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

The Application of Duke Energy Kentucky,
Inc., For (1) A Certificate of Public
Convenience And Necessity Authorizing
the Acquisition of the Dayton Power &
Light Company’s 31% Interest in the East
Bend Generating Station; (2) Approval of
Duke Energy Kentucky, Inc.’s Assumption
of Certain Liabilities in Connection with
the Acquisition; (3) Deferral of Costs
Incurred as Part of the Acquisition; and (4)
All Other Necessary Waivers, Approvals,
and Relief.

Case No. 2014-00201

PETITION OF DUKE ENERGY KENTUCKY, INC.
FOR CONFIDENTIAL TREATMENT OF INFORMATION CONTAINED
IN ITS RESPONSES TO COMMISSION STAFF’S FIRST SET OF
DATA REQUESTS

Duke Energy Kentucky, Inc. (Duke Energy Kentucky or Company), pursuant to 807 KAR
5:001, Section 13, respectfully requests the Commission to classify and protect certain
information provided by Duke Energy Kentucky in its responses and attachments to Data
Request Nos. 3, 4, 10, 20, 23, 24, 25, 29, and 30 as requested by the Staff of the Kentucky
Public Service Commission (Staff) in this case on July28, 2014. The information that the
Staff seeks through discovery and for which Duke Energy Kentucky now seeks confidential
treatment (Confidential Information) shows sensitive economic information regarding: 1) the
confidential bids submitted in response to Duke Energy Kentucky’s request for proposal

(RFP); 2) analysis of those bids; 3) future operational costs of the East Bend generating
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station (East Bend), including, but not limited to, estimates of future outage projects and

timing, forecasted maintenance expense and environmental compliance; and 4) economic

dispatch information; and 5) future estimated capacity revenues and costs. Specifically,

Duke Energy Kentucky is requesting confidential treatment of the following:

a)

b)

d)

g)
h)

Staff-DR-01-03 Attachments A through D depicting the Company’s analysis of
the RFP bids;

Staff-DR-01-04 Attachment detailing the economic dispatch of Duke Energy
Kentucky’s generating stations in PJM on an hourly basis;

Staff-DR-01-10 Response depicting estimated/ forecasted costs for CO,
regulation assumed; -

Staff-DR-01-20 Response depicting the Company’s bid analysis of RFP
proposals;

Staff-DR-01-23 Response describing the timing, scope, and estimated duration of
a future maintenance outage;

Staff-DR-01-24 Attachment describing forecast of estimated future coal costs
used in the Company’s analysis;

Staff-DR-01-25 Attachment future projected environmental compliance costs;
Staff-DR-01-29 Response detailing the Company’s FRR capacity strategy
including estimated costs and revenues; and

Staff-DR-01-30 Response includes replacement capacity cost forecasts for future

delivery years.

This information described above would allow potential competitors and possible vendors to

have access to the Company’s analysis of costs related to several assets and proposals
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submitted confidentially as part of the RFP process, projections of environmental compliance
costs at East Bend, the hourly economic dispatch of the Company’s current generating fleet,
the timing and scope of future outages, and present and future capacity strategies and costs.
This information is not otherwise publicly available. Releasing this information will place
Duke Energy Kentucky at a competitive disadvantage in that its ability to negotiate and
manage its costs will be compromised as other providers, vendors, and competitors will have
access to the Company’s forecasts of costs and business strategies. In support of this Petition,
Duke Energy Kentucky states:

1. The Kentucky Open Records Act exempts from disclosure certain commercial
information. KRS 61.878(1)(c). To qualify for this exemption and, therefore, maintain the
confidentiality of the information, a party must establish that disclosure of the commercial
information would permit an unfair advantage to competitors of that party. Public disclosure
of the information identified herein would, in fact, prompt such a result for the reasons set
forth below.

2. The responses to Staff-DR-01-03 (Attachments A-D), and Staff DR-01-20,
contains the Company’s analysis of a specific assets bid into the RFP and why they were not
selected. The assets bid into the RFP are not publicly known and if the Company’s analysis is
disclosed publicly, it would give potential competitors information related to that specific
asset and the Company’s decision not to pursue that alternative. The information submitted in
response to the RFP was done so with the expectation that the bids would remain
confidential. Releasing the assets, and specifically the reasoning why a particular asset was

not selected would undermine the confidential RFP process and may make the Company’s
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ability to conduct successful RFP’s difficult in the future as potential participants may be
unwilling to submit a proposal if there is a likelihood their information would become public.

3. The responses to Staff DR-01-04, Staff DR-01-29, and Staff DR-01-30
contain sensitive market information related Duke Energy Kentucky’s generating fleet,
including economic dispatch, anticipated capacity market costs, and strategies to meet
reliability requirements in PJM. The hourly dispatch information contained in Staff DR-01-
04, if publicly disclosed would allow potential competitors to determine how the Company’s
generating fleet performs in PJM and thus the likelihood of their dispatch in the future. This
would put Duke Energy Kentucky at a competitive disadvantage and competitors could
potentially use this information to make decisions regarding their own dispatch that could
adversely impact prices for Duke Energy Kentucky’s customers. The anticipated capacity
market costs contained in Staff DR-01-29 and Staff DR-01-30 would provide potential
competitors with the Company’s forecasts of future revenues, anticipated costs, and price the
Company has paid for capacity option rights to meet its reliability obligations in PJM. This
information would place the Company in a competitive disadvantage if it needs to procure
capacity through bilateral negotiations as counterparties would know what Duke Energy
Kentucky has paid any might be willing to pay.

4, The responses to Staff-DR-01-10 and Staff-DR-01-24 (Attachment) depict the
Company’s proprietary analysis and results of modeling of costs of environmental
compliance under various scenarios. This analysis and the modeling assumptions depicted
therein, if publicly disclosed would give the Company’s competitors and possible vendors
keen insight into how the Company views its compliance strategy and forecasts that market.

Releasing this information could place the company at a disadvantage is it negotiates for

570929 4



materials, supplies, and equipment as potential vendors would know what the Company
anticipates to spend on various projects under certain scenarios. Moreover, this information
would give the Company’s competitors in the energy markets insight into how the Company
views the costs of potential regulation impacting its business and dispatch. This information
could cause other market participants to make decisions they would not otherwise have made
thereby potentially affecting energy and capacity prices in the various markets (e.g. day-
ahead, real-time, bilateral, efc.)

5. The responses to'Staff-DR-01-23 and Attachment to Staff-DR-01-25 includes
Duke Energy Kentucky’s anticipated scope of future maintenance projects, including the
likelihood of timing for such outages and projected costs for future environmental
compliance projects. Disclosure of this information will grant vendors and other market
participants a distinct advantage in that they would be able to anticipate the Company’s asset
performance and dispatch of East Bend in the future. Duke Energy Kentucky submits that
the information contained in Staff-DR-01-23 and Staff DR-01-25, if openly disclosed, would
give its vendors and competitors (specifically other PJM participants), access to
competitively sensitive, confidential information, which in turn could cause energy and
capacity prices to consumers to be above competitive rates, and would permit competitors of
Duke Energy Kentucky to gain an unfair competitive advantage in the marketplace.
Competitors and vendors could use this information to anticipate the Company’s future costs
and equipment needs and even outage timing to make decisions regarding pricing that they
may not otherwise make in the absence of this information.

6. The Confidential Information described herein was developed internally by

Duke Energy Corporation and Duke Energy Kentucky personnel or on its behalf, is not on
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file with any public agency, and is not available from any commercial or other source outside
Duke Energy Kentucky. The aforementioned information in these responses is distributed
within Duke Energy Kentucky only to those employees who must have access for business
reasons, and is generally recognized as confidential and proprietary in the energy industry.

7. Duke Energy Kentucky does not object to limited disclosure of the
confidential information described herein, pursuant to an acceptable protective agreement,
the Attorney General or other intervenors with a legitimate interest in reviewing the same for
the purpose of participating in this case.

8. This information was, and remains, integral to Duke Energy Kentucky’s
effective execution of business decisions. And such information is generally regarded as
confidential or proprietary. Indeed, as the Kentucky Supreme Court has found, “information
concerning the inner workings of a corporation is ‘generally accepted as confidential or
proprietary.”” Hoy v. Kentucky Industrial Revitalization Authority, Ky., 904 S.W.2d 766,
768 (Ky. 1995).

9.  In accordance with the provisions of 807 KAR 5:001, Section 13(3), the
Company is filing one copy of the Confidential Information separately under seal, and one
copy without the confidential information included.

10.  Duke Energy Kentucky respectfully requests that the Confidential Information
be withheld from public disclosure for a period of fen years. This will assure that the
Confidential Information — if disclosed after that time — will no longer be commercially
sensitive so as to likely impair the interests of the Company or its customers if publicly
disclosed.

11.  To the extent the Confidential information becomes generally available to the
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public, whether through filings required by other agencies or otherwise, Duke Energy
Kentucky will notify the Commission and have its confidential status removed, pursuant to
807 KAR 5:001 Section 13(10)(a).

WHEREFORE, Duke Energy Kentucky, Inc., respectfully requests that the

Commission classify and protect as confidential the specific information described herein.

Respectfully submitted,

DUKE ENERGY KENTUCKY, INC.

Roéco O. D’ Ascenzo

Alsociate General Counsel

Amy B. Spiller

Deputy General Counsel

Duke Energy Business Services, LLC
139 East Fourth Street, 1303 Main
Cincinnati, Ohio 45201-0960

Phone: (513) 287-4359

Fax: (513) 287-4385

e-mail: rocco.d’ascenzo@duke-energy.com
Counsel for Duke Energy Kentucky, Inc.

and

Mark David Goss

David S. Samford

Goss Samford, PLLC

2365 Harrodsburg Road, Suite B325
Lexington, KY 40504

(859) 368-7740 .
e-mail:mdgoss@gosssamfordlaw.com
e-mail:david@gosssamfordlaw.com
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CERTIFICATE OF SERVICE
I hereby certify that a copy of the foregoing filing was served on the following via

electronic mail, this { day of August 2014:

Jennifer Hans

The Office of the Attorney General
Utility Intervention and Rate Division
1024 Capital Center Drive

Frankfort, Kentucky 40601

Jennifer. hans@ag.ky.gov

/Rocco D’ Ascenzo
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VERIFICATION

STATE OF NORTH CARQOLINA
SS:

A S

COUNTY OF MECKLENBURG

The undersigned, Jack Sullivan, Director of Capital Structuring, being duly sworn,
deposes and says that he has personal knowledge of the matters set forth in the foregoing data

requests, and that the answers contained therein are true and correct to the best of his knowledge,

il (ol

%k Sull¥an, Affiant

information and belief,

Subscribed and sworn to before me by Jack Sullivan on this Joth day of
gu&,/ , 2014,
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VERIFICATION

STATE OF OHIO
SS:

A
.

COUNTY OF HAMILTON

The undersigned, J. Michael Geers, Manager EHS, being duly sworn, deposes and says
that he has personal knowledge of the matters set forth in the foregoing data requests, and that

the answers contained therein are true and correct to the best of his knowledge, information and

ﬁ ic: ﬁael Geers, Affiant
. . s 30%%
Subscribed and sworn to before me by J. Michael Geers on this day of
9 14 ((ﬁ , 2014.

ARY PUBLIC

belief.

My Commission Expires:

RUTH M. LOCCISANO
Notary Pubic, Stats of Obio
My Commission Explres 06-18-2017



VERIFICATION

STATE OF NORTH CAROLINA
SS:

A S Y

COUNTY OF MECKLENBURG

The undersigned, Jim Northrup, Director of Wholesale & Renewables Analytics, being
duly sworn, deposes and says that he has personal knowledge of the matters set forth in the

foregoing data requests, and that the answers contained therein are true and correct to the best of

()i VoM

Jif Northrup, Affiant

Subscribed and sworn to before me by Jim Northrup on this &OI day of
Qll&h,g_, 2014.

his knowledge, information and belief.




VERIFICATION

STATE OF NORTH CAROLINA )
) SS:
COUNTY OF MECKLENBURG )

The undersigned, John Verderame, Director of Power Trading & Dispatch, being duly
sworn, deposes and says that he has personal knowledge of the matters set forth in the foregoing

data requests, and that the answers contained therein are true and correct to the best of his

knowledge, information and belief. MQMH;
)

John Vﬁrame, Affiant

Subscribed and sworn to before me by John Verderame on this i day of

—

JJL//!/ . 2014,

’Q\\*%g:(g:’?!;zﬁ’ M_, /é/ 7({/(4

& % NOTARY PUBLIC
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VERIFICATION

STATE OF NORTH CAROLINA
SS:

COUNTY OF MECKLENBURG

The undersigned, Will Garrett, Director of Accounting Research, being duly sworn,
deposes and says that he has personal knowledge of the matters set forth in the foregoing data

requests, and that the answers contained therein are true and correct to the best of his knowledge,

1l et

Will GarretCATRant

information and belief,

Subscribed and sworn to before me by Will Garrett on this S day of
, 2014.

(i I s ibectt T i

NOTARY PUBLIC

My Commission Expires:

7-6- 20/
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VERIFICATION

STATE OF INDIANA
SS:

COUNTY OF HENDRICKS

The undersigned, Steve Immel, Vice President of Midwest Regulated Operations, being
duly sworn, deposes and says that he has personal knowledge of the matters set forth in the

foregoing data requests, and that the answers contained therein are true and correct to the best of

his knowledge, information and belief.

Steve Immel, Affiant

‘L
Subscribed and sworn to before me by Steve Immel on this / day of
2014

/4(49 u.S+ ’ .
J .
NOTA%Y PUBLIC

My Commission Expires: (, /5 // <

s\\“'“"'% STEPHANIE L. BOHLSEN

a‘ Py % Notary Public, State of indiana

=3 ..._“ .-,' Marlon County

2 % SEAL _.- Commission # 618607
My Commission Expires

"%':'.'.:.‘:.‘\ June 03, 2018
N
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VERIFICATION

STATE OF OHIO
SS:

R A

COUNTY OF HAMILTON

The undersigned, James P. Henning, being duly sworn, deposes and says that he is the
President of Duke Energy Kentucky, Inc., that he has personal knowledge of the matters set forth

in the foregoing data requests, and that the information contained therein is true and correct to

DUKE ENERGY QllTUCKY
James ennmg, Afﬁ
Pres1d t uke Energy Kentucky

the best of his knowledge, information and belief.

Subscribed and sworn to before me by James P. Henning, President of Duke Energy
Kentucky, Inc., on this 51?/,day of August 2014,

ADELE M, FRISCH WW M

Notary Public, State of Ohlo
My Corisslon Expires 01-05-2019 NOTARY PUBLIC

S My Commission Expires: /3 /ZO/ 7




VERIFICATION

STATE OF OHIO
SS:

e N

COUNTY OF HAMILTON

The undersigned, William Don Wathen Jr., Director of Rates & Regulatory Strategy-
OH/KY, being duly sworn, deposes and says that he has personal knowledge of the matters set
forth in the foregoing data requests, and that the answers contained therein are true and correct to

the best of his knowledge, information and belief.

William Don Wathen Jr., Affiant

~— Subscribed and sworn to before me by William Don Wathen Jr. on this Zq day of

Iy, . 2014,
ADELE M. FRISCH WM - M
g g NOTARY PUBLIC

My Commission Expires 01-05-2018
N My Commission Expires: | ) S l 20(4



STATE OF NORTH CAROLINA

COUNTY OF MECKLENBURG

VERIFICATION

)
SS:

A g

The undersigned, Brett Phipps, Director of Fuel Procurement, being duly sworn, deposes

and says that he has personal knowledge of the matters set forth in the foregoing data requests,

and that the answers contained therein are true and correct to the best of his knowledge,

information and belief,

Subscribed and sworn
T uI}/ , 2014,

‘““mmm,,“'"

aN
=

v /
Bretf ﬁﬁippW&nt

to before me by Brett Phipps on this SO day of

Lt bl

NOTARY PUBLIC

My Commission Expires: & / /7 /070/ 7




VERIFICATION

STATE OF INDIANA )
) SS:
COUNTY OF HENDRICKS )
The undersigned, Keith Pike, Director of G;:neration and Regulatory Strategy, being duly

sworn, deposes and says that he has personal knowledge of the matters set forth in the foregoing

data requests, and that the answers contained therein are true and correct to the best of his

gy

Keith Pike, Aff#ént

knowledge, information and belief.

: Subscribed and sworn to before me by Keith Pike on this (.o‘“’k day of Q “g wut ,
2014,

w0 NOTARY PUBLIC Pyi\ar]. Kosemon

K ; My Commission Expires: 3‘ "1 \ 7

’ Q sidant’. Neadoeka Couns
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Duke Energy Kentucky

Case No. 2014-00201

Staff’s First Request for Information
Date Received: July 25, 2014

STAFF-DR-01-001

REQUEST:

Refer to pages 2 of the application, which indicates that the Purchase Agreement expires
on December 31, 2014, and that Duke Kentucky requests a decision no later than
November 1, 2014. Assuming the transaction is approved, provide the last date that an

Order can be issued in order for the parties to close by December 31, 2014,

RESPONSE:

An Order received on or around December 1, 2014, should provide sufficient time for the
Parties under the Purchase Agreement to satisfy all closing conditions necessary to close

the transaction by December 31, 2014,

PERSON RESPONSIBLE: Jack Sullivan






Duke Energy Kentucky

Case No. 2014-00201

Staff’s First Request for Information
Date Received: July 25,2014

STAFF-DR-01-002

REQUEST:

If Duke Kentucky were to decide to retrofit Miami Fort Unit 6 (“MF6”) for the Mercury
and Air Toxics Standard, state whether it would have sufficient time to obtain approvals
and complete construction before the deadline of May 31, 2015, or whether an extension
to April 16, 2016 would be needed. If there would not be sufficient time, confirm that
Duke Kentucky’s only remaining option related to MF6 is retirement. If this cannot be

confirmed, explain.

RESPONSE:

Duke Energy Kentucky has two options for retrofitting Miami Fort Unit 6 to be MATS
compliant, depending on the length of the time the unit would need to operate. If the unit
would need to operate for only a short period of time under MATS, on the order of
months, then temporary sorbent injection equipment could be rented and installed, and
temporary emission monitoring could be used. This could be accomplished by the unit’s
existing extended MATS compliance date of May 31, 2015. If the unit would need to
operate for a longer period of time, then permanent sorbent injection and monitoring
equipment would need to be installed. This would require additional time for the up-
front engineering design and procurement. Therefore, Duke Energy Kentucky would

have to request additional time for compliance from Ohio EPA, up to one year (or to



April 16, 2016). Both of these options would however require an air permit modification
before construction could begin. The company estimates that the process will take 4-5
months if there are no delays. Depending upon when the request was submitted,
permitting could become critical path for the project and therefore necessitate an
extension. An extension of time for compliance under MATS must be requested no later
than 120 days before the April 16, 2015 compliance date. To make a request, Duke
Energy Kentucky would have to request the additional time by December 17, 2014. In
addition to installing the sorbent injection systems, Duke Energy Kentucky would also
have to procure western coal that is lower in mercury and chlorine content, but higher in

delivered price.

PERSON RESPONSIBLE: J. Michael Geers






Duke Energy Kentucky

Case No. 2014-00201

Staff’s First Request for Information
Date Received: July 25, 2014

STAFF-DR-01-003 PUBLIC

REQUEST:

Refer to page 8 of the application, paragraph 14, which discusses the long-term Request
for Proposal (“RFP”) issued by Duke Kentucky. Provide the initial analysis of all the
bids received in response to the RFP, as well the analyses performed on the “short list” of

bids, in electronic spreadsheet format.

RESPONSE:

CONFIDENTIAL PROPRIETARY TRADE SECRET (As to Attachments Only)

The initial analysis overview is contained in the Confidential Attachment STAFF-DR-01-
003-A. The analysis spreadsheets are contained in the file Confidential Attachment
STAFF-DR-01-003-B. The final analysis performed on the short list of bids is discussed
in Confidential Attachment STAFF-DR-01-003-C, and the analysis spreadsheets are

contained in the file Confidential Attachment STAFF-DR-01-003-D.

PERSON RESPONSIBLE: James S. Northrup






CONFIDENTIAL

STAFF-DR-01-003
ATTACHMENTS

A THROUGH D
FILED UNDER
SEAL






Duke Energy Kentucky

Case No. 2014-00201

Staff’s First Request for Information
Date Received: July 25, 2014

STAFF-DR-01-004 PUBLIC

REQUEST:

Refer to page 9 of the application, footnote 19, which discusses the possibility that Duke
Kentucky could have excess generating capacity for “a few months” after acquiring the
31 percent interest in East Bend Unit 2 (“East Bend Purchase”) and prior to the
retirement of MF6.
a. State whether it is expected that MF6 will operate during the period of excess
capacity, since MF6 costs more to operate than the East Bend unit.
b. For calendar year 2013 and 2014 to date, state how often each unit cleared in the

PJM Interconnection, Inc. (“PJM”) market.

RESPONSE:

CONFIDENTIAL PROPRIETARY TRADE SECRET (as to Attachment only)

a. The relative operating costs of Miami Fort 6 and East Bend 2 will impact how
much they operate only in relation to the clearing price in PJM, not in relation to
each other. In reality, both units are low cost units and generally clear the PJM
market price. The offer price made to PJM fully prices marginal costs of
operation. It is expected that both units will run during the period of excess,

providing sales margin benefit to customers.



b. As aresult of the low operating costs of Miami Fort 6 and East Bend 2, both units
are offered on a “must run” basis in both the PJM Day Ahead and Real Time
markets. During individual hours, PJM may dispatch the units down for
maximum load, but on a total revenue basis, the units clear the commitment
market every day. Staff-DR-01-004 Confidential Attachment shows the offer

status and Day Ahead energy award for both units since January 2013.

PERSON RESPONSIBLE: John Verderame






CONFIDENTIAL

STAFF-DR-01-004
ATTACHMENT

FILED UNDER
SEAL






Duke Energy Kentucky

Case No. 2014-00201

Staff’s First Request for Information
Date Received: July 25,2014

STAFF-DR-01-005

REQUEST:

Refer to page 14 of the application, paragraph 19, which states that “[t]he Purchase
Agreement allows Duke Energy Kentucky to make a financial adjustment for the
unreimbursed outage costs associated with DP&L’s share in East Bend that the Company
will have to cover against the purchase price paid to DP&L.” Provide the current

estimated amount of this adjustment.
RESPONSE:

As of May 31, 2014, the cumulative amount of OQutstanding Outage Costs was
$5,826,929.55 . This represents the portion of the Outage Costs for which DPL has not
reimbursed Duke Energy Kentucky for DPL’s proportional (31%) share. To the extent
DPL does not reimburse Duke Energy Kentucky for DPL’s share of the Outage Costs
prior to Closing, Duke Energy Kentucky will reduce the net settlement amount by the
unreimbursed amount — currently at $5,826,929.55 but capped at $9,500,000. The

$9,500,000 represents a negotiated figure between the Parties.

PERSON RESPONSIBLE: Jack Sullivan






Duke Energy Kentucky

Case No. 2014-00201

Staff’s First Request for Information
Date Received: July 25,2014

STAFF-DR-01-006

REQUEST:
Refer to page 15, paragraph 22, of the application. Confirm that Duke Kentucky would
not incur any fixed resource requirement obligation (“FRR”) costs until MF6 is retired.

If this cannot be confirmed, explain.

RESPONSE:

PJM will not assess Duke Energy Kentucky any costs directly attributable to Miami Fort
6 if the unit is available to meet its Day Ahead energy must offer requirement in an

amount commensurate with its commitment to the FRR Capacity Plan.

PERSON RESPONSIBLE: John Verderame






Duke Energy Kentucky

Case No. 2014-00201

Staff’s First Request for Information
Date Received: July 25,2014

STAFF-DR-01-007

REQUEST:

Refer to page 26 of the application, paragraph 36, which mentions that Dayton Power and
Light (“DP&L”) took a $76 million impairment in 2013 related to its interest in East
Bend. Explain in detail why DP&L took the impairment and why Duke Kentucky should

not have taken a similar impairment.

RESPONSE:

The Company has no independent knowledge of and cannot comment on the basis for
DPL to record a full impairment of its ownership interest in East Bend, except for the
explanations as provided by DPL in public disclosures (see attached DPL FERC Form 1

file STAFF-DR-01-007 A.pdf).

Duke Kentucky did not take a similar impairment on its interest in East Bend as its
investment in this plant is not impaired, remains used and useful in the provision of utility
service to Duke Energy Kentucky’s customers and it continues to earn a return on and

recovery of its investment through its rate regulated service offerings in Kentucky.

PERSON RESPONSIBLE: Will Garrett
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Our debt Is fair valued for disclosure purposes only and most of the fair values are determined using quoted market prices
in Inactive markets. These falr value inputs are considered Level 2 in the fair value hierarchy. Our long-term leases and
the WPAFB note are not publicly traded. Fair value is assumed to equal carrying value. These falr value Inputs are
considered Level 3 in the fair value hierarchy as there are no observable inputs. Additional Level 3 disclosures were not
presented since debt is not recorded at falr value.

Approximately 95% of the Inputs to the fair value of our derivative Instruments are from quoted market prices for DP&L.

Non-recurring Fair Value Measurements

We use the cost approach to determine the fair value of our AROs which are estimated by discounting expected cash
outflows to their present value at the inltial recording of the liability, Cash outflows are based on the approximate future
disposal cost as determined by market information, historicai informatlion or other management estimates. These inputs to
the fair value of the AROs would be considered Level 3 Inputs under the fair value hierarchy. An ARO liability in the
amount of $0.1 milllon was established in 2012 associated with a gypsum landfill disposal site that Is presently under
construction. This increase In 2012 was offset by a $0.1 million reduction in ARO for asbestos as a result of an
acceleratlon of removal and remediatlon activities. There were no additions to our AROs during the year ended December
31, 2013.

When evaluating impairment of goodwill and long-lived assets, we measure fair value using the applicable fair value
measurement guldance. Impairment expense is measured by comparing the fair value at the evaluation date to the
camrying amount. The following table summarizes major categories of assets and liabilities measured at fair value on a
nonrecurring basis during the period and their level within the fair value hierarchy:

$ in millions Year endgd-Becember 31, 2013
Carrying /_Falr Value ) Gross
Amount Level 1 ~——lovet?  Level3 Loss
Assets
Long-lived assets held and used (&)
Conesville $ 300 $§ - $ - $ 200 $ 10.0
— East Bend $ 760 $ - $ -8 -3 760 &
$ in millions Year ended December 31, 2012
Carrying Fair Value Gross
Amount Level 1 Level 2 Level 3 Loss
Assets
Long-lived assets held and used (a)
Conesville $ 975 $ -8 -8 250 $ 72.5
Hutchings $ 83 §$ -8 -8 -9 8.3

(a) See Note 15 for further information.

The following table summarizes the significant unobservable Inputs used in the Level 3 measurement of long-fived assets
during the year ended December 31, 2013:

Falr Range (Weighted
$ in milllons Value Valuation Technique _Unobservable Input Average)
Long-lived assets heid and used:

Conesville $  20.0 Discounted cash Annual revenue
flows growth -31% to 18% (0%)
Annual pretax
operating margin -9% to 18% (10%)
Discounted cash Annual revenue
East Bend $ - flows growth -15% t0 22% (4%)
Annual pretax
operating margin -3% to 34% (15%)

{FERC FORM NO. 1 (ED. 12-88) Page 123.37 |
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There has been increasing advocacy to regulate coal combustion byproducts under the Resource Conservation Recovery
Act (RCRA). On June 21, 2010, the USEPA published a proposed rule seeking comments on two options under
consideration for the regulation of coal combustion byproducts including regulating the material as a hazardous waste
under RCRA Subtitle C or as a solid waste under RCRA Subtitle D. Litigation has been filed by several groups seeking a
court-ordered deadline for the issuance of a final rule which the USEPA has opposed. On January 28, 2014, the parties to
the litigation entered into a consent decree setting forth the USEPA's obligation to sign, by December 19, 2014, a notice
for publication in the Federal Register taking action on the Agency's proposed Subtitle D option. The decree does not
require Subtitie D regulation of coal combustion byproducts ~ it only requires the Agency to decide by that date whether or
not to adopt the Subtitle D option. At present, the timing for a final rule regulating coal combustion byproducts cannot be
determined. DP&L is unable to predict the financial effect of this regulation, but If coal combustion byproducts are
regulated as hazardous waste, it is expected to have a material adverse effect on its operations.

Notice of Violation Involving Co-Owned Unil

On September 9, 2011, DP&L received an NOV from the USEPA with respect to Its ca-owned Stuart generating station
based on a compliance evaluation inspection conducted by the USEPA and Chio EPA in 2009. The notice alleged
non-compliance by DP&L with certain provisions of the RCRA, the Clean Water Act NPDES permit program and the
station's storm water pollution prevention plan. The notice requested that DP&L respand with the actions it has
subsequentiy taken or plans to take to remedy the USEPA's findings and ensure that further violations will not occur.
Based on Its review of the findings, although there can be no assurance, we believe that the notice wlll not result in any
material effect on DP&L’s results of operations, financial condition or cash fiows.

Legal and Other Matters

In February 2007, DP&L filed a lawsuit against a coal suppller seeking damages Incurred due to the supplier's failure to
supply approximately 1.5 million tons of coal to two commonly-owned stations under a coal supply agreement, of which
approximately 5§70 thousand tons was DP&L's share. DP&L obtained replacement coal to meet its needs. The supplier
has denied iliability, and is currently in federal bankruptcy proceedings in which DP&L is participating as an unsecured
creditor. DP&L is unable to determine the ultimate resolution of thls matter. DP&L has not recorded any assets relating to
possible recovery of costs In thls lawsuit.

In connection with DP&L and other utilities joining PJM, in 2006 the FERC ordered utilities to eliminate certain charges to
implement transitional payments, known as SECA, effective December 1, 2004 through March 31, 2006, subject to refund.
Through this proceeding, DP&L was obiigated to pay SECA charges to other utilities, but received a net benefit from these
transitional payments. A hearing was held and an initial declsion was issued in August 2006. A final FERC order on this
issue was issued on May 21, 2010 that substantially supports DP&L's and other utllities’ position that SECA obligations
should be paid by parties that used the transmission system during the timeframe stated above. Prior to this final order
belng issued, DP&L entered into a significant number of bilateral setttement agreements with certain parties to resolve the
matter, which by design will be unaffected by the final decision. On July 5, 2012, a Stipulation was executed and filed with
the FERC that resolves SECA claims against BP Energy Company (“BP") and DP&L, AEP (and its subsidiaries) and
Exelon Corporation (and Its subsidiaries). On October 1, 2012, DP&L received $14.6 million (Inciuding interest Income of
$1.8 million) from BP and recorded the settlement in the third quarter; at December 31, 2012, there is no remaining
balance in other deferred credits related to SECA.

—

15. Fixed-asset Impairment

During the fourth quarter of 2013, the Company tested the recoverability of long-lived assets at Conesville, a 129 MW
coal-fired station in Ohio, and East Bend, a 186 MW coal-fired station in Kentucky jointiy-owned by DP&L. Gradual
decreases In power prices, as well as lower estimates of future capacity prices in conjunction with the DP&L reporting unit
of DPL failing step 1 of the annual goodwill impairment test were collectively determined to be an impairment indicator for
the DP&L iong-lived assets. The Company performed a long-lived asset impairment test and determined that the carrying
amounts of the asset groups were nat recoverable. The long-lived asset group subject to the impairment evaluation was
determined to be each individual station of DP&L. This determination was based on the assessment of the stations® ability
to generate independent cash fiows. The Conesville and East Bend asset groups were each determined to have a zero

IFERC FORM NO. 1 (ED. 12-88) Page 123.59 |
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fair vaiue using discounted cash flows under the income approach. As a result, the Company recognized an asset
impairment expense of $10.0 million and $76.0 miliion for Conesville and East Bend, respectively.

On October 5, 2012, DP&L filed for approval an ESP with the PUCO which reflects a shift in our outiook for the regulatory
environment. Within the ESP filing, DP&L agreed to request a separation of its generation assets from its transmission and
distributlon assets In recognition that a restructuring of DP&L operations will be necessary, in compliance with Ohio iaw.
Also, during 2012, North American natural gas prices feli significantly from the previous year, exerting downward pressure
on wholesale electricity prices in the Ohio power market. Faliling power prices have compressed wholesale margins at
DP&L'’s generating stations. Furthermore, these lower power prices have led to increased customer switching from DP&L
to CRES providers, who are offering retali prices lower than DP&L's standard service offer. Aiso, several municlpalities in
DP&L’s service territory have passed ordinances allowing them to become govemment aggregators with some having
already contracted with CRES providers, further contributing to the switching trend. In September 2012, management
revised its cash flow forecasts based on these developments as part of its annual budgeting process and forecasted lower
operating cash flows than in prior reporting periods. Collectively, In the third quarter of 2012, these events were
considered to be an Impairment indicator for the long-lived asset group as management believes that these developments
represent a significant adverse change In the business climate that could affect the value of the long-lived asset group.

The long-lived asset group subject to the impairment evaluation was determined to be each individual station of DP&L.
This determination was based on the assessment of the stations' ablility to generate independent cash flows. When the
recoverablility test of the long-iived asset group was performed, management concluded that, on an undiscounted cash
flow basls, the carrying amount of two statlons, Conesville and Hutchings, were not recoverable. To measure the amount
of Impaimment loss, management was required to determine the fair value of the two stations. Cash fiow forecasts and the
underlying assumptions for the valuation were developed by management. While there were numerous assumptions that
impact the fair value, forward power prices, dark spreads and the transltion to a merchant model were the most significant.

In determining the fair vaiue of the Conesville station, the three valuation approaches prescribed by the falr value
measurement accounting guidance were consldered. The fair value under the income approach was considered the most
appropriate and resulted in a $25.0 milllon fair value. The carrying value of the Coneswille station prior to the impalrment
was $97.5 million. Accordingly, the Conesville station was considered impalred and $72.5 million of impairment expense
was recognized In the third quarter of 2012.

In determining the falr value of the Hutchings Station, the three valuation approaches prescribed by the fair value
measurement accounting guidance were considered. The falr value under the income approach was considered the most
appropriate and resulted in a zero falr value. The carrying value of the Hutchings Station prior to the Impairment was $8.3
miflion. Accordingly, the Hutchings Station was considered Impaired and $8.3 million of impairment expense was
recognized in the third quarter of 2012.

16. Selected Quarterly Information (Unaudited)

From 2012 onwards, quarterly information is no longer required.
For the 2011 quarters ended

$ in milions except per share amounts

and common stock market price March 31 June 30 September 30 December 31
Revenues $ 4498 $ 3970 $ 4525 $ 3784
Operating income $ 893 § 558 $ 1000 $ 74.8
Net income $ 527 $ 308 §$ 639 $ 45.8
Eamings on common stock $ 525 $ 306 $ 63.7 $ 455
Dividends paid on common stock to DPL $ 700 § 450 $ 650 $ 40.0

[FERC FORM NO. 1 (ED. 12-88) Page 123.60 |




N

N\

P —

This Report Is
| N3 o BT84 7 FERC PD ££4
The Dayton Power and Light Com@no C|@137 [ﬁj‘d&mnq

2) DA Resubmission

KyPSC Case No. 2014-201
STAFF-DR-01-007 Attachment A

Date of Report Year/Period of Report
{Mo, Da, Yr)
04/17/2014 End of 2013/Q4

STEAM-ELECTRIC GENERATING PLANT STATISTICS (Large Pianis) (Continued)

1. Report data for planl in Service only. 2. Large plants ara steam plants with installed capacity (name plate rating) of 25,000 Kw or more. Report in
this page gas-turbine and Intemal combustion plants of 10,000 Kw or more, and nuclear piants.
as ajoint facility. 4. If net peak demand for 60 minutes is not available, give data which Is avaiiable, specifying period. 5. if any employees attend
more than one plant, report on line 11 the approximate average number of employees assignable to each plant.
therm basls report the Btu content or the gas and tha quantity of fuei bumed converted to Mct. 7. Quantities of fuel bumed (Line 38) and average cost
per unit of fuel burned (Line 41) must be conslistent with charges o expense accounts 501 and 547 (Line 42) as show on Line 20. 8. If more than one
fuel is burned in a plant fumish only the composite heat rate for ail fuels bumed.

3. Iindicate by a footnole any plant ieased or operated

6. if gas Is used and purchased on a

N
Line Item Pla Piant
No. Narke: East Bend Name: Miami Fort
(a) ( /ﬁz (c)
1 |Kind of Plant (Intemat Comb, Gas Turb, Nuclear Resp. Shara - Note 8 Resp. Share - Note 8
2 {Type of Constr (Conventional, Outdoor, Boller, etc) Conventionai Conventional
3| Year Originally Constructed 1981 1975
4 |Year Last Unit was Instailed 1981 1978
5 |Totat Installed Cap (Max Gen Name Plate Ratings-MW) 207.00 401.00
6 |[Net Peak Demand on Piant - MW (60 minutes) 187 371
7 [Plant Hours Connected to Load 711 8519
8 |Net Continuous Plant Capability (Megawatts) 0 0
9 | When Not Limited by Condenser Water 186 368
10 { When Limited by Condenser Water 186 368
11 [Average Number of Empioyees 0 0
12 |Net Generation, Exclusive of Plant Use - KWh 1165733000 2788390000
13 |Cost of Plant: Land and Land Rights 0 619144
14 | Structures and Improvements 0 16441301
15 | Equipment Costs 0 342483407
16| Asset Retirament Costs 0 65852
=1 17| Total Cost of &— 359609704
18 |Cost per KW of Installed Capacity (line 17/5) Including 0.0000 896.7823
19 |Production Expenses: Oper, Supv, & Engr 638145 578172
20 | Fuel 32082180 64099028
21| Coolants and Water (Nuclear Plants Only) 0 0
22| Steam Expenses 4780879 4188470
23 | Steam From Other Sources 0 0
24 ] Steam Transferred (Cr) 0 0
25| Electric Expenses 218809 6029
26 | Misc Steam (or Nuclear) Power Expenses 1196196 1114558
27 | Rents 0 0
28 | Allowances 4467 8617
29 | Maintenance Supervision and Engineering 722598 784761
30 | Maintenance of Structures 650510 888508
31 | Maintenance of Boiler (or reactor) Plant 3413117 2156613
32 | Maintenance of Electric Plant 798444 911940
33 ] Maintenance of Misc Steam (or Nuclear) Plant 653955 1522788
34| Total Production Expenses 45159300 76259485
35| Expenses per Net KWh 0.0387 0.0273
36 |Fuel: Kind (Coal, Gas, Oil, or Nuclear) COAL OlL COAL OIL
37 | Unit (Coal-tons/Oil-barel/Gas-mcf/Nuclear-Indicate) Tons Barrels Tons Barrels
38 | Quantity (Units) of Fuel Bumed 573916 0 6838 1221831 0 8589
39| Avg Heat Cont - Fuel Bumed (btu/indicate if nuclear) 11346 0 137178 11728 0 136593
40 | Avg Cost of Fuel/unit, as Delvd f.0.b. during year 52.494 0.000 135315000 [48.560 0.000 119.222
41 | Average Cos! of Fuei per Unit Bumed 52.585 0.000 136.886 49.550 0.000 133.949
42 | Average Cost of Fue! Bumed per Million BTU 2.317 0.000 23.759 2.113 0.000 23.349
43| Average Cost of Fuel Bumed per KWh Net Gen 0.000 2.669 0.000 0.000 2.212 0.000
441 Average BTU per KWh Net Generation 0.000 11205.000 ]0.000 0.000 10295.000 [0.000
FERC FORM NO. 1 (REV. 12-03) Page 402.3
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Duke Energy Kentucky

Case No. 2014-00201

Staff’s First Request for Information
Date Received: July 25,2014

STAFF-DR-01-008

REQUEST:

Refer to page 28 of the application, paragraph 37.c., which states that costs attributed to
MF6 will be “greatly reduced, if not eliminated” once MF®6 is retired. Explain why MF6

costs may not be fully eliminated if the unit is retired.

RESPONSE:

Even after it is retired and no longer generating electricity, MF6 will still require some
level of maintenance investment. For a short period of time, there will likely be some
cost associated with taking equipment out of service and placing the unit in a safe storage
state. Since the unit is situated in the main plant physically between Units 7 and 8, it is
unlikely that the unit proper will be demolished in any significant degree for some time.
Therefore, a future demolition cost will exist for the unit. Until then, the structure and
equipment will still require some minimum level of maintenance to be kept in a safe
condition, such as general housekeeping, asbestos abatement, maintenance of fire
protection equipment, etc. Also, at some point we anticipate the on-site ash pond will be

closed. Duke Energy Kentucky will likely share in some portion of the cost of closure.

PERSON RESPONSIBLE: Steve Immel






Duke Energy Kentucky

Case No. 2014-00201

Staff’s First Request for Information
Date Received: July 25,2014

STAFF-DR-01-009

REQUEST:

Refer to page 15-17 of the Direct Testimony of James P. Henning (“Henning
Testimony™).

a. Provide an itemized listing of assets Duke Kentucky will receive under the East
Bend Purchase, aside from the 31 percent interest in the generating unit, that are
included in the purchase price of $12.4 million.

b. Provide an itemized listing of assets, along with the cost or estimated cost of each
asset, to be acquired by Duke Kentucky in addition to those included in the
purchase price of $12.4 million and for which additional amounts will be paid to
DP&L.

c. Provide an itemized listing of the liabilities, along with the amount or estimated
amount of each liability, to be assumed by Duke Kentucky under the East Bend

Purchase.

RESPONSE:

a. Pursuant to Section 2.1 of the Purchase and Sale Agreement, Duke Energy
Kentucky will be purchasing from DPL all property and assets, real personal and
mixed, tangible and intangible, of every kind and description primarily related to

the Plant. Included in this are all real property, buildings, improvements, fixtures,



and leasehold interests relating to or constituting a part of the Plant, or used or to
be used primarily in connection with the operation of the Plant, including the real
property identified on Schedule 2.1(b). The only items excluded in the
transaction are identified in Section 2.2 “Excluded Assets”.

b. In addition to the $12.4 million purchase price, at the closing, Duke Energy
Kentucky shall also pay the following amounts for DP&L’s ownership share of
the value at closing of the following inventories and other pre-paid assets

associated with the East Bend Unit;

Inventory/Asset Category Value as of 5/31/14%
(a  Coal $4,658,330.63
(b) Fuel oil $242.959.06
(c) Lime $355,869.08
(d) Ammonia $13,840.96
()  Trona $2,931.90
()  Materials and Supplies $2,590,308.25
(g) Other Pre-Paid Assets (incl Pension, $4.443,391.95

Insur)

1 Representative values as of 5/31/14; Actual values at closing will reflect values as of
the closing date.

c. Pursuant to Section 2.3 of the Purchase and Sale Agreement, Duke Energy
Kentucky is assuming all past, present and future liabilities, including
environmental liabilities, of DP&L to the extent arising from, or related to, the
Purchased Assets, or the operation or retirement of the East Bend unit, including

liabilities related to pre-Closing periods, other than the Retained Liabilities listed
2



in Section 2.4. Current liabilities would include current costs of operation such as
accounts payable. The Company does not have a cost estimate of what all
individual liabilities might be as it depends upon numerous scenarios, changes in
law such as environmental compliance and remediation. And such future
liabilities are not materially different than the types of potential liabilities
associated with the ownership of 69 percent of the plant today. The estimated
amount of the liabilities would be consistent with those contained in the

Company’s current financial statements filed with this Commission.

PERSON RESPONSIBLE: Jack Sullivan






Duke Energy Kentucky

Case No. 2014-00201

Staff’s First Request for Information
Date Received: July 25,2014

STAFF-DR-01-010 PUBLIC

REQUEST:

Refer to page 20 of the Henning Testimony, lines 4-6, which state that “...East Bend will

have a minimum life, conservatively, of at least ten years, and depending upon the final

results of carbon legislation, perhaps even longer.” [Emphasis added]. Explain what is

meant by the underlined portion of the statement.

RESPONSE:

CONFIDENTIAL PROPRIETARY TRADE SECRET

Duke Energy Kentucky is not aware of any environmental requirements or pending
environmental legislation that would make East Bend uneconomical to operate for at least
the next ten years. The underlined portion of Mr. Henning’s testimony indicates that the
Company cannot predict the final impact of pending legislation and future legislation. For
example, in the 111th Congress, the House passed H.R. 2454, the American Clean
Energy and Security Act (also known as the Waxman-Markey bill) on June 26, 2009.
Passage of this measure represented the one time either chamber had passed a
comprehensive bill to reduce greenhbuse gas emissions. The Senate however failed to
act on the bill. While Duke Energy Kentucky believes it is unlikely that Congress will

reconsider carbon legislation anytime soon, it realizes it is possible.



After Mr. Henning’s testimony was filed, EPA proposed two phased GHG regulations for
existing Electric Generating Units (EGUs) under Section 111(d) of the Clean Air Act.
The first phase would take effect in 2020, and the second in 2030. The EPA proposed a
“Best System of Emissions Reductions” or “BSER” which contains four building blocks.
The EPA plans to finalize its rule in June 2015. The rule’s requirements would be
determined by and imposed by each state. The EPA would require each state to develop
a “State Implementation Plan” by June, 2016. EPA also states that a one year extension
would be possible, and two years if a state decides to join a multi-state compact. EPA
would then approve the final SIP. Given the proposal, Duke Energy Kentucky believes

there is a high probability that a final 111(d) rule will be litigated.

As a result, the Company cannot predict the outcome of, or final impact of either
regulation or potential legislation. Nevertheless the Company considered the effects of
carbon regulation in its IRP analysis. The analysis of the Reference Case with carbon
regulation included the CO, allowance price forecast as a proxy for future carbon
emission policy. The allowance price would 'be an added cost to electric generation from
coal and gas units that emit CO,. The base case assumption’ was [JJJJJJl] in 2020
increasing to il by 2028. The analysis of the no CO, Case assumed there would be
no cost associated with future carbon emission policy. Based on these considerations, the
Company believes that it is reasonable that even if legislation is approved and/or rules
finalized, they be implemented on a time table that would allow East Bend to have a

useful asset life of at least 10 years.

PERSON RESPONSIBLE: J. Michael Geers






Duke Energy Kentucky

Case No. 2014-00201

Staff’s First Request for Information
Date Received: July 25,2014

STAFF-DR-01-011

REQUEST:

Refer to pages 21-22 of the Henning Testimony, which state that DP&L must get
approval from the Public Utilities Commission of Ohio for the East Bend Purchase and
that both Duke Kentucky and DP&L will obtain permission from the Federal Energy

Regulatory Commission (“FERC”). Provide a status of the Ohio and FERC filings.

RESPONSE:

FERC approved the transaction by Order dated July 16, 2014. Please See Attachment

Staff DR-01-011.

Duke Energy Kentucky is not a party to the Ohio proceeding involving DP&L’s
application‘ to sell its share of East Bend. Based upon a review of the public record,
DP&L filed its application with the Public Utilities Commission of Ohio to sell its
interest in East Bend on June 13, 2014, in Case No. 14-1084-EL-UNC. The Application
is pending with comments to be filed by August 18, 2014 and reply comments by

September 1, 2014.

PERSON RESPONSIBLE: James P. Henning
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UNITED STATES OF AMERICA
FEDERAL ENERGY REGULATORY COMMISSION

Duke Energy Kentucky, Inc. Docket No. EC14-103-000

ORDER AUTHORIZING ACQUISITION OF
GENERATING FACILITIES

(Issued July 16, 2014)

On June 16, 2014, Duke Energy Kentucky, Inc. (Duke Kentucky or Applicant)
filed an application pursuant to 203(a)(1)(D) of the Federal Power Act (FPA)' requesting
Commission authorization for the acquisition by Duke Kentucky of the interest held by
The Dayton Power and Light Company (Dayton) in the East Bend Unit 2 generating
facility (East Bend Unit 2) (Transaction).

Applicant states that Duke Kentucky is a direct subsidiary of Duke Energy Ohio,
Inc., and a wholly-owned, indirect subsidiary of Duke Energy Corporation (Duke
Energy). Duke Kentucky is affiliated with five Duke Energy subsidiaries that are electric
utility operating companies: Duke Energy Carolinas, LLC, Duke Energy Progress, Inc.,
Duke Energy Florida, Inc., Duke Energy Indiana, Inc., and Duke Energy Ohio, Inc.
According to Applicant, Duke Kentucky also is affiliated with generating companies that
own and operate gas-fired plants in Ohio, Pennsylvania, Illinois, and Indiana, and with
subsidiaries of Duke Energy Renewables, Inc. that develop, own, and operate wind and
solar projects throughout the country.

Applicant states that Duke Kentucky operates in northern Kentucky, and its
principal lines of business include generation, transmission, distribution and sale of
electricity, and the sale and transportation of natural gas. It serves approximately
140,000 retail electric customers, but has no wholesale requirements customers. Duke
Kentucky operates approximately 1,039 megawatts (MW) of generating facilities, and
about 107 circuit miles of transmission lines and 2,134 miles of distribution lines. Duke
Kentucky’s retail electric operations are subject to the jurisdiction of the Kentucky Public
Service Commission, and Duke Kentucky’s wholesale sales and transmission operations
are subject to the Commission’s jurisdiction. Duke Kentucky has Commission-granted
authorization to sell wholesale power at market-based rates. Applicant submits that Duke
Kentucky’s transmission facilities are subject to the functional control of PJM

116 U.S.C. § 824b (2012).
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Interconnection, L.L.C. (PJM). Duke Kentucky also provides natural gas services to
approximately 100,000 retail customers in northern Kentucky.

Applicant states that Dayton, an Ohio corporation, is a subsidiary of DPL Inc.,
which in turn is a subsidiary of The AES Corporation. Dayton operates within the
geographic footprint of PIM. Dayton provides electric distribution services to more than
500,000 retail customers in the Dayton, Ohio area in west central Ohio, subject to the
jurisdiction of the Public Utilities Commission of Ohio. Dayton owns or controls
approximately 3,304 MW of electric generating capacity, which includes about 2,586
MW of undivided ownership interests in co-owned generating facilities such as East
Bend Unit 2. According to Applicant, Dayton has received Commission authorization to
make wholesale sales of electric energy at market based rates, and does not have any
captive or bundled wholesale customers.

Applicant states that East Bend Unit 2 is a 600 MW coal-fired generating unit.
The unit, located in Kentucky, is owned 69 percent by Duke Kentucky and 31 percent by
Dayton. Duke Kentucky serves as the operator of the unit pursuant to the East Bend Unit
2 Operation Agreement.

Applicant states that, on May 15, 2014, Duke Kentucky and Dayton entered into
the Purchase and Sale Agreement (Agreement), pursuant to which they agreed that
Dayton would sell, and Duke Kentucky would purchase, Dayton’s 31 percent interest in
East Bend Unit 2, which includes, among other things, Dayton’s rights to and interests in
(1) tangible assets located at the plant or primarily used in the operation of the plant
(including equipment, motor vehicles, tools, parts and fuel and other inventory), (ii) real
property, buildings, improvements, fixtures, and leasehold interests relating to the plant,
(iii) emissions allowances, (iv) rights under various contracts related to the plant, permits,
and (v) books and records associated with East Bend (collectively, East Bend Facilities).
The Agreement also provides for Duke Kentucky to assume certain present and future
liabilities, including environmental liabilities arising from or related to the operation or
retirement of the East Bend Facilities. The Agreement further provides that, following
closing, Duke Kentucky will acquire all rights or interests in the electricity generated at
the plant, including any and all of PIM’s Reliability Pricing Model capacity revenues
with respect to such generation. Applicant submits that the Transaction includes a
negotiated purchase price, subject to certain customary post-closing adjustments.

Applicant notes that the sale of East Bend Unit 2 does not include the transfer of
any interconnection facilities, such as generator leads or step-up transformers, which the
Commission classifies as transmission facilities for the purposes of its analysis under
FPA section 203. Applicant states that Duke Kentucky has and will continue to own and
operate East Bend Unit 2’s interconnection facilities.

Applicant states that the Transaction is consistent with the public interest because
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it will have no adverse impact on competition, rates, or regulation and will not result in
cross-subsidization or the pledge or encumbrance of utility assets for the benefit of an
associate company.

Applicant states that the Transaction will not have an adverse effect on horizontal
competition in PJM. Applicants submit that PJM is the only market relevant to the
Transaction because East Bend Unit 2 is located in PJM and there is no overlap in
generation ownership between Duke Kentucky and its affiliates (Duke Energy PJM
Companies) and Dayton and its affiliates in any other market that is affected by the
Transaction. Applicants continue that the amount of capacity that Duke Kentucky will
acquire under the Transaction represents 0.1 percent of the installed capacity in PJM, and
the Duke Energy PJM Companies’ post-Transaction share of the total installed capacity
in PJM will equal approximately 4.57 percent. Applicant submits that the transfer of 0.1
percent of the installed capacity in PJM generates a de minimis Herfindahl-Hirschman
Index change of roughly 0.45 points.>

Applicant states that Transaction will not have an adverse impact on vertical
competition because the Transaction does not involve any electric transmission facilities,
including the limited interconnection facilities that connect East Bend Unit 2 to the grid.
In addition, Duke Kentucky has turned over operational control of its transmission
facilities to PJM, and wholesale transmission service over such facilities will continue to
be provided pursuant to the rates and terms of the PYM Open Access Transmission Tariff
(PJM OATT) on file with the Commission, mitigating vertical market power concems.

Applicant states that the Transaction will have no adverse effect on rates, because
Duke Kentucky does not have any wholesale requirements customers that take service
under formula rate arrangements. As to transmission rates, no transmission facilities that
are part of the bulk transmission system or included in transmission ratebase will be
transferred to Duke Kentucky. Therefore, Applicant submits that the Transaction will not
cause Duke Kentucky to incur additional transmission costs that will flow through to
customers under the PJM OATT.

In any event, Duke Kentucky commits to holding wholesale power and
transmission customers harmless from any transaction costs related to the Transaction for
a period of five years following the closing date of the Transaction. Applicant’s

2 Applicant uses capacity numbers for Duke Energy PJM Companies from Duke
Energy’s Northeast Region triennial update, filed on January 17, 2014, in Docket No.
ER14-1076, which was accepted for filing on May 27, 2014. Likewise, Applicant uses
capacity numbers from the AES Corporation’s Northeast triennial update, filed on
December 26, 2013, in Docket No. ER10-3145, which was accepted for filing on April 8,
2014.
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commitment is interpreted to include all transaction-related costs, not only costs related
to consummating the transaction.® The Commission will be able to monitor the
Applicant’s hold harmless provision under its authority under section 301(c) of the FPA
and the books and records provision of PUHCA 2005, and the commitment is fully
enforceable based on the Commission’s authority under section 203 of the FPA.*

If Applicant seeks to recover transaction-related costs through their wholesale
power or transmission rates they must submit a compliance filing that details how they
are satisfying the hold harmless requirement. If Applicant seeks to recover transaction-
related costs in an existing formula rate that allows for such recovery, then that
compliance filing must be filed in the section 205 docket in which the formula rate was
approved by the Commission, as well as in the instant 203 docket. In this case the filing
would be a compliance filing in both the section 203 and section 205 dockets. If
Applicant seeks to recover transaction-related costs in a filing whereby they are
proposing a new rate (either a new formula rate or a new stated rate), then that filing must
be made in a new section 205 docket as well as in the instant section 203 docket. In this
case the filing would be a compliance filing in the section 203 docket, but a rate
application in the section 205 docket. The Commission will notice such filings for public
comment. In such filings, Applicant must: (1) specifically identify the transaction-related
costs they are seeking to recover, and (2) demonstrate that those costs are exceeded by
the savings produced by the Transaction, in addition to any requirements associated with
filings made under section 205.% Such a hold harmless commitment will protect
customers’ wholesale power and transmission rates from being adversely affected by the
Transaction.

Applicant states that the Transaction will not have an adverse impact on
regulation, at either the federal or state level. The Transaction will not diminish the
Commission’s regulatory authority. Duke Kentucky and Dayton each will remain a
“public utility” as defined in FPA Section 201(e) and will continue to be subject to the
Commission’s jurisdiction under the FPA. Further, the Commission will continue to
have jurisdiction over wholesale sales from East Bend Unit 2 after the Transaction closes.
Accordingly, Applicant submits that the Transaction will have no adverse effect on
federal regulation.

3 PPL Corporation and E.ON U.S. LLC, 133 FERC Y 61,083 (2010).

4 PPL Corporation and E.ON U.S. LLC, 133 FERC ¥ 61,083 (2010), ITC Midwest
LLC and Northern States Power Company, 133 FERC 4 61,169 (2010), and BHE
Holdings Inc. and Main & Maritimes Corporation, 133 FERC § 61,231 (2010).
ld
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Applicant states that the Transaction also will not adversely affect state regulation.
After the Transaction closes, Duke Kentucky and Dayton will continue to be subject to
regulation by their respective state public utility commissions. Accordingly, the
Transaction will have no adverse effect on state regulation.

With respect to cross-subsidization, Applicant states that, based on facts and
circumstances known to them or that are reasonably foreseeable, the Transaction will not
result in, at the time of the Transaction or in the future, cross-subsidization of a non-
utility associate company or the pledge or encumbrance of utility assets of a traditional
public utility associate company that has captive customers or that owns or provides
transmission service over jurisdictional facilities for the benefit of an associate company,
including: (1) any transfer of facilities between a traditional public utility associate
company that has captive customers or that owns or provides transmission service over
jurisdictional transmission facilities, and an associate company; (2) any new issuance of
securities by a traditional public utility associate company that has captive customers or
that owns, or provides transmission service over, jurisdictional transmission facilities, for
the benefit of an associate company; (3) any new pledge or encumbrance of assets of a
traditional public utility associate company that has captive customers or that owns or
provides transmission service over jurisdictional transmission facilities, for the benefit of
an associate company; or (4) any new affiliate contracts between a non-utility associate
company and a traditional public utility associate company that has captive customers or
that owns or provides transmission service over jurisdictional transmission facilities,
other than non-power goods and service agreements subject to review under sections 205
and 206 of the FPA.

The filing was noticed on June 17, 2014, with comments, protests or interventions
due on or before July 7, 2014. Dayton filed a timely motion to intervene with comments
in support of the Transaction. Notices of intervention and unopposed timely filed
motions to intervene are granted pursuant to the operation of Rule 214 of the
Commission’s Rules of Practice and Procedure (18 C.F.R. § 385.214)(2013)3 Any
opposed or untimely filed motion to intervene is governed by the provision of Rule 214,

Order No. 652 requires that sellers with market-based rate authority timely report
to the Commission any change in status that would reflect a departure from the
characteristics the Commission relied upon in granting market-based rate authority.® The
foregoing authorization may result in a change in status. Accordingly, Applicant is
advised that it must comply with the requirements of Order No. 652. In addition,
Applicant shall make appropriate filings under section 205 of the FPA, to implement the

§ Reporting Requirement for Changes in Status for Public Utilities with Market-
Based Rate Authority, Order No. 652, 70 Fed. Reg. 8,253 (Feb. 18, 2005), FERC Stats. &
Regs. 931,175, order on reh’g, 111 FERC q 61,413 (2005).
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Transaction.

Information and/or systems connected to the bulk system involved in this
transaction may be subject to reliability and cybersecurity standards approved by the
Commission pursuant to FPA section 215. Compliance with these standards is
mandatory and enforceable regardless of the physical location of the affiliates or
investors, information database, and operating systems. If affiliates, personnel or
investors are not authorized for access to such information and/or systems connected to
the bulk power system, a public utility is obligated to take the appropriate measures to
deny access to the information and/or the equipment/sofiware connected to the bulk
power system. The mechanisms that deny access to information, procedures, software,
equipment, etc. must comply with all applicable reliability and cybersecurity standards.
The Commission, NERC or the relevant regional entity may audit compliance with
reliability and cybersecurity standards.

After consideration, it is concluded that the Transaction is consistent with the
public interest and is hereby authorized, subject to the following conditions:

(1)  The Transaction is authorized upon the terms and conditions described in
this Order and for the purposes set forth in the application;

(2)  The foregoing authorization is without prejudice to the authority of the
Commission or any other regulatory body with respect to rates, service,
accounts, valuation, estimates or determination of cost or any other matter
whatsoever now pending or which may come before the Commission;

(3) Nothing in this order shall be construed to imply acquiescence in any
estimate or determination of cost or any valuation of property claimed or
asserted;

(4) The Commission retains authority under sections 203(b) and 309 of the
FPA, to issue supplemental orders as appropriate;

(5) Ifthe Transaction results in changes in the status or the upstream ownership
of Applicant’s affiliated Qualifying Facilities, if any, an appropriate filing
for recertification pursuant to 18 C.F.R. § 292.207 (2013) shall be made;

(6)  Applicant shall make appropriate filings under section 205 of the FPA, as
necessary, to implement the Transaction;

(7)  Duke Kentucky shall account for the Transaction in accordance with
Electric Plant Instruction No. 5 and Account 102, Electric Plant Purchased
or Sold, of the Uniform System of Accounts. Duke Kentucky shall submit
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its final accounting entries within six months of the date that the
Transaction is consummated, and the accounting submissions shall provide
all the accounting entries and amounts related to the transfer along with
narrative explanations describing the basis for the entries.

(8)  Applicant must inform the Commission of any change in circumstances that
would reflect a departure from the facts the Commission relied upon in
authorizing the Transaction; and

(9)  Applicant shall notify the Commission within 10 days of the date that the
Transaction has been consummated.

This action is taken pursuant to the authority delegated to the Director, Division of
Electric Power Regulation — West under 18 C.F.R. § 375.307(2013). This order
constitutes final agency action. Requests for rehearing by the Commission may be filed
within 30 days of the date of issuance of this order pursuant to 18 C.F.R. §
385.713(2013).

Steve P. Rodgers
Director
Division of Electric Power Regulation - West
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Duke Energy Kentucky

Case No. 2014-00201

Staff’s First Request for Information
Date Received: July 25, 2014

STAFF-DR-01-012

REQUEST:

Refer to pages 7-8 of the Direct Testimony of William Don Wathen (“Wathen
Testimony”). Beginning at the bottom of page 7, Mr. Wathen states that, with the East
Bend Purchase, there is likely to be overlap in which Duke Kentucky is operating and
incurring costs for MF6 while operating and incurring costs for 100 percent of the East
Bend unit. Although an immediate change in base rates is not anticipated, as stated on
page 11 of the Wathen Testimony, provide the estimated effect this will have on any of

the components of Duke Kentucky’s customer bills during the overlap period.

RESPONSE:

Upon acquiring 100% of East Bend Unit 2, it is expected that there will be a customer
benefit in a lower Rider FAC. Although the Company is proposing to modify Rider PSM
to accommodate potential gains/losses from certain capacity transactions, no estimate has
been made of the amounts that would flow through that rider. No other rates for Duke

Energy Kentucky’s are expected to change until the time of the next base rate case.

Based on the fuel savings estimated in response to Staff-DR-01-013, and assuming Duke
Energy Kentucky’s retail sales are approximately 4 million MWh, customers should see
Rider FAC reduced by approximately $4 per MWh to $6 per MWh (or 0.4 ¢/kWh to 0.6
¢/kWh)

PERSON RESPONSIBLE: William Don Wathen Jr.
1






Duke Energy Kentucky

Case No. 2014-00201

Staff’s First Request for Information
Date Received: July 25, 2014

STAFF-DR-01-013

REQUEST:
Refer to pages 9 of the Wathen Testimony, lines 16-17, which state that “[t]he higher

O&M expense is expected to the offset, at least to some degree, by lower fuel costs.”
Provide an estimate of the annual fuel cost savings (including supporting calculations)
from owning 100 percent of the East Bend unit versus owning 69 percent of the East

Bend unit and MF6.

RESPONSE:

The Company has estimated that substituting DP&L’s share of East Bend 2 for the
capacity associated with Miami Fort 6, will result in fuel savings and purchase power
savings ranging from $16 million to $24 million per year for the period 2015 through

2019.

PERSON RESPONSIBLE: James S. Northrup






Duke Energy Kentucky

Case No. 2014-00201

Staff’s First Request for Information
Date Received: July 25,2014

STAFF-DR-01-014

REQUEST:

Refer to page 10 of the Wathen Testimony, lines 3-6, wherein Mr. Wathen attributes the
lower cost of fuel in 2013 for MF6 compared with East Bend to a shift to spot purchases
rather than long-term contract purchases for MF6. Explain why spot purchases were

cheaper than long-term contract purchases in 2013 and whether this is typical for the type

of coal burned at MF6.

RESPONSE:

Due to the volatility in burn forecasts for MF6 as a result of lower natural gas and power
prices a higher percentage of spot purchases were made to support operations. It is not
necessarily the case that spot purchases are less expensive than long-term contract
purchases. The fundamental drivers are when the transaction was made and the quality
specifications of the coals purchased. Market prices shift over time; therefore, the long-
term prices that were “locked in™ at a prior time that were cost competitive at the time of
the purchase may end up being more or less expensive that prevailing market prices at

some other time.

PERSON RESPONSIBLE: Brett Phipps






Duke Energy Kentucky

Case No. 2014-00201

Staff’s First Request for Information
Date Received: July 25,2014

STAFF-DR-01-015

REQUEST:
Refer to page 15 of the Wathen Testimony, lines 11-21, wherein Mr. Wathen discusses

Duke Kentucky’s proposal to net capacity revenues it will receive as a result of the East
Bend Purchase with costs Duke Kentucky will incur to satisfy its FRR capacity
obligation and to flow the net difference through its existing Profit Sharing Mechanism
Rider (“Rider PSM”).

a. Given that Rider PSM specifies its use for “profits on off-system power sales and
the net margins on sales of emission allowances,” and that capacity revenues and
FRR obligation costs would not fall into either category, explain why Duke
Kentucky is not proposing a new, separate mechanism for the capacity revenues
and FRR costs.

b. Provide a revised Rider PSM tariff showing text changes that would be required if
Duke Kentucky’s proposal is approved.

c. Confirm that Duke Kentucky’s proposal to use Rider PSM as described in the
application would be needed only through May 31, 2018. If this cannot be
confirmed, explain.

d. Provide an alternative recommended proposal for the treatment of the capacity
revenues and FRR obligation costs if the Commission chooses not to approve

Duke Kentucky’s proposal to use Rider PSM.



RESPONSE:

a. Although Rider PSM does explicitly address “profits on off-system power sales
and the net margins on sales of emission allovyances,” the Commission has
previously allowed the Company to flow through margins on other transactions as
well. Specifically, in Case No. 2008-00489, the Commission approved a request
from the Company to include as an eligible profit net revenues related to its
provision of ancillary services in the newly created “MISO ASM.” The
Commission approved this change to the calculation of Rider PSM but did not
require the Company to modify the tariff to reflect this change. The Company’s
proposal is the simplest way to achieve the objective for flowing through margins
on capacity sales, similar to the way the Commission handled the changes for the
ancillary services in Case No. 2008-00489. The Company does not object to the
creation of a separate rider for netting of capacity purchases and sales if the
Commission would prefer.

b. Please see Staff DR-01-015 Attachment. In the interest of ensuring that any
updated tariff reflects all of the items included in Rider PSM, the updated tariff
includes changes to reflect the inclusion of Ancillary Services as well.

c. Only gains/losses related to transactions that occur on or before May 31, 2018,
will be included in Rider PSM. Because Rider PSM is filed on a quarterly basis,
actual gains/losses may impact customers’ rates for some period after the actual
transactions occurred.

d. If the Commission rejects the Company’s proposal related to flowing through

gains/losses on the capacity transactions, the Company recommends that the



Commission allow the Company to defer the gains/losses with a carrying cost at
the long-term debt rate until such time as the balance of the regulatory asset or

regulatory liability can be flowed through to customers via base rates.

PERSON RESPONSIBLE: William Don Wathen Jr.
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KY.P.S.C. Electric No. 2
«Revised Sheet No 82 . (
Duke Energy Kentucky, Inc. Cancels and Supersedes
| 4580 Olympic Blvd - Revised Sheet No 82
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RIDER PSM
OFF-SYSTEM POWER SALES AND EMISSION ALLOWANCE SALES
PROFIT SHARING MECHANISM
APPLICABILITY
Applicable to all retail sales in the Company’s electric service area, excluding interdepartmental
| sales, beginning with the billing month, . (D) [TDeleted: June 2014

PROFIT SHARING RIDER FACTORS
The Applicable energy charges for electric service shall be increased or decreased to the
l nearest $0.000001 per kWh to reflect the sharing of profits on off-system power sales_and, = . f Deleted:

ancillary services, ,the net profits pn sales of emission allowances, and net marqins on capacity ~ _ [ Deleted: and the
fransactions related to the acquisition of 100% of East Bend Unit 2.

[ Deleted: margins
‘ The Company will compute its profits on off-system power sales_and ancillary services, profits, .- f Deleted: and

on emission allowance sales, and net margins_on capacity transactions related to the - -
acquisition of 100% of East Bend Unit 2 in the following manner: rww magins

F Deleted: net margins on ancillary services,

| Rider PSM Factor= (P +A) +E+.C+R)/S S ( Deteted: A +
Where: (" Deleted: The first 100% of profits up t
P = Eligible profits from off-system power sales for applicable month subject to . sf million duﬁ,,;’ihe cur;e‘:\tpyea:s a.:: ‘

sharing provisions established by the Commission in its Order in Case No. ' credited 100% to customers.
2003-00252, dated December 5, 2003. Cumulative profits for the current year I
excess of $1 million are shared betwee
! customers and shareholders on a

A = Al net profits related o its provision of ancillary services in markets | 50%/50% basis. After Decamber 31%
administered by PJM per the Commission's Order in Case No. 2008- . each yea,',hzzh:ﬁ:grmﬁ':ms:nawﬂf
00489, dated January 30, 2009, be reset. Effective with Duke Energy

Kentucky's realignment to the PJM

e first $1 million in annual profits from off-system sales and_ancillary - ';gf?""’d"’" LLC on January 1,

services will be allocated to ratepayers, with any profits in excess of $1

million split 75:25, with ratepayers receiving 75 percent and shareholders Deleted: t

receiving 25 percent per the Commission Order in Case No. 2010-00203, Deleted: margins

dated December 22, 2010._After December 31* of each year, the sharing Deleted: A= . All net margins related
mechanism will be reset for off-system power sales. Each month the to its provision of ancillary services In

Y

sharing mechanism will be reset for the ancillary service profits. - markets administered by PJM per the
; Commission’s Order in Case No. 2008-
| E = Al net profits on sales of emission allowances are credited to customers %“89'“
per the Commission’s Order in Case No. 2006-00172, dated December 21,
2006. Deleted: December 22, 2010
; @elmd:

£__= Capacity revenue received from the Dayton Power & Light Company /[Delemd:m-oozo

related to its participation in PJM’s Base Residual Auction through May 31,  /,

2018, less the cost incurred by Duke Energy Kentucky to procure sufficient ,f,"'l,LDe'w’ 3

capacity to meet its obligations as a Fixed Resource Requirement entity /i /(Delemd: May 28, 2014
# 7 [ Deleted: June 2, 2014

Issued by authority of an Order of the Kentucky Public Service il

| Commissiondated, 201 jnCaseNo.20_____, e 7/

Issued, B e o o .

Effective:, ] ] S S
Issued by: James P. Henning, President /s/ James P. Henning
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under the Reliability Assurance Agreement with PJM per the Commission's

Order in Case No. 2014-00201, dated L2014, . - ( Deleted: .

R = 