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I. INTRODUCTION

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name is John A. Verderame, and my business address is 526 South Church
Street, Charlotte, North Carolina 28202.

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

I am employed by Duke Energy Progress, Inc. (Duke Energy Progress or the
Company) as Director, Power Trading and Dispatch. Duke Energy Progress is the
utility formerly known as Progress Energy Inc., (Progress Energy) located in
North and South Carolina. In 2012, upon consummation of the merger between
Duke Energy Corporation (Duke Energy Corp.) and Progress, Progress became
Duke Energy Progress and I was promoted to my current position. As part of the
merger integration process, Duke Energy Progress now provides various
administrative and other services to the regulated affiliated companies within
Duke Energy Corp., including Duke Energy Kentucky.

PLEASE BRIEFLY DESCRIBE YOUR EDUCATION AND
PROFESSIONAL EXPERIENCE.

I received a Bachelor of Arts degree in Economics from the University of
Rochester in 1983, and a Masters in Business Administration in Finance from
Rutgers University in 1985. I have worked in the energy industry for 14 years.
Prior to that, from 1986 to 2001, I was a Vice President in the United States (US)
Government Bond Trading Groups at the Chase Manhattan Bank and Cantor
Fitzgerald. My responsibilities as a US Government Securities Trader included

acting as the Firm’s market maker in US Government Treasury securities. I joined
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Progress Energy, in 2001, as a Real-Time Energy Trader. My responsibilities as a
Real-Time Energy Trader included managing the real-time energy position of the
Progress Energy regulated utilities. In 2005, I was promoted to Manager of the
Power Trading group. My role as manager included responsibility for the short-
term capacity and energy position of the Progress Energy regulated utilities in the
Carolinas and Florida.

In July 2012, following the consummation of the merger between Duke
Energy Corp and Progress Energy, I was promoted to my current position of
Director, Power Trading and Dispatch.

PLEASE SUMMARIZE YOUR RESPONSIBILITIES AS DIRECTOR,
POWER TRADING AND DISPATCH.

As Director, Power Trading and Dispatch of Duke Energy Progress, I am
responsible for Power Trading and Generation Dispatch on behalf of the
Company’s regulated utilities in the Carolinas, Florida, Indiana, and Kentucky. I
am primarily responsible for Duke Energy Kentucky’s generation dispatch, unit
commitment; 24-hour real-time operations, and plant communications related to
short-term generating maintenance planning. I lead the team responsible for
managing the Company’s capacity position with respect to meeting its Fixed
Resource Requirement (FRR) obligation as a member of PJM Interconnection,
L.L.C. (PIM), for the submission of the Company’s supply offers and demand
bids in PJM’s day-ahead and real-time electric energy (collectively Energy
Markets) and ancillary services markets (Ancillary Services Markets), as well as

managing the Company’s short-term and long-term supply position to ensure that
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the Company has adequate economic resources committed to serve its retail
customers’ electricity needs. In that respect, I am also responsible for any
financial hedging done to mitigate exposure to short-term energy prices and
congestion risks.

HAVE YOU EVER TESTIFIED BEFORE THE KENTUCKY PUBLIC
SERVICE COMMISSION?

No.

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS
PROCEEDING?

My testimony provides an overview of Duke Energy Kentucky’s participation in
PJM, how it manages its capacity position as an FRR entity, and how its
generation resources are dispatched in PJM. I will also discuss the Company’s
current capacity position, the risks the Company faces as an FRR entity if it does
not have adequate capacity to fulfill PJM’s reliability requirements, and how the
Company’s proposal to purchase The Dayton Power & Light Company’s (DP&L)
31% interest in the East Bend Unit 2 Generating Station (East Bend) will help the
Company to manage its FRR position going forward. I discuss the Company’s
proposal to share capacity revenues derived from DP&L’s 31% interest in East
Bend with customers and net those revenues against any costs the Company will
incur to satisfy its FRR plan obligations assuming Duke Energy Kentucky’s

Miami Fort Unit 6 generating station (MF6) is retired.
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II. DUKE ENERGY KENTUCKY’S PARTICIPATION IN PJM

ARE YOU PERSONALLY INVOLVED IN DAY-TO-DAY DECISIONS
REGARDING THE DISPATCHING AND COMMITMENT OF
RESOURCES USED TO SERVE DUKE ENERGY KENTUCKY’S RETAIL
ELECTRIC CUSTOMERS?
Yes, I am. My responsibilities include managing Duke Energy Kentucky’s short-
term and long-term generation supply position to ensure adequate resources are
economically committed to meet Duke Energy Kentucky’s retail customers’
electricity needs in the most cost-effective manner.
PLEASE BRIEFLY DESCRIBE PJM’S ENERGY MARKET.
PIM administers both Energy Markets utilizing locational marginal pricing
(LMP). LMP can be broadly defined as the value of one additional megawatt of
energy at a specific point on the electric grid. In PJM, LMP is composed of three
components; the system energy price, the transmission marginal congestion price,
and the marginal loss price. Both Energy Markets are based on supply offers and
demand bids submitted to PJM by market participants, including both generator
owners (as sellers) and load serving entities (as buyers). Thus, Duke Energy
Kentucky functions as both a seller and a buyer in the Energy Markets on behalf
of its retail electric customers in Kentucky.

The day-ahead energy market provides a means for market participants to
mitigate their exposure to price risk in the real-time energy market. The day-
ahead energy market also provides meaningful information to PJM regarding

expected real-time operating conditions for the next day, which enhances PIM’s
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ability to ensure reliable operation of the transmission system. The real-time
energy market functions as a balancing market between generation and load in
real-time. Through these Energy Markets and the LMP price signals, PJM
provides a market-based solution to value and thus manage energy production,
transmission congestion, and marginal losses in the PJM region.
PJM also operates, and Duke Energy Kentucky participates in, the
Ancillary Services Market. Ancillary services include:
e Synchronized Reserves, which provide energy during an
unexpected period of need;
e Non-Synchronized Reserves, which also provide energy during an
unexpected period of need, but which are typically off-line;
e Regulating Reserves, which are utilized to manage short-term
changes in energy requirements;
e Day-Ahead Scheduling Reserves, a 30-minute day-ahead reserve
product; and
o Black Start Service, which provides energy to the grid in the event
of a black out condition.
PIM Ancillary Services Markets are co-optimized with the Energy
Markets in order to minimize production costs.
In addition to these more physical Energy Markets, PJM offers financial
products that can be utilized to hedge exposure to the Energy Markets. Virtual
transactions can hedge risk in the real-time energy market, and Financial

Transmission Right (FTR) transactions can hedge exposure to day-ahead
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congestion costs. FTR auctions are conducted annually and monthly. FTRs are
defined with source and sink points that entitle and obligate the holder to a stream
of revenues or charges based on the hourly day-ahead congestion price
differences across the defined path. Duke Energy Kentucky utilizes FTRs to
manage the congestion risk from our generation stations to our load zone. Virtual
transactions clear in the day-ahead energy market as virtual generators and loads
at specific points on the grid. Virtual transactions settle based on the difference
between the day-ahead and real-time LMP at the specific node. Duke Energy
Kentucky utilizes virtual transactions to hedge generator performance risk,
primarily during start up or as a potential operational contingency.

Other non-PJM operated financial markets that are based on PJM market
settlements exist. Duke Energy Kentucky participates in these financial markets to
hedge Duke Energy Kentucky’s customer’s exposure to day-ahead and real-time
energy prices when our generation stations are unavailable due to planned
maintenance outages or are not expected to clear the Energy Markets in volumes
sufficient to serve native load demands.

PLEASE BRIEFLY EXPLAIN HOW DUKE ENERGY KENTUCKY’S
CURRENT GENERATION PORTFOLIO PARTICIPATES AND IS
DISPATCHED IN THE DAY-AHEAD AND REAL-TIME ENERGY
MARKETS.

As an FRR entity and generation owner in PJM, Duke Energy Kentucky is under
a must offer requirement to offer all of its generation committed to the FRR plan

into the day-ahead energy market. The generating units are offered with
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designations including; Must Run, Economic, Emergency, and Unavailable. Must
Run stafus units will clear the market regardless of economics and are generally
dispatched at a minimum load during periods when the marginal cost of the unit is
above the LMP solved by the dispatch model. Economic status units will
generally be committed if their “all in” costs, including startup costs, are
economic across the following day. Emergency status units are committed during
an energy emergency event. Unavailable status units will not be considered by the
commitment and dispatch model.

Each generating unit is offered hourly in a segmented incremental energy
and ancillary service offer curve across the unit’s operational range. The hourly
offers consist of price and quantity pairs based on the daily fuel cost, unit
efficiency, emissions and variable operations and maintenance (O&M) costs, and
plant output availability. Unit status is determined based upon unit availability,
marginal energy costs, and anticipated market clearing prices.

Day-ahead generation unit offers are submitted to PJM by 12PM Eastern
Prevailing Time the day prior to energy flow. Generally by 4PM that day,
following execution of a security constrained unit commitment model, PJM posts
energy and ancillary services awards for the following day. These awards are
financially binding on both Duke Energy Kentucky and PJM.

In real time, Duke Energy Kentucky makes hourly updates to the energy
and ancillary service offers, primarily with respect to unit availability. The Duke
Energy Kentucky generation dispatchers follow PJM generation dispatch signal

instructions, and relay necessary instructions to the generation stations.
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It is possible that in real time, despite receiving a day-ahead energy award,
PJM dispatch signals will instruct Duke Energy Kentucky plants to move to
generation loadings below their day-ahead award level. These instructions are
based on the real-time energy needs of the system as manifested through LMP
price signals at the generator bus. If the real-time LMP is below a unit’s marginal
cost of energy, PJM will likely reduce output, or delay or cancel a unit startup.
Conversely, if system conditions have changed from day-ahead model
assumptions, PJM may direct a Duke Energy Kentucky unit to start up without a
day-ahead energy award. Duke Energy Kentucky has an obligation and financial
incentive to follow PJM dispatch instructions.
PLEASE DESCRIBE THE PJM CAPACITY MARKET.
PJM’s capacity market is called RPM, which is an acronym for Reliability Pricing
Model. The purpose of RPM is to provide a market construct that enables PJM to
secure adequate generation resources to meet the reliability needs of the regional
transmission organization (RTO). The RPM construct and the associated rules
regarding how PJM members participate in the PJM capacity market is described
within the PJM Open Access Transmission Tariff (OATT) and Reliability
Assurance Agreement (RAA). The PJM capacity market operates on what is called
a delivery year that spans a twelve month period beginning June 1* and ending
May 31* (Delivery Year). In PIM, the capacity market structure is intended to
provide transparent forward market signals that support generation and
infrastructure investment. There are two ways for a PJM member to participate in

the RPM capacity structure: 1) through the RPM baseline procurement auctions;
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or 2) as a self-supply FRR entity. The baseline procurement auctions are called
the base residual auctions (BRA). BRAs are conducted three years in advance of
the actual Delivery Year in order to allow bidders to complete construction of
projects that clear the BRA. The PJM capacity market provides incentives for the
development of generation, demand response, energy efficiency, and transmission
solutions. Another important component of RPM is that price signals are
locational, and designed to recognize and quantify the geographical value of
capacity. PJM divides the RTO into multiple sub-regions called Locational
Delivery Areas (LDA) in order to model the locational value of generation. If
PJM determines that a particular LDA does not have sufficient generation or
import transmission capacity to meet its anticipated reliability obligation it will
define that LDA as constrained and the model will solve a separate supply/
demand solution for that LDA. All capacity within a LDA receives the clearing
price for that LDA.

PLEASE BRIEFLY DESCRIBE THE PJM CAPACITY AUCTION
CONSTRUCT.

PJM utilizes four auctions, the BRA plus three incremental auctions, up to the
prompt year in order to procure the correct amount of capacity supply for the
actual demand in the Delivery Year. The first auction is the BRA and typically
occurs in May for the Delivery Year beginning in June three years into the future.
Then, in September of the following year, PIM holds the first incremental
auction. In July of the following year, PJM hold its second incremental auction.

Finally, in the February that is three months before the beginning of the associated
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Delivery Year, and after the final effective Equivalent Forced Outage Rate in
Demand (EFORy4) and Final Daily Unforced Capacity Obligations ratings are
posted, PJM will conduct the third incremental auction. The EFORy postings are
based upon the prior year, and are a significant milestone in this process as they
establish the factor that is applied to individual generator’s Installed Capacity
ratings (ICAP) in order to calculate Unforced Capacity ratings (UCAP). PIM
capacity obligation requirements are stated in UCAP, in other words, the nominal
capacity of a generation unit adjusted down for its historical performance. Each
incremental auction is an opportunity for both suppliers and PJM to balance their
respective capacity positions, meaning that if a supplier sold too much capacity
due to changes in EFORg, it can buy back some of the capacity that it previously
sold in the BRA or an incremental auction. Similarly, if PJM finds that the peak
load forecast was too high or too low, and it subsequently procured too much or
too little capacity in the BRA, it can sell back or buy more capacity to balance to
the actual reliability requirements.

PLEASE EXPLAIN PJM’S FRR PROCESS.

PJM provides an alternative means for a PJM Load Serving Entity (LSE) to
satisfy its capacity obligation under the PJM RAA to commit unforced capacity to
meet capacity requirements. This self-supply capacity alternative is called FRR.
The PJM OATT and RAA also specify the obligations for FRR entities and the
options for compensation to FRR entities for supplying capacity. The FRR
alternative provides a LSE with the option to submit an FRR capacity plan that

meets a fixed capacity resource requirement (FRR Plan). The FRR Plan must
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identify the unit specific generating or demand response resources that will be
providing the necessary MWs of capacity to fulfill the FRR obligation. FRR
allows the LSE to match its reliability requirement to its own generation, demand
response, energy efficiency and/or transmission resources, while still being
permitted to sell some or all of its excess supply into RPM auctions up to the FRR
limit. The FRR limit is the lesser of 25% of the Preliminary Unforced Capacity
Obligation or 1,300 MW. For example, if the Duke Energy Kentucky reliability
requirement was 1,000 MWs, then its FRR sales limit would be 250 MWs.

ARE THERE DIFFERENCES IN THE OBLIGATIONS AND RISKS FOR
AN FRR ENTITY RELATIVE TO THOSE OF AN ENTITY THAT
PARTICIPATES IN THE RPM AUCTIONS?

Yes. First, in order to align with the three-year forward BRA, LSEs entering into
PJM are generally required to do so as an FRR entity for a minimum five year
term before they can participate in the RPM auctions. In the case of Duke Energy
Kentucky’s transition to PJM, the Company was required to establish an FRR
Plan for the 2011/2012, 2012/2013, 2013/2014, 2014/2015, and 2015/2016
Delivery Years prior to its integration into PJM on January 1, 2012.

An FRR entity is responsible for establishing an FRR Plan, with unit-
specific capacity identified that meets its full expected reliability requirement for
capacity for each Delivery Year, no later than one month prior to the BRA for that
Delivery Year. In other words, because the BRA for a Delivery Year occurs three
years before the actual start of the Delivery Year, an FRR entity must also supply

its entire FRR Plan for the period three years into the future. In the BRA,
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however, PJM secures only 97.5% of the capacity needed to meet the expected
resource requirements for all participating LSEs, leaving 2.5% to be procured in
incremental auctions, with the goal of allowing participation by short-term
resources that may not be able to make a supply commitment at the time of the
BRA. Hence, an FRR entity is responsible for securing the unit-specific resources
to cover 100% of its resource requirement, typically three years in advance (five
years upon entering PJM), while on the same three-year-ahead time frame,
resources will be locked in for only 97.5% of the expected reliability requirements
for LSEs relying on RPM.'

Second, FRR entities are limited in their ability to monetize the full value
of any excess generation capacity they may have. An FRR entity is restricted in
its ability to sell surplus capacity resources in the RPM auctions. An FRR entity is
allowed to sell bilaterally into RPM or in RPM auctions only if it withholds
additional capacity called the “Threshold Quantity” in its Initial FRR Plan. The
Threshold Quantity is defined as the lesser of 3% of the Preliminary Daily
Unforced Capacity Obligation® or 450 MW. The quantity of resources that an
FRR entity may sell into the RPM auctions is also limited to the lesser of 1,300

MW or 25% of its Preliminary Unforced Capacity Obligation. In other words, if

' By way of example, the BRA that occurred in May 2014 was for the Delivery Year spanning June 1,
2017, through May 31, 2018. As an FRR entity, Duke Energy Kentucky submitted its FRR plan for the
720 17/2018 Delivery Year, in April 2014.

~ Preliminary Daily Unforced Capacity Obligation is defined as the Based Obligation Peak Load times
Based Zonal FRR Scaling Factor times the Forecasted Pool Requirement at the BRA. The Preliminary
Zonal Scaling Factor is the Preliminary Zonal Peak Load Forecast divided by the Zonal Weather
Normalized Summer Peak for the summer four years prior to the Delivery Year. The Forecast Pool
Requirement is the measure determined for the specified Delivery Year to establish the level of unforced
capacity UCAP that will provide an acceptable level of reliability consistent with PJM Reliability
Principles and Standards.
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an FRR Entity has not satisfied a Threshold Quantity, they are prohibited from
selling excess capacity bilaterally into RPM or in the RPM Auction. They may
still offer to sell excess capacity to a party external to PJM or to an FRR Entity.
Third, there can be a difference in the amount of capacity that each entity
must procure. An FRR entity is responsible for procuring resources to cover its
resource requirement, which may differ from the resource requirement that
otherwise would have resulted from the RPM auction clearing process. An FRR
entity is subject to additional risks related to changes in the peak load forecast, as
compared to an entity participating in the BRA and incremental auctions. If for
example, the final load forecast in advance of the Delivery Year is lower than the
preliminary forecast used to set the resource requirements for the BRA for that
Delivery Year, both the FRR entity and the full RPM participant may have to face
additional costs for procurement of more capacity than they may ultimately need
to meet their final requirement. While the capacity secured to meet BRA
participant’s demand covered just 97.5% of the expected VRR of BRA, the FRR
entity would be responsible for an FRR Plan than included 100% of its resource
requirement.’ If the final resource requirement is below the level expected prior to
the BRA for a Delivery Year, the FRR entity may be left with more “orphaned”
resources because of the limitations on the ability to sell excess capacity I
previously described, even though these resources were secured three years in

advance.. Thus, the FRR entity faces a greater risk of having over-procured

capacity.

* If the FRR entity had opted to be eligible to offer surplus resources in the auctions, due to the 3%
holdback requirement, the obligation would be 103%.
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PLEASE EXPLAIN HOW DUKE ENERGY KENTUCKY CURRENTLY
PARTICIPATES IN THE PJM CAPACITY CONSTRUCT.

Duke Energy Kentucky follows an FRR Plan for capacity submitted annually to
PJM. This is consistent with the Commission’s Order in Case No. 2010-00203
whereby the Commission required the Company to participate in PJM as an FRR
entity until such time as it received Commission approval to participate in the
PJM capacity auctions. To date, the Company has not requested such permission,
but continues to evaluate the merits of exiting the FRR obligation and becoming a
full RPM auction participant.

PLEASE EXPLAIN WHAT BEING AN FRR ENTITY MEANS FOR DUKE
ENERGY KENTUCKY.

As an FRR entity, Duke Energy Kentucky must secure and commit unit-specific
generation resources to meet the full load capacity requirements for all of its
customers in advance of the PJM BRA through its FRR Plan. The FRR Plan is
forward-looking in that it covers the Delivery Year three years into the future. For
example, as part of its most recent FRR plan submitted in 2014, Duke Energy
Kentucky must own or contract and commit the unit specific generation resources
to satisfy its forecasted load requirements for the period from June 1, 2017,
through May 31, 2018. Presently, the load requirements include both the
forecasted load of Duke Energy Kentucky’s customers, as well as the reserve
requirement mandated by PJM.

PLEASE EXPLAIN WHAT YOU MEAN .BY THE PHRASE UNIT-

SPECIFIC GENERATION RESOURCES.
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A unit-specific generation resource, as the phrase implies, simply means a
specific generating resource that meets the eligibility requirements defined by
PIM. PJM eligible resources include both physical and demand-side management
resources. Duke Energy Kentucky must identify the specific generation resources
it owns or has contracted for to provide capacity to meet its entire Delivery Year
FRR obligation. Unit-specific capacity is distinguishable from the more “generic”
buy-buy capacity that may be purchased through the BRA or incremental auctions
of PJIM. The capacity product available for purchase in those auctions is not
directly tied to a specific generator, so it cannot, in itself, be used to satisfy an
FRR plan obligation. While sellers in the BRA identify the generation resource
offered into the auction, the end product is not so specific. The entire generator
performance obligation in the BRA is to PJM, not the purchaser of the buy-bid
capacity. From the purchaser’s perspective, buy-bid capacity has guaranteed
deliverability and performance by PJM. This is distinguishable from the FRR
entity where the performance obligation of generation committed to FRR plans is
the responsibility of the FRR entity.

As such, Duke Energy Kentucky has similar performance risk to RPM
entities, but less flexibility to adjust its plan to account for changes in its resource
requirements between the BRA and the Delivery Year than an RPM participant
who can simply buy and sell capacity to meet its needs through the BRA and

incremental auctions.
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WOULD MOVING TO FULL PARTICIPATION IN THE RPM
CAPACITY CONSTRUCT INCREASE DUKE ENERGY KENTUCKY
CUSTOMERS EXPOSURE TO MARKET CAPACITY PRICES?

Duke Energy Kentucky customers would be exposed to market capacity prices
only to the extent that its net capacity position, the difference between its owned
or contracted capacity and its load obligation, either exceeds or does not meet its
capacity obligation. To the extent the capacity position exceeds the load
obligation and the Company is a net seller, the exposure is positive in the sense
that revenues from selling capacity would exceed cost of bidding load. From a
practical perspective, capacity prices outside of RPM but inside of PJM are
largely driven by the RPM capacity market. In other words, whatever exposure
customers have to market prices already exists. In fact, during periods of excess
capacity, monetizing the value of capacity is much easier in a liquid organized
construct such as RPM.

ARE THERE OTHER POTENTIAL CONSIDERATIONS ASSOCIATED
WITH FULL PARTICIPATION IN THE RPM CAPACITY CONSTRUCT?
Yes. Under current PJM market rules, new generation resources can potentially
fall under the Minimum Offer Price Rule (MOPR), a rule intended to counteract
manipulétion in the capacity market. These resources, known as MOPR Screened
Generation Resources, are required to offer generation at no lower than a defined
MOPR Floor Offer Price which is intended to be representative of their cost. As
described above, LSEs participating in the BRA sell all of their generation into

the auctions, while simultaneously purchasing the capacity load obligation of their
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customers. The potential risk in the RPM auction construct for a vertically
integrated utility such as Duke Energy Kentucky, is that a purchased or self-built
generation resource subject to the MOPR and offered into the BRA at the MOPR
Floor Offer Price potentially may not clear the BRA. Consequently, under these
circumstances, ratepayers would be forced to purchase capacity in the BRA, as
well as pay the explicit costs of the new resource that may be approved through a
state regulatory construct, without the benefit of offsetting capacity revenues from
the RPM auctions.

While there are exemptions to the MOPR that Duke Energy Kentucky
could qualify for under the current rule structure, it is possible that these rules
could change in the future.

AT THE PRESENT, WHAT IS THE EARLIEST TIME THAT THE
COMPANY COULD POSSIBLY EXIT THE FRR OBLIGATION AND
BECOME A PARTICIPANT IN THE RPM CAPACITY CONSTRUCT?

At present the earliest the Company could possibly exit its FRR obligation and
become a full RPM participant is for the delivery year beginning June 1, 2018.
PLEASE BRIEFLY DESCRIBE DUKE ENERGY KENTUCKY’S MOST
RECENT FRR PLAN.

The Company’s most recent FRR plan is for the 2017/2018 Delivery Year and
consists of unit-specific capacity associated primarily with vthe Company’s
ownership share of three generating stations, East Bend, MF6, and the six gas-
fired units at the Woodsdale Generating Station (Woodsdale), as well as some

limited MWs of qualifying demand response. These Duke Energy Kentucky
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generating assets represent a total of 1069 MWs of ICAP dedicated to Duke
Energy Kentucky’s load obligations. Confidential Attachment JAV-1 is a true and
accurate copy of the Company’s current FRR capacity plan through the
2017/2018 Delivery Year.

However, that does not provide the complete picture of Duke Energy
Kentucky’s FRR Plan and capacity position and obligations in PJM. These
positions and obligations change annually.

PLEASE EXPLAIN HOW THE COMPANY’S CAPACITY RESOURCE
POSITION AND OBLIGATION COULD CHANGE.

Prior to each RPM Auction, PJM updates all of the planning parameters such as
Forecast Pool Requirement, Zonal Scaling Factor, Demand Response Factor,
EFORy, Load Forecast, etc. As a result, the Final Unforced Capacity of the
resources and the Unforced Capacity Obligation may change significantly from
what was filed in its initial FRR Plan filed three years prior.

An FRR entity’s capacity resource position and load obligation can change
due to many factors. For example, the actual performance of generation units
committed to the FRR Plan can impact the obligation because changes in actual
forced outage rates directly impact the UCAP value of the unit. Also,
unanticipated unit retirements, structural market changes in resource eligibility or
reserve requirements, and changes in load forecast can also cause a change to the
obligation. If the FRR entity finds itself short on capacity to meet its obligation,
for a Delivery Year, it must act to procure unit-specific resources to satisfy its

obligations or face penalties from PJM.
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CAN DUKE ENERGY KENTUCKY SIMPLY PURCHASE
INCREMENTAL CAPACITY IN THE PJM INCREMENTAL AUCTIONS
TO USE AS PART OF ITS FRR PLAN?

Not directly. As I previously stated, the capacity product available in the BRA
and incremental auctions is buy-bid or generic capacity and not tied to a specific
generator. Therefore, capacity available in the auction is not the type of unit-
specific capacity eligible for inclusion in an FRR plan.

However, it is possible for Duke Energy Kentucky to purchase MWs of
the buy-bid buy capacity in the auction that it could then swap with a counterparty
who has already committed its specific capacity in the auction. This swap would
free the specific generating unit that was already committed and then Duke
Energy Kentucky could point to that specific generator in its FRR Plan. This swap
is generally done for a small fee to the owner of the specific capacity. The swap
involves entering into a short-term bilateral agreement with a RPM participant
who is willing to sell their unit-specific capacity dedicated to PJM and purchase
buy-bid capacity to replace the unit-specific capacity auction commitment. It is
also important to note that capacity only transactions, while satisfying FRR
obligations do not provide any hedge against Energy Market prices. While cost
effective to manage temporary shortages or bridges in the FRR Plan, capacity
only purchases may not be the best long-term strategy.

WHAT WOULD HAPPEN IF AN FRR ENTITY LIKE DUKE ENERGY
KENTUCKY FAILED TO PROVIDE CAPACITY FOR ITS FOOTPRINT,

AS REQUIRED BY THE RAA?
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If Duke Energy Kentucky failed to provide the full amount of capacity for its
footprint as required by the RAA, the Company would be subject to a substantial
penalty — the FRR Commitment Insufficiency Charge of two times the CONE per
MW of shortage. For the current 2014/2015 Delivery Year, that charge would be
two times $351.30 per MW-day, or $256,452 per MW-Year of shortage for the
Delivery Year and the remaining term of the FRR Plan. In addition, the Company
would be ineligible to continue the FRR Alternative. The PJM RAA, in section
D.7 states:

The Office of the Interconnection will review the adequacy of
all submittals hereunder both as to timing and content. A Party
that seeks to elect the FRR Alternative that submits an FRR
Capacity Plan which, upon review by the Office of the
Interconnection, is determined not to satisfy such Party’s
capacity obligations hereunder, shall not be permitted to elect
the FRR Alternative. If a previously approved FRR Entity
submits an FRR Capacity Plan that, upon review by the Office
of the Interconnection, is determined not to satisfy such Party’s
capacity obligations hereunder, the Office of the
Interconnection shall notify the FRR Entity, in writing, of the
insufficiency within five (5) business days of the submittal of
the FRR Capacity Plan. If the FRR Entity does not cure such
insufficiency within five (5) business days after receiving such
notice of insufficiency, then such FRR Entity shall be assessed
an FRR Commitment Insufficiency Charge, in an amount equal
to two times the Cost of New Entry for the relevant location, in
$/MW-day, times the shortfall of Capacity Resources below
the FRR Entity’s capacity obligation (including any Threshold
Quantity requirement) in such FRR Capacity Plan, for the
remaining term of such plan.

ARE YOU AWARE OF ANY FACTORS THAT COULD CAUSE A
CHANGE IN DUKE ENERGY KENTUCKY’S FRR PLAN OR

OBLIGATION IN THE FUTURE?
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Yes. Duke Energy’s capacity resource position currently includes the 163 MWs of
net installed capacity at MF6 that may not be available in future Delivery Years if
the unit is retired. It is possible that MF6 may retire on or before June 1, 2015, to
coincide with the implementation of the US Environmental Protection Agency
(EPA) Mercury and Air Toxics Standard (MATS) Rule. The MATS compliance
deadline is scheduled to become effective on April 16, 2015. Duke Energy
Kentucky was able to receive a compliance extension from the Ohio EPA to June
1, 2015, to align with the PJM Delivery Year. Nonetheless, Duke Energy
Kentucky must decide whether or not to retire the unit or comply with MATS
prior to June 1, 2015. As more fully explained by Duke Energy Kentucky
witnesses James Northrup, and J. Michael Geers, the Company believes the
purchase of the remaining 31% interest East Bend is a lower cost and longer term
alternative to investing in technology to bring MF6 into compliance with MATS.

III. DUKE ENERGY KENTUCKY’S PURCHASE OF THE
REMAINING INTEREST IN EAST BEND

HOW WILL THE PURCHASE OF THE REMAINING 31% INTEREST IN
EAST BEND ALIGN WITH THE COMPANY’S CURRENT FRR
OBLIGATION?

The purchase of the remaining 31% interest in East Bend from DP&L (East Bend
Purchase) fits well with Duke Energy Kentucky’s current FRR and future FRR
obligations, in that it provides both unit specific capacity and competitively priced
energy. DP&L is also a member of PJM, so its 31% interest in the plant is an
eligible and dedicated PJM resource for capacity. Duke Energy Kentucky

currently owns the majority interest, and staffs and operates all of East Bend.
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Additionally, the East Bend Purchase presents a great opportunity for the
Company to acquire needed capacity at a reasonable price. As explained by
Messers Immel and Geers, the MF6 station 1s eventually going to face retirement
as soon as June 2015 as a result of MATS compliance, or by 2020 due to its age
and future environmental regulations. The MF6 unit represents 163 MWs of net
installed capacity that the Company will eventually need to replace. The East
Bend Purchase represents 186 MWs of net installed capacity that could be
dedicated to Duke Energy Kentucky and included in its FRR Plan.

WHAT DO YOU MEAN BY THE EAST BEND PURCHASE CAPACITY
COULD BE DEDICATED TO DUKE ENERGY KENTUCKY?

As an RPM entity in PJM, DP&L is required to offer all available generation into
the RPM auctions. Therefore, DP&L has already bid its share of the East Bend
capacity into the PJM BRA and incremental auctions through the 2017/2018
Delivery Year. This means that DP&L’s share of East Bend’s capacity has
already been committed in PJM through May 31, 2018. Duke Energy Kentucky
will use the East Bend Purchase as part of the Company’s PJM capacity
obligation beginning June 1, 2018.

DOES THAT MEAN THE EAST BEND PURCHASE CAPACITY HAS NO
USE OR VALUE TO DUKE ENERGY KENTUCKY OR ITS
CUSTOMERS UNTIL JUNE 2018?

Absolutely not. Duke Energy Kentucky has an ability to use the East Bend
Purchase capacity as part of its FRR Plan prior to the 2017/2018 Delivery Year

and is likely to do so if needed. As discussed earlier, Duke Energy Kentucky will
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simply have to purchase buy-bid capacity in the incremental auctions in an
amount to cover whatever amount is needed to satisfy the PJM reliability
obligations and then swap that “non-unit-specific” capacity with the East Bend
Purchase unit-specific capacity previously committed in a BRA. Essentially Duke
Energy Kentucky will execute the swap without a counter party.

Further, as part of the East Bend Purchase Duke Energy Kentucky will
receive the capacity payments associated with DP&L’s BRA capacity
commitments in PJM attributable to East Bend. Duke Energy Kentucky intends to
use these capacity payments as a funding source to mitigate any costs to satisfy
the Company’s FRR Plan needs, including any purchases of unit specific capacity
or buy-bid capacity in incremental auctions that can then be used to conduct a
capacity swap for East Bend unit-specific capacity through the Delivery Year

ending May 31, 2018. Duke Energy Kentucky witness Mr. Wathen describes the

Company’s proposal to account for this through rates more fully in his testimony.

But, in summary, Duke Energy Kentucky is proposing to share the net proceeds
of the difference, positive or negative, between the PJM capacity revenues
associated with the 31% of East Bend and the costs the Company will incur to
purchase the buy-bid capacity in an incremental auction. The Company will
include 75% of this difference, positive or negative, as an off-system sale under
the Company’s Profit Sharing Mechanism (Rider PSM). This netting means that
Customers will receive 75% of the benefit or costs of the capacity transaction
through use of the East Bend Purchase capacity immediately. This netting will

only last through May 2018, after which time, the 31% of East Bend that has not
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been committed into a BRA will be available for the Company to utilize in its
FRR Plan.

Additionally, Duke Energy Kentucky customers will benefit immediately
and for the life of the asset from energy revenues resulting from sales in the PJM
day-ahead and real-time Energy Markets.

WHAT ARE THE PJM CAPACITY REVENUES THAT DUKE ENERGY
KENTUCKY WILL RECEIVE?

Assuming the transaction closes before the end of the PIM 2014/2015 Delivery
Year, Duke Energy Kentucky will receive the pro-rata portion of the monthly
PJM capacity revenues attributed to the 31% interest in East Bend for the
2014/2015 Delivery Year. Duke Energy Kentucky will also receive all of the
capacity revenues for the 2015/2016, 2016/2017 and 2017/2018 Delivery Years.

The estimated value of these revenues is reflected in the chart below.

As previously stated, these revenues will be utilized to offset the expense

of ;':lny bilateral unit specific capacity purchases or incremental auction swapped
buy-bid capacity purchases made to meet the FRR capacity plans. Because Duke
Energy Kentucky does not know where incremental auction capacity will clear for
future Delivery Years, the Company cannot guarantee that these revenues will
exceed costs associated with purchasing replacement capacity. Similarly, the

precise number of MWs the Company will be required to replace is unknown and
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will be driven by changes in the Duke Energy Kentucky load obligation,
generation resource capacity credit, or if the Company decides to retire MF6. Any
net positive balance provides additional revenues to offset costs.

Historically, the incremental auctions have generally resulted in clearing
prices that were much lower than the corresponding delivery year’s BRA. While
it is possible that the gross revenues received from the RPM auctions do not
completely offSet the replacement capacity costs, customers will have the added
benefit of the additional share of East Bend Purchase energy market revenues
during the entire period. The proposed capacity purchase and replacement plan,
while potentially resulting in a charge through the Profit Sharing Mechanism,
guarantees a cost effective alternative to potential deficiency charges if Duke
Energy Kentucky were unable to secure resources to meet its FRR obligation.
HOW WILL DUKE ENERGY KENTUCKY MANAGE REPLACEMENT
CAPACITY EXPOSURE?

The replacement capacity exposure will be addressed differently across the four
Delivery Years, Specifically:

e Delivery Year 2014/2015

Given that the earliest contemplated retirement date of MF6 is May 31, 2015,
Duke Energy Kentucky has no replacement capacity eXposure for MF6 in the
2014/2015 Delivery Year. The entire net revenue will be available to offset future
capacity expenses.

e Delivery Year 2015/2016
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In September of 2013, in anticipation of a potential shortfall in capacity in the
event that the Company decided to retire MF6, the Company purchased a capacity
call option. The capacity option gave Duke Energy Kentucky the right, but not the
obligation to purchase | llof unit-specific capacity for the 2015/2016
Delivery Year. The option premium for this call was S|} The strike price of
the underlying capacity |
|
|
Y T explicit benefit

of exercising this option is the capture of the margin between the BRA and the
strike price. Exercising the option locks in this margin against future year capacity
costs.

» Delivery Years 2016/2017 and 2017/2018

The Company with manage the replacement capacity exposure through
bidding in the three annual incremental auctions for each Delivery year. As stated
above, if historical trends hold, it is likely that these auctions will clear below the
BRA for each Delivery Year. The Company will also actively engage the bilateral
capacity market for opportunities to either structure transactions such as the
capacity call above, or make outright purchases of unit specific capacity that can
satisfy required shortfalls in FRR plans through the 2017/2018 Delivery Year.
HAS DUKE ENRGY KENTUCKY FULLY EVALUATED UTILIZING

DEMAND SIDE RESOURCES IN ITS CAPACITY PLANNING?
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Duke Energy Kentucky is mindful of the potential economic and social value of
demand side resources. The Company has described its activities in various filings
including the Integrated Resource Plan and DSM Annual status report. The
Company currently includes the Demand Response resources it feels will actually
be deliverable three years ahead in its FRR Plans. While these programs provide
value in the energy markets, the shifting nature of PJM market rules relative to
DSM resources makes over reliance on these resources in the FRR Plans a risky
strategy. PJM, with the support of the Federal Energy Regulatory Commission,
has instituted capacity eligibility changes to DSM resources effective within the
three year plan that have contributed to Duke Energy Kentucky’s need to
purchase additional capacity in the marketplace. In this shifting regulatory
landscape Duke Energy Kentucky must also be mindful not to put itself and its
customers in the competitively disadvantageous position of needing to go to
market under adverse market conditions or in short execution time constraints.
DO YOU ANTICIPATE DUKE ENERGY KENTUCKY ACTUALLY
USING THE EAST BEND PURCHASE CAPACITY IN ITS FRR PLAN
PRIORTO JUNE 1, 2018?

Yes. PJM can, and does, change the Company’s FRR capacity obligation on an
annual basis to ensure there are adequate planning reserves in the FRR Plan based
upon the specific unit performance EFORy4 and other load forecast adjustments. If
recent experience is any indication, Duke Energy Kentucky will likely have a

need for additional MWs of unit specific capacity for future delivery years to
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meet planning reserve requirements or changes in obligations resulting from load
forecast adjustments.

Also, if the Company determines it must retire MF6, in response to the
MATS rule, the Company will need to immediately replace those MWs in its FRR
plan. The opportunity to purchase DP&L’s interest in East Bend may not be
available in the future as DP&L has made known that it is considering selling its
entire generating fleet. As such, I believe it is prudent for the Company to take
action now before its FRR Plan becomes deficient or before DP&L’s East Bend
interest is sold to a third-party.

HOW DOES THE EAST BEND PURCHASE AFFECT DUKE ENERGY
KENTUCKY’S CAPACITY STRATEGY IF IT SOMEDAY DECIDES TO
SEEK COMMISSION APPROVAL TO EXIT THE FRR OBLIGATION
AND PARTICIPATE IN THE BRA?

An RPM participant is not required to identify unit-specific resources to satisfy its
capacity needs. Rather, it simply purchases the required MWs of capacity, and
offers its generation in the BRA and incremental auctions. Since Duke Energy
Kentucky owns capacity, it would also be selling that capacity into the BRA. So,
on the one hand, Duke Enérgy will offer all the MWs it has, while on the other
hand purchase all the MWs it needs to meet its obligation. As long as the MWs
needed are less than the MWs sold, Duke Energy Kentucky would be a net seller
and any incremental revenue would run through the Company’s Profit Sharing

Mechanism (Rider PSM) as part of the net off system sales calculation.
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Under the hypothetical, whereby MF6 is retired, the East Bend Purchase
will allow Duke Energy Kentucky to acquire an incremental 23 MWs of installed
capacity to its current resource portfolio. Under the hypothetical whereby MF6
continues to run, the incremental capacity from the East Bend Purchase will
provide an incremental 186 MWs of capacity that will be sold into the auctions.
As a BRA participant, Duke Energy Kentucky would have greater flexibility to
meet its capacity obligations in PJM and anticipates being a net seller of capacity
in the PJM BRA.

HAS DUKE ENERGY KENTUCKY CONSIDERED THE RISKS
ASSOCIATED WITH HAVING A GENERATION PORTFOLIO THAT
LOSES DIVERSITY?

Yes. Reliability is always at the front of Duke Energy Kentucky mind. When
considering the East Bend Purchase, Duke Energy Kentucky evaluated the known
risks and benefits of concentration in the generation fleet. The Company’s
analysis of this concentration risk revealed the expected result of a slight
incremental risk associated with outages at East Bend that coincide with high
market prices. Duke Energy Kentucky believes that this risk is more than offset
by the benefits described in the Company’s Application and as supported by the
witnesses in this case.

With respect to maintaining adequate generation resources, the Company
continually evaluates those risks and periodically files a back-up supply plan with
the Commission. The most recent back-up supply plan was filed and approved by

the Commission in 2012 and runs through the end of 2014. The intent of this plan
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is to make sure that Duke Energy Kentucky is continuing to evaluate the most
reasonable and cost-effective strategies to manage the risks associated with its
generation portfolio. The Company periodically evaluates insurance products,
hedging strategies, and managing risks through various other market alternatives.
This is typically done through an RFP process and internal forecasting and
modeling. Duke Energy Kentucky submits this supply plan to the Commission for
its evaluation and approval. Duke Energy Kentucky will evaluate the impact of
changes in the generation fleet; and the current plan provides the flexibility to
adapt our hedging strategy against forced outages as necessary.

WILL DUKE ENERGY KENTUCKY CONTINUE TO PERFORM THIS
EVALUATION AND PERIODICALLY SUBMIT A BACK-UP SUPPLY
PLAN TO THE COMMISSION EVEN AFTER IT CONSUMMATES THE
EAST BEND PURCHASE?

Yes.

DO YOU BELIEVE THE EAST BEND PURCHASE RESULTS IN
OVERALL BENEFITS IN THE FINANCIAL AND SERVICE ASPECTS
OF DUKE ENERGY KENTUCKY’S OPERATIONS?

Definitely. As I previously explained, the East Bend Purchase will allow the
Company to obtain capacity that it will be able to use to meet its PJM reliability
obligation if and when MF6 is retired. East Bend is a younger unit than the
Company’s MF6 and barring any unforeseen circumstance should have many
years of service left. East Bend is slightly larger than MF6 and thus will provide

additional MWs that will be dedicated to the Company’s customers. Upon
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closing, the energy from this purchase will also be available for customers and
sold into the day-ahead and real-time Energy Markets providing immediate value.
From a geographic and transmission congestion risk perspective, the East Bend
facility pricing node is well correlated to the Duke Energy Kentucky load zone,
where our customer load is priced. The Company has experience and is
comfortable managing this risk. The East Bend Purchase was the least cost
alternative evaluated under the Company’s RFP analysis. And, unlike the other
resource options bid into the RFP, because Duke Energy Kentucky owns the
majority interest in the station already, the Company is intimately familiar with its
operation and dispatch-ability in PJM. These are just a few of the benefits of this
transaction.
IV. CONCLUSION

DO YOU HAVE ANY FINAL THOUGHTS RELATED TO THE EAST
BEND PURCHASE?

Yes. In my opinion, the East Bend Purchase provides many benefits and
incremental value to customers. The East Bend station has been providing reliable
service for Duke Energy Kentucky’s customers for many years. The potential to
purchase the remaining interest in East Bend makes sense from an operational and
on-going business standpoint. It will protect customers and the Company from the
risks of becoming a joint owner with an unknown third party if DP&L proceeds
with a decision to sell its entire generation fleet to a third party. The purchase
price for DP&L’s 31% interest is very reasonable and was the lowest cost

alternative derived through a public and third-party administered RFP process.

JOHN A. VERDERAME DIRECT
31



10

11

From an operational dispatching standpoint, Duke Energy Kentucky has the
experience and knowledge required to optimize the value of this asset in the PJM
market for our customers.

IS ATTACHMENT JAV-1 A TRUE AND ACCURATE COPY OF THE
CONFIDENTIAL FRR CAPACITY PLAN?
Yes.

WAS ATTACHMENT JAV-1 COMPILED BY YOU OR UNDER YOUR
DIRECTION AND CONTROL?
Yes.

DOES THIS CONCLUDE YOUR PRE-FILED DIRECT TESTIMONY?

Yes.
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I. INTRODUCTION

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name is Will A. Garrett and business address is 550 South Tryon Street,
Charlotte, North Carolina 28202.

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

I am employed by Duke Energy Business Services (DEBS), as Director of
Accounting Research for Duke Energy Corporation (Duke Energy Corp.). DEBS
provides various administrative and other services to affiliated companies of Duke
Energy Corp.

PLEASE BRIEFLY DESCRIBE YOUR EDUCATION AND
PROFESSIONAL EXPERIENCE.

I joined Duke Energy Corp in July of 2012 as part of the merger with Progress
Energy, Inc. (Progress Energy). Prior to this role, I was with Progress Energy as
the company Controller for Progress Energy Florida, having joined Progress
Energy on November 7, 2005. As the Controller for Progress Energy Florida, I
provided testimony on a variety of regulatory accounting matters before the
Florida Public Service Commission, in connection with regulatory cost recovery
clauses and general base rate proceedings. My other direct relevant experience
includes over two years as the Corporate Controller for DPL, Inc., and its major
subsidiary, The Dayton Power and Light Company (DP&L), headquartered in
Dayton, Ohio. Prior to this position, I held a number of finance and accounting
positions for eight years at Niagara Mohawk Power Corporation, Inc., NMPC) in

Syracuse, New York, including Executive Director of Financial Operations,

WILL A. GARRETT DIRECT
1



10

11

12

13

14

15

16

17

18

19

20

21

22

23

Director of Finance, and Assistant Controller. As the Director of Finance and
Assistant Controller, my responsibilities included regulatory proceedings, rates,
financial planning, and providing testimony on a variety of matters before the
New York Public Service Commission. Prior to joining NMPC, I was a Senior
Audit Manager at Price Waterhouse in upstate New York, with 10 years of direct
experience with investor-owned utilities and publicly traded companies. I
graduated from the State University of New York in Binghamton, with a Bachelor
of Science in Accounting, in 1981, and I am a Certified Public Accountant in the
State of New York.

PLEASE SUMMARIZE YOUR RESPONSIBILITIES AS DIRECTOR OF
ACCOUNTING RESEARCH.

As Director of Accounting Research for Duke Energy Corp., I am responsible for
all material accounting matters that impact the reported financial results of the
consolidated Duke Energy Corp. entity. I have direct management and oversight
of director and manager level employees supporting a wide variety of complex
accounting matters; including, but not limited to, regulatory accounting, plant
abandonment accounting issues, mergers and acquisitions, derivative and fair
value accounting, goodwill valuations, and general accounting matters.

HAVE YOU PREVIOUSLY TESTIFIED BEFORE THE KENTUCKY
PUBLIC SERVICE COMMISSION?

No.

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS

PROCEEDING?
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My testimony explains the various applicable accounting rules for plant
retirements under Generally Accepted Accounting Principles (GAAP) and
describes the anticipated accounting impact to Duke Energy Kentucky as a result
of a decision whether or not to retire the Miami Fort Unit 6 Generating Station
(MF6). I then describe the various factors informing the Company’s evaluation of
the appropriate accounting treatment, including but not limited to, the current net
book value of MF6, its remaining useful life, and the impaclt of a potential
retirement on or before June 2015.

In addition, my testimony describes the Company’s recommended
accounting for recording the acquisition of the 31% interest in the East Bend
Generating Station (East Bend) and why it should be adopted and approved by the
Kentucky Public Service Commission (Commission).

IL. OVERVIEW OF GAAP ACCOUNTING RULES
THAT IMPACT PLANT RETIREMENT

WHAT ARE GAAP AND HOW ARE THEY RELEVANT TO THE
REQUEST PROPOSED IN THIS PROCEEDING?

GAAP is the set of accounting rules used to prepare and report financial
statements for publicly held companies in the United States. The primary
rulemaking body for the accounting rules that public companies comply with is
the Financial Accounting Standards Board (FASB). The FASB’s Accounting
Standards Codification (ASC) 980, Regulated Operations, applies to an entity that
has regulated operations that meet all criteria from ASC 980-10-15-2, formerly

Financial Accounting Standards No. 71 or FAS 71.
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DOES DUKE ENERGY KENTUCKY FOLLOW GAAP?

Yes.

PLEASE DESCRIBE THE VARIOUS GAAP PROVISIONS THAT

IMPACT UTILITY PLANT RETIREMENT.

The FASB’s ASC 980-360-35 Accounting for Abandonments are the GAAP

provisions that impact utility plant retirements and they state:

35-1

35-2

35-3

When it becomes probable (likely to occur) that an operating asset
or an asset under construction will be abandoned, the cost of that
asset shall be removed from construction work-in-process or plant-
in-service.

The entity shall determine whether recovery of any allowed cost is
likely to be provided with either of the following:

a. Full return on investment during the period from the time when
abandonment becomes probable to the time when recovery is
completed

b. Partial or no return on investment during that period.

That determination shall focus on the facts and circumstances
related to the specific abandonment and shall also consider the past
practice and current policies of the applicable regulatory
jurisdiction on abandonment situations. Based on that
determination, the entity shall account for the cost of the
abandoned plant as follows:

a. Full return on investment is likely to be provided. Any
disallowance of all or part of the cost of the abandoned plant
that is both probable and reasonably estimable (as defined in
Topic 450) shall be recognized as a loss and the carrying basis
of the recorded asset shall be correspondingly reduced. The
remainder of the cost of the abandoned plant shall be reported
as a separate new asset.

b. Partial or no return on investment is likely to be provided. Any
disallowance of all or part of the cost of the abandoned plant
that is both probable and reasonably estimable shall be
recognized as a loss. The present value of the future revenues
expected to be provided to recover the allowable cost of that

WILL A. GARRETT DIRECT
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abandoned plant and return on investment, if any, shall be
reported as a separate new asset. Any excess of the remainder
of the cost of the abandoned plant over that present value also
shall be recognized as a loss. The discount rate used to
compute the present value shall be the entity's incremental
borrowing rate, that is, the rate that the entity would have to
pay to borrow an equivalent amount for a period equal to the
expected recovery period.

WHAT CONSTITUTES A NORMAL VERSUS ABNORMAL
RETIREMENT AND HOW DOES ONE DETERMINE WHICH
PROVISION IS APPLICABLE?

ASC 980-360 does not provide explicit guidance on what constitutes a normal
versus abnormal retirement. However, Deloitte (Duke Energy Corp.’s external
auditor and an accounting and industry expert) provides the following guidance in
Power & Utilities, Accounting, Financial Reporting and Tax Update January
2014:

While ASC 980-360 provides no explicit guidance on what constitutes an
abandonment of an operating asset, an asset that will be retired in the near
future and much earlier than its previously expected retirement date typically
1s subject to the ASC 980-360 disallowance test. Alternatively, if an asset is to
be retired, but not in the “near future” and not much earlier than its previously
expected retirement date, the use of abandonment accounting in accordance
with ASC 980-360 may not be appropriate. Instead, the appropriate
accounting may be to prospectively modify the remaining depreciable life of
the asset in accordance with ASC 360-10-35. Under this accounting,
determining whether an early retirement of an asset constitutes an
abandonment is a matter of judgment. Factors for entities to consider in
evaluating whether a plant is being abandoned include the following:

e A change in remaining depreciable life of the operating asset outside
the utility’s normal depreciation study.

e Any accelerated depreciation because of a change in depreciable life
that is not currently reflected in rates or expected to be reflected in
rates in the near future.
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e Retirement of the asset sooner than its remaining useful life and in the
near future.

e Reduction in the estimated remaining depreciable life by more than 50
percent.

It may be probable that a plant will be abandoned before a final decision has
been made to retire the plant. Factors for an entity to consider in assessing the
likelihood of abandonment may include:

e If environmental rules require additional spending for the plant to
continue operating after a certain date, whether management’s cost-
benefit analysis indicates that this additional spending is cost-justified.

e If a possible early-retirement decision will not be made for several
years, whether the factors that most affect the decision (such as power
and gas prices) could reasonably change in the next several years.

e If the decision to retire a plant requires approval from an RTO or a
regulator, whether it is unclear that approval will be granted.

This guidance has been effectively incorporated into Duke Energy Corp.’s
Capitalization Guidelines, which also state the following with regards to normal
versus abnormal retirement:

Duke Energy Corp.’s general guidelines are as follows:

1. Under group depreciation, assets are assumed to be fully depreciated at
retirement if the retirement is considered "normal." If not deemed a
normal retirement, the remaining net book value is generally taken to
income. An assessment concerning Regulatory deferral and recovery
would be performed.

2. Actual retirement date compared to the date currently being used for
depreciation purposes:

a. "Normal": <=5 years
b. "Abnormal": >= 10 years
c. Between 6 and 10 years will require a more in-depth analysis

3. Material net book values must also be considered in making the
normal vs. abnormal assessment, regardless of the retirement date
comparison.

WILL A. GARRETT DIRECT
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4. Even with a "normal" retirement, an assessment will need to be made
as to whether an adjustment in depreciation rates is required
concurrent with the retirement.

In addition, Duke Energy Corp. considers the following factors to assess whether

plants being retired early should be considered abandoned per ASC 980-360-35:

I1I.

Estimated plant retirement dates embedded in the existing
depreciation studies;

Reduction in estimated remaining depreciable life much earlier
than previously expected;

Number of years of operation remaining prior to retirement;

Total years of operation of the plant/unit, and number of years
being retired early relative to this total (i.e. 5 years early of a 60
year total life); and

Estimated PP&E net book value based on an allocation of the
current group reserve balance using the assumptions embedded in
the most recent depreciation study.

THE ACCOUNTING OF THE POTENTIAL
RETIREMENT OF MF6

ARE YOU FAMILIAR WITH THE COMPANY’S REQUEST IN THIS

PROCEEDING?

Yes. It is my understanding that the Company is proposing to purchase the

remaining 31% interest in East Bend from DP&L for the agreed upon purchase

price of $12.4 million (East Bend Purchase). To accomplish this purchase, the

Company is requesting the Commission approve the transaction as well as certain

deferrals related to the transaction and incremental costs of owning and operating

the entirety of East Bend immediately upon closing the transaction until the

Company files its next base electric rate case. It is also my understanding that the

East Bend Purchase will allow the Company to make its decision regarding the

WILL A. GARRETT DIRECT
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retirement of MF6 in lieu of compliance with the impending Mercury and Air
Toxics Standard (MATS) on or before June 1, 2015. As I describe below, this
retirement will qualify as a “normal retirement” under GAAP and the Company is
requesting, among other things, the concurrence of the Commission with respect
to that designation of retirement.

WHAT IS THE CURRENT REMAINING NET BOOK VALUE OF MF6?
As of March 31, 2014, the net book value of MF6, excluding the portion of
accumulated depreciation related to cost of removal of $3.5 million, is
approximately $9 million.

WHAT IS THE ESTIMATED REMAINING LIFE OF MF6, EXCLUDING
THE POTENTIAL ACCELERATED IMPACT OF MATS?

Absent the potential accelerated retirement due to the MATS rules, MF6 is
scheduled to retire in 2020 or approximately six years from the date of this filing.
WHAT IS THE BASIS FOR THIS ESTIMATE OF THE REMAINING
LIFE FOR MF6?

The retirement date is based on what is currently reflected in the Company’s base
electric rates and is derived from the depreciation study filed in the Company’s
last electric base rate case in 2006."

HAS THE COMPANY PREPARED AND FILED A MORE RECENT
DEPRECIATION STUDY?

Yes. The Company filed a depreciation study for informational purposes in

December 2013. This was done pursuant to the terms of the Commission-

! In the Matter of the Application of the Union Light Heat and Power Company D/B/A Duke Energy
Kentucky for an Adjustment of Electric Rate, Case No. 2006-00172, Order (December 21, 2006).

WILL A. GARRETT DIRECT
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approved settlement in Case No. 2006-00172, wherein the Company agreed to file
a new depreciation study by the earlier of the filing of an application for new rates
or January 1, 2014. This more recent depreciation study reflects the anticipated
implementation of MATS and, consequently, assumes an anticipated retirement of
MF6 in June 2015.
WHY IS THE COMPANY NOT USING THIS MORE RECENT
DEPRECIATION STUDY?
The terms of the settlement of the last rate case made it clear that unless the
Company submitted the depreciation study as part of a base retail electric case,
the study would not impact Duke Energy Kentucky’s base electric rates.
Therefore, we have not implemented the results of this study.
IN YOUR OPINION, IF MF6 IS RETIRED ON OR BEFORE JUNE 1, 2015,
DUE TO MATS, WOULD THAT BE CONSIDERED A “NORMAL”
RETIREMENT UNDER GAAP?
In my opinion, if MF6 is retired on or before June 1, 2015, due to MATS, the
retirement would be considered a “normal” retirement under GAAP.
WHY WOULD A RETIREMENT OF MF6 ON OR BEFORE JUNE 1, 2015,
BE CONSIDERED A NORMAL PLANT RETIREMENT?
A retirement of MF6 on or before June 1, 2015, would be considered a normal
plant retirement because of the following reasons:

1. The actual retirement date compared to the date currently being used

for depreciation purposes would be five years that is at the time of

retirement the remaining useful life of the plant would be 5 years

WILL A. GARRETT DIRECT
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based on the useful life assumed in the implemented depreciation
study (i.e., 2020 vs. 2015). Consistent with Duke Energy Corp.’s
Capitalization Guidelines. If the remaining useful life is equal to or
less than 5 years, the retirement would be considered normal.

2. At the time of the retirement on or before June 1, 2015, the asset was
already used for approximately 92% of its useful life (55 years out of a
60-year estimated useful life).

3. Lastly based on the current level of annual depreciation on MF6, the
plant assets will be substantially depreciated at June 1, 2015, or 90.5%,
while the undepreciated plant value of MF6 represents approximately
3.6% of the remaining group assets net book value (excluding cost of
removal) in steam production plant.

PLEASE DESCRIBE THE ACCOUNTING IMPACT OF AN EARLY AND
“NORMAL” RETIREMENT OF MF6 ON DUKE ENERGY KENTUCKY.
Under a normal retirement, depreciation expense would cease and the remaining
net book value of the retired asset would be charged against accumulated
depreciation and any cost of removal not incurred related to MF6 would remain in
accumulated depreciation assigned to the remaining group of assets in steam
production.

WHAT IS THE EXPECTED NET BOOK VALUE OF MF6 AT JUNE 1,
2015, THE ANTICIPATED RETIREMENT OR COMPLIANCE
DEADLINE FOR MATS?

The projected net book value at June 1, 2015, excluding the portion of

WILL A. GARRETT DIRECT
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accumulated depreciation related to cost of removal is approximately $7.5
million, based on the current level of annual depreciation being recognized on
MFé6.

PLEASE DESCRIBE THE ACTION DUKE ENERGY KENTUCKY IS
REQUESTING FROM THE COMMISSION WITH RESPECT TO THE
RETIREMENT OF MF6 SHOULD IT OCCUR ON OR BEFORE JUNE 1,
2015.

Duke Energy Kentucky is requesting the concurrence of the Commission to
account for the retirement of MF6 and the cost of removal related to MF6 as a
“normal retirement.”

HAS THE COMPANY PREVIOUSLY COMMUNICATED THE
LIKELIHOOD OF A NORMAL RETIREMENT TREATMENT OF MFé6
TO THIS COMMISSION?

Yes. As part of the Commission’s investigation surrounding the Company’s 2011
Integrated Resource Plan in Case No. 2011-00235, the Company responded to
data requests issued by Commission Staff regarding the normal versus abnormal
accounting treatment of MF6. At that time, the Company explained why it
believed the retirement of MF6 would be considered a normal retirement.”
WHAT ARE THE IMPLICATIONS IF THE MF6 RETIREMENT WERE
DEEMED TO NOT BE A “NORMAL RETIREMENT”?

As outlined in my testimony above in more detail, FASB’s ASC 980-360-35

Accounting for Abandonments are the GAAP provisions that cover accounting

* In re the Matter of Duke Energy Kentucky 2011 Integrated Resource Plan, Case No. 2011-00235,
Company Responses to Commission Data Requests September 13, 2011, and October 25, 2011.
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implications of utility plant retirements. If MF6 retirement were deemed to
qualify as an abandonment, then the Company would need to request and secure
additional Commission action to support the creation of a regulatory asset for the
remaining net book value of MF6.

IV.  ACCOUNTING FOR THE ACQUISITION OF 31% INTEREST
IN THE EAST BEND GENERATING STATION

WHAT IS THE HISTORIC COST OF DP&L’S 31% INTEREST IN EAST
BEND?

The historic cost of DP&L’s interest in East Bend, prior to the end of 2013, was
more than $76 million. During the fourth quarter of 2013, DP&L recorded a $76
million impairment to its interest in East Bend on its FERC Form 1. This
impairment was the full carrying value of its 31% of East Bend. DP&L likely did
this as a result of a potential sale of the asset as it had bid its share of East Bend in
response to the Company’s request for proposal for capacity, and as explained by
Duke Energy Kentucky witness Steve Immel, the original operating agreement for
East Bend was set to expire in March 2014 and the Company had not been
successful in negotiating a replacement agreement with DP&L. Since December
31, 2013, DP&L’s current net book value of the East Bend plant, excluding pre-
paid items such as inventory and materials and supplies is approximately $2.5
million as of March 31, 2014. This represents new investment at East Bend since
the impairment. It is likely that DP&L’s net book value of its share of East Bend
will change over time until the closing of the transaction. However, the purchase
price will remain $12.4 million.

DID DUKE ENERGY KENTUCKY TAKE A SIMILAR IMPAIRMENT

WILL A. GARRETT DIRECT
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FOR ITS MAJORITY INTEREST IN EAST BEND?
No. East Bend is still providing safe, reliable, and adequate service to Kentucky
customers and retains significant value in that regard.
BASED ON THE FACTS AND CIRCUMSTANCES OF THE
ACQUISITION OF THE 31% INTEREST IN EAST BEND, AND
CONSIDERING DP&L’S IMPAIRMENT OF ITS INTEREST IN EAST
BEND, HOW SHOULD THE $12.4 MILLION PURCHASE PRICE BE
RECORDED?
Duke Energy Corp. has experienced similar situations involving an asset
acquisition where Federal Energy Regulatory Commission (FERC) previously
required Duke Energy Carolinas LLC (Duke Energy Carolinas) to ignore the
impairment to arrive at an adjusted historic carrying value. If the adjusted historic
carrying value is higher than the purchase price, the transaction results in a
negative electric plant acquisition adjustment. This negative acquisition
adjustment is then cleared by an increase to the accumulated depreciation
resulting in a new net book value equaling the purchase price. In the situation
involving the East Bend Purchase, if DP&L’s $76 million impairment was
ignored, the historic carrying value of $76 million would be higher than the
purchase price of $12.4 million, resulting in a negative acquisition adjustment
which would be cleared by increasing accumulated depreciation to arrive at a new
net book value to the 31% interest of $12.4 million.

Based on the facts and circumstances of this transaction, it is my

professional judgment that this is a preferred methodology for recording the

WILL A. GARRETT DIRECT
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transaction and is consistent with transactions approved by the FERC based on a
similar fact pattern Duke Energy Carolinas had when it purchased the remaining
interests at Catawba (FERC Docket No. EC08-94-000; transaction included a $61
million negative acquisition adjustment and ignored an impairment loss of $226
million) and Rockingham (FERC Docket No. EC06-145-000, transaction included
a negative acquisition adjustment of $9.4 million and ignored an impairment loss
of $9.3 million) and respectfully request that it be adopted and approved by this
Commission. Attachment WAG-1 is a true and accurate copy of the journal
entries and the approvals received by FERC with respect to the Catawba and
Rockingham purchases. Attachment WAG-2 is a true and accurate copy of the
proposed journal entry for the East Bend Purchase.
IS THERE ANOTHER METHOD FOR RECORDING THE EAST BEND
PURCHASE?
Yes. Pursuant to the FERC’s Uniform System of Accounts Prescribed for Public
Utilities and Licensees Subject to the Provisions of the Federal Power Act, the
transfer of a capital asset would be recorded based on historical carrying value
with any premium or discount recorded separately. Therefore, since DP&L’s
historical carrying value is zero, the $12.4 million net purchase price would be
treated as a positive electric plant acquisition adjustment (FERC account 114).

If this alternative for recording the transaction is deemed the appropriate
option by the Commission, resulting in an acquisition premium, Duke Energy
Kentucky believes the premium should still be covered in rates as the value of the

newly acquired 31% interest in East Bend.

WILL A. GARRETT DIRECT
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PLEASE EXPLAIN WHY THE PURCHASE PRICE OF $12.4 MILLION
SHOULD STILL BE RECORDED AS THE VALUE OF THE NEWLY
ACQUIRED 31% INTEREST IN EAST BEND.
It is my understanding that the Commission previously has allowed the recovery
of acquisition adjustments where:
e the overall operations and financial condition of the utility have
benefited from acquisitions at prices in excess of net book value;
 the purchase price was established upon arms-length negotiations;
e the initial investment plus the cost of restoring the facilities to
required standards will not adversely impact the overall costs and
rates of the existing and new customers;
e operational economies can be achieved through the acquisition;
¢ the purchase price of utility and non-utility property can be clearly
identified; and
» the purchase will result in overall benefits in the financial and
service aspects of the utility’s operations.
The Company respectfully submits that each of these requirements are met
through the East Bend Purchase and explained by the testimony of the other
witnesses in this case. For example, Company witnesses Steve Immel, John
Verderame and William Don Wathen Jr. describe in detail how the overall
financial and operational conditions of the utility are benefitted by this
acquisition. Duke Energy Kentucky witness James P. Henning discusses the arms-

length negotiation that occurred to arrive at the final purchase price and that the
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purchase price can be clearly identified. Messrs Immel, Northrup and Wathen
further describes how the investment, which was the least cost solution derived
from a third party administered request for proposal, will not adversely impact the
overall costs and rates. Mr. Immel describes the operational economies that can be
achieved through the East Bend Purchase and the overall benefits in the financial
and service aspects of the Company’s operations.

V. CONCLUSION

ARE ATTACHMENTS WAG-1 AND WAG-2 TRUE AND ACCURATE
COPIES OF THE FERC APPROVED JOURNAL ENTRIES AND
PROPOSED JOURNAL ENTRIES FOR EAST BEND PURCHASE,
RESPECTIVELY?

Yes.

WERE ATTACHMENTS WAG-1 AND WAG-2 COMPILED BY YOU OR
UNDER YOUR DIRECTION AND CONTROL?

Yes.

DOES THIS CONCLUDE YOUR PRE-FILED DIRECT TESTIMONY?

Yes.

WILL A. GARRETT DIRECT
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A Duke JEFFREY M. TREPEL
En er Associate General Counsel
g y ® Duke Energy Corporation

526 South Church Street/ECO3T
Charlotte, NC 28202-1802

Mailing Address:
P.O. Box 1006ECO3T
Charlotte, NC 28201-1006

7043822701
704-382-2637 fax

frepel@dure-ensmy com

May 9, 2007

The Honorable Kimberly D. Bose
Secretary

Federal Energy Regulatory Commission
888 First Street N.E.

Washington, DC 20426

RE:  Proposed Final Accounting Entries in Docket No. EC06-145-000 et al.

Dear Secretary Bose:

Pursuant to 18 C.F.R. § 33.5 and Ordering Paragraph (6) of Duke Power Company, LLC,
117 FERC 62,094 (October 31, 2006), Duke Energy Carolinas, LLC (“Duke™) submits the
attached accounting entries regarding its acquisition of the Rockingham combustion turbine
facility. Duke’s purchase of the facility closed on November 9, 2006.

With regard to Ordering Paragraph (7) of said order. in light of recent letter orders issued
by the FERC Chiet Accountant, Duke does not take the position. for the purposes of the
Proposed Final Accounting Entries in this docket only, that the Rockingham facility was not
previously devoted to public service.

Respectfully submitted,

/s/ Jeffrev M. Trepel
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CERTIFICATE OF SERVICE

I hereby certify that I have this day caused to be served the foregoing document upon
each person designated on the official service lists compiled by the Secretary in these

proceedings. Dated this 9" day of May, 2007.

/s/ Jettrey M. Trepel




Purchase of the Rockingham Assets by Duke Energy Carolinas
As of December 31, 2006
(Dollars in Thousands)

Entry Account Account Title Debit Credit
1 102 Electric Plant Purchased or Sold $ 193,811
151 Fuel Stock (Fuel/Oil Inventory) 3 232
154 Plant Materials and Inventory Supplies 3 962
131 Cash $ 194,195
236 Taxes accrued (Dynegy portion of property tax liability for 2006) $ 735
447 Sales for resale (Credit Pursuant to Third Amendment to Purchase Agreement) 3 75
To record the purchase price of $195M and charge Electric Plant Purchased or Sold,
Fuel Stock and Plant Materials and Inventory Supplies.
2 102 Electric Plant Purchased or Sold 3 118 .
131 Cash 3 118
To credit Miscellaneous Deferred Debits and charge Electric Plant Purchased or Sold with the administrative
and legal costs.
3 131 Cash 3 363
102 Electric Plant Purchased or Sold '$ 363
To book payment from PNG for Pressure Reduction Equipment per Purchase Agreement,
Section 3.1.12(a)-Assumed Agreements
4 101 Electric Plant in Service $ 250,807
108 Accumulated provision for depreciation of electric utility plant 3 57,241
102 Electric Plant Purchased or Sold $ 193,566

To clear Electric Plant Purchased or Sold and charge Electric Plant in Service for the fixed assets and land

at Dynegy original cost with an adjustment to add back the impairment loss of $9.3M Dynegy recorded; and to record
the Accumulated Depreciation adding a negative acquisition adjustment of $9.4M.

$ 446,293 $ 446,293



200705095077 Received FERC OSEC 05/09/2007 04:34:00 PM Dockety ECUs-145-U0U
Attachment WAG-1
Page 4 of 12

Submission Contents
Cover letter regarding proposed final accounting entries in Docket No.

EC06-145-000 et al.

Proposed final accounting entries in Docket No. EC06-145-000 et al.
AE . pdf ................................................................



Attachment WAG-1

%gﬂ? Issued by FERC OSEC 02/27/2008 in Docket#: AC07-209-000 Page 5 of 12

FEDERAL ENERGY REGULATORY COMMISSION
Ofttice of Enforcement
Washington, D.C. 20426

In Reply Refer To:

OE

Docket Nos. AC07-209-
000, AC07-209-001 and
AC07-209-002
February 27, 2008

Duke Energy

Attention: Mr. Jeffrey M. Trepel
Associate General Counsel

526 South Church Street/ECO03T
Charlotte, NC 28202

Dear Mr. Trepel:

This is in reply to Duke Energy Carolinas’ (Duke Energy) May 9, 2007 letter, as
supplemented on February 8, 2008 requesting approval of proposed accounting entries to
clear Account 102, Electric Plant Purchased or Sold, related to the purchase of the
Rockingham combustion turbine generating facility. The Commission authorized the

transaction in Docket No. EC06-145-000."
Duke Energy’s proposed journal entries are approved.

Duke Energy cleared the purchase through Account 102 and recorded the original
cost and related accumulated depreciation on its books consistent with Electric Plant
Instruction (EPI) No. 3.7 In addition, Duke Energy recorded a $9.2 million negative
acquisition adjustment in Account 1 14, Electric Plant Acquisition Adjustments,
consistent with EPI No. 3, and appropriately cleared the negative acquisition adjustment
to Account 108, Accumulated Provision for Depreciation of Electric Utility Plant.’

" 117 FERC ¥ 62,094 (2006).
* I8 C.F.R. Part 101 (2007).

* See Locust Ridee Gas Company, 29 FERC 961,052 at 61,114 (1984) and
Soutlnvestern Public Service Company and New Mexico Electric Service Company, 23

FERC Y 61,153 (1983).
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Docket Nos. AC07-209-000,
ACO07-209-001 and AC07-209-002

3]

The Commission delegated authority to act on this matter to the Chief Accountant
under 18 C.F.R. § 375.303 (2007). This letter order constitutes final agency action. Your
company may file a request for rehearing with the Commission within 30 days of the date
of this letter order under 18 C.F.R. § 385.713 (2007).

Sincerely,

Scott P. Molony
Chief Accountant
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FEDERAL ENERGY REGULATORY COMMISSION
Washington, D.C. 20426

In Reply Refer To:

Oftice of Enforcement
Docket Nos. AC10-37-000
and AC10-37-001

May 7, 2010

Duke Energy Carolinas, LLC
Attention: Paul R. Kinny
Associate General Counsel
526 South Church Street
P.O. Box 1006

Charlotte, NC 28202

Dear Mr. Paul R. Kinny:

This is in response to Duke Energy Carolinas, LLC’s (Duke) letter dated March
30, 2009, as supplemented on March 8, 2010, requesting approval of proposed journal
entries to clear Account 102, Electric Plant Purchased or Sold, in connection with the
acquisition of an approximately 153 MW interest in Unit | and related facilities at the
Catawba Nuclear Generating Station from Saluda River Electric Cooperative, Inc.
(Saluda River). The Commission authorized the transaction in Docket No.
EC08-94-000," and the acquisition was completed on September 30, 2008.

Duke’s proposed journal entries are approved.

Duke indicates that the utility plant assets were purchased for $145 million and
had an original cost less accumulated depreciation of approximately $206.2 million.
Duke’s proposed journal entries clear the acquisition through Account 102 and record the
original cost and related accumulated depreciation on its books consistent with Electric
Plant Instruction (EPI) No. 5.% In addition, Duke proposes to record a $61.2 million
negative acquisition adjustment by crediting Account 1[4, Electric Plant Acquisition
Adjustments, consistent with EPI No. 5. Duke appropriately proposes to clear the

' Duke Energy Carolinas, LLC., 124 FERC 162,223 (2008).

P18 C.F.R. Part 101 (2009).



Attachment WAG-1
Page 8 of 12

Duke Energy Carolinas, LLC Docket Nos. AC10-37-000
and AC10-37-000

negative acquisition adjustment by debiting Account |14 and crediting Account 108,
Accumulated Provision for Depreciation of Electric Utility Plant.?

In addition, Duke proposes to recognize an asset retirement obligation (ARO)
asset and liability of $42.7 mullion related to the decommissioning of the assets acquired
at the Catawba Generating Nuclear Station by debiting Account 101, Electric Plant In
Service, and crediting Account 230, Asset Retirement Obligations, consistent with
General Instruction No. 25.* Finally, Duke proposes to recognize the receipt of $41.6
million in decommissioning funds transferred from Saluda River in Account 128, Other
Special Funds, in accordance with the Commission’s accounting requirements.

The Commission delegated authority to act on this matter to the Director of the
Office of Enforcement or his designee under 18 C.F.R. § 375.311 (2009). The Director
has designated this authority to the Chief Accountant. This letter constitutes final agency
action. Your company may file a request for rehearing with the Commission within 30
days of the date of this order under I8 C.F.R. § 385.713 (2009).

Sincerely,

Bryan K. Craig
Director & Chief Accountant, Division of Audits
Office of Enforcement

Y See Locust Ridge Gas Company, 29 FERC 961,052 at 61,114 (1984); and
Southwestern Public Service Company and New Mexico Electric Service Company, 23
FERC 961,153 (1983).

18 C.F.R. Part 101 (2009).
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OFFICE OF THE GENERAL COUNSEL

? Duke
WEnergy@ Duke Energy Corporation
ECO3T /PO, Box 1008
Paul R. Kinny Charlotte, NC 28201
Associate General Counsel Phone (980} 373-6609
Fax (980) 373-9906

prkinny @duke-energy.com

March 30, 2009

The Honorable Kimberly D. Bose
Secretary

Federal Energy Regulatory Commission
888 First Street N.E.

Washington, DC 20426

Re: Final Accounting Entries in Docket No. EC08-94-000

Dear Secretary Bose:

Pursuant to 18 C.F.R §33.5 and Ordering Paragraph (7) of Duke Energy Carolinas, LLC
124 FERC 462,223 (September 24, 2008), Duke Energy Carolinas, LLC (“Duke”) submits the

attached accounting entries regarding its acquisition of an approximately 153 MW interest in
Unit | and related facilities at the Catawba Nuclear Generating Station. Duke’s purchase of such

interest closed on September 30, 2008.

Respectfully submitted,

2L R [y

Paul R. Kinny
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CERTIFICATE OF SERVICE

[ hereby certify that | have this day caused to be served the foregoing document upon
each person designated on the official service lists compiled by the Secretary in these

proceedings. Dated this 30" day of March, 2009.

Foud P S

Paul R. Kinny /
Associate General Counsel
Duke Energy Corporation
526 South Church Street
P.O. Box 1006

Charlotte, NC 28202

(980) 373-6609
prkinny@duke-energy.com
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DUKE ENERGY CAROLINAS
PURCHASE OF 71.96% OF SALUDA RIVER'S OWNERSHIP IN THE CATAWBA NUCLEAR PLANT
As of December 31, 2008
(Dollars in Thousands)

PURCHASE OF PLANT
Journal  FERC
Entry  Account Amount
Number Number Description Debit Credit
1 102 Elsciric Plant Purchased or Sold $ 145,000
131 Cash § 145,000
To record the purchase price to Electric Plant Purchased or Sold Account
Of the $1588 million purchase price, $145 million was the cost of the plant asset,
$7.381 mliilon was for nuclear fuel, $5.682 million was for Inventory at the plant.
The Company incurred $63,000 for legal costs .
2 101 Electric Plant in Service_Asset Retirement Cost $ 42,885
230 Asset Retirement Obligation $ 42,695
To record Asset retirement cost and obligation
The amount was calculated under the ARO rules per SFAS No, 143,
3 128 Othar special funds -Nuclear Decommissioning trust fund § 41,603
182.3 Other Regulatory Asset $§ 41,8603
To record receipt of Duke's share of Saluda River's decommissloning fund
The acquisition agreemant provides that Saluda River will transfer their nuciear
decommissioning fund to the new owners who will record the appropriate liabiiity.
4 101 Electric Plant in Service $ 225771
108 Accumulated provision for depreciation of glectric utllity plant $ 19,539
102 Electric Plant Purchased or Sold $ 145,000
114 Electric Plant Acquisition Adjustments $ 61,232
To clear Electric Plant Purchased or Soid and record the Original Cost, Accumulated
Depreciation and Acqulisition Adjustments
Since the purchase price was below Saluda Rivers' origlnal cost less accumulated depreciation,
the Company Is recording a negative acquisition per FERC's prior guidelines to
the Company in a prior acquisition.
5 114 Elactric Plant Acquisition Adjustments $ 61232
$ 61,232

108 Accumulated provision for depraclation of electric utility piant
To ciear Electric Plant Acquisition Adjustments to Accumulated Depreciation of the Plant
Per FERC's prior guldelines to the Company in a prior acqulsition, the negative acquisition
adjustment recorded in journat entry #4, Is being moved to Increase accumulated depreciation.
As a result, plant In service less accumulated depreciation will refiect the Company's purchase

price of the asset of $145 miilion.



DUKE ENERGY CAROLINAS
PURCHASE OF 71.96% OF SALUDA RIVER'S OWNERSHIP IN THE CATAWBA NUCLEAR PLANT

As of December 31, 2008
{Dollars in Thousands)

Reconciliation for the purchase price

Purchase price $ 158,000
(3,009)

Less: Nuclear Fusl in procass
Less: Nuclear Fuel in reactor (17.081)

Less: Amortization of Nuclear Fus! 12,709
Less: Inventory (5,682)
Add: Adminislrative and Legal costs 63
Net amount In Account 102 $ 145,000
Reconctliation to acqulsition adjustment
Net amount in Account 102 $ 145,000
Account 101_Saluda's original cost 225,771
19,539

Account 108_Saluda's accumulated depreciation
Total acquis!tion adjustment $ (61,232)
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Purchase of 31% of East Bend Assets by Duke Energy Kentucky

{Dollars in Thousands)

Duke Energy Kentucky's acquisition of the thirty-one percent (31%) interest in East Bend Unit 2 will be accounted for
in accordance with the requirements of Electric Plant Instruction No. 5, as depicted below.

1. Entry to record the acquisition of 31% East Bend from DP&L

Account  Account Description Debit Credit
102 Electric Plant Purchased or Sold 12,400
154 Plant materials and operating supplies 2,966
151 Fuel Stock 4,228
228 Accumulated Provision for pensions and benefits 2,785
236 Taxes accrued 182
165 Prepayments 4,592
131 Cash 17,605
22,379 22,379 -

Amounts are based on Schedule 3.2(a) in the purchase agreement as of March 31, 2014. Actual journal amounts will be based on balances as of the acquisition date.

2. Proposed Entry to clear account 102 (to be booked 6 months from the acquisition date)

Account  Account Description Debit Credit

101-106 Electric plant in service 208,483
107 Construction Work in Progress-Electric 8,222
105 Electric plant held for future use 588

108 Accumulated provision for depreciation of electric utility plant 140,053

102 Electric Plant Purchased or Sold 12,400

114 Electric plant acquisition adjustments 64,840

217,293 217,293

Amounts are based on the DP&L balance sheet as of March 31, 2014, Actual journal amounts will be based on balances as of the acquisition date.
The entries reflect the original cost with an adjustment to disregard the impairment loss of $76.0 million Dayton Power and Light recorded in 2012.

(S-millions)
Net book value as of March 31, 2014 S 2.5
impairment recognized by DPL in 2012 76.0
Less: Impairment related to Asset Retirement Obligation asset (0.4)
Depreciation on assets for the three months ending March 31, 2014 (0.9)
Adjusted net book value S 77.2
Purchase Price 12.4
Negative Acquisition Adjustment S 64.8

3. Proposed Entry to clear account 114 electric plant acquisition adjustment to account 108 Accumulated Depreciation of electric utility plant

Account  Account Description Debit Credit
114 Electric plant acquisition adjustments 64,840
108 Accumulated provision for depreciation of electric utility plant 64,840

To clear negative acquisition adjustment in account 114-Electric plant acquisition adjustments to account 108 accumulated depreciation of electric utility plant.
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