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Please state your name, title, and business address.
My name is Derek A. Rahn. | am the Manager, Revenue Requirement COS for
Kentucky Utilities Company (“KU” or “Company”) 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.
Have you previously testified before this Commission?
Yes. | have previously testified before this Commission in proceedings concerning the
Companies’ fuel adjustment clauses, environmental cost recovery (“ECR”) surcharge
mechanisms, and the 2016 ECR compliance plan proceeding (Case No. 2016-00026
(KU) and Case No. 2016-00027 (LG&E)).
Are you sponsoring any exhibits?
Yes. Provided in Exhibit DAR-1 are revisions to the September 2017 through February
2018 Monthly ES Forms. These revisions reflect:
(1) the reduction in the Kentucky state corporate income tax rate from 6 percent to
5 percent effective retroactive to January 1, 2018%;
(2) the Internal Revenue Service “IRS” filing Docket No. 2018-16716 filed August
3, 2018, retroactive to September 27, 2017, the month under which this review

period starts.

a L The Kentucky corporate income tax rate was reduced from 6% to 5%, as enacted by House Bill 487, effective January 1, 2018.
y
House Bill 487 became law on Apl’“ 27, 2018.
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(3) a correction reflected on ES Form 2.10, as it pertains to the balances on the
retirement line for Eligible Accumulated Depreciation and Deferred Tax
Balances.
These revisions are used in the calculation of the true-up in this case.
What is the purpose of this proceeding?
The purpose of this proceeding is to review the past operation of KU’s environmental
surcharge during the six-month billing period ending April 30, 2018 and determine
whether the surcharge amounts collected during the period are just and reasonable.
What is the purpose of your testimony?
The purpose of my testimony is to summarize the operation of KU’s environmental
surcharge during the billing period under review, demonstrate that the amount collected
during the period was just and reasonable, present and discuss KU’s proposed
adjustment to the Environmental Surcharge Revenue Requirement based on the
operation of the surcharge during the period and explain how the environmental
surcharge factors were calculated during the period under review.

I will also explain the updates required to the expense months of September
2017 through February 2018 to reflect the reduction in the Kentucky state corporate
income tax rate, “IRS” filing Docket No. 2018-16716, correction for retirements
associated with Accumulated Depreciation on the ECR mechanism
Please summarize the operation of the environmental surcharge for the billing
period included in this review.
KU billed an environmental surcharge to its customers from November 1, 2017 through

April 30, 2018. For purposes of the Commission’s examination in this case, the
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monthly KU environmental surcharges are considered as of the six-month billing
period ending April 30, 2018. In each month of the six-month period under review in
this proceeding, KU calculated the environmental surcharge factors in accordance with
its ECR Tariff and the requirements of the Commission’s previous orders concerning
KU’s environmental surcharge. The calculations were made in accordance with the
Commission-approved monthly forms and filed with the Commission ten days before
the new monthly charge was billed by the Company.

What costs were included in the calculation of the environmental surcharge
factors for the billing period under review?

The capital and operating costs included in the calculation of the environmental
surcharge factors for the six-month billing period under review were the costs incurred
each month by KU from September 2017 through February 2018, as detailed in the
attachment in response to Question No. 2 of the Commission Staff’s First Request for
Information, incorporating all required revisions.

The monthly environmental surcharge factors applied during the billing period
under review were calculated consistent with the Commission’s Orders in KU’s
previous applications to assess or amend its environmental surcharge mechanism and
plan, as well as, Orders issued in previous review cases. The monthly environmental
surcharge reports filed with the Commission during this time reflect the various
changes to the reporting forms ordered by the Commission from time to time.

Please describe the most recently approved changes to KU’s ECR Compliance

Plan.
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In Case No. 2016-00027, the Commission approved KU’s 2016 ECR Compliance Plan
that included seven new projects and associated operation and maintenance costs.
Pursuant to the Commission’s August 8, 2016 Order approving the Settlement
Agreement in Case No. 2016-00027, KU began including the approved projects in the
monthly filing for the August 2016 expense month that was billed in October 2016.
Please describe the most recently approved changes to the environmental
surcharge mechanism and the monthly ES forms.

In Case Nos. 2017-00483 which amended the 2016 ECR Plan and 2018-00051, KU’s
most recent ECR six-month review, the Commission approved the Company’s request
to change its Monthly ES Forms 2.00 and 2.01. Form 2.00 now shows the amortization
of grossed-up Excess ADIT resulting from the recent reduction in federal and state
corporate taxes. Form 2.01 now includes the amended Project 36 that was approved in
Case No. 2017-00483.

Is KU proposing any changes to its Environmental Cost Recovery Surcharge
tariff?

No. There are no needed changes to the Environmental Cost Recovery Surcharge tariff.
Are there any changes or adjustments in Rate Base from the originally filed
expense months?

Yes. During the period under review, there were several changes to Rate Base from
the originally filed billing months resulting from the issues discussed in my testimony,
reflected in Exhibit DAR-1, and summarized in KU’s response to the Commission

Staff’s Request for Information, Question No. 1.
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Are there any changes necessary to the jurisdictional revenue requirement
(E(m))?

Yes. Adjustments to E(m) are necessary for compliance with the Commission’s Order
in Case No. 2000-00386, to reflect the actual changes in the overall rate of return on
capitalization that is used in the determination of the return on environmental rate base.

Pursuant to the terms of the Settlement Agreement approving the 2011 ECR
Plan, LG&E calculated the short- and long-term debt rate using average daily balances
and daily interest rates in the calculation of the overall rate of return true-up adjustment
for the four-month period September 1, 2017 through December 31, 2017 and for the
six-month expense period ending February 28, 2018.

For the expense months of September 2017 through February 2018, the
weighted average cost of capital was based on the balances as of February 28, 2018
and the 9.70% return on equity for all Plan projects.

The details of and support for these calculations are shown in KU’s response to
Question No. 1 of the Commission Staff’s First Request for Information.

Are there corrections to information provided in the monthly filings during the
billing period under review?

Yes. ES Forms 1.00, 1.10, 2.00, 2.01, and 2.10 for the expense months of September
2017 through February 2018 have been updated to reflect the reduction in the Kentucky
state corporate income tax rate, the IRS filing Docket No. 2018-16716, and the
retirement adjustment for the Eligible Accumulated Depreciation and Deferred Tax

Balance.
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Please summarize the changes resulting from the reduction in the Kentucky state
corporate income tax rate on the ECR mechanism?
There are three changes required to incorporate the effects of the reduction in the
Kentucky state corporate income tax rate.

First, the gross-up rate used in the rate of return calculation was modified to
reflect the lower Kentucky state corporate income tax rate of 5% effective January 1,
2018. This change was implemented with the April 2018 expense month, therefore,
January and February 2018 expense months are being corrected as part of this filing.

Second, accumulated deferred income tax (“*ADIT”) balances included as a
reduction to ECR rate base were updated to reflect the change in law. This change was
also implemented effective with the April 2018 expense month with modifications for
the January and February 2018 expense months reflected as part of this filing.

Third, state excess deferred tax amortization has been reflected, on ES Form
2.00 and 2.01, for the January and February 2018 expense months in Exhibit DAR-1.
Please summarize the changes resulting from the IRS filing on the ECR
mechanism?
The Treasury Department and the Internal Revenue Service issued on August 3, 2018,
Docket No. 2018-16716, proposed regulations on the new 100-percent depreciation
deduction that allows businesses to write off most depreciable business assets in the
year they are placed in service. The deduction is retroactive, applying to qualifying
property acquired and placed in service after Sept. 27, 2017. This retroactive proposed
regulation also has been reflected on ES Forms 2.00 and 2.01 for September 2017

through February 2018 expense months in Exhibit DAR-1.
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Please summarize the changes resulting from the correction for retirements
associated with Accumulated Depreciation on the ECR mechanism?

It has come to our attention that for the expense months September 2017 through
February 2018 the 2016 Plan balances on the retirement line for Eligible Accumulated
Depreciation and Deferred Tax Balance on Form 2.10 are incorrect. The retirement
line on Form 2.10 is used to provide a credit for customers when a base rate asset is
retired and then replaced with an ECR asset. Normally, the line only needs to be
updated in the month that an asset is retired. Recently, however, KU has retired several
2016 Plan assets that are still in the ECR mechanism. Because the depreciation is still
being calculated and included in the ECR depreciation and accumulated depreciation,
the retirement line for the accumulated depreciation and the deferred taxes should have
been updated each month. The rate base and revenue requirement were therefore
understated. The impact is $482 for the period under review and is included in the
revisions provided in DAR-1.

As a result of the operation of the environmental surcharge during the billing
period under review, is an adjustment to the revenue requirement necessary?
Yes. KU experienced an over-recovery of $2,761,467 for the billing period ending
April 30, 2018. KU'’s response to Question No. 2 of the Commission Staff’s First
Request for Information shows the calculation of the over-recovery. An adjustment to
the revenue requirement is necessary to reconcile the collection of past surcharge
revenues with actual costs for the billing period under review.

Has KU identified the causes of the over-recovery during the billing period under

review?
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Yes. KU has identified the components that make up the over-recovery during the
billing period under review. The components are: (1) changes in overall rate of return
as previously discussed, and (2) the use of 12-month average revenues to determine the
billing factor. The details and support of the components that make up the over-
recovery during the billing period under review are shown in KU’s response to
Question No. 2 of the Commission Staff’s First Request for Information.

Please explain how the function of the ECR mechanism contributes to the
recovery position in the billing period under review.

The use of 12-month average revenues to calculate the monthly billing factors and then
applying those same billing factors to the actual monthly revenues will result in an
over- or under-collection of ECR revenues. The table below shows a comparison of
the 12-month average revenues used in the monthly filings to determine the ECR billing

factors and the actual revenues to which the ECR billing factors were applied in the

billing month.
12-Month Actual Revenues
Average Subject to ECR
Expense Month Revenues Billing Month Billing Factors
September 2017 $97,612,607 November 2017 $90,213,182
October 2017 $97,981,105 December 2017 |  $103,957,408
November 2017 $98,704,003 January 2018 | $141,358,297
December 2017 $98,889,011 February 2018 $117,975,795
January 2018 $101,160,388 March 2018 | $103,825,653
February 2018 $102,666,883 April 2018 |  $100,736,704
*The 12-month average revenues and the Actual Revenues subject to ECR Billing
Factors reflect net revenues for Groups 1 and 2.

Generally, an under-recovery will occur when actual revenues for the billing

month are less than the 12-month average revenues used for the expense month.
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Likewise, an over-recovery will usually occur when actual revenues for the billing
month are greater than the 12-month average revenues used for the expense month.
What kind of adjustment is KU proposing in this case as a result of the operation
of the environmental surcharge during the billing period?

KU is proposing that the over-recovery be distributed over three months following the
Commission’s Order in this proceeding. Specifically, KU recommends that the
Commission approve a decrease to the Environmental Surcharge Revenue
Requirement of $920,489 per month for three months beginning in the second full
billing month following the Commission’s Order in this proceeding. This method is
consistent with the method of implementing previous over- or under-recovery positions
in prior ECR review cases.

What is the bill impact on a residential customer for the proposed distribution of
the over-recovery?

The inclusion of the distribution reflecting the over-recovery position in the
determination of the ECR billing factor will decrease the billing factor by
approximately 0.71% per month for three months. For a residential customer using an
average of 1,201 kWh per month, the impact of the adjusted ECR billing factor would
be a decrease of approximately $0.83 per month for three months (using rates and
adjustment clause factors in effect for the August 2018 billing month).

What rate of return is KU proposing to use for all ECR Plans upon the
Commission’s Order in this proceeding?

KU is recommending an overall rate of return on capital of 8.86%, including the

currently approved 9.7% return on equity and adjusted capitalization, to be used to
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calculate the environmental surcharge. This is based on capitalization as of February

28, 2018, the Commission’s Order of July 20, 2018 in Case No. 2018-00052, use of the

new corporate tax rate implemented in the Tax Cuts and Jobs Act, and new Kentucky

state corporate income tax rate
See the response and attachment to Commission Staff’s First Request for

Information Question No. 5 following this testimony.

What is your recommendation to the Commission in this case?

KU makes the following recommendations to the Commission in this case:

a) The Commission should approve the proposed decrease to the Environmental
Surcharge Revenue Requirement of $920,489 per month for three months
beginning in the second full billing month following the Commission’s Order
in this proceeding;

b) The Commission should determine the environmental surcharge amount for the
six-month billing period ending April 30, 2018 to be just and reasonable, and,;

C) The Commission should approve the use of an overall rate of return on capital
of 8.86% for all projects, using a return on equity of 9.70%, beginning in the
second full billing month following the Commission’s Order in this proceeding.

Does this conclude your testimony?

Yes.



APPENDIX A

Derek A. Rahn

Manager, Revenue Requirement COS
LG&E and KU Services Company
220 West Main Street

Louisville, Kentucky 40202

(502) 627-4127

Previous Positions
Manager, Revenue Requirement
Manager, Transmission Policy & Tariffs
Group Leader, Transmission Operations Engineering
Supervisor, Operations (Ghent Power Station)
Electrical Engineer Il (Ghent Power Station)
Project Engineer (TubeMaster, Inc)

Education
Masters of Business Administration,
Bellarmine University, July 2010.
Bachelor of Science in Electrical Engineering,
University of Kentucky, December 2003.

Training:

Oct. 2015 - Jan. 2018
Sept. 2010 — Oct. 2015
Dec. 2008 — Sept. 2010
Dec. 2007 — Dec. 2008
Jul. 2005 — Dec. 2007
Dec 2003 — Jul. 2005

Managing People & Processes (2014), IUS Leadership Program (2007-2008),
Professional Development Program (2007-2008), Global Leadership Summit
(2013, 2015, & 2017), Mentoring Program (2008, 2014 - 2017), Advanced
Operator (2008), Project Management (2006), and Basic Shaft Alignment (2006).

Civic Activities
Power of One Committee Member (2007 — 2018)

Saratoga Springs Neighborhood Association Board (2017- 2018)
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ES FORM 1.00

KENTUCKY UTILITIES COMPANY
ENVIRONMENTAL SURCHARGE REPORT

Net Jurisdictional E(m) and
Jurisdictional Environmental Surcharge Billing Factor
For the Expense Month of September 2017

GROUP 1 (Total Revenue)

$ 1,571,410

Il

Group 1 E(m) -- ES Form 1.10, line 16

Group 1 ES Billing Factor -- ES Form 1.10, line 18 = 3.22%

GROUP 2 (Net Revenue)

Group 2 E(m) -- ES Form 1.10, line 16 $ 2,332,713

Group 2 ES Billing Factor -- ES Form 1.10, line 18 = 4.78%

Effective Date for Billing: November billing cycle beginning October 30, 2017

Submitted by:

Title: Manager, Revenue Requirement

Date Submitted: October 20, 2017
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