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Background 
 
• On September 1, 2017, Duke Energy Kentucky (DEK) filed a rate case with the 

Kentucky Public Service Commission (KPSC) requesting an increase in electric 
base rates of approximately $48.6 million, an approximate 15% increase on the 
average customer’s bill. This is the first rate case for DEK’s electric business since 
2006. 

• On February 14, 2018, DEK filed rebuttal testimony and modified its requested 
increase predominantly to address the impact of the Tax Cuts and Jobs Act of 2017 
(TCJA). The updated overall increase was reduced to $30.1 million, an approximate 
9% increase on the average customer’s bill.  

o The rate case filing requested a 10.3% return on equity and a 49% equity 
component of the capital structure. 

o The filing is based on the projected revenue requirement for the forecasted 
period ending March 31, 2019, with an average projected electric rate base of 
$700 million, including adjustments for known and measurable changes. 

• The KPSC held an evidentiary hearing the first week of March 2018 and issued a 
final order on April 13, 2018.  

 
Major Components of the Order 
 
• Approves an $8.4 million increase in base rates with a return on equity at 9.725% 

based upon a capital structure of 49% equity, on a total allocable capitalization of 
approximately $650 million. 

o Excludes $50 million of rate base being recovered with carrying costs 
elsewhere (e.g. through rider mechanisms). 

• Approves Rider ESM (Environmental Surcharge Mechanism) to begin recovery in 
June 2018 of capital-related environmental costs, including costs related to ash and 
ash disposal, environmental reagents, and emission allowances, and environmental 
O&M expenses formerly recovered in base rates. The incremental revenue from 
this rider will be approximately $13 million on an annualized basis. 

• Implements the impact of the TCJA by lowering the income tax component of the 
revenue requirement, flowing back protected excess deferred income taxes (EDIT) 
under allowable normalization rules and unprotected EDIT over ten years. The 
order settles all matters related to the TCJA. 

• Denies requests to implement riders for certain transmission costs and distribution 
capital investments. 

• New base rates are expected to be implemented on or before May 1, 2018. 



Estimated Annual Rate Increase Impacts to Customer Bills 
 
Reconciliation of Request to Order 
 

($ in millions)  
Original request  $48.6  
Lower Federal Income Tax Rate (10.3) 
Return of Excess ADITs (protected and unprotected)  (6.0) 
Other Adjustments (2.2) 
Request adjusted primarily for TCJA $30.1 
Reduced ROE (10.3% to 9.725%) (2.6) 
Adjustments to Capitalization  (4.6) 
Reduce Replacement Power Expense in Base Rates (a) (4.1) 
Reduce Planned Outage Expense in Base Rates (a) (1.2) 
Reduction in depreciation expense (b) (6.9) 
All Other Adjustments (2.3) 
Annualized base rate revenue increase  $8.4 
Projected increase in revenue from implementation of Rider ESM 13.0 
Total annualized revenue increase per KPSC order $21.4 
Net annualized customer increase   7.0% 

 
Note:  (a) Although the amount in base rates was reduced, the Commission approved the 

Company’s request to defer actual costs over or below the amount in base rates.  
The deferral authority fully mitigates the earnings impact of these two adjustments. 

 (b) Commission adopted ALG depreciation methodology in place of existing ELG-based 
depreciation rates. 


