionbasedon therecord. May 8
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Appendix
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 *Denotes Served by Email                                         Service List for Case 2015-00021

*Robert Conroy
LG&E and KU Energy LLC
220 West Main Street
Louisville, KENTUCKY  40202

*Louisville Gas and Electric Company
220 W. Main Street
P. O. Box 32010
Louisville, KY  40232-2010

*Louisville Gas and Electric Company
220 W. Main Street
P. O. Box 32010
Louisville, KY  40232-2010

*Rick E Lovekamp
Manager - Regulatory Affairs
LG&E and KU Energy LLC
220 West Main Street
Louisville, KENTUCKY  40202

*Ed Staton
LG&E and KU Energy LLC
220 West Main Street
Louisville, KENTUCKY  40202

*Ed Staton
VP - State Regulation and Rates
Louisville Gas and Electric Company
220 W. Main Street
P. O. Box 32010
Louisville, KY  40202

*Honorable Allyson K Sturgeon
Senior Corporate Attorney
LG&E and KU Energy LLC
220 West Main Street
Louisville, KENTUCKY  40202


