COMMONWEALTH OF KENTUCKY
BEFORE THE PUBLIC SERVICE COMMISSION
In the Matter of:

KENTUCKY INDUSTRIAL UTILITY

CUSTOMERS, INC.
CASE NO. 2018-00034

COMPLAINANT
V.

KENTUCKY UTILITIES COMPANY,
AND LOUISVILLE GAS AND
ELECTRIC COMPANY

DEFENDANTS

N N N N N N N N N N N N N

DIRECT TESTIMONY OF
KENT W. BLAKE
CHIEF FINANCIAL OFFICER
LOUISVILLE GAS AND ELECTRIC COMPANY
KENTUCKY UTILITIES COMPANY

Filed: January 29, 2018



10

11

12

13

14

15

16

17

18

19

20

21

22

23

INTRODUCTION

Please state your name, position, and business address.

My name is Kent W. Blake. | am the Chief Financial Officer for Kentucky Utilities
Company (“KU”) and Louisville Gas and Electric Company (“LG&E”) and an
employee of LG&E and KU Services Company, which provides services to LG&E and
KU (collectively “Companies”). My business address is 220 West Main Street,
Louisville, Kentucky, 40202. A complete statement of my education and work
experience is attached to this testimony as Appendix A. In my role, | have oversight
responsibility for accounting, financial and regulatory reporting, tax, payroll, corporate
finance, cash management, risk management, financial planning, forecasting and
budgeting, audit services, supply chain, information technology, and state regulation
and rates.

Have you previously testified before this Commission?

Yes. | have testified before the Commission on numerous occasions, most recently for
KU in its last base rate case, Application of Kentucky Utilities Company for an
Adjustment of its Electric Rates, Case No. 2016-00370, and for LG&E in its last base
rate case, Application of Louisville Gas and Electric Company for an Adjustment of its
Electric and Gas Rates, Case No. 2016-00371.

What is the purpose of your testimony?

Pursuant to the Commission’s Order of January 5, 2018 in Case No. 2017-00477, my
testimony presents and describes in detail the support for the Offer and Acceptance of
Satisfaction which the parties are requesting the Commission approve for the

disposition of this case. On January 25, 2018, the Commission issued an Order
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separating Case No. 2017-00447 into utility-specific proceedings. The Commission
established Case No. 2018-00034 for the complaint proceeding against KU and LG&E.
Please briefly describe the recently enacted Tax Cuts and Jobs Act.

The Tax Cuts and Jobs Act (“Tax Act”) was enacted on December 22, 2017. Despite
the adverse consequences on the Companies’ cash flows and adverse earnings and cash
flow impacts on the Companies’ parent company, LG&E and KU and their parent
company actively supported the passage of the Tax Act, as it is beneficial to customers
and the economy. The Tax Act reduces the maximum federal corporate income tax
rate from 35% to 21% effective January 1, 2018. The Tax Act also includes other
changes which will currently or ultimately impact the Companies including the
elimination of bonus depreciation and the corporate alternative minimum tax (“AMT”)
provision and the repeal of various other deductions including the Section 199 domestic
manufacturing deduction. The Tax Act retains the corporate deduction for state income
taxes and the interest deductibility for utilities, and provides modifications for how
companies can still utilize net operating losses and existing AMT credit carryforwards.
Please describe the impact of the Tax Act on accumulated deferred income taxes
(“ADIT”).

The Companies and their customers have long benefited from accelerated depreciation
deductions for tax purposes where the amount of depreciation deducted on federal
income tax returns is greater than the amount of depreciation recorded for book
purposes. The accumulated difference reduces the capitalization of the Companies
which lowers the revenue requirement for customers. This accumulated difference is

reflected on the balance sheet of the Companies as deferred income taxes and, prior to
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the Tax Act, was based on the 35% federal corporate income tax rate. With a reduction
in the federal corporate income tax rate to 21%, the amount that would have ultimately
been reversed in favor of the Internal Revenue Service (“IRS”) is lowered. The
Companies will amortize this excess ADIT and return such amounts to their customers
using the Average Rate Assumption Method (“ARAM?”) for such property-related
ADIT as required by the Tax Act.! The Companies have reclassified and recorded the
excess deferred taxes as a regulatory liability as they closed their books for the year
ended December 2017. The Tax Act does not specify a method for the amortization of
other non-property-related ADIT, so that matter was negotiated with the parties to this
case. Excess deferred taxes for non-property-related ADIT items will also be
reclassified to the regulatory liability.

In addition to the regulatory liabilities the Companies established for the excess
deferred accumulated taxes, will the Companies create any other regulatory
liabilities to reflect the Tax Act?

Yes. In addition the regulatory liabilities associated with the excess deferred
accumulated taxes, the Companies will also record a regulatory liability for the
reduction in the federal corporate income tax rate under the Tax Act as directed by the
Commission’s December 27, 2017 order.

OFFER AND ACCEPTANCE OF SATISFACTION

Did the Companies tender an Offer of Satisfaction to resolve the issues raised in

the KIUC Complaint?

! Tax Cuts and Jobs Act § 13001(b)(6)(A), amending § 1561(d)(2) - (d)(3)(B), H.R. 1, Public Law 115-97, 131
Stat. 2054 (Dec. 22, 2017).
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Yes. On January 8, 2018, LG&E and KU each filed an Answer and Offer of
Satisfaction. The Companies also filed a joint motion requesting an informal
conference to discuss the Answer and Offer of Satisfaction. An informal conference
for the purpose of discussing the Answers and Offers of Satisfaction and the possibility
of settlement took place on January 17, 2018 at the offices of the Commission. The
informal conference was extended to and resumed on January 22, 2018. At the
informal conference, a number of procedural and substantive issues were discussed,
including potential settlement of all issues in the KIUC Complaint related to LG&E
and KU. Representatives for the Companies, KIUC, Attorney General, and
Commission Staff attended both conferences.

Did the KIUC and the Attorney General accept an offer of satisfaction of KIUC’s
Complaint from the Companies?

Yes. The Companies, KIUC, and the Attorney General reached the Offer and
Acceptance of Satisfaction after the conclusion of the informal conferences on January
17 and 22, 2018. The Parties agree that the Offer and Acceptance of Satisfaction is a
fair, just, and reasonable resolution of the KIUC Complaint and meets the directives of
the Commission’s Order dated December 27, 2017 in Case No. 2017-00477. The Offer
and Acceptance of Satisfaction is attached to my testimony as Exhibit KWB-1.
Through what means will customers receive the estimated benefits of the Tax Act?
The benefit to customers will be provided in two forms. First, the Companies’ various
rate mechanisms, most notably their Environmental Cost Recovery (“ECR”)
Surcharges, will be adjusted to reflect the impact of the Tax Act beginning in March

based on a January expense month. Second, the Companies will provide a surcredit to
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provide the base rate benefits of the Tax Act to customers as soon as administratively
possible until such times as the Companies’ retail rates are reset through base rate cases.

The surcredit will be labeled Tax Cuts and Jobs Act Surcredit (“TCJA Surcredit”), and

the calculations filed with the Offer and Acceptance of Satisfaction assumes the TCJA
Surcredit will appear on customer bills starting in April, 2018. It is important to note
that, while the TCJA Surcredit will not appear on customer bills until April, it is based
on the benefits of the Tax Act from its inception January 1, 2018, through April 30,
2019, the day before base rates are expected to change following base rate case
proceedings. The bill credits identified reflect the estimated 16-month savings returned
over a 13-month billing period. The regulatory liabilities | previously described allow
the Companies to provide these bill credits over a 13-month billing period for the
estimated 16-month savings period.

Please summarize the estimated benefits to be distributed to customers.

A summary of the estimated benefits of the Tax Act is included in Article I, Section
1.1 of the Offer and Acceptance of Satisfaction. For KU, the estimated benefits to be
distributed to customers are $91,290,656, with $70,180,255 taking the form of the
TCJA Surcredit. For LG&E, the estimated benefit for electric customers is
$68,934,450, including $48,993,021 from the TCJA Surcredit. For LG&E gas
customers, the estimated benefit is $16,663,609, mainly in the form of a TCJA
Surcredit estimated at $16,299,321. In total, the Companies will distribute an estimated
$176,888,715 to customers for services rendered on and after April 1, 2018 to April 30,
2019, and, as I will discuss, through the ECR mechanisms beginning March 2018.

What is the bill impact for the average residential customer?
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The Companies estimate the bill impact for the TCJA Surcredit to be a 4.2% reduction
for the average KU residential customer, a 4.3% reduction for the average LG&E
electric residential customer, and a 3% reduction for the average LG&E gas residential
customer.? Beginning with March 2018 billings, there will also be an estimated 1.0%
and 1.3% reduction in the ECR mechanism billing factor for KU and LG&E residential
customers, leading to an estimated total bill reduction of 5.1% for the average KU
residential customers and 5.6% for the average LG&E electric residential customer.
Exhibit KWB-2 details this calculation.

What is the amount of the TCJA Surcredit?

As provided in Article 11, Section 2.1 of the Offer and Acceptance of Satisfaction, the
Companies will establish monthly energy credits on the electric bills of their Kentucky

retail customers as follows:

Residential Tariff Non-Residential Tariff
KU $(0.00415) / kwh $(0.00323) / kWh
LG&E Electric $(0.00444) | kwh $(0.00344) / kwh

LG&E will establish a monthly energy credit on the gas bills of its Kentucky retail
customers in the amount of $(0.03384) per Ccf. The monthly energy credits will be
applied on Kentucky retail electric and gas customer bills for services rendered on and
after April 1, 2018 and continue through April 30, 2019.

Why would the TCJA Surcredit end on April 30, 2019?

2 The Companies used 1179 kwWh for a KU residential customer, 957 kWh for an LG&E electric residential
customer, and 55 Ccf for an LG&E gas customer to derive the bill impacts.

6
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LG&E and KU expect to file for a change in their base rates no later than September
28, 2018 to address various changes in the supply resources and load of the Companies
including the expiration of the Capacity Purchase and Tolling Agreement with
Bluegrass Generation, the retirement of Brown Units 1 and 2 and the departure of nine
municipal wholesale customers from the KU system. That case would also incorporate
the effects of the Tax Act and other changes in revenue requirements. Base rates are
expected to be reset effective May 1, 2019 based on a forecasted test year of May 1,
2019 to April 30, 2020. The Companies proposed changes in base rates and the base
rates that the Commission approves in those rate cases will fully reflect the impact of
the Tax Act. As a result, the base rate credits will no longer be necessary after the next
rate case or in the unlikely event that the Companies place the proposed rates into effect
subject to refund on May 1, 2019 subject to the Commission’s final orders.

Will the monthly energy credit continue beyond April 30, 2019 if new base rates
do not take effect on May 1, 2019?

Yes, if the Commission has not approved new base rates by May 1, 2019, and the
Companies have not placed their proposed base rates into effect subject to refund. As
provided in Article I11, Section 3.1 of the Offer and Acceptance of Satisfaction, in the
event that new base rates for the Companies do not take effect on May 1, 2019, the
Companies will continue to impose on the bills of their electric customers the TCJA

Surcredit, but in an annualized amount, until such time as new base rates take effect:

Residential Tariff Non-Residential Tariff
KU $(0.00337) / kwWh $(0.00262) / kwWh
LG&E Electric $(0.00360) / kwWh $(0.00280) / kwh
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In the event that new base rates for LG&E’s gas customers do not take effect on May
1, 2019, LG&E will continue to impose the TCJA Surcredit, but in an annualized
amount, until such time as new base rates take effect in the amount of $(0.02750) per
Ccf.

The bill credits identified here are lower than those that will be implemented
prior to May 1, 2019 because the credits through April 30, 2019 reflect estimated 16-
month savings returned over a 13-month billing period. The credits will be reduced
May 1, 2019, to reflect an annual savings estimate.
Please describe how the TCJA Surcredit was calculated.
Exhibit KWB-3 shows an overall financial summary of the estimated benefits of the
Tax Act to be provided to customers through all components of the bill and is consistent
with that shown in Section 1.1 of the Offer and Acceptance of Satisfaction. The
calculations of the TCJA surcredit for KU, LG&E Electric, and LG&E Gas follow
identical calculation processes. The specific calculations for KU, LG&E Electric, and
LG&E Gas are attached to my testimony as Exhibits KWB-4, KWB-5 and KWB-6,
respectively. | detail the specific calculations in Exhibits KWB-4, KWB-5, and KWB-
6 by rows below.
Rows 1-5

Row 1 reflects the adjusted jurisdictional capitalization of each utility from the
Companies’ most recent rate cases and then brings that forward to the 16-month period
for which the impact of the Tax Act is being calculated, that being from its inception
on January 1, 2018 until the Companies expect their base rates to be reset on May 1,

2019. The supporting calculations of these amounts are included as pages 2-4 of
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Exhibit KWB-4 for KU and pages 2-3 of Exhibits KWB-5 and KWB-6 for LG&E
Electric and LG&E Gas. The adjustments are those typically found in base rate cases
and include the removal of non-utility capitalization and other rate mechanisms. The
jurisdictional factor used to adjust the per books capitalization of KU to the amounts
under the Commission’s jurisdiction and the jurisdictional factor used to allocate
LG&E’s per books capitalization to its electric and gas operations are consistent with
those used in the Companies’ last base rate cases. The increase in KU and LG&E
Electric’s capitalization and the decrease in LG&E Gas’s capitalization include the
estimated amounts to be distributed to customers per Exhibit KWB-3 and the estimated
increase in cash taxes paid to the IRS under the Tax Act.

Prior to the Tax Act, both KU and LG&E had a tax net operating loss
carryforward and thus were not cash taxpayers. With the Tax Act, both KU and LG&E
are expected to be cash taxpayers for this period. The estimated amounts to be returned
to customers for this period represent an additional cash outlay resulting from the Tax
Act that did not exist before. Put simply, the estimated $176.9 million to be returned
to customers is a reduction in cash revenues received from customers without a
corresponding reduction in cash expenses.

Row 2 reflects the weighted average cost of capital for each of the Companies
with the forecasted period of January 1, 2018, through April 30, 2019, adjusted to
reflect the new blended federal and state income tax rate of both Companies. The
calculation of this amount is also shown on page 2 of Exhibits KWB 4-6. The capital
structure and the authorized return on equity used for each of the Companies is that

approved in the Companies’ most recent rate case. The weighted average cost of short-
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term and long-term debt were updated to reflect current market interest rates for the
forecast period and is detailed for KU on pages 5-6 of Exhibit KWB-4 and pages 4-5
of Exhibits KWB-5 and KWB-6 for LG&E Electric and LG&E Gas, respectively. The
calculation of the blended effective tax rate used to incorporate the Tax Act is included
on page 7 of Exhibit KWB-4 and page 6 of Exhibits KWB-5 and KWB-6. It reflects
the reduction of the corporate federal income tax rate from 35% to 21%, the effect of
that on the state income tax deduction benefit and the elimination of the Section 199
deduction.

Row 3 “Required Annual Operating Income” represents the product of Rows 1
and 2 and shows the annual revenue requirement of the Companies before considering
excess ADIT. Since Row 3 represents an annual revenue requirement and it is being
applied to the 16-month period ending April 30, 2019, it is multiplied by 1.33 on Row
4 (which is 16/12 months) to arrive at the 16-month reduction in the revenue
requirement shown on Row 5.

Rows 6-10

Rows 6-10 then add the amortization of excess ADIT to the amount calculated
on Row 5. Row 6 represents the amortization of property-related excess ADIT using
the ARAM method and the underlying vintage property records of the Companies as
required by the Tax Act. Row 7 represents the amortization of non-property-related
excess ADIT using a 15-year straight line method. The parties agreed to use a 15-year
amortization period because these excess ADIT balances are largely driven by

differences in book and tax accounting for pension expense. In Case Nos. 2014-00371

10
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and 2014-00372,2 amortization of actuarial gains and losses in the Companies’ pension
expense was set at 15 years and that ratemaking treatment was carried forward in Case
Nos. 2016-00370 and 2016-00371. The parties agreed to the use of this amortization
period with awareness of the strain that the Tax Act is placing on the credit metrics and
ratings of utilities across the country. Row 8 totals the amortization from Rows 6 and
7. All amounts represent 16-months of excess ADIT amortization, and such amounts
have been jurisdictionalized. In order to translate this amortization into a revenue
requirement impact, it is grossed up for taxes using the post-Tax Act blended federal
and state income tax rate on Rows 9 and 10.
Rows 11-13

The revenue requirement reduction due to the Tax Act from Rows 5 and 10 is
then summed in Row 11. That amount is divided by the kWh or Ccf annual billing
determinants from the Companies’ most recent base rate cases multiplied by 13/12
months to reflect the 13-month billing period of April 1, 2018, through April 30, 2019,
during which the TCJA Surcredit will be in effect. The resulting per kwh or per Ccf
charge is reflected in Row 13.
Please explain the different TCJA Surcredit factors and allocated estimated
benefits of the Tax Act for residential and non-residential customers shown on
page 1 of Exhibits KWB-4 and KWB-5 for the two electric utilities.
The last two columns on each of these pages splits the estimated reduction in revenue

requirements between residential and non-residential customer classes proportionately

% In the Matter of: Application of Kentucky Utilities Company for an Adjustment of its Electric Rates, Case No.
2014-00371, Order at 5 (Ky. PSC June 30, 2015); In the Matter of: Application of Louisville Gas and Electric
Company for an Adjustment of its Electric and Gas Rates, Case No. 2014-00372, Order at 5 (Ky. PSC June 30,

2015).
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using the percentage of revenues provided by each group per the Companies’ last base
rate cases. Those allocated dollar amounts of benefits are then divided by the annual
billing determinants for each group from the Companies’ last base rate cases and are
adjusted to reflect the 13-month billing period of the TCJA Surcredit to get a different
surcredit for each group as shown in the last two columns of Row 13. This allocation
methodology was agreed to by all parties to the case and provides a larger share of the
estimated benefits of the Tax Act to residential customers since that customer class
makes up a larger percentage of revenues than it does kWh consumed given its relative
rate design.
Does the Offer and Acceptance of Satisfaction also provide a share of the benefits
of the Tax Act with customers through the Companies’ rate mechanisms?
Yes. As shown in Article IV of the Offer and Acceptance of Satisfaction, customers
will also receive credits through the Companies’ rate mechanisms, such as the ECR
surcharge, Demand Side Management (“DSM”) mechanism, and LG&E’s Gas Line
Tracker (“GLT”). These rate mechanisms have embedded procedural provisions to
provide a true-up of actual tax rates and associated rate base amounts. The Companies
will employ these procedural mechanisms to return the benefits of the Tax Act
associated with the cost of the facilities recovered through the mechanisms to
customers.

With regard to the Companies’ ECR surcharges, the Commission’s December
19, 2017 Orders in Case Nos. 2017-00266 and 2017-00267 approved an overall WACC
of 10.33 percent (KU) and 10.34 percent (LG&E) for use in all monthly environmental

surcharge filings beginning with the December 2017 expense month. Because the Tax
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Act was not enacted at the time the orders were issued, the Orders did not reflect the
impact of the lower corporate federal income tax rate. In separate filings, the
Companies requested the Commission modify the tax gross-up for the WACC to reflect
the changes in the Tax Act effective with the expense month of January 2018 for the
ECR surcharge, resulting in an overall grossed-up rate of return of 8.84 percent (KU)
and 8.83 percent (LG&E).* In Orders dated January 24, 2018, the Commission granted
the Companies’ motions for reconsideration and determined that the WACC should be
adjusted as proposed by the Companies. The Companies will use the WACC, the
income tax gross-up factor, and the overall grossed-up rate of return authorized by the
Commission’s January 24, 2018 orders in Case Nos. 2017-00266 and 2017-00267
effective for the ECR expense month of January 2018 for billings beginning with the
March 2018 billing cycle. In addition, in their next ECR review cases, the Companies
will propose to modify the ECR Forms to account for the return of the excess deferred
taxes.

The Companies also will take timely and comparable actions with respect to the
calculation of their other rate mechanisms. With regard to the DSM mechanism, the
2018 tariff filings have already been approved. The Companies will incorporate the
Tax Act changes into their 2018 DSM rates when they make their balancing adjustment

filings at the end of February 2018 with new rates effective April 1, 2018. For its GLT,

4 In the Matter of: An Electronic Examination by the Public Service Commission of the Environmental
Surcharge Mechanism of Kentucky Utilities Company for the Two-Year Billing Period Ending April 30, 2017,
Case No. 2017-00266, Order (Ky. PSC Jan. 24, 2018); In the Matter of: An Electronic Examination by the
Public Service Commission of the Environmental Surcharge Mechanism of Louisville Gas and Electric
Company for the Two-Year Billing Period Ending April 30, 2017, Case No. 2017-00267, Order (Ky. PSC Jan.
24, 2018).
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LG&E will include the effect of the Tax Act changes in the 2018 annual filing being
made at the end of February 2018 with rates effective May 1, 2018.

TCJA Surcredit Tariffs

Are the Companies proposing new rate schedules to reflect the TCJA Surcredit?
Yes. Attached as Exhibit KWB-7 are proposed tariff sheets for KU, LG&E Electric
and LG&E Gas to implement the TCJA Surcredit adjustment clause. LG&E will also
modify the special contract with the Louisville Water Company so that the TCJA
Surcredit will apply in the same manner as all tariffed rate schedules.

Is there a need for a “true-up” to either the TCJA Surcredit or other rate
mechanisms as it relates to the benefits of the Tax Act?

No. The estimated benefits to be provided to customers through the TCJA Surcredit
represent a calculation of the impact on the revenue requirement with most provisions
of that calculation being tied back to the Companies’ last base rate cases. The parties
agreed that other changes in adjusted net operating income should not be considered.
The most significant and likely change in the ultimate amount of benefits provided by
the TCJA Surcredit would be a difference in the actual amounts of energy consumption
for the 13-month billing period relative to the assumptions in the Companies’ last base
rate case. However, all else being equal, a higher or lower amount of energy
consumption would raise or lower the taxable income of the Companies. In either case,
it is reasonable that the actual amounts provided by the TCJA Surcredit would also be
higher or lower as the benefits of the Tax Act would also be higher or lower. With

respect to other rate mechanisms, they have established mechanisms for timely true-
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ups for changes in rate base and the weighted average cost of capital, inclusive of the
new corporate federal income tax rate.

CONCLUSION AND RECOMMENDATION

What is your conclusion and recommendation to the Commission?

I recommend that the Commission accept the Companies’ Offer and Acceptance of
Satisfaction as the disposition of this case. The Offer and Acceptance of Satisfaction
has been accepted by all parties in this case and allows customers to begin to receive
the benefits of the Tax Act as quickly as administratively possible. The Companies
request the Commission to issue an order approving the Offer and Acceptance of
Satisfaction by February 16, 2018. This will allow the Companies the necessary time
to program and test their billing system to implement the TCJA Surcredit for service
rendered on and after April 1, 2018.

Does this conclude your testimony?

Yes, it does.

15
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COMMONWEALTH OF KENTUCKY )

) SS:
COUNTY OF JEFFERSON )

The undersigned, Kent W. Blake, being duly sworn, deposes and says he is the Chief
Financial Officer for Kentucky Utilities Company and Louisville Gas and Electric Company
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the matters set forth in the foregoing testimony, and the answers contained therein are true
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KENT W. BLAKE

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

State, this _day of January 2018.
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LG&E and KU Energy LLC (f/k/a E.ON U.S., LG&E Energy LLC)
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Director, State Regulation and Rates Director,
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Director, Business Development 2002-2003
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Mirant Corporation (f/k/a Southern Company Energy Marketing) 1998-2002
Senior Director, Applications Development
Director, Systems Integration
Trading Controller

LG&E Energy Corp.
Director, Corporate Accounting and Trading Controls 1997-1998

Arthur Andersen LLP 1988-1997
Manager, Audit and Business Advisory Services
Senior Auditor
Audit Staff

Education/Certifications

University of Kentucky, B.S. in Accounting
Certified Public Accountant, Kentucky
Leadership Louisville, 2007

Current Professional and Community Affiliations

American Institute of Certified Public Accountants

Kentucky State Society of Certified Public Accountants

Edison Electric Institute

Metro United Way, Board Chair Elect

University of Louisville College of Business, Board of Advisors
Louisville Downtown Development Corporation, Board Member



Exhibit KWB-1
Page 1 of 11

OFFER AND ACCEPTANCE OF SATISFACTION

This Offer and Acceptance of Satisfaction is entered into this 29th day of January 2018 by
and between Kentucky Utilities Company (“KU”); Louisville Gas and Electric Company
(“LG&E”) (collectively, “the Utilities”); Kentucky Industrial Utility Customers, Inc. (“KIUC” or
“Complainant™); and the Attorney General of the Commonwealth of Kentucky, by and through the
Office of Rate Intervention (“AG”). (Collectively, the Utilities, KIUC, and AG are the “Parties.”)

WITNESSETH:

WHEREAS, on December 21, 2017, KIUC filed with the Kentucky Public Service
Commission (“Commission”) its Complaint and Petition for the Establishment of a Regulatory
Liability to Provide Customers a Rate Reduction Because of Tax Expense Savings (“Complaint™);

WHEREAS, on December 22, 2017, the legislation known as the Tax Cuts and Jobs Act,
H.R. 1, Public Law 115-97, 131 Stat. 2054 (Dec. 22, 2017)(“Tax Act”) was signed into law and
took effect;

WHEREAS, on December 27, 2017, the Commission issued an order with a determination
that KIUC’s Complaint had established a prima facie case and opened Case No. 2017-00477;

WHEREAS, the Commission has granted full intervention in Case No. 2017-00477 to the
AG;

WHEREAS, on January 25, 2018, the Commission issued an order separating Case No.
2017-00477 into three separate, utility-specific complaint proceedings. The Commission
established a combined complaint case for KU and LG&E and assigned it Case No. 2018-00034
(the “Complaint Proceeding™);

WHEREAS, an informal conference for the purpose of discussing the Answers and Offers
of Satisfaction filed by Utilities and the possibility of settlement, attended by representatives of

the Parties and the Commission Staff, took place on January 17 and 22, 2018, at the offices of the



Exhibit KWB-1
Page 2 of 11

Commission, and during which a number of procedural and substantive issues were discussed,
including potential settlement of all issues pending before the Commission in the Complaint
Proceeding;

WHEREAS, the Parties hereto unanimously desire to satisfy all the issues pending before
the Commission in the Complaint Proceeding;

WHEREAS, it is understood by all Parties hereto that this Offer and Acceptance of
Satisfaction is subject to the approval of the Commission, insofar as it constitutes an agreement by
the Parties for satisfying KIUC’s Complaint and the Complaint Proceeding, and, absent express
agreement stated herein, does not represent agreement on any specific claim, methodology, or
theory supporting the appropriateness of any proposed or recommended adjustments to Utilities’
rates, terms, or conditions;

WHEREAS, all of the Parties agree that this Offer and Acceptance of Satisfaction, viewed
in its entirety, is a fair, just, and reasonable resolution of all the issues in the Complaint Proceeding;
and

WHEREAS, the Parties believe sufficient and adequate data and information in the record
of this proceeding support this Offer and Acceptance of Satisfaction, and further believe the
Commission should approve it and dismiss the Complaint Proceeding as required by 807 KAR
5:001, Section 20(2);

NOW, THEREFORE, for and in consideration of the promises and conditions set forth
herein, Utilities make the following offer of satisfaction pursuant to KRS 278.260 and 807 KAR

5:001, Section 20(2), which the KIUC and AG accept:
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ARTICLE I. TAX ACT BENEFITS

1.1.  From April 1, 2018 to April 30, 2019, the estimated amount of benefits of the Tax

Act to be distributed by Utilities as provided in this Offer and Acceptance of Satisfaction are as

follows:
LINE
NO. TOTAL
DESCRIPTION KU LG&E/ELECTRIC LG&E/GAS CREDITS
$ $ $ $
1 BASE RATE CREDIT MECHANISM (70,180,255) (48,993,021) (16,299,321)  (135,472,597)
2 ENVIRONMENTAL SURCHARGE (ECR) (21,002,921) (19,852,212) (40,855,133)
3 GAS LINE TRACKER (GLT) (364,288) (364,288)
4 DEMAND SIDE MANAGEMENT (DSM) (107