
VIA OVERNIGHT DELJVERY 

April 20,201 1 

Mr. Jeff Derouen 
Executive Director 
Kentucky Public Service Commission 
21 1 Sower Rlvd 
Frankfort, KY 4060 1 

Re: 

APR 2 1! 209’1 

PUBLIC SERVICE 
COMMISSION 

139 East Fourth Sfreef, R 12 12Main 
P.0 Box 960 
Cincinnati, Ohio 45201-0960 
Jel: 513-287-4337 
Fax: 513-287-4386 
dianne. kuhnell@duk?enerw.com 

Dianne B Kuhnell 
Senior Paralegal 

Dear Mr. Derouen: 

Enclosed please find an original and twelve copies of the responses to the Fourth Set of Staff 
Data Requests being filed in the above referenced matter. 

Please date-stamp the two copies of the letter and Data Requests and return to me in the enclosed 
envelope. 

Sincerely, 

“Dianne Kuhnell 
Senior Paralegal 

cc: Dennis G. Howard I1 

www duke-energy coni 

mailto:kuhnell@duk?enerw.com


VERIFICATION 

State of Ohio ) 
1 

County of Hainiltoii ) 

The undersigned, William Don Watlien Jr., being duly swom, deposes aiid says 

that I alii employed by the Duke Energy Corporation affiliated coinpanies as Geiieral 

Manager Duke Energy 22 Vice President Rates-Ohio 22 Kentucky; that on behalf of Duke 

Energy I t  etituclty, Iiic., I have supervised the preparation of the responses to the 

foregoing iiifoi-mation requests; and that the matters set forth in the foregoing response to 

iiifoitnatioii requests are true and accurate to the best of my Itnowledge, information and 

belief after reasonable inquiry. 

William Don Watlien Jr., AffTant 

& Subscribed and sworn to before me by William Doli Watlien, Jr. 011 this 

day of April 201 1 I 

- \  

I /  @bq 
NOTARY PUBLIC u 

My Coininissioii Expires: ‘ /</zO/y’ 

408 189 
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Duke Energy Kentucky 
Case No. 2010-523 

Staff Fourth Set Data Request 
Date Received: April 7,201 1 

STAFF-DR-04-001 

RIEQUEST: 

Refer to the response to item I .c .  Commission Staff’s Third Request for Information (“Staff’s Third 
Request”). 

a. 

b. 

C. 

d. 

e. 

Item 1 .c. of Staffs Third Request asked how Duke Kentucky could adjust the expenses 
recorded on its books in calendar year 2010 for a regulatory asset that would be recorded on 
its books in calendar year 201 1. The response states”[t]he books for calendar year 201 0 will 
not change. If approval for the regulatory asset is approved, we will debit a regulatory asset 
and credit the appropriate expense accounts in the month that an order is received.” Explain 
whether Duke Kentucky has the discretion to adjust its calendar year 2010 books or if such 
an adjustment is prohibited by generally accepted accounting principles (“GAAP”) or a 
specific accounting rule. 

If Duke Kentucky has the discretion to adjust its calendar year 2010 books, explain in detail 
why such an adjustment will not be made if the Commission approves the request to establish 
a regulatory asset. 

If Duke Kentucky has the discretion to adjust its calendar year 2010 books, will such an 
adjustment be made if the Commission conditions its approval of a regulatory asset on the 
recording of an adjustment to Duke Kentucky’s books for calendar year 2010? If no, 
explain. 

Describe and provide a citation to any GAAP rule or other specific accounting rule that 
prohibits Duke Kentucky from adjusting its books for calendar year 2010 to reflect 
Commission approval of a regulatory asset for expenses incurred in 201 0. 

Describe and provide a citation to any GAAP rule or other specific accounting rule that either 
requires or permits Duke Kentucky to credit expenses on its 2011 books for expenses that 
were incurred and booked in 2010 and approved for recording as a regulatory asset. 

RESPONSE: 

a. Duke Energy Kentucky prepares its financial statements in accordance with accounting 
principles generally accepted in the TJnited States. An excerpt from Accounting Standard 
Codification (ASC) 980-340-25-1 is provided below. Based on this standard Duke Energy 



capitalizes all or part of an incurred costs that would otherwise be charged to expense 
once it is probable of recovery. Duke believes costs such as those incurred related to the 
201 0 Voluntary Separation Plan (VOP) will be probable of recovery once the Commission 
issues an order approving recovery of those costs. In addition, that standard states that a 
cost that does not meet the asset recognition criteria at the date they are incurred shall be 
recognized as a regulatory asset when it does meet those criteria at a later date. Therefore 
based on this guidance, it is not appropriate for Duke Energy to defer these expenses in 
2010 since an order to approve the deferral was not issued in 2010 and, therefore, the 
requirements for recording a regulatory asset as of December 3 1,201 0, were not met as of 
that date. 

ASC 980-340-25-1 

Rate actions of a regulator can provide reasonable assurance of the existence of an asset. 
An entity shall capitalize all or part of an incurred cost that would otherwise be charged to 
expense if both of the following criteria are met: 

It is probable (as defined in Topic 450) that future revenue in an amount at least equal to 
the capitalized cost will result from inclusion of that cost in allowable costs for rate- 
making purposes. 

Based on available evidence, the future revenue will be provided to permit recovery of the 
previously incurred cost rather than to provide for expected levels of similar future costs. 
If the revenue will be provided through an automatic rate-adjustment clause, this criterion 
requires that the regulator's intent clearly be to permit recovery of the previously incurred 
cost. 

A cost that does not meet these asset recognition criteria at the date the cost is incurred 
shall be recognized as a regulatory asset when it does meet those criteria at a later date. 

b. See response to part a. 

c. See response to part a. 

d. See response to part a. 

e. See response to part a. 

PERSON RESPONSIBLE: William Don Wathen Jr. 





Duke Energy Kentucky 
1 Case No. 2010-523 

Staff Fourth Set Data Request 
Date Received: April 7,201 1 

STAFF-DR-04-002 

REQUEST: 

Refer to Duke Kentucky’s application in Case No. 2008-00476’ and the response to item 4 of 
Commission Staffs Initial Request for Information (“Staffs Initial Request”) in this proceeding. 

a. Case No. 2008-00476 dealt with Duke Kentucky’s November 17, 2008 application for 
approval to create a regulatory asset to defer costs incurred as a result of Hurricane Ike, 
which hit Kentucky in September 2008. In its application, Duke Kentucky Requested 
that it receive approval in time for it to: 

Reflect the necessary adjustments on its books for the year ending December 31, 
2008. This is necessary to avoid inaccuracies in Duke Energy Kentucky’s 
financial statements for 2008 and 2009. For example, if the Commission does not 
grant the requested deferral until 2009, Duke Energy Kentucky will have to 
record the expenses in 2008, artificially depressing its operating income in that 
year and artificially increasing it in calendar year 2009. 

Explain why having the costs of the Voluntary Opportunity Severance Plan (“VOP”) 
and the Midwest Office Consolidation (“MWOC’’) recorded on its books for calendar 
year 2010 will not result in inaccuracies, artificially depressing its operating income in 
2010 and artificially increasing its operating income in 201 1, in a manner similar to 
what Duke Kentucky described in Case No. 2008-00476 regarding the costs associated 
with Hurricane Ike. 

b. The response to item 4 of Staffs Initial Request in this case shows that approximately 
$4,000,000 of the total cost of $4,502,000 associated with the VOP and MWOC, for 
which Duke Kentucky seeks to have a regulatory asset established, was recorded on its 
books as of August 3 1,201 0. Explain why Duke Kentucky did not submit its regulatory 
asset request 60 or 90 days before its actual December 29, 2010 filing date and request 
approval by year-end 2010 as it sought approval of its Hurricane Ike-related regulatory 
asset request in case No. 2008-00476. 

’ Case No. 2008-00476, Application of Duke Energy Kentucky, Inc., for an Order Approving the Establishment of a 
Regulatory Asset (Ky. PSC Jan. 7,2009). 



RESPONSE: 

a. It is always preferable to book any deferrals in the same year that the expenses are 
incurred. In this case, the Company delayed filing a deferral request as we were 
contemplating filing a base rate case in 2010. When it was decided not to proceed with 
the case, the Company made the decision to pursue deferral of these costs. 

b. The filing was made as soon as practical after the full impacts of the VOP and MWOC to 
Duke Energy Kentucky were known. 

PERSON RESPONSIBLE: William Don Wathen Jr. 





Duke Energy Kentucky 
Case No. 2010-523 

Staff Fourth Set Data Request 
Date Received: April 7,201 1 

STAFF-DR-04-003 

REQUEST: 

Provide Duke Kentucky’s 201 0 first-of-year and end-of-year balance sheets and its 12-month 
statement of operations (income statement) for calendar year 2010. Also, provide a calculation 
of its return on common equity for calendar year 2010, based on its unadjusted 2010 net income 
and the average of its first-of-year and end-of-year common equity balances. 

RESPONSE: 

See Staff-DR-04-003 Attachment for the Duke Energy Kentucky financial statements as of 
December 20 1 0. 

The return on equity (ROE) calculation of 9.75% below is supported by the attached statements. 

ROE = Net Income f Average Equity 

[$43,261 + ($465,354+$422,093)] f 2 = $43,261 + 443,724 = 9.75% 

It should be noted that the return is per books without any adjustments to income and includes 
gas and electric operations. 

PERSON RESPONSIBLE: William Don Wathen Jr. 



Case NO. 2010-523 
Staff-DR-04-003 attachment 
Page 1 of 5 

.-. 
(Company) YearlPeriod of Report 

Duke Energy Kentucky, Inc. End of 2010/Q4 
.- --- 

i THIS FILING IS -7 
Item 1: An Initial (Original) OR 0 Resubmission No. - 

Submission 

FERC FINANCIAL REPORT 
FERC FORM No. I: Annual Report of 

Major Electric Utilities, Licensees 
and Others and Supplemental 

Form 3-Q: Quarterly Financial Report 

I____. 

These reports are 
18 CFR 141.1 and 141.400. Failure to report may result in aiminal fines, civil penalties and 
other sanctions as provided by law. The Federal Energy Regulatory Commission does not 
consider these reports to be of confldentlal nature 

Form 1 Approved 

(Expires 12/31/2011) 
Form I-F Approved 

(Expires 12/31/2011) 
Form 3-Q Approved 

(Expires I13 1/20 I 2) 

OMB NO. 1902-0021 

OMB NO. 1902-0029 

OMB NO. 1902-0205 

I 

i 



Case No. 2010-52.3 
Staff-DR-04-003 attachment 
Page 2 of  5 

Date of Report Yeartperiod of Report 
(1) IYJ An Original (mot da, YO 

04/15/2011 end of 2010/Q4 

dame of Respondent 

Iuke Energy Kentucky, inc. 

_____________ 

FERC FORM NO. 1 (rev. 12-03) Page 112 

3 

! 



Case NO. 2010-523 
Staff-DR-04-003 attachment 
Page 3 O f  5 

This Re ort Is: Date of Report YearlPeriod of Report 
(1) dh Original 
(2) n A  Resubmission 04/15/2011 

End of 201 O/Q4 (Mo, Oa, Yr) 
Name of Respondent 

Duke Energy Kentucky, Inc 

STATEMENT OF INCOME 
__I 

-- 
Quarterly 
1 .  Report in column (c) the currenl year to date balance. Column (c) equals the total of adding !he data in column (g) plus the dala in column (i) plus the 
dais in column (k). Report in column (d) similar dala for the previous year. This information is reported In the annual flllng only. 
2. Enter in column (e) the balance for the reporting quarter and in column (f) the balance for the same three month period for the prior year. 
3. Report in column (g) the quarterto date amounts for electric utility function; in column (i) the quarter to dale amounts for gas utility, and in column (k) 
the quarter to date amounts for other utility function for the current year quarter. 
4. Report in column (h) the quarter to date amounts for electric utility function; in column (j) the quarter to date amounts for gas utility, and in column (I) 
the quarter to date amounts for other ulility function for the prior year quarter. 
5.  If additional columns are needed, place them in a footnote. 

Annual or Quarterly if applicable 
5. Do not report fourth quarter data in columns (e) and (9 
6 Report amounts for accounts 412 and 413, Revenues and Expenses from Utility Plant Leased to Others. in another ulillty columnin a similar manner I( 
a utility department Spread the amount(s) over lines 2 t h ~  26  as appropriate. lndude these amounts in columns (c) and (d) totals. 
7. Report amounts in account 414,  Other Utility Operaling Income, in the same manner as accounts 412 and 413  above. 

/gl Tltle of Account 
(Ref.) 

Page No 

300-301 - 2 Operating Revenues (400) 
3 Operating Expenses 
4 Cueration Exoenses 1401) 325323 

I ~ 5 [Maintenance Eximnses (402) I 320-323 
336-337 __-.-- 

I 9 I Amok ol tltaity Plant Am. Adi. (4081 I 338-337 
10 Amok Property Lows,  Unrecov Plant and Regulatory Study Costs (407) 
11 Amolt. of Conversion Expenses (407) 
12 Rsaulatow Debits (407.3) 
13 (Less) Regulatory Credils (407.4) 
1 4  TaxesOIherThan IncameTaxes (408.1) 262-263 
1 5  IncomeTaxes- Federal 1409.1) 262-263 

I 161 -OUler(409.11 I 262-263 
17 Provlsion for Deferred Income Taxes (410.1) 
1 6  (Less) Provision lor Deferred Income TaxeeCr. (411.1) 
19 lnveslment Tax CredZ Adi. - Ne1 141 1.4) 266 

234,272-277 
234,272-277 

I 20 I (Less) Gains from Oisp. of Utely Plant (41 1.6) I 

I 3 [Losses frm Disposilon 01 Ahwances (41 1.9) I 
24 Accretion Expense (411.10) 
25 TOTAL Utility OperaUng Eqenses (Enter Total 01 lines 4 t h ~  24) 
26 Net UtiI Oper Inc (Enter Tot line 2 less 25) Cany to Pgll7,line 27 

92,051,992 29,284,531 
37,481,857 36,629,073 

I 
I 

I I I 

6,181,9171 2,881,5001 

8,751,639 1,970,266 

10,545,022 12,987,635 
1,218,643 42,057,794 
1,495,631 -2,184,034 

53,187,046 73,642,241 
33.962.981 36.356.136 

-160,7141 -206,4931 I 

- I 
21.6401 

I I I 

428,481,661 420,661,168 
58,278,933 39,812,735 .._I____ 

FERC FORM NO. 1/34 (REV. 0244) Page 114 



Case NO. 2010-523 
Staff-DR-04-003 attachment 
Page 4 of 5 

Name of Respondent 
Duke Energy Kentucky, Inc. 

Date of Report 
(Mo. Da, Yr) 

YeadPeriod of Report 
End of 20101Q4 

$is Re& Is: 

(2) m A  Resubmission 
An Original 

I U I , 
STATEMENT OF INCOME FOR THE YEAR (Continued) 

9yUse page 122 for important notes regarding the statement of income for any account there of^ 
10. Give concise explanations concerning unsettled rate proceedings where a contingency exists such that refunds of a material amount may need to be 
made to the u t i l i s  customers or which may result in material refund lo the ulility wilh respect to power or gas purchases. State for each year effected 
the gross revenues or costs to which the conlingency relates and the tax effects together with an explanation of the major factors which affect the rights 
of the utility to retain such revenues or recover amounts paid with respect to power or gas purchases. 
1 1 Give concise explanations concerning significant amounts of any refunds made or received during the year resultlng from settlement of any rate 
proceeding affecting revenues received or costs incurred for power or gas purches. and a summary of the adjustments made to balance sheet, income, 
and expense accounts. 
12. If any notes appearing in the report to stokholdeffi are applicable to the Statement of Income. such notes may be included at page 122. 
13. Enter on page 122 a concise explanation of only those changes in accounting methods made during lhe year which had an effect on net income, 
including the basis of allocations and apportionments from those used in the preceding year. Also, give the appropriate dollar effect of such changes. 
14. Explain in a footnote if the previous year'slquefier's figures am different from that reported in prior reports. 
15. If h e  columns are insufiicient for reporting additional utility deparlments. supply the appropriate account titles report the Information in a footnote to 
this schedule 

ELECTRIC UTILITY 
Current Year to Date Previous Year to D a t c  

(in dollars) (in dollars) 

30,274,461 I 27,278,a 1 i 
28,251,922 I 27,707,014 

4,074,574 2,233,91(3 

- 

5,345,286 1,674,415 

7,169,435 8,864,435 
-_____.-I_ 

-1 0,741,372 
4 0 1  1.482 

I 37,884,849 i 58,912,437 

24,919,053 I 28,713;IT 
-87.997 I -131.857 

t-------I------- 

I 11,239 I 21,64C 
I 

I 

310.330.290 308.124.4 12 
37,078.1 18 32,897.84E 

FERC FORM NO. I (ED. 12-96) 

GAS UTILITY 

(In dollars) (in dollars) 
Current Year to Date Previous Year to Date 

1,777.531 

9,229,935 

2,107,343 647,591 

-- 
- 

3,408,353 295.85' 

3,375,587 
3,186,854 -1,316.42' 

4,323.201 

839,048 -172.55' 

15,302,197 14.729.80~ 
9,043,928 7,642,941 

-72.717 -74,631 

-.-.___. 

- 

118,131,371 112,536,754 
21.200.815 6.914.88' 

Page 115 

OTHER UTILITY 

(in dollars) 

--+ 



Name of Respondent 

Duke Energy Kenlucky, Inc 

I I I I I I 
FERC FORM NO. 113.Q (REV. 02-04) Page 117 

$is Re&f Is: Dale of Report Yeadperiod of Report 

(2) n A  Resubmission 04/15/2011 
Endof 2010/Qi n Original (Mo, Da, Yr) 

Line 
No 

TOTAL Current 3 Monlhs Priw 3 Monihs 

(Ref 1 Cuatterty Only Quatterty Only 
Title of Account Page NO Current Year Previous Year No 41h Quarter No 41h Quarter 

Ended Ended 

(a) (b) ( 4  (d) (e) (9 


