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Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17,2009

e S CE
PU"‘L‘(‘*’ JERV‘
COMMISSION

AG-DR-01-026

REQUEST:

Please confirm that this Commission has never before accepted the use of a weather-normalized
period in a gas rate case of 20 years. If you do not agree, provide the Order.

RESPONSE:

The Commission has never before accepted the use of a 20-year weather normalization
methodology in a Duke Energy Kentucky, Inc., gas rate case.

PERSON RESPONSIBLE: Timothy A. Phillips






Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17,2009

AG-DR-01-027

REQUEST:

As explained on page 14 of Mr. Phillips’ testimony, the operating revenues in this case are based
on a 10-year weather normal of 3,604 HDDs, using a base temperature of 59 degree Fahrenheit.
This has resulted in pro forma normalized Current Revenues Less Gas Cost Revenue of
$45,741,980, as shown on Schedule M-2.2, page | of 7. In this regard, please provide the
following information:

a. A revised Schedule M-2.2, page 1 of 7 showing the Current Revenues Less Gas Cost
Revenue dollar amount based on the same 10-year weather normalization approach except
using a base temperature of 65 degree Fahrenheit rather than 59 degree Fahrenheit.

b. Provide the 10-year weather normal HDD level using a base temperature of 65 degree
Fahrenheit as compared to the 10-year weather normal of 3,604 HDDS using a base
temperature of 59 degree Fahrenheit.

c. A revised Schedule M-2.2, page 1 of 7 showing the Current Revenues Less Gas Cost
Revenue dollar amount based on the use of a 25-year (1984 through 2008) weather
normalization using a base temperature of 65 degree Fahrenheit.

d. A revised Schedule M-2.2, page 1 of 7 showing the Current Revenues Less Gas Cost
Revenue dollar amount based on the use of a 30-year (1979 through 2008) weather
normalization using a base temperature of 65 degree Fahrenheit.

RESPONSE:

a. Please see Attachment AG-DR-01-027(a).
b. 4874

c. Please see Attachment AG-DR-01-027(c).
d. Please see Attachment AG-DR-01-027(d).

PERSON RESPONSIBLE: Timothy A. Phillips



§G'v} 6002/¥Z/8

"AOW/9L8SEY' LS 40 1SOD SV UILOAdXT IOVHIAV S1537143 (€)

"SINNTOA QIZITYWHON §1931434 (2)

*} HONOYHL Z SIOVd ‘22N STINAIHIS NO GINIVINOD VL3 (1)

(8)220-1.0-HA-9V JusWOBRY
Z0Z00-600Z ON 8SED

20Z00 -6002 "ON 3SVO

AMDINLNIN ADYANT 3MNA

6¢t 95£'86£'521 LLS'PSY'6L 0'8¢ y19'59%'LL 00'001 SY8'EYE’sy 8015°€ $£5'980'H 989'851'} ANVAWOD VIOL  §2
00 vee'cvs 8v8'ce 00 0 g5’ 90'04L 756'y 0 SNOINVTIIOSIN WIOL +2
$89'¢cE 0 0 [Z7R% $89'€E [} 0 OSIN ¥IHLO €2
0 0 0 00°0 0 0 0 SANN4TY 3LVY YO NOISIAOYd 22
969'009 0 0 0978 969'009 0 0 OOMILNIFSYD 40 dSNVHL INNIAIY 12
0 0 0 00°0 0 0 0 SLOVHINOD TWID3dS 02
9.8'sY 8v8'ce 0 yeL 825'6 Z58'y 0 IVLINIWLEVYAIANILING 61
8L1'PE 0 0 18y 9119 0 0 SINIY 8L
9/81Z 0 0 80'¢ 9.8'12 0 0 SIOUVYHO NOILDANNODIY /)
91104 0 0 (A" 9110k 0 0 SIOUVHO MOIHD avd 9)
0 0 0 00°0 0 0 0 SIDUVHI INIWAVY JIVT §I
'SIMNGAIY SNOINV T130SIN ¥
vl ZEY'YS9' vl £99'0Zy'6. 98¢ y19'59Y' L1 59'86 69.'€€2'SY LISY'E 786'180'Ct 989'85L 1 1NdHONOYHL TVL0L £t
L't 0i£'848'E 0 LEL 09€'06% 6LL 01£'8.6'c Z067°L SSL'LOY'T 80¢'} IDIAYIS dSNYHL TVLOL 2
762 £9Z'650'L 0 62 009'60€ 09'6Z £92'650't 9£98°0 ¥z9'9zz'L 882 g LdNYUILNI FIAS
L 1P0'615'2 0 A 09.'081 0¥°0L 1P0'615'2 e LES'PLL 0z0't 39UV - ISNYHL W4 IOV TLd 0)
FHIAGSS NOILVIHO4SNVYL 6
0yl 2Z1'9L0'1T) £99°0Z¥'6.L 80 y1e'626'91 99°06 65Y'SSO' LY 0006°€ 128'089'0} 8LE' L5 JOIAYIS STTVS VIOL 8
g’ 19£'586'6¢ 99%'222'62 $'0Z 6LL161'C £Y'ET 568'29.'0} 18€1°2 196'626'€ YEE'V8 SO V10l L
¥e $01'2L0'S 826'958'€ a4’ s6l'clL YL 911'022't $25€°2 969'8LS sh'y HLNVY and HL1C $O 9
€ (AW I AN 0Z8'€p8'T el Lig'8lL 12’8 7.5'€88 £01£C 6288 922 IVIELSNAN SO ¢
1’9 598'084'1L€E 812'125'22 022 £L2'906't S1°08 191'659'8 68587 918'820'¢ 9EL'LL TVIOHIWNOD 9 ¥
A1 192'060'18 161'861'08 gLy SE5' 212 YL ¥Z'19 $95'268'0¢ 19187 998'05.'9 Pr0'cL0'}L SY WLOL €
zZ'8l 192'060'18 L61'861'05 8Ly SES'LLLYL 60°001 $95'268'0€ 19257 998'052'9 yr0'cL0')L IVIINIAISTY SY Z
) FIIAY3IS S3IVS
(%) (s) ($) (%) ($) (%) (8) (4omn/s) (40W)
te) ) {H) {N) W ()] ) ) (a) (0} a) )
{111 W) (H+M) (€)3NNIATY (1 /W) (1) ANNIATY [C2ERNELER! S31VY (2)s3vs {HsT1" NOILdI¥283a 3009 ‘ON
ASYIUONI % INNIAZY 1800 8vD AIH LSOO SVD AW LSOO SYD LSOO SVD 1809 SVD INIHUND ¥3IWOLSND 1SSV10 31vd 3NN
ANNIAIY W10l S83T ATY S$S37 HONI SS31VLOL SSITIANNIAIY  LSOW
Iviol INIHHND NI ¥ONI% INNIAIY 01A3H40% ANIHEND
QIZITYNNNY LNIHUND
IMSMOMT0IZ SH3IA TV $3ANT1oX3 a31SvI3H04 SOW ZL
:SSINLIM o __(S)ON FONTYI-iTY UFdVd HUOM
. 40 } 39Vd QasIAZY gavadn TUNIORIO "X DN 40 3dAL
Z'Z-N 31NA3HOS aoIM3d A31SVOIHO4~ X QOdad Isvd wiva
POZHBUION JBd A [11%
{301AM3S SVO)
110Z 1€ AMVNNYF GIANT SHANOW JATEML 3H1L 04
{ 1o | abeg STV INIHHND LSOW "SA 0IS0d0¥d 1V SINNIATY ¥vIA 1S3 L GIZIVANNY



L€:G1 6002/¥2/8

“4DN/9185EH 28 40 LSOO SYO Q3L03dX3 AOVYUIAVY SLOI 43 (e)

"SIWNTOA GIZITYINHON SL1O37143 (2)

‘L HONOYHL Z $39vd '2°Z-W $3INA3HIS NO GaNIVINOD Tivisd )

L€l 152°206'9Z1 715'595'08 9'.€ 6V6'01Y'LL 00°00% 6.9'95€'9¥ 8961°¢ 0Z0'1SZ'ch 989'851'} ANVAWOD TVLOL  S2
00 yz6'evL 8Y8'ee 00 0 £5'L 9.0'04L 258y 0 SNO3NVIIFOSIN TVLOL ve
y89'ee 0 0 [7R% $89'¢E 0 0 OSIN ¥3IHLO €2
0 0 0 000 0 0 0 SANN-43Y 31VY ¥0d4 NOISIAO¥d 22
969'009 0 0 0978 969'009 0 0 ODHILNIFSYO 40 dSNVHL INNIAIY 12
0 0 0 000 0 0 0 S1OVHINOD TviDAdS 02
9.8'EY 8v8'se 0 ye'L 825'6 758y 0 TVLNIWLHYAIAYIING 61
YA 25 0 0 18 9LL'PE 0 0 SINIY 81
9/8'12 0 0 80°¢ 9.8'1Z 0 0 SIADYVYHO NOILIANNODIY Li
914°01 0 0 Wl aLioL 0 0 SIOHVHI MOIHI ava 9}
0 0 0 000 0 0 0 SIOUVYHO LNIWAVd 3LVT St
'SINNIATY SNOANY T130SIA ¥i
g€l 12£'851'9Z1 yzl'1E5'08 z'ee 6v6'0LY L1 1986 £09'929'6Y ovve 89Y'9¥Z'cL 989'854'} LNdHONOYHL WLOL €4
LEL 922'109'c 0 LEL Lp0'E6y UL 9ZZ'109'¢ $06¥°+ 1z2'oiv'e 80¢'} JOIAMES dSNVYL VLOL 2}
762 PLL'Z90'S 0 [A:14 £YS'0LE 662 $14'290'L ££98°0 295'08Z'L 882 IIGLLNYEAUILINI JIREA?
[ ZLL'6ES2 0 [ $05'Z81 15°0L ZL1'6E5'T ZIPLe 658'581'L 020't JOUVYT- JSNVHL W4 FOUV L4 0
F3TA93S NOILVLMOdSNVEL 6
g€l 10} 25622} yZL'1E5'08 £or Z06'L16'9) 04706 11£'520'Ty $088°€ 192'0£8'01L 815264} 3DIAN3IS SIS TVIOL 8
56 9.8'Pov oY 161'965'62 €02 ZL0'L02'2 S¥'€z 681'898'0L 5067 122°086'€ pee'ys SO V10L L
¥'e 0Z2's24'S 858'768'S Lyl eVl £C'LL 298'0€7'} 66¥E°C 262'525 25Y'y HLAY 8nd H10 SO 9
e £98'/51'€ £66'298'Z el 868'8L1 648 042'068 §80€°2 9v9's8¢ 91T IVINLSNANI SO §
19 £6.'085'1€ 0pL'€£8'T 612 286'CL6'} 8y'08 £50'LpL'8 58Y8'Z 812'0L0'C 9gL'LL IVIOUTWNOD SO ¥
6L 52.'260'28 ££5°6E6'05 Ty 068'0LL'v1 ¥Z'L9 761251 LE S8Y5Y 920'058'9 yr0'eL0' L S¥ 101 €
6L $Z.'260'28 ££5'6£6'05 T 068042V} 00°00} Z61'151'1E 58YSY 920'058'9 ¥r0'€L0't IVILNIQIS3Y Sy €
) ERTCEEER IR
(%) () (s} (%) (s) (%) (s) (4oW/$) (4oW)
(o) (13 ) (N) (W) 9)] 1) r - a) el a )
(1MW) (H+3) (e)anNanzy (/W) O1-4) INNIATY (y)aNN3ATY S3LVY (Z)savs (Lt)sTua NOILdIMDS3A 30090 ‘ON
ASYIUOINI % ANNIATY 180D §V9 A3M 1SOOSYD AIM LSOO SYD  1SODSVO 1S00 svD ANTHAND Y3IWOLSND 1SSVI10 31vy ElN
ANNIATY VL0l SS31ATY SS3T UONI §S3I1VIOL SSITANNIAZY  LSOW
VLol ANIUUND NI MONI % ANNIATY OLAI¥ 40 % ANTIHUND
QIZITYANNY LNIHUND
IMSMOMT0IZ T SHIARY TV $3ANTOX3 aa1SvIIHO4 SOW 21
ISSIANLIM . _{S)ON IONTUTLTYU HIdVd HHOM
L 40 } 39vd Q3asIAZY a3ivadn IYNIORIO "X “ONITId 40 3dAL
Z'Z-W TINA3AHOS aOIMId 03LSVOIHO4 X~ QOiy¥ad asvd wiva
pazijeulIoN AeaA G2
{321A83S SVO)
110Z ‘1€ AMVNNYT G3ANT SHANOW JATIML IHL U0
1 jo | abeg SIIVH INTHUND LSOW "SA 03S0d0Ud LV SANNIATY HVIA LSIL AIZITVNNNY

(9)/20-10-HG-OV WSWYOBRY

20200-600¢ 'ON 958D

20200 -6002 "ON 38V0
AMONLNINM ADHANT INNA



$0:51 600Z/¥2/8

“4OW/9L8SEY LS 40 LSOO SVO AILIFdXT IOVHIAY S103143d (e)

*SINNTOA QIZITYINHON SLOF 143 (2)

‘2 HONOUHL Z SI9OVd 'Z'Z-W STINAZHIS NO AANIVINOD NV L3a ()

g€l ZEL'6YE'8TL Zr9've9L8 e 965°'95¢' L1 00°001 060'S1L'9Y 6e8Y’C  6LL'BOV'EL 989'851'} ANVAWOD TW10L ST
00 YZ6'EYL 8p8'EE 00 0 251 9.0'0LL 285y 0 SNO3NVTIIISIN TVLOL ¥2
$89°'¢E 0 0 [7R% $89'¢E 0 [} OSIN ¥MIHLIO €T
0 0 0 000 0 0 0 SANNZ3IY 31vY ¥O4 NOISIANOYd 22
969'009 0 0 098 969'009 0 0 OOYILNIFSYD 40 dSNVHL INNIATY 12
0 0 0 00°0 0 0 0 S1OVHINOD TVIDAdS 02
9/g'ey 8p8'cs 0 PEL 825'6 58 0 TYINIWLUVIIQUILING 61
9LL'vE 0 0 18y LYARYS 0 0 SIN3Y 8}
9.8'12 0 0 80°¢ 9.8'1Z 0 0 SIOUVHO NOILLIINNODIY LI
9i1'04 0 0 rAgt 9L1'0t 0 0 SIOUVHD MIIHD avd 91
0 0 0 000 0 0 0 SIOYUVHD INIFWAV TV §L
"SINNIATY SNOANV T130SIA i
9'EL 808'509' L2} $62°009'18 L8 966'96€" L1 8786 $10'500'9% \ZEV'E 191'p0Ov'EL 989'851'} LNdHONOYHL TWLOL £t
LEL 999'229'c 0 gl 805'6¥ sLL 949'229'c 10871 IPL0EY'e 80¢'}L JDIAYHIS dSNVYHL WLIOL ZF
62 695'490' 0 62 96g' 11 6£°6Z 695'990'} 0£98°0 185'€€T'} 882 I7GILANAAUTLN FIRAt
Tl 110'858'2 0 TL 5118t 19'0L £10'885'T 8/e4'T 9959611 020k AOMYT - dSNVHL WMIZ  IONVTLd 0}
FHIANTS NOILV LHOdSNYEL 6
g€l Z91'€86'5Z} ¥6.°009'18 8'6¢ 880'198'91 £1°06 89¢'28€'Z¥ 1298°¢ 0Z0'vL6'0L 8.£'L51°) JDIAYES SIS TVIOL 8
¥'g £61°L06'0F £V1'2V6'62 oz 655'612'2 T34 059'596°0} AN ANA 9y1'920'% yEE'y8 $9 WWIOL L
v'e 795'691'S 106'826'€ I £L6'VLL L1 SSY'OVT L LyET 9.£'82S sty HLNV 9Nd HLO SO 9
A3 SZE' 6L 002'€68'2 €l £P5'6EL 618 §29'L68 990€'C 1G1'68€ LT TYIYLSNANI SO §
09 90L'LY6'LE 9e5'611'ET 81z £10'126'L 05'08 015'228'8 z6£8'7  S1Z'60L'E 9gL 1L IVIDUINNOD SO ¥
9.1 69£'620'C8 159'859'15 oy 6TS'SYa'YL SZ'i9 8LL91Y'LE LSy YLTLYE'D yr0'€L0'L Y V101 €
9Lk 69£'520'€8 159'869'15 99y 625'5v9'v) 00°00L 812911 LE TSy vITLVE'9 ¥v0'€L0's IviLNIQISEY sy ¢
=LY EEEE LR
(%) () (s) (%) (s) (%) (s) (4on/s) (40om)
(o)) ((8%) H) (N) )] ) 1) ) @) ) (a) (v}
(s 1) (H+M) (eJanNaAzay /W M-d) INNIAIN (#)3NNIAY S3LVY (z)savs (t)s1ug NOLLdINOS3a 3009 ‘ON
ISVIUONI % ANNIATY 1SODSYD  AJHISOOSVD AIYISOOSVD  LSODJ SV 1802 SV9 ANIHUND ¥INOLSND 1SSY10 Jivd 3N
ANNIAZY Iv10L SS3T A3 SS37 HONI SS31TW.LOL SSITINNIAIY  LSOW
V1oL ANIHUND NI HONI % ANNIAZY 01 A3Y 40 % INTYNND
QIZITVANNY INIHUND
DISMOXI0IZ T syIa TV $3aN10X3 a31Svo3H0d4 SOW Z1
:SSANLIM o _(S)ON JONIUILTY WIdVd HIOM
. 40 + 39vVd ESTER] a3ivadn TYNIORIO X *ONITI 40 SdAL
ZZ-W TINA3HOS aoniad d3isvoIyod XT aowadasve T vivd
pazjjeuLION Jeap 0¢
(IDIAY3S SVO)
110Z ‘1€ AMYNNYL A3ANT SHANOW JATIML IHL YOS
1 10 1 9beg S3LVH INIHEND LSON "SA IS0d0Ud L1V SANNIATY YVIA 1S3L QFZITVANNY

(P} LZ0~-T0-¥0-9¢ 1USWYIEIIY
Z0Z00-6007 “ON ®SED

20200 -600Z "ON 38VD
AMONLNIM ADHANI IMNA



Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17,2009

AG-DR-01-028

REQUEST:

On page 27, line 11 of his testimony, Mr. Parsons states that the test year includes $338,344 of
uncollectible expense. From the data shown on WPD-2.15a, provide calculations showing the
derivation of the test year expense amount of $338,344.

RESPONSE:

The $338,344 is the sum of the amounts on line 6 of WPD-2.15a that represent the breakdown of
the components of the annualized uncollectible expense.

Description Amount
Charge-offs $ 1,132,779
Collection Costs 61,969
Late Payment Charges (856.,404)
Annualized Uncollectible Expense $§ 338.344

PERSON RESPONSIBLE: Robert M. Parsons









Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17,2009

AG-DR-01-029

REQUEST:

Please provide the Company’s actual gas uncollectible expenses booked in account 904 and the
percentage ratio to gas revenues subject to uncollectibles in each of the years 2004 through 2008,
for the base period and the Forecasted Period.

RESPONSE:
Actual
Billed Gas  Uncollectible
Revenues Expense (a) % Ratio
2004 $120,662,133 $1,173,953 0.973%
2005 $144,321,114 $ 872,376 0.604%
2006 $138,846,783 $1,403,518 1.011%
2007 $139,367,280 $1,480,607 1.062%
2008 $150,940,900 $1,196,497 0.793%
Base Period $127,913,065 $1,279,385 1.000%
Forecasted Period $123,774,598 $1,403,255 1.134%

(a) Unadjusted.

PERSON RESPONSIBLE: Robert M. Parsons






REQUEST:

Duke E, mnergy Kentucky, Inc.
Case No. 2009-00202

WirstSet Attorney G eneral Data Requests

Date Recei~ved: August 17, 2009

AG-DR-01-030

With regard to Regulatory Commission Expenses, yolease provide a break oyt of the Forecasted
Period account 928 expenses of $590,384 by regulatory activity and case nymber. In addition
provide a similar account 928 expense breakout for tIhe years 2006, 2007 and 2008 | ’

RESPONSE:

Forecasteq

Description 2006 2007 2008 Period

KPSC Maintenance Fees | $233,915 | $224,039 $210,181 $246,844
Amortization of AMRP 32,040 32,040 32,040 32,040
Study Costs
Amortization of Merger -0-| 325,864 290,187 290,184
Transaction Costs
Amortization of Rate 65,004 65,004 51,459 -0
Case No. 2005-00042
Other Miscellaneous 23,361 -0- -0- 21316
Total Account 928 $354,320 | $646,947 $583,867 |  $590,384

PERSON RESPONSIBLE: Stephen R. Lee

Case Number

Case No. 2001-00092

Case No. 2005-00228

Case No. 2005-00042







Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17, 2009

AG-DR-01-031

REQUEST:

Please provide a copy of the relevant Commission Order page allowing the Company to amortize
the AMRP study costs of $320,428 over 10 years.

RESPONSE:

See Attachment AG-DR-01-031. These pages are from the Commission’s Order in Case No.
2001-00092.

PERSON RESPONSIBLE: Robert M. Parsons



Case No. 2009-00202
Attachment AG-DR-01-031
Page 1 of 2

determine if the expense is specifically for electric or gas operations, before being
treated as a common item and allocated to both operations. The Commission advises
ULH&P and Cinergy to review their allocation processes and undertake any corrective
action that will minimize the occurrence of similar allocation problems in the future.

Rate Case Amortization

ULH&P proposes to increase test-period expenses by $165,000 to reflect the
amortization of its estimated rate case expense of $495,000 over a 3-year period.®* The
AG proposes to increase expenses by $48,896, which reflects different amortization
periods for specific expenses that comprise his total allowable rate case expense of
$263,525.° The AG proposes to amortize 50 percent of the expense associated with
ULH&P’s AMRP study over 10 years. While the AG strongly opposes the AMRP Rider
proposal and believes that stockholders would be the primary beneficiaries of the AMRP
Rider, the AG is willing to allow a portion of the study expenses associated with the
determination of the most appropriate line replacement program to be recovered
through rates. The AG proposes to amortize the expense of the depreciation study over
5 years, contending this is an appropriate amortization period. Lastly, the AG proposes
that the remaining rate case expenses be amortized over 3 years, consistent with the

Commission’s previous decisions concerning the amortization of rate case expenses.®

8 Application Schedule F-6.

8 The AG’s total is based on actual rate case expenses incurred through July 31,
2001. See Henkes Direct Testimony, Schedule RJH-11.

8 |d, at 36-37.

-37-




Case No. 2009-00202
Attachment AG-DR-01-031
Page 2 of 2

the period the actual line replacement program should be in place. However, the
Commission does not agree with the AG’s proposal to disallow 50 percent of the study
expenses. We find it reasonable to allow ULH&P to recover the total actual expense of
the study from ratepayers, based on the expense reported through October 2001.

The Commission agrees with ULH&P that the expense of the depreciation study
and the remaining rate case expenses should be amortized over a 3-year period. We
believe a 3-year amortization period for the depreciation study is reasonable in this
case, given the impact the line replacement program could have on future depreciation
analysis and the timing of ULH&P's next rate case, which is discussed later in this
Order. Therefore, the Commis'sion:Will include rate case amortization expenses of
$75,933 for rate-making purposes.®

Overtime Expense

During discovery, ULH&P was asked whether it agreed that in order to determine
a reasonable, ongoing level of overtime costs for rate-making purposes, one approach
would be to base the ongoing level on the mathematical average of the test year and 4
previous calendar years of overtime expense. ULH&P agreed that such an approach
would be reasonable for rate-making purposes.®® The AG proposes an adjustment to

overtime expense, using a historic average ratio approach. The ratio reflects the actual

% The actual expense of the AMRP study through October 2001 is $320,428; a
10-year amortization of that amount results in an annual amortization expense of
$32,043. The depreciation study expenses and remaining rate case expenses total
- $131,670; a 3-year amortization of these expenses results in an annual amortization
expense of $43,890. The sum of $32,043-and $43,890 is $75,933.

% ULH&P's Response to the Commission Staff's Second Data Request dated
July 10, 2001, ltem 47(c).

-39-







Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17, 2009

AG-DR-01-032

REQUEST:

Please provide any changes that affect the Forecasted Period revenue requirement that should be
made to the filing results based on information that has become available since the preparation of
the filing.

RESPONSE:

No changes have occurred since the time of the filing that would impact the Forecast Period
revenue requirement.

PERSON RESPONSIBLE: Robert M. Parsons



Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17,2009

AG-DR-01-033

REQUEST:

With regard to the professional service expenses of $1,904,139 shown on WPF-5b, please
provide the following information:

a. Provide the actual outside services expenses for each of the years 2006, 2007 and 2008, in
total and as broken out in the same format and detail as per WPF-5b.

b. Explain the nature and purpose of the expense amounts of $1,072,410 for Contract Services;
$117,296 for Contract Services NLBR; and $495,456 for Baseload Contract Labor.

RESPONSE:
a. See Attachment AG-DR-01-033a.

b. The nature and purpose of each item is described as follows:

Contract Services »  Miscellaneous services provided that bring expertise beyond
the capability or availability of Duke Energy Kentucky
employees.

Contract Services NLBR » Specific non-labor Contract Services (ie: IT Hardware, IT
Maintenance)

Baseload Contract Labor * Routine work that is on-going in nature

» Contract employees typically integrated into existing
workforce

» Routine work that was bid by contractors

» Typically specified by position descriptions

PERSON RESPONSIBLE: Brenda R. Melendez/Stephen R. Lee
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Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17,2009

AG-DR-01-034

REQUEST:

Please provide more legible copies of Attachments JRA-2 and JRA-3.

RESPONSE:

See Attachment AG-DR-01-034.

PERSON RESPONSIBLE: Jay R. Alvaro
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Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17, 2009

AG-DR-01-035

REQUEST:

With regard to the test period incentive compensation expenses of $1,067,821 shown on WPD-
2.26a, please provide the following information:

a. Does the expense amount of $1,068,821 only include incentive compensation for DE-Ky’s
employees or does it also include incentive compensation allocated to DE-Ky’s from Duke
Energy Business Services (DEBS)?

b. If the former, provide the incentive compensation allocate to DE-Ky from DEBS in the
Forecasted Period, in total and broken out as per WPD-2.26a.

RESPONSE:

a. The $1,067,821 includes incentive compensation for both Duke Energy Kentucky employees
and DEBS employees allocated to Duke Energy Kentucky.

b. See table below for incentive compensation in total and broken out per WPD-2.26a.

Plan Description Total DEK DEBS
STI — Non Leadership $429,003 $60,967 $368,036
STI — Leadership 189,162 -0- 189,162
UEIP 123,598 85,487 38,111
Executive LTI 326,058 -0- 326,058
Total $1,067,821 $146,454 $921,367

PERSON RESPONSIBLE: Jay R. Alvaro/ Robert M. Parsons



Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17, 2009

AG-DR-01-036

REQUEST:

In the same format and detail as the response to AG-1-208 in the prior case, please provide a
listing and description of all employee benefits offered to DE-Ky and DEBS employees in the
Forecasted Test Period.

RESPONSE:
Duke Energy provides all employees with the following benefits:

Medical Plan

Dental Plan

Life insurance

Long-Term Disability Plan

Pension Plan

Non-qualified PensionExcess Plan (only applicable if reach IRS income cap) — Executive Cash
Balance Plan

401 (k) Savings Plan

Flexible Spending Accounts (no expense incurred by the Company)
Short-Term Disability

Relocation Assistance

Discount Vision Program

Adoption Assistance Program

Service and Retirement Awards

Education Assistance Program

Vacation / Personal Days

Paid holidays

Bereavement Leave

Wellness Program

Certain top management receive the following additional benefits:
Financial Planning Services

Executive LTD (additional 16 2/3%)
In addition certain top management executives receive these benefits, subject to Board approval:



401(k) Excess Plan
Executive Savings Plan (ESP)
Non-qualified Deferred Compensation Plan

PERSON RESPONSIBLE: JayR. Alvaro



Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17,2009

AG-DR-01-037

REQUEST:

Schedule C-2.1 shows Account 926 Employee Pension and Benefit expenses of $2,219,688 for
the base period and $1,243,304 for the Forecasted Period. In this regard, please provide the
following information:

a.

Detailed component breakout of these two dollar amounts and an explanation as to why the
Forecasted Period expenses are so much lower than the base period expenses.

Actual Account 926 Employee Pension and Benefit expenses, in total and broken out by
expense component, for each of the years 2006, 2007 and 2008. In addition, provide
explanations for major expense changes from 2007 over 2006, 2008 over 2007 and the base
period over 2008.

Provide a reconciliation between the Forecasted Period expenses of $1,243,304 as compared
to the Forecasted Period expenses of $1,810,173 on Schedule G-1. In addition, provide a
component breakout of the expense amount of $1,810,173.

Provide a reconciliation between the Forecasted Period expenses of $1,243,304 on Schedule
C-2.1 and the Forecasted Period expenses of $1,810,173 on Schedule G-1 as compared to the
Forecasted Period Fringe Benefit O&M expenses of $878,101 in the response to PSC-1-41,
page 2 of 2.

RESPONSE:

a.

See Attachment AG-DR-01-037(a).

See Attachment AG-DR-01-037(b).

The forecasted benefits in Schedule C-2.1 were developed on a line by line expense basis
taking cost trends into account. By contrast, the forecasted benefits in Schedule G-1 were
developed by taking forecasted labor of $7,735,785 and assuming that the actual benefit costs
equate to the current labor loading rate of 23.4% for Kentucky employees.



Description Sch. C-2.1 Sch. G-1

Pension (includes OPEB & FAS 112) 449 810 625,825
Employee Savings Plan 181,149 263,790
Medical 592,808 884,200
Other 19,537 36,358
Total Benefits 1,243,304 1,810,173
Labor 7,735,785
Loading Rate 23.40%

d. Forecasted expenses on PSC 1-41 were based on current and budgeted expenses for the base
period with an expected 3% increase in labor for the forecasted period. This forecast was also
based solely on Duke Energy Kentucky labor with the assumption that of that labor 32.2%
would be allocated to gas operations. The forecasted expenses in both Schedule C-1 and
Schedule G-1 also took into account benefits from employees outside of the Duke Energy
Kentucky payroll company but with labor charging into Kentucky gas operations into FERC
account 0926.

Description Sch. C-2.1  Sch. G-1 PSC 1-41

Pension (includes OPEB & FAS 112) 449,810 625,825 352,997
Employee Savings Plan 181,149 263,790 116,787
Medical (includes dental) 592,808 884,200 382,852
Other 19,537 36,358 25,465
Total Benefits 1,243,304 1,810,173 878,101

PERSON RESPONSIBLE: David L. Doss, Jr.



Case No. 2009-00202
Attachment AG-DR-01-037(a)

Kentucky Gas FERC 0926 Page 1 of 1
Forecasted
Base Period Period  Variance

Pension 488,331 263,829 (224,502) 2
Employee Savings Plan 304,097 181,149 (122,948) 3
OPEB 133,181 111,773 (21,408)
Retiree Medical 2,220 1,741 (479)
Retiree Dental - 497 497
Retiree Life - 995 995
Medical 1,132,041 554,887 (577,154) 1
MSA/DCSA 2,220 1,243 (977)
Dental 46,613 37,921 (8,692)
Long Term Disability 15,538 13,552 (1,986)
FAS 112 64,371 54,208 (10,163)
Safety Awards 11,098 9,698 (1,400)
Other Work / Family Benefits 6,659 3,481 (3,178)
Basic Life 13,318 8,330 (4,988)
Total Benefits 2,219,687 1,243,304 (976,383)

1. Active medical costs were higher during the base year due to a true-
up entry made in the 4th quarter of 2008 to adjust for an underfunded
status in the VEBA trust account.

2. Forecast based on actuarially determined 2009 pension expenses
which are lower than base period.

3. Base period reflects entry in first quarter 2009 for 401(k) incentive
payout company match.



Kentucky Gas FERC 0926

Case No. 2009-00202
Attachment AG-DR-01-037(b)

2006 2007 2008 Base Period
Pension 1,357,551 940,390 526,782 488,331
Employee Savings Plan 228,568 208,750 299,035 304,097
OPEB 554,998 622,685 124,875 133,181
Retiree Medical - - 1,687 2,220
Retiree Dental - - 506 -
Retiree Life - - 983 -
Medical 910,911 1,010,717 925,921 1,132,041
MSA/DCSA - - 2,466 2,220
Dental 64,804 47,647 37,673 46,613
Long & Short Term Disability 13,788 8,335 18,986 15,538
FAS 112 87,894 184,820 141,052 64,371
Safety Awards - 6,260 7,528 11,098
Other Work / Family Benefits 1,471 - 577 6,659
Tuition Reimbursement 3,633 2,961 2,104 -
Basic Life 23,921 13,673 10,255 13,318
AD&D - - 528 -
Total Benefits 3,247,538 3,046,239 2,100,960 2,219,687

Page 1 of 1

Variance of 5(201)k from 2006 to 2007 primarily due to a decrease in actuarially determined pension
expenses partially offset by increases in active medical expenses and actuarially determined other post

employment benefits.

Variance of $(945)k from 2007 to 2008 primarily due to a decrease in actuarially determined other post
employment benefits and pension expenses, and decreases in active medical expenses.

Variance of $119k from 2008 to the base period primarily due to an increase in active medical expenses
partially offset by decreases in actuarially determined pension and FAS 112 benefits.



Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17, 2009

AG-DR-01-038

REQUEST:

With regard to the Company’s Supplemental Executive Retirement Plan (SERP), please provide
the following information:

a. Detailed description of the nature and purpose of the plan.

b. Description of the workings of this plan (e.g., are the plan awards a function of the
achievement of financial goals and parameters, and if so, list these goals and parameters).

c. Listing of the recipients (titles only) of the benefits awarded under the plan during the
Forecasted Period.

d. SERP expenses included in the Forecasted Period O&M expenses. These SERP expenses
should be provided in total and broken out between DE-Ky’s “direct” SERP expenses and the
SERP expenses allocated from DEBS and/or other affiliates to DE-Ky.

RESPONSE:

The Supplemental Executive Retirement Plan (SERP) is no longer an active plan at Duke
Energy.

Duke Energy executives are now eligible to participate in an Excess Pension Plan. This plan
follows one or both of the following program formulas: (i) a Traditional Program and (ii) the
Duke Account Formula (which, in 2007, replaced the Balanced and Investor Programs). The
Traditional Program formula is based on service and final average monthly pay. The Duke
Account Formula (and the prior Balanced and Investor Programs) are ‘‘cash balance account™
formulas.

The Excess Pension Plan, which is a noncontributory, defined benefit retirement plan that is not
intended to satisfy the requirements for qualification under Section 401(a) of the Internal
Revenue Code of 1986. Benefits earned under the Excess Pension Plan are attributable to: (i)
compensation in excess of the annual compensation limit ($245,000 for 2009) under the Internal
Revenue Code of 1986 that applies to the determination of pay credits under the qualified
pension plan , (ii) restoration of benefits in excess of a defined benefit plan maximum annual



benefit limit ($195,000 for 2009) under the Internal Revenue Code of 1986 that applies to the
qualified pension plan, and (iii) supplemental benefits granted to certain participants. Generally,
benefits vest upon completion of three years of service, and, with certain exceptions, vested
benefits generally become payable upon termination of employment with Duke Energy.

For reference purposes, the list below includes active Duke Energy Corporate-wide employees
(listed by 2009 title) who currently participate in the Excess Pension Plan. Duke Energy
Kentucky is allocated a proportional share of the total plan expense. This list is subject to change
for the forecasted period of February 2010 — January 2011.

Asc Gen Consl & Ast Secy SVP Regulated Fleet Operations
I(A;s)c Gen Counsel & Mng Attorney SVP Retail Customer Sves
Associate General Counsel (16) SVP Smart Grid and Cust Sys
Coal Origination Dir SVP Strategy & Planning

Corp Medical Dir SVP Tax

DEI VP Mregrs AcqustnsGovAffrs | SVP Treasurer & Cf Risk Offr
Dir Asset Mgmt SVP Whse Cust & RegComdtsMgmt
Dir Coal Transp & Logistics SVP&Chief Sustainability Offr
Dir Financial Trading SVP, Rates & Regulatory Acctg
Dir Gen Dispatch & Opers (2) SVP,Comer Policy&Strtge Intvs
Dir IT Vendor Mgmt Office SVPSuppChain&C{ProcurementOffr
Dir Medical VP - Federal Regulatory Policy
Dir Origination VP - Human Resources

Dir Phy Power Trading VP & Chief Technology Officer
Dir Regulatory Strategy VP & Proj Dir EAM

Dir Wholesale Actg VP Analytical&Investment Engg
Dir, DEI Risk Mgmt & Credit VP Asset Management

Dir, Portfolio Managment VP Bulk Power Marketing

Dir, State Reg Affairs-SC VP Business Origination
DirCorpAccountingResearch VP Call Center Operations

Fed Energy Policy Dir-Wash DC VP Central Operations

Gen Mgr Federal Tax VP Cliffside Modern Project
General Manager - Projects (3) VP Compliance & Integration
GM Cash Mgmt & Ast Treasurer VP Customer Management

GM Central Operations VP Deal Stru Anal & Cont Comp
GM Corp Fin Plng & Analysis VP Engg & Opers

GM Corp Finance & AstTreasurer | VP Envir Health & Safety

GM Corporate Accounting VP FE&G Business Support

GM Customer Service Systems VP Fed Policy & Govmt Affairs
1(311\(2 tg &g(fg%gvp Us  FE&G VP Field Operations-Carolinas




GM DE,VP Rates-Carolinas

VP Field Operations-Midwest

GM Distribution Design

VP Fleet Services

GM Duke Energy, VP DEI Acctg

VP Gen Opers Non-Regulated

GM Enterprise Protective Svcs

VP Generation Engineering

GM Fin Consolidation&Controls

VP Generation Equipment Svcs

GM Fin PO & Fin I'T Support

VP GvamtAffrs&Foundation Rels

GM Gas Field & Systs Ops

VP HR Operations

GM Global Risk Mgmt&Insurance

VP Human Resources-FE&G

GM III - Reg Fossil Stations

VP IT Operations

GM Long Term Invest & Ast Trea

VP IT Operations Applications

GM Performance Support-PD

VP Large Bus Customers

GM Reporting & Analysis

VP Legal & Ast Corp Secretary

GM Smart Grid Imp Stra & Plng

VP Legal,Secur&FinRptg& AstSecy

GM Substation Opers & Maint

VP Legal-Commercial Bus Unit

GM Supply Chain (2)

VP Marketing & Bus Dvimpt

GM Systems Operations

VP Mktg & Energy Efficiency

GM, Financial Plan & Analysis

VP Operations

GM, Gas Commercial Operations

VP Performance Support

Grp Exec & CFO

VP Planning & Integration

Grp Exec&Chief Generation Offr

VP Portfolio Risk Mgmt

GrpExec&Pres-Commer
Businesses

VP Power Delivery Engg

GrpExec, Pres & COO of US FEG

VP Regulated CC/CT Ops

GrpExec,ChiefLegalOftr&CorpSec

VP Regulated Fossil Fleet

Managing Dir HR Client Sves

VP Regulated Fossil New Gen

Managing Dir M&A

VP Regulated Fossil Station (2)

Mgng Dir Business Dvlpmt

VP Regulated Fuels

Mgng Dir Cust Market Analytics

VP Sales & Marketing

Mgng Dir Div Incl & WkircStrat

VP Systems Ops

Mgng Dir Emp Rels & Risk Ana

VP Total Rewards

Mgng Dir
ExecComp&Ben&Comp

VP Wholesale Management

Mgng Dir Health & Insurance

VP, Business Development

Mgng Dir, IRP & Bus Analytics

VP, Commty Rel & Econ Dvlmpt

Mng Dir Cust Sales & Delivery

VP, EH&S Policy

Mng Dir Environmental

VP, Employee & Labor Relations

Mng Dir IT Client&SecuritySvcs

VP, Office of Nuclear Dvlmpt (2)

Mng Director Nuclear 1T

VP AuditSves&CtEthicsComplOfir

Portfolio Optimization Mgr

VP-Mergers & Acquisitions

Portfolio Risk Dir

GM Project Accounting

Power Origination Dir

SVP Ohio and Kentucky Gas Oper

Power Trader (3)

SVP & Chief HR Officer




Pres Duke Net Communications

VP Generation Maintenance Svcs

Pres, Office Of Nuclear Dev

SVP Commercial Asset Mgmt

Pres-Duke Energy International

SVP Fin Program Office&Fin IT

Pres-Duke Energy
Ohio&Kentucky

GM DE & VP US FE&G
Accounting

President- Duke Energy Indiana

Mng Dir Compliance

President, DE Generation Svcs

SVP EHS & Pres Duke Foundation

Special Assignment ER/LR

GM Proj &International Finance

Special Assignment PMO

SVP Business Development-DEGS

Sr Director, Audit

VP Edwardsport IGCC Project

Sr Project Director (2)

VP Real Estate Services

Sr. Originator

VP Smart Energy Systems

SVP & Chief Communication Offr

Sr Director Audit-1T

SVP & Chief Information Officr

GM Travel & Support Svcs

SVP Const & Major Projects

SVP & Controller

SVP Engg & Tech Services

Dir Fin PO & Fin IT

SVP Enterprise Opers Services

VP, Commercial Analytics

SVP Legal, Franchised Elec&Gas

General Manager - Projects

SVP Power Delivery

See Attachment AG-DR-01-038d for details on non-qualified pension expense.

PERSON RESPONSIBLE:

Jay R. Alvaro / David L. Doss, Jr.
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Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17,2009

AG-DR-01-039

REQUEST:

With regard to the Company’s 401(k) Excess Plan, please provide the following information:

a. Detailed description of the nature and purpose of the plan.

b. Description of the workings of this plan (e.g., are the plan awards a function of the
achievement of financial goals and parameters, and if so, list these goals and parameters).

c. Listing of the recipients (titles only) of the benefits awarded under the plan during the
Forecasted Period.

d. Excess Plan expenses included in the Forecasted Period O&M expenses. These expenses
should be provided in total and broken out between DE-Ky’s “direct” expenses and the
Excess Plan expenses allocated from DEBS and/or other affiliates to DE-Ky.

RESPONSE:

Effective on December 31, 2007, the Cinergy Corp. 401(k) Excess Plan and the Cinergy Corp.
Nonqualified Deferred Incentive Compensation Plan (collectively, the *“Legacy Cinergy
Nonqualified Deferred Compensation Plans™) were merged into the Duke Energy Corporation
Executive Savings Plan. Prior to this date, (i) under the terms of the Cinergy Corp. 401(k) Excess
Plan, participants could elect to defer a portion of their base salary and receive a company
matching contribution in excess of the contribution limits prescribed by the Internal Revenue
Code of 1986 under the Cinergy Corp. Non-Union Employees’ 401(k) Plan, and (ii) under the
terms of the Cinergy Corp. Nonqualified Deferred Incentive Compensation Plan, participants
could defer a portion of their annual bonus. Effective upon the plan merger, all benefits
previously earned under the Legacy Cinergy Nonqualified Deferred Compensation Plans were
transferred to and became payable under the terms of the Duke Energy Corporation Executive
Savings Plan.



The Duke Energy Corporation Executive Savings Plan is offered to a select group of
management. The plan enables these employees to defer compensation, and receive employer
matching contributions, in excess of the limits of the Internal Revenue Code of 1986 that apply
to qualified retirement plans such as the Duke Energy Retirement Savings Plan. Earnings on
amounts credited to the Duke Energy Corporation Executive Savings Plan are determined by
reference to investment options that are generally similar to those offered under the Duke Energy
Retirement Savings Plan.

Employees are generally eligible to participate in the Duke Energy Corporation Executive
Savings Plan if their expected annual base pay and target short-term incentive exceeds the IRS
compensation limit. Participation is reviewed annually. The list below includes individuals
(listed by 2009 title) who were eligible to participate in the Duke Energy Corporation Executive
Savings Plan. Duke Energy Kentucky is allocated a proportional share of the total plan expense.
This list is subject to change for the forecasted period of Feb 2010 — January 2011.

SVP Retail Customer Services
SVP Smart Grid and Cust Sys
SVP Strategy & Planning

Asc Gen Consl & Ast Secy
Asc Gen Counsel & Mng Attorney (8)

Associate General Counsel (11)
Chief Compliance Officer & VP Audit

. SVP Tax
Services
: . SVP Wholesale Customers & Regulated
Corp Medical Dir Commodity Mgmt

Dir Medical
DirCorpAccountingResearch

Gen Mgr Federal Tax

GM Cash Mgmt & Ast Treasurer

GM Corp Fin Plng & Analysis

GM Corp Finance & AstTreasurer
GM DE & VP US FE&G Accounting
GM DE&VP US FE&G Frestg&Bdgtg
GM DE, VP Non-Regulated Acctg
GM DE,VP Rates-Carolinas

SVP&Chief Sustainability Oftr

SVP, Fincl Re-Engg & Fin Into
SVP, Rates & Regulatory Acctg
SVP, Federal Gov't&Reg Affairs
Vice President Labor Relations

VP - Federal Regulatory Policy

VP - Human Resources

VP & Chiet Technology Officer
VP & Proj Dir EAM

VP & Treasurer

GM Deal Structuring & Analysis

VP Asset Management

GM Duke Energy, VP DEI Acctg

VP Bulk Power Marketing

GM Fin Consolidation&Controls

VP Bus Dvlmpt & Origination

GM Global Risk Mgmt&Insurance

VP Bus Rel and Econ Devel

GM Long Term Invest & Ast Trea

VP Business Origination

GM Supply Chain

VP Central Operations

Grp Exec & CFO

VP Cliffside Modern Project

GrpExec & Chief Admin Offr

VP Corporate Human Resources




GrpExec & Chief Legal Ofticer

VP Edwardsport IGCC Project

GrpExec& Chief Nuclear Offr

VP Energy Efficiency

GrpExec&ChfStrat,&Pol&RegOftr

VP Envir Health & Safety

GrpExec&Pres-Commer Businesses

VP FE&G Business Support

GrpExec, Pres & COO of US FEG

VP Fed Policy & Govmt Affairs

Managing Dir M&A (2)

VP Field Operations-Carolinas

Mgng Dir Integ Resource Plng

VP Field Operations-Midwest

Pres - Office of Nuclear Development

VP Fleet Services

Pres Duke Net Communications

VP Generation Engineering

Pres, Duke Energy Ohio & Kentucky

VP Generation Equipment Svcs

Pres-Duke Energy International

VP IT Operations

President- Duke Energy Indiana

VP IT Operations Applications

President, DE Generation Svcs

VP Legal, Exec Comp & Benetits

Sr Director Audit-1T

VP Legal,Secur&FinRptg& AstSecy

SVP & Chief Communication Offr

VP Legal-Commercial Bus Unit

SVP & Chief HR Officer

VP Marketing & Bus Dvimpt

SVP & Chief Information Officr

VP Operations

SVP & Chief Procurement Officer

VP Performance Support

SVP & Controller

VP Portfolio Risk Mgmt

SVP Business Development-DEGS

VP Power Delivery Engg

SVP Commercial Asset Mgmt

VP Real Estate Services

SVP Commercial Strategy

VP Regulated CC/CT Ops

SVP Const & Major Projects

VP Regulated Fossil Fleet

SVP Engg & Tech Services

VP Regulated Fossil Station

SVP Enterprise Field Services

VP Regulated Fuels

SVP Enterprise Opers Services

VP Smart Energy Systems

SVP Inv Relations & Finl Plng

VP Special Projects

SVP Legal, Corp Legal Services

VP, Business Development (2)

SVP Ohio and Kentucky Gas Oper

VP, Commercial Analytics

SVP Power Delivery

VP, EH&S Policy

SVP Regulated Fleet Operations

VP-Mergers & Acquisitions

The forecasted period includes $99,019 related to the executive savings plan all of which were

allocated from DEBS.

PERSON RESPONSIBLE: Jay R. Alvaro/ David L. Doss, Jr.




Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17,2009

AG-DR-01-040

REQUEST:

With regard to the Company’s Non-Qualified Deferred Compensation Plan, please provide the
following information:

a. Detailed description of the nature and purpose of the plan.

b. Description of the workings of this plan (e.g., are the plan awards a function of the
achievement of financial goals and parameters, and if so, list these goals and parameters).

c. Listing of the recipients (titles only) of the benefits awarded under the plan during the
Forecasted Period.

d. Plan expenses included in the Forecasted Period O&M expenses. These expenses should be

provided in total and broken out between DE-Ky’s “direct” expenses and the Plan expenses
allocated from DEBS and/or other affiliates to DE-Ky.

RESPONSE:

See response to AG-DR-01-39 for parts a, b and c¢. See Attachment AG-DR-01-039d for part d.

See Attachment AG-DR-01-40d for Frozen Plan expenses related to the Non-Qualitied Deferred
Compensation Plan.

PERSON RESPONSIBLE: JayR. Alvaro/ David L. Doss, Jr.
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Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17,2009

AG-DR-01-041

REQUEST:

If the Company provides its top officers with financial planning services (such as the assistance

in tax preparation, financial planning, estate planning, investment planning, etc.), please provide
the following information:

a.

Detailed description of the nature and purpose of the plan, including a description of the
specific financial planning services offered.

Listing of the recipients (titles only) of the benefits awarded under this plan during the
Forecasted Period.

Plan expenses included in the Forecasted Period O&M expenses. These expenses should be
provided in total and broken out between DE-Ky’s “direct” plan expenses and the plan
expenses allocated from DEBS and/or other affiliates to DE-Ky.

RESPONSE:

a.

Each year, Duke Energy reimburses members of the Executive Leadership Team for up to
$5,000 of expenses incurred for tax and financial planning services. This program is
administered on a three-year cycle, such that participating executives can be reimbursed for
up to $15,000 of eligible expenses at any time during the three-year cycle. Certain legacy
Cinergy employees will not be eligible to receive this benefit until 2010, at which time the
lump sum transition perquisite payment described below is no longer payable.

The list below includes individuals (listed by current title) who will be eligible to receive the
Financial Planning benefit during 2010, Duke Energy Kentucky is allocated a proportional
share of total program expenses. This list is subject to change based on changes in the
membership of the Duke Energy Executive Leadership Team.

Grp Exec & CFO SVP Ohio and Kentucky Gas Oper

Grp Exec&Chief Generation Offr | SVP Power Delivery

GrpExec&Pres-Commer
Businesses SVP Regulated Fleet Operations




GrpExec, Pres & COO of US FEG

SVP Retail Customer Svcs

GrpExec,ChieflegalOffr&CorpSec

SVP Smart Grid and Cust Sys

Pres - Duke Energy Carolinas

SVP Strategy & Planning

Pres Duke Net Communications

SVP Tax

Pres, Office Of Nuclear Dev

SVP Treasurer & Cf Risk Offr

Pres-Duke Energy International

SVP Whse Cust & RegComdtsMgmt

Pres-Duke Energy
Ohio&Kentucky

SVP&Chief Sustainability Offr

President- Duke Energy Indiana

SVP, Rates & Regulatory Acctg

President, DE Generation Svcs

SVP,Comer Policy&Strtge Intvs

SVP & Chief Communication Offr

SVP, Federal Gov't&Reg Affairs

SVP & Chief HR Officer

SVPSuppChain&CfProcurementOffr

SVP & Chief Information Officr

VP & Chief Technology Officer

SVP & Controller

VP FE&G Business Support

SVP Commercial Asset Mgmt

VP Legal & Ast Corp Secretary

SVP Const & Major Projects

VP Legal,Secur&FinRptg&AstSecy

SVP EHS & Pres Duke Foundation

VP Legal-Commercial Bus Unit

SVP Engg & Tech Services

VP Mktg & Energy Efficiency

SVP Enterprise Opers Services

VP Nuclear Plant Development

SVP Fin Program Office&Fin IT

VP Nuclear Support

SVP Legal, Franchised Elec&Gas

VP AuditSves&CfEthicsComplOffr

SVP Midwest Gen Portfolio

VP-Mergers & Acquisitions

SVP Nuclear Operations

c. The Forecasted amount for financial planning services to Duke Energy Kentucky is:

Duke Energy Kentucky Gas $1,171.50

This is 100% allocated from DEBS.

PERSON RESPONSIBLE:

Jay R. Alvaro / David L. Doss, Jr.




Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17, 2009

AG-DR-01-042

REQUEST:

The response to AG-1-208 in the prior case indicates that employees above the General Manager
level are recipients of a “Perquisite pool to compensate executives for industry common
perquisites.” In this regard, please provide the following information:

a. Provide a detailed description of all perquisites offered out of this “perquisite pool.”
b. Provide a listing of all employees (titles only) who are the recipients of such perquisites.

c. Expenses associated with these perquisites that are included in the Forecasted Period O&M
expenses. These expenses should be provided in total and broken out between DE-Ky’s
“direct” perquisite expenses and the perquisite expenses allocated from DEBS and/or other
affiliates to DE-Ky.

RESPONSE:

In connection with the merger of Duke Energy and Cinergy, certain perquisites previously
provided by Cinergy were eliminated and each legacy Cinergy executive who was adversely
affected by this change, was provided an annual transition lump sum perquisite payment during
the three-year period from 2007-2009 contingent upon continued employment during this time.
This transition perquisite payments will be fully paid by the end of 2009.

Direct reports of the CEO are participants in the Executive Physicals program which entitles
them up to a $2,500 reimbursement for the cost of a comprehensive physical examination.
Pursuant to his employment agreement, in lieu of receiving a payment of up to $2,500, Mr.
Rogers can be reimbursed for the cost of a comprehensive physical examination at the Mayo
Clinic.

The list below includes individuals (listed by current title) who will be eligible to participate in
the Executive Physicals program during 2010. This list is subject to change based on
organizational changes.

| Chairman, President and CEO ]




Grp Exec & CFO
Grp Exec&Chief Generation Offr
GrpExec&Pres-Commer Businesses

GrpExec, Pres & COO of US FEG
GrpExec,ChiefLegal Offr&CorpSec

Pres, Office Of Nuclear Dev
SVP & Chief HR Ofticer
SVP&Chief Sustainability Offr
SVP, Federal Gov't&Reg Affairs
VP & Chief Technology Officer

The Forecasted amount for executive physicals to Duke Energy Kentucky is:
Duke Energy Kentucky Gas $124.20

This is 100% allocated from DEBS.

PERSON RESPONSIBLE: JayR. Alvaro / David Doss



REQUEST:

Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17, 2009

AG-DR-01-043

With regard to the response to PSC-1-32 (# of employees), please provide the following

information:

a.

RESPONSE:

Explain whether these employees only represent DE-Ky employees or also
include allocated DEBS employees.

Reconcile the actual monthly 2007 employees to the actual monthly 2007
employees on Schedule G-2, page 2. In addition, explain the increase from 196 in
November to 283 in December 2007 in PSC-1-32 and the similar increase from
164 to 240 on Schedule G-2, page 2.

Reconcile the actual monthly 2008 employees to the actual monthly 2008
employees on Schedule G-2, page 2. In addition, explain why the average actual
employee level of 266 was so much higher than the budgeted average employee
level of 195.

Reconcile the actual monthly base period employees from October 2008 through
March 2009 to the corresponding actual monthly base period employee numbers
on Schedule G-2.

Explain the increase in budgeted base period employees from 195 in December
2008 to 248 in January 2009.

Reconcile the actual December 2008 employee level of 245 to the actual
December 2008 DE-Ky employee level of 254 referenced on page 3, lines 1-3 of
Mr. Alvaro’s testimony.

The employee counts represent only Duke Energy Kentucky employees.

The actual monthly 2007 employees provided in response to Staff-DR-01-032
represents the number of employees employed by Duke Energy Kentucky. The
monthly employees provided on Schedule G-2, page 2, inadvertently included



only employees that have a Kentucky payroll tax code but may be employed by
another Duke Energy subsidiary. The large increase in the number of employees
is due to the transfer of East Bend Generating Station employees into Duke
Energy Kentucky that occurred in December 2007.

c. The actual monthly 2008 employees provided in response to Staff-DR-01-032
represents the number of employees employed by Duke Energy Kentucky. The
monthly employees provided on Schedule G-2, page 2, inadvertently included
only employees that have a Kentucky payroll tax code but may employed by
another Duke Energy Subsidiary. The large increase in the number of employees
is due to the transfer of East Bend Generating Station employees into Duke
Energy Kentucky that occurred in December 2007 but was not reflected in the
2008 budget.

d. The actual monthly 2009 employees provided in response to Statf-DR-01-032
represents the number of employees employed by Duke Energy Kentucky. The
monthly employees provided on Schedule G-2, page 2, inadvertently included
only employees that have a Kentucky payroll tax code but may employed by
another Duke Energy subsidiary.

e. The increase in budgeted base period employees from December 2008 to January
2009 is primarily due to the fact that the transfer of East Bend Generating Station
employees into Duke Energy Kentucky that occurred in December 2007 was not
reflected the 2008 budget .

f. The difference is 9 employees classified as temporary or on disability as
explained on page 3 of Mr. Alvaro’s testimony.

PERSON RESPONSIBLE: Robert M. Parsons



Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17,2009

AG-DR-01-044

REQUEST:

Schedule G-1 indicates that the Company’s Forecasted Period O&M expenses include
$7,735,765 for payroll expenses. In this regard, please provide the following information:

a. Provide a breakout of this total O&M expense amount between DE-Ky payroll and payroll
allocated from DEBS. If the DE-Ky O&M expense amount is different from the amount of
$2,720,597 shown on Schedule G-2, page 1 of &, explain the difference.

b. Monthly number of DEBS employees underlying the DEBS-allocated payroll to be provided
in response to part (a).

c. Provide the actual payroll O&M expenses, in total and broken out between DE-Ky and
DEBS allocated labor, for the years 2006, 2007, 2008, the actual 12-month period ended
5/31/09 and for the base period.

RESPONSE:

a. The amount of payroll directly charged by Duke Energy Kentucky employees was
$3,842,198 and the amount allocated from DEBS employees was $3,893,567. The directly
charged amount of $3,842,198 on Schedule G-1 does not agree with the $2,720,597 on
Schedule G-2 because the amounts provided on Schedule G-2 were calculated incorrectly.

b. See response to AG-DR-01-045, item b. The forecasted period labor was based on employee
levels budgeted for 2009.

c. See below for gas O&M expense labor. The Company has provided 12 months ended June
30, 2009 since it was the most recent 12 month period available.

Description 2006 2007 2008 6-30-09 Base Period
DEK Direct 3,683,472 3,231,113 3,269,686 3,236,985 3,516,952
Other Allocations 1,529,808 1,614,571 1,666,700 536,632 1,468,635
Allocated from DESS 1,055,065 592,077 -0- -0- -0-
Allocated from DEBS 999,231 2,546,614 1,754,698 2,439,856 2,190,512

PERSON RESPONSIBLE: Robert M. Parsons




Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17,2009

AG-DR-01-045

REQUEST:

With regard to the DEBS employees, please provide the following information:

a. Actual number of DEBS employees for each month in 2006, 2007, 2008 and 2009 to date as
compared to the budgeted monthly DEBS employee numbers for these same time periods. In
addition, provide explanations for any major variances between actual and budgeted results.

b. Monthly DEBS employee numbers assumed for the base period and Forecasted Period in this
case.

c. Monthly number of DEBS employees allocated to DE-Ky in each of the years 2006, 2007,
2008 and in the base period and Forecasted Period.

RESPONSE:

a. See Attachment AG-DR-01-045. There was a significant increase in the number of
employees from November to December 2008 because employees in the call center and
power delivery functions were moved into the service company.

b. See Attachment AG-DR-01-045.

c. DEBS employees are not allocated to Duke Energy Kentucky. Labor charged by DEBS

employees is allocated to Duke Energy Kentucky.

PERSON RESPONSIBLE: Robert M. Parsons
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Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17, 2009

AG-DR-01-046

REQUEST:

Please provide a gas-allocated dollar amount listing and description of all amortization expenses
included in the Forecasted Test Period. For each amortization item, provide the current
unamortized balance, the amortization expiration year and indicate whether the amortization was
authorized by the PSC.

RESPONSE:

See Attachment AG-DR-01-046.

PERSON RESPONSIBLE: Robert M. Parsons
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Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17, 2009

AG-DR-01-047

REQUEST:

In the same format as the response to AG-1-216 in the prior rate case, please provide a detailed
listing and dollar amount breakout of all of the expense components making up the Forecasted
Period Account 910000 — Miscellaneous Customer Service and Info expenses of $373,459.

a. In addition, if this expense breakout includes advertising, dues and community relations
expenses, then for each of these expense items, provide detailed descriptions and dollar
breakout of the items making up these expense items.

RESPONSE:

Process Description Amount
ADMGEN, ADMNSTR, STAFF A & G Administrative S 246,231
ADVMISC Misc. Advertising 803
CUSTREL Customer Relations 14,556
ECONDEV Plans & Strategies - Econdev 1,337
PMGT Project Management 110,332
TRAIN Training 200

Total Account 910000 S 373,459

PERSON RESPONSIBLE: Stephen R. Lee



Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17, 2009

AG-DR-01-048

REQUEST:

Please provide a detailed listing and dollar amount breakout of all of the expense components
making up the Forecasted Period Account 908000 — Customer Assistance expenses of $159,070.

RESPONSE:
Description Amount
Labor $150,179
Other $8,891
Total Account 908000 $159,070

PERSON RESPONSIBLE: Stephen R. Lee



Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17, 2009

AG-DR-01-049

REQUEST:

Please provide a detailed listing and dollar amount breakout of all of the expense components
making up the Forecasted Period Account 930000 — Miscellaneous General expenses of
$116,979.

In addition, if this expense breakout includes advertising and dues expenses, then for each of
these expense items, provide detailed descriptions and dollar breakout of the items making up
these expense items.

RESPONSE:
Membership fee for American Gas Association

Association Dues & Fees $34,149  (AGA)
Contract/Outside Services $59,654
Gas Delivery Expenses $18,621
Property Insurance $1,610
Employee Expenses $2,945

Total Account 930000 $116,979

PERSON RESPONSIBLE: Stephen R. Lee



Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17, 2009

AG-DR-01-050

REQUEST:

In the same format as the response to AG-1-219 in the prior rate case, please provide a detailed
listing and dollar amount breakout of all of the expense components making up the Forecasted
Period Account 921000 — Oftice Supplies and Expenses of $1,353,416.

RESPONSE:
Process Description Amount
ADMGEN A & G Administrative $26,401
HWCOMPT Hardware Expense $1,884
MTCEPRE Maintenance Preventative $4,563
STAFF General & Administrative supt $4,238
TRAIN Training 5868
Bank Service Fees $1,400
Contract Services $13,684
Direct Purchases $248,609
Dues $41,281
Computer SW/HW Maint. & Leases S544,487
Letter of Credit Fees $2,510
Office Supplies & Expenses $36,613
Postage & Freight $24,596
Telephone/Communications $121,182
Employee Travel Expense $252,502
Vehicle & Equip. $28,598
Total Account 921000 $1,353,416

PERSON RESPONSIBLE: Stephen R. Lee



Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17,2009

AG-DR-01-051

REQUEST:

In the exact same format and detail as the response to PSC-3-57 in the prior case, provide
detailed breakouts and dollar amount numbers for the following expense items included in the
Forecasted Period above-the-line gas O&M expenses:

a. Association Dues and Fees

b. Dues paid for Social Clubs

c. Employee Recognition

d. Government Affairs

e. External Affairs

f. Lobbying expenses

g. Miscellaneous Events/Tickets
h. Corporate Sponsorships

i. Spousal expenses

j. Penalty expenses.

k. Charitable Contributions

RESPONSE:

See table below.



Test

Period
ltem Account Description Account Amount Nature Rate Making Treatment
a. Association Dues and Fees 34,149
b. Dues Paid for Social Clubs -
c. Employee Recognition 880 1,217 Employee Recognition Expense Eliminated on Schedule D-2.22
d. Governmental Affairs 920 7,039  Governmental Affairs Expense These expenses are for Governmental
921 8,402 Affairs activities which include meetings
923 12,237 With elected officials for information and
926 1,319 educational purposes, and civic activities
d. Total Governmental Affairs 28,997 such as board memberships / meetings
and should be recovered in rates.
e. External Affairs -
f. Lobbying Expenses -
Miscellaneous Events /
g. Tickets -
h. Corporate Sponsorships 2,139 Corporate Sponsorships Eliminated on Schedule D-2.22

i. Spousal Expense -
j Penalty Expense -

k. Charitable Contributions -

PERSON RESPONSIBLE: Stephen R. Lee



Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17,2009

AG-DR-01-052

REQUEST:

With regard to the DEBS-allocated costs charged to DE-Ky gas operations, please provide the
following information:

a. Actual DEBS-allocated costs charged to DE-Ky’s O&M expenses in each of the years 2006,
2007, 2008, and the 12-month period ended 5/31/09.

b. Originally budgeted DEBS-allocated costs charged to DE-Ky’s O&M expenses in each of the
years 2006, 2007, 2008, and the 12-month period ended 5/31/09.

c¢. The DEBS-allocated costs charged to DE-Ky’s O&M expenses included in the base period
and Forecasted Period.

RESPONSE:

See Attachment AG-DR-01-052 for details on actual Service Company costs allocated to Duke
Energy Kentucky gas operations, and for the Base and Forecasted Period. Budget dollars are
only available for the 12 month period ended 5/31/09.

Budget dollars for Service Company allocations for the legacy DESS Service Company were
only available during each budget season, but were wiped clean and reloaded at the start of each
new budget season, therefore details related to allocations were not kept from year to year for
budget. Only summary level information for Kentucky Operations is available; not the details
such as allocation information. Budget information is available for the surviving DEBS
organization, but would not provide a complete view of the budget.

PERSON RESPONSIBLE: David L. Doss, Jr.
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REQUEST:

Duke Energy Kentucky, Inc.
Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17, 2009

AG-DR-01-053

Please provide the dollar amounts of the following items that are included in the DEBS costs
allocated to DE-Ky’s gas O&M expenses for the Forecasted Period in this case:

Incentive compensation (in total and broken out by incentive compensation program)

a.
b. Government Affairs expenses

c. External Affairs expenses

d. Lobbying expenses

e. Charitable Contributions

t.  Community Relations/Affairs expenses

g. Employee Recognition expenses

h. Miscellaneous Events/Tickets expenses

1.  Advertising and promotional expenses

J- Business Development/Promotion expenses
k. Corporate Sponsorship expenses
RESPONSE:

See table below.



Description

a. Incentive Compensation

b. Government Affairs Expense

c. External Affairs Expense

d. Lobbying Expense

e. Charitable Contributions

f. Community Relations/Affairs Expense
g. Employee Recognition Expense

h. Miscellaneous Events/Tickets Expense
1. Advertising and Promotional Expense
j. Business Development/Promotion Expense
k. Corporate Sponsorship Expense

Amount
See Response to
AG-DR-01-035
$30,816
-0-
$32,954
-0-
$12,634
-0-
$30,338
$173,936
-0-
-0-

(1) Includes $1,819 charged below-the-line to account 426.

(1)
(2)

(2) 100% of the dollars in this item is charged to a below the line account. All of item (h) is
included in this amount. Excluding item (h) the amount would be $2,616.

(3) 100% of the dollars in this item is charged to a below the line account. All of item (h) is

included in item (d).

PERSON RESPONSIBLE: Stephen R. Lee / David L. Doss, Jr.



Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17, 2009

AG-DR-01-054 PUBLIC

REQUEST:

Please provide copies of all presentations made to rating agencies and/or investment firms by
Duke Energy and/or Duke Energy Kentucky, Inc. between January 1, 2008 and the present.

RESPONSE:
CONFIDENTIAL PROPRIETARY TRADE SECRET

This response has been provided to the Commission in this case under a Petition for Confidential
Treatment.

PERSON RESPONSIBLE: N/A



Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17, 2009

AG-DR-01-055

REQUEST:

Please provide copies of all prospectuses for any security issuances by Duke Energy and/or Duke
Energy Kentucky, Inc. since January 1, 2008.

RESPONSE:

There have been 2 debt issuances by Duke Energy Corporation since January 1, 2008. The first
was a $500 MM debt offering in total, with a $250 MM tranche due 6/15/2013 and a $250 MM
tranche due 6/15/2018. The second was a $750 MM debt offering due 2/1/2014. Please see the
2 prospectuses provided electronically on CD “AG-DR-01-055 Attachments.”

There has been 1 debt issuance by Duke Energy Kentucky since January 1, 2008. This offering

was a $50 MM pollution control bond due 8/1/2027. Please see the prospectus provided
electronically on CD at “AG-DR-01-055 Attachments.”

PERSON RESPONSIBLE: Stephen G. De May



Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17,2009

AG-DR-01-056 PUBLIC

REQUEST:

Please provide copies of all studies performed by Duke Energy and/or Duke Energy Kentucky,
Inc. and/or by consultants or investment firms hired by Duke Energy and/or Duke Energy
Kentucky, Inc. to assess (1) Duke Energy Kentucky, Inc.'s financial performance, (2) the
performance of Duke Energy Kentucky, Inc. relative to other utilities, or (3) the adequacy of
Duke Energy Kentucky, Inc.'s return on equity or overall rate of return.

RESPONSE:
CONFIDENTIAL PROPRIETARY TRADE SECRET

This response was provided to be Commission in this case under a Petition for Confidential
Treatment.

PERSON RESPONSIBLE: N/A



Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17, 2009

AG-DR-01-057 PUBLIC

REQUEST:

Please provide copies of credit reports for Duke Energy and/or Duke Energy Kentucky, Inc. from
the major credit rating agencies published since January 1, 2007.

RESPONSE:
CONFIDENTIAL PROPRIETARY TRADE SECRET

This response is provided to the Commission in this case under a Petition for Confidential
Treatment.

PERSON RESPONSIBLE: N/A



Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17,2009

AG-DR-01-058 PUBLIC

REQUEST:

Please provide copies of all correspondence between Duke Energy and/or Duke Energy
Kentucky, Inc. and any of the three major bond rating agencies (S&P, Moody's, and Fitch) from
January 1, 2007 to the present. These include copies of letters, reports, presentations, emails,
and notes from telephone conversations.

RESPONSE:
CONFIDENTIAL PROPRIETARY TRADE SECRET

This response is being provided to the Commission in this case under a Petition for Confidential
Treatment.

PERSON RESPONSIBLE: N/A



Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17, 2009

AG-DR-01-059

REQUEST:

Please provide the corporate credit and bond ratings assigned to Duke Energy and/or Duke
Energy Kentucky, Inc. since the year 2000 by S&P, Moody’s, and Fitch). For any change in the
credit and/or bond rating, please provide a copy of the associated report.

RESPONSE:

Please see the response and related attachments to AG-DR-01-081.

PERSON RESPONSIBLE: Stephen G. De May



Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17,2009

AG-DR-01-060

REQUEST:

Please provide the breakdown in the expected return on pension plan assets. Specifically, please
provide the expected return on different assets classes (bonds, US stocks, international stocks,
etc.) used in determining the expected return on plan assets. Please provide all associated source
documents and work papers.

RESPONSE:

The long-term rate of return of 8.5% as of December 31, 2008 was developed using a weighted
average calculation of expected returns based primarily on future expected returns across classes
considering the use of active asset managers. As shown on Attachment AG-DR-01-060(a), Duke
Energy calculated a weighted average expected long-term rate of return of 8.65%, which was
rounded to 8.5%. As areasonableness check, Duke Energy compared its expected long-term rate
of return calculation to one prepared by its actuary, Hewitt. Hewitt’s calculation, as shown on
Attachment AG-DR-01-060(b), was reasonably close to Duke Energy’s calculation.

PERSON RESPONSIBLE: Stephen G. De May / David L. Doss, Jr.
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Attachment AG-DR-01-060(b)

Case No. 2009-00202
Page 1 of 1
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Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17, 2009

AG-DR-01-061

REQUEST:

For the past five years, please provide the dates and amount of: (1) cash dividend payments made
by Duke Energy Kentucky, Inc. to Duke Energy; and (2) cash equity infusions made by Duke
Energy into Duke Energy Kentucky, Inc.

RESPONSE.:

Duke Energy Kentucky, Inc. routinely makes dividend payments to Duke Energy Ohio, Inc.
Duke Energy Kentucky, Inc. has never made any dividend payments directly to Duke Energy
Corporation. The following chart shows the cash dividend payments made by Duke Energy
Kentucky, Inc. to Duke Energy Ohio, Inc. in the last five years:

Effective Payable Amount

December 30, 2004 December 31, 2004 14,600,000
December 21, 2005 December 31, 2005 9,965,521
December 14, 2008 December 16, 2008 30,000,000

In the last five years, there have been no cash equity infusions made by Duke Energy
Corporation into Duke Energy Kentucky, Inc.

PERSON RESPONSIBLE: Brenda R. Melendez



Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17, 2009

AG-DR-01-062

REQUEST:

Please provide Duke Energy Kentucky, Inc.’s authorized and earned return on common equity
over the past ten years. Please show the figures used in calculating the earned return on common
equity for each year, including all adjustments to net income and/or common equity. Please
provide copies of all associated work papers and source documents. Please provide copies of the
source documents, work papers, and data in both hard copy and electronic (Microsoft Excel)
formats, with all data and formulae intact.

RESPONSE:

Duke Energy Kentucky’s authorized return on common equity for the last ten years is as follows:

Case No. | Jurisdiction| ROE Years Effective

92-00346 Gas 11.50% 1999-2001
2001-00092 Gas 11.00% 2002-2004
2005-00042 Gas 10.20% 2005-Present

91-00370 Electric 11.50% 1999-2006

2006-00172 Electric 11.00% 2007-Present

The earned return on common equity for the last ten years is shown on Schedule K, page 4 ot 5.
See the response to AG-DR-01-087 for the electronic version of Schedule K. There were no
other source documents or workpapers used in the calculation

PERSON RESPONSIBLE: Robert M. Parsons / Stephen G. De May



Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17,2009

AG-DR-01-063

REQUEST:

Please provide copies of the financial statements (balance sheet, income statement, statement of
cash flows, and the notes to the financial statements) for Duke Energy and Duke Energy
Kentucky, Inc. for the past three years. Please provide copies of the financial statements in both
hard copy and electronic (Microsoft Excel) formats, with all data and formulae intact.

RESPONSE:
In FR 10(9)(p), | have already provided Duke Energy Kentucky, Inc.’s annual financial
statements for 2008 and 2007. See Attachment AG-DR-01-063 for 2006. Electronic versions of

the financial statements are not available.

See Attachment AG-DR-01-063 on enclosed CD for copies of Duke Energy Corporation’s 10-K
for 2008, 2007, and 2006.

PERSON RESPONSIBLE: Brenda R. Melendez



Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17,2009

AG-DR-01-064

REQUEST:

Please provide a copy of the testimony of Dr. Morin in Microsoft Word.

RESPONSE:

See file “AG-DR-01-064 — Roger A. Morin, PhD.docx™ provided via CD.

PERSON RESPONSIBLE: Dr. Roger A. Morin



Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17,2009

AG-DR-01-065

REQUEST:

Please provide copies of all articles, publications, and or other documents cited in the testimony
of Dr. Morin.

RESPONSE:

See response to Staff No. 18 and response to AG questions No. 71 and 76.

PERSON RESPONSIBLE: Dr. Roger A. Morin



Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17,2009

AG-DR-01-066

REQUEST:

With respect to page 9, lines 8-10, please provide the studies and data that support the statement
regarding the volatility of the markets.

RESPONSE:

Market volatility has intensified since the financial crisis began last summer. Three indicators of such
volatility are noteworthy. First, the Chicago Board Options Exchange Volatility Index .VIX, or VIX, is
one of the most widely accepted ways of gauging stock market volatility. It is often referred to as the
"investor fear gauge"”, and has lived up to this name in its ability to measure times of uncertainty and
times of complacency in the market. Figure 1 shows the VIX indicator from April 2007 to February
2009. As seen from the graph, the VIX spiked in September 2008. This unprecedented rise in the VIX
coincided with extreme panic and one of the sharpest drops in the history of the financial markets. At the
time of this writing, the VIX posted its biggest daily percentage gain since April, suggesting additional
volatility in months ahead and that fear is taking root in the market once again.



CEOE SPY MARKET WOLRTILITY IMDE
az of 17 -Hua— 2O
]_l 10 ! ' ! ! N i i !

gof ﬁi

i -

-
EAR)

”} ,lrw‘laa’l ?\“ uﬁ‘i

Y.
! ‘é% | M aJ if / kY
ﬁ'*’w”““‘f L W‘} o Wiy

I 3 2 L 1 " X 5 5 L
J dl"l'- 15 Jan |I 15 Jar uu Janis Jaroa

> 0 . . x : . . T . : . . . ; r '
A ' -
= 1 ..Ts
o R Rl .
-
g R -

WA 7 = 1 . N . 1 . \ ] . . . 1 R .
Copuright 2002 Yaho D' Ins http:Affinance .yahoo  com

Second, the S&P 500 volatility as measured by daily changes of at least 1% have soared during 2008 and
early 2009 since the financial crisis commenced last suminer and stood at a 70 year high. Since the bear-
market turnaround in 2002, the number of significant daily market moves has gone down from 49.6% to
11.6% in 2006, and was 12.9% for the first half of 2007. Then, with the emergence of the credit
uncertainty, market volatility shot up to 38.6% in 2007, to 51.9% for 2008 - a level not seen since 1938.
The same is true of the Dow Jones Industrial Index, whose daily percentage changes have experienced

unprecedented swings.

Third, as documented in Dr. Morin’s direct testimony, yield spreads of corporate bonds over Treasury
bonds reached record high and so have the yield spreads of lower quality corporate bonds versus higher
quality corporate bonds. Such spreads are indicative of market uncertainty, investor fears, and

Investment risk.

PERSON RESPONSIBLE: Dr. Roger A. Morin



Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17,2009

AG-DR-01-067

REQUEST:

With respect to page 34, please provide the data used in constructing the graph entitled “CAPM:
Predicted vs. Observed Returns.”

RESPONSE:

The graph on page 34 was constructed as an illustration and is based on: 1) the results of Dr. Morin’s
empirical findings discussed in Appendix B of his direct testimony and also described in Chapter 6 of his
The New Regulatory Finance textbook, and 2) the current academic thinking on the subject summarized
in Chapter 6 of the aforementioned text.

PERSON RESPONSIBLE: Dr. Roger A. Morin



Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17,2009

AG-DR-01-068

REQUEST:

With respect to page 34, lines 8-11, please copies of all studies used to determine that the
appropriate value of alpha is in the 1%-2% range.

RESPONSE:

The studies are listed and discussed in Appendix A of Dr. Morin’s testimony. This vast literature
and related bibliography are also summarized in Dr. Morin’s book The New Regulatory Finance,
Chapter 6. Most, if not all, articles are available from university libraries and/or publisher’s web
sites. Dr. Morin does not archive academic journal articles reaching back some 20 years. The
articles were consulted by Dr. Morin at the university library, are available from most university
libraries, and are also commercially available from publishers’ websites (e.g. available at SSRN
website — http://ssrn.com/).

PERSON RESPONSIBLE: Dr. Roger A. Morin
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Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17, 2009

AG-DR-01-069

REQUEST:

With respect to page 36, lines 4-17, please indicate for all studies used to determine that the
appropriate value of alpha is in the 1%-2% range: (1) which of the studies used adjusted betas;
and (2) for each of the studies that used adjusted betas, what procedure was used to adjust the
betas.

RESPONSE:

Most of the academic research on the ECAPM utilizes raw betas rather than Value Line adjusted betas
because the latter were not available over most of the time periods covered in these studies. Value Line
adjusted betas, Merrill Lynch adjusted betas, Morningstar (Ibbotson), and Bloomberg adjusted betas were
not available during that period. Value Line adjusted betas were utilized in the later studies performed by
Dr. Morin and discussed in Appendix A. Dr. Morin also points out that an alpha range of 1% - 2% in
the ECAPM formulation is somewhat lower than that estimated empirically. The use of a lower value
for alpha leads to a lower estimate of the cost of capital for low-beta stocks such as regulated utilities.
This is because the use of adjusted betas rather than raw betas also incorporate some of the desired
effect of using the ECAPM.

Note: The Value Line beta estimates used by Dr. Morin are adjusted betas in keeping with investment
practices and in keeping with the academic literature on the subject.  The adjusted betas reported by
Value Line give 2/3 weight to the “raw™ or calculated beta and 1/3 weight to the market beta of 1.0. The
definition of Adjusted Beta used by Value Line is as follows:

Adjusted Beta = 0.3333 + 0.6666 x Raw Beta

PERSON RESPONSIBLE: Dr. Roger A. Morin



Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17,2009

AG-DR-01-070

REQUEST:

With respect to page 37, lines 1-4, please provide copies of all data and studies used to conclude
that 9.0%-9.4% 1is not significantly above the cost of new debt capital.

RESPONSE:

9.0% -9.4% is not significantly above the cost of debt as indicated by the various DCF estimates and Risk
Premium estimates in Dr. Morin’s testimony in the 10.0% - 12.4% range, suggesting a risk premium of
4.0% - 6.4% over a cost of debt of approximately 6.0%. At a more aggregate level, the Morningstar
(formerly Ibbotson Associates) Valuation 2009 Yearbook derives a historical return difference of 5.6%
(6.5% using the income component of bond returns) between stocks and corporate bonds over the 1926-
2008 period, which far exceeds the yield spread of 3% - 4% implied by the 9.0% - 9.4% CAPM estimates.

PERSON RESPONSIBLE: Dr. Roger A. Morin



Duke Energy Kentucky, Inec.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17,2009

AG-DR-01-071

REQUEST:

With respect to page 39, lines 19-20, and Attachment RAM-4, please provide: (1) the source
documents for the 6.3% utility bond yield; (2) copies of the source documents and data used to
compute the risk premium of 5.0% in Attachment RAM-4; (3) copies of the source documents
and data used to compute the flotation cost adjustment of 0.3%; and (4) please provide copies of
the source documents, work papers, and data in (1), (2) and (3) both hard copy and electronic
(Microsoft Excel) formats, with all data and formulae intact.

RESPONSE:

(1) The 6.3% utility bond yield was obtained directly from Value Line Investment Reports,
Selection and Opinion, Selected Yields page, May 8, 2009. See Attachment AG-DR-01-071.

(2) The computational details of the 5.0% risk premium are shown on Attachiment RAM-4 and
footnotes of Dr. Morin’s direct testimony.

(3) The 30 basis points magnitude of the flotation cost adjustment is derived on Page 5 of
Appendix B of Dr. Morin’s testimony.

(4) The utility bond yields were obtained directly from the Bloomberg Web site. Please refer to

response to AG-DR-01-077 for electronic version of Attachment RAM-4. A hard copy of
Attachment RAM-4 was provided in the Company’s July 1, 2009 filing.

PERSON RESPONSIBLE: Dr. Roger A. Morin
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MAY 8, 2009 VALUE LINE SELECTION & OPINION PAGE 3553
Selected Yields
3 Months Year 2 Months Year
Recent Ago Ago Recent Ago Ago
(4/29/09)  (1/28/09) (4/30/08) (4/29/09)  (1/28/09) (4/30/08)
TAXABLE
Market Rates Mortgage-Backed Securities
Discount Rate 0,50 0.50 2.25 GNMA 6.5% 3,30 3.90 5.02
Federal Funds 0.00-0.25 0.00-0.25 2.00 FHLMC 6.5% (Gold) 2.61 3.50 5.21
Prime Rate 3.25 3.25 5.00 FNMA 6.5% 2.45 3.50 4.93
30-day CP (A1/P1) 0.40 0.45 2.60 FINMA ARM 3.15 4.27 4.40
3-month LIBOR 1.03 1.17 2.85 Corporate Bonds
Bank CDs Financial (10-year) A 7.84 7.96 5.91
6-month 0.79 0.88 1.75 Industrial (25/30-year) A 6.41 6.18 6.00
1-year 0.98 1.25 177 Utillty (25/30-year) A 6.3 6.10 6.12
5-year 1.93 2.39 2,96 Utility (2 "YEar) Ba - 7.04 6.31
U.S. Treasury Securities Foreign Bonds (10-Year)
3-month 0.09 0.18 1.38 Canada 3.08 2.96 3.59
6-month 0.28 0.33 1.62 Gemnany 313 3,23 4.12
1.year 0.46 0.47 1.94 Japan 1.42 1.27 1.59
5-year 2.03 1.69 3.0 United Kingdom 3.46 3.64 4.67
10-year N 267 3.73 Preferved Stocks
10-year (inflation-protected) 1.57 1.78 1.35 Utility A 7.53 5.98 6.19
30-year 4.03 3.42 4.47 Financial A 8.96 8.89 6.65
30-year Zero 4.05 3.29 4.54 Financial Adjustable A 5.50 5.50 5.50
Treasury Security Yield Curve T Ex,fo":; I,m, Indexes
6.00% 20-Bond Index (GOs) 4,57 5.13 4,68
25-Bond Index (Revs) 5.49 5.82 5.01
5.00% - General Obligation Bonds (GOs)
1-year Aaa 0.54 0.55 1.80
o 1-year A 1.04 0.65 1.90
o / ///)// 5-year Aaa 1.80 1.84 3.00
S-year A 2,23 2.14 3.10
3.00% 4 L 10-year Aaa 3.19 3.00 3.69
// 10-year A 3.55 3.50 3.90
2.00%+ | 4 / 25/30-year Aaa 4.67 5.05 4.61
e 25/30-year A 51 6.05 4.81
1.00% - /| p— Revenue Bonds (Revs) (25/30-Year)
(./ — Year-Ago E?uca.tion AA 5.80 6.05 4.90
0.00% 5 20 E ectric AA 5.90 6.10 4.95
SMNS 1Y“2“ 35 1 Housing AA 6.20 6.40 5.05
: Hospital AA 6.15 6.45 5,10
Tolf Road Aaa 5.95 6.15 4.95
Federal Reserve Data

BANK RESERVES
(Two-Week Period; in Millions, Not Seasonally Adjusted)

Recent Levels Average Levels Over the Last...
4/22/09 4/8/09 Change 12 Wks. 26 Wks. 52 Wks,
Excess Reserves 862392 804794 57598 733986 671008 356363
Borrowed Reserves 565360 595938 -30578 587381 624561 419423
Net Free/Borrowed Reserves 297032 208856 88176 146606 46447 -63060
MONEY SUPPLY
(One-Week Period; in Billions, Seasonally Adjusted)
Recent Levels Growth Rates Over the Last...
4/13/09 4/6/09 Change 3 Mos. 6Mos. 12 Mos,
M (Currency+demand deposns) 1576.3 1644.4 -68.1 -6.3% 15.4% 14.8%
M2 (M1+savings+small time deposits) 8249.3 B247.7 1.6 3.0% 9.3% 8.3%
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Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17, 2009

AG-DR-01-072

REQUEST:

With respect to page 43, lines 15-17, please explain why Zacks was used as a source of EPS
growth rate forecasts as opposed to one of the other sources of analysts EPS growth rate
forecasts such as Reuters or Yahoo!.

RESPONSE:

Dr. Morin does not object to the use of other sources of growth forecasts. However, not only are the
Zacks forecasts conveniently available in the Value Line Investment Analyzer software but, for all
practical purposes, cover the same analyst population as Reuters, Thomson, First Call, Yahoo, and others.
It would be somewhat redundant to include growth forecasts from other published sources and possibly
result in double-counting.

PERSON RESPONSIBLE: Dr. Roger A. Morin.



REQUEST:

Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17, 2009

AG-DR-01-073

With respect to page 48, lines 5-9, please list: (1) the universe of companies considered on lines
5-7; and (2) the companies eliminated by the $100M and 50% screens.

RESPONSE:

The original sample consisted of all the companies identified as natural gas distribution utilities by Value
Line. The original set of companies is shown in the table below.

Company Name

1  AGL Resources

397

AmeriGas Partners

3 Atmos Energy

4  Chesapeake Utilities Corp.

5 Corning Natural Gas Corp
6 Energy West Inc.

7 Ferrellgas Partners L. P

8§ Laclede Group

9 New Jersey Resources

10 Nicor Inc.

Natural Gas Distribution Utilities

2

Ticker

AGL

APU

ATO

CPK

CNIG

EWST

FGP

LG

NIR

GAS

3 4
Divid

Yield

5.35

propane 8.08

5.44
propane 13.13
3.31
3.09

5.33

5
Market

Cap

$2,413
$1,806
$2,245
$193
$11
$38
$962
$1,023
$1,686

51,577

6

% Reg Rev

56

76

50

30



11  Northwest Nat. Gas NWN 3.64 $1,150 98

12 Penn Octane Corp POCC - $21

13 Piedmont Natural Gas PNY 3.97 $1,918 75
14 RGC Resources Inc RGCO 5.11 $55 99
15 SMF Energy Corporation FUEL - $4

16 South Jersey Inds. SI 3.18 $1,106 58
17 Southwest Gas SWX 3.49 $1,128 84
18 Star Gas Partners L P SGU - $180

19 UGI Corp. UGl 3.01 $2,745 18
20 WGL Holdings Inc. WGL 4.32 $1,641 59
21 Williams Partners LP WPZ - 1897 13

Companies with less than $100 market cap were eliminated, as shown in the shaded cells Column 5 of the
above table.

Companies do not pay dividends were also eliminated, as shown in the shaded cells in Column 4 of the
above table.

Companies with less than 50% regulated gas revenues were also eliminated, as shown in the shaded cells
in Column 6 of the above table.

Companies involved primarily in propane gas, APU and FGP, were also eliminated.

PERSON RESPONSIBLE: Dr. Roger A. Morin



Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17,2009

AG-DR-01-074

REQUEST:

With respect to page 49, line 1-23, please list: (1) the universe of companies considered on lines
11-14; (2) the companies eliminated each of the screens listed on lines 15-22 and the figure
and/or reason for eliminating each company; (3) why a selected utility must be a combination
utility company when rates are being set for a gas distribution company in this proceeding; and
(4) all studies performed which compare the riskiness of gas distribution and combination
companies.

RESPONSE:

(1) (2) The screening process was performed with the Value Line Investment Analyzer software as
follows: First, all electric utilities with SIC Code 4911 to 4913 with Value Line coverage constituted the
initial sample. Second, foreign utilities, non-dividend paying utilities, non-investment grade utilities,
acquired utilities, and all utilities with less than $500 million market capitalization were eliminated.
Third, only those utilities designated as “combination gas & electric utilities™ by AUS Utility Reports
were retained. Fourth, utilities with less than 50% electric utility revenues were eliminated. The table
below displays the screening process with the companies eliminated sown as shaded cells.

Yo
Company Name Combo Indicated Divid Market Elec SIC
G&E Ann Divid Yield Cap Rev  Code
ALLETE 1 $1.72 549 $990 89 4911
Allegheny Energy $0.60 1.74 $5,824 79 4911
Alliant Energy 1 $1.50 512 $3,235 65 4911
Amer. Elec. Power $1.64 5.01 $13,178 92 4911



Ameren Corp.
Avista Corp.
Black Hills

CH Energy Group

CMS Energy Corp.

Cen. Vermont Pub. Serv.

CenterPoint Energy
Cleco Corp.

Consol. Edison
Constellation Energy
DPL Inc.

DTE Energy
Dominion Resources
Duke Energy

Edison Int'l

El Paso Electric
Empire Dist. Elec.
Entergy Corp.
Evergreen Energy Inc
Exelon Corp.

FPL Group
FirstEnergy Corp.
Florida Public Utilities
('t Plains Energy
Hawaiian Elec.
IDACORP Inc.

ITC Holdings

$2.54
$0.72
$1.40
$2.16
$0.36
$0.92
$0.73
$0.90
$2.34
$1.91

f1.10

3.05

3.97

5.35

5.69

7.07

5.07

6.07

4.36

5.97

3.76

$0.00

7.10

3.87

$7,308
51,060
51,019
£804
$2.670
$240
$4,678
$1,378
11,247
$4.819
$2,515
$5,695
$21,050
$19,498
$10,732
$748
be12
$14,719
$83
$37,094
$20,915
$16,025
$63
$2,318
51,856
$1,347

$2,064

81

50

46

46

53

96

63

13

100

71

80

100

36

77

55

71

44

76

85

4911

4913

4913

4911

4911

4911

4911

4911

4911

4911

4911

4911

4911

4911

4913

4913

4911

4911

4911

4911

4911

4911

4911

4911

4913

4913

4911



Integrys Energy
MGE Energy

Maine & Maritimes Corp
NSTAR

NV Energy Inc.
NorthWestern Corp
Northeast Utilities
OGE Energy

Otter Tail Corp.
PG&E Corp.

PNM Resources

PPL Corp.

Pepco Holdings
Pinnacle West Capital
Portland General
Progress Energy
Public Serv. Enterprise
Puget Energy Inc.
SCANA Corp.
Sempra Energy
Southern Co.

TECO Energy

U.S. Energy Sys Inc
UIL Holdings
UNITIL Corp.
UniSource Energy

Vectren Corp.

$1.45

$0.00

$1.50

$0.40

$1.32

$0.85

$1.42

F1.19

$1.56

$0.50

$1.34

$1.08

$2.10

$0.98

$1.29

$1.00

$1.84

$1.40

$1.68

$0.80

$0.00

$1.73

$1.38

$0.96

$1.34

643

$0.00
4.40
3.69
5.41
3.53
5.64
5.81
4.01

4.85

5.95
6.17

5.05

3.93

343

3.13
4.96
6.45

$0.00

6.87
3.40

5.16

$3,168
$716
$68
$3,638
$2,538
$876
$3,744
$2,336
$725
$13,945
$891
$11,861
$3,672
$3,433
$1,214
$10,339
$16,620
$3,781
$4,076
$11,056
$26,227
$2,641
30
$668
$116
$1,001

32,104

58

80

79

48

61

81

48

68

100

51

73

93

98

100

47

94

99

100

79

85

4911

4911

4911

4911

4913

4911

4911

4911

4911

4913

4913

4911

4911

49013

4913

4911

4911

4913

4911

4913

4911

4911

4911

4911

4911

4913

4911



Westar Energy $1.16 5.73 $2,192 70 4911
Wisconsin Energy 1 $1.08  2.38 $5,309 61 4911

Xcel Energy Inc. 1 $0.95 5.07 $8.,407 78 4913

(3) (4) The combination electric and gas companies in Dr. Morin’s proxy group all possess economic
characteristics similar to those of Pepco’s electric utility T&D operations. All are involved in the delivery
of energy services at regulated rates in a cyclical and weather-sensitive market, all employ a capital-
intensive network with similar physical characteristics, and all subject to rate of return regulation,
Because of this convergence and similarity, all these utilities are lumped in the same group by Standard
and Poor’s in defining bond rating benchmarks and assigning business risk scores. Not only are the betas
of combination utilities and distribution utilities virtually identical, but so are their standard deviation of
returns, another widely-used measure of risk by investors.

PERSON RESPONSIBLE: Dr. Roger A. Morin



Duke Energy Kentucky, Inc.

Case No. 2009-00202

First Set Attorney General Data Requests
Date Received: August 17,2009

AG-DR-01-075

REQUEST:

With respect to page 58, lines 1-5, please provide copies of the cited empirical finance literature
that indicates a 1% change in the common equity ratio changes the return on equity by 10 basis
points.

RESPONSE:
See the following copyrighted extract from Chapter 16 of Dr. Morin’s text The New Regulatory Finance

and relevant literature.

16.4 Empirical Evidence on Capital Structure

Several researchers have studied the empirical relationship between the cost of capital, capital
structure changes, and the value of the firm's securities. Comprehensive and rigorous empirical
studies of the relationship between cost of capital and leverage for public utilities, summarized in
Puatterson (1983), include Modigliani and Miller (1958, 1963), Miller (1977), Brigham and Gordon
(1968), Gordon (1974), Robichek, Higgins, and Kinsman (1973), Mehta, Moses, Deschamps, and
Walker (1980), Brigham, Shome, and Vinson (1983), and Gapenski (1986). Copeland and Weston
(1993) provided a comprehensive summary of the empirical evidence. Although it is not easy in such
empirical tests to hold all other relevant factors constant, the evidence partially supports the
existence of a tax benefit from leverage and that leverage increases firm value. The evidence also
strongly favors a positive relationship between leverage and the cost of equity, which is consistent
with the Modigliani Miller propositions.

In a study of public utility capital structures, Patterson (1983) concluded that firm value rises with
leverage and revenue requirements decline at low levels of leverage, and he confirmed the existence
of a cost-minimizing capital structure. Whether this optimal capital structure also minimizes revenue
requirements depends on the effectiveness of regulation in passing interest tax savings through to



ratepayers. Patterson also found that utilities tend to operate at a debt ratio slightly less than the
optimal level, in the interest of flexibility and maintaining borrowing reserves.

The empirical effects of leverage on common equity return are summarized in Brigham, Gapenski,
and Aberwald (1987). Tables 16-4 and 16-5 show the results of empirical studies and theoretical
studies obtained when the debt ratio increases from 40% to 50%. The studies report that equity
costs increase anywhere from a low of 34 to a high of 237 basis points when the debt ratio increases
from 40% to 50%. The average increase is 138 basis points from the theoretical studies and 76
basis points from the empirical studies, or a range of 7.6 to 13.8 basis points per one percentage
increase in the debt ratio. The more recent studies indicate that the upper end of that range is more
indicative of the repercussions on equity costs.

Table 16-4

Effects of Leverage on Common Equity: Empirical Stidies

Study Result
MM (1958) 115 basis points
MM (1963) 62
Miller (1977) 237
Average 138

Table 16-5

Efjects of Leverage on Common Equity: Theoretical Studies

Study Result
Brigham and Gordon (1968) 34 basis points
Gordon (1974) 45

Robichek, Higgins, and Kinsman (1973) 75



Mehta, Moses, Deschamps and Walker (1980) 109

Gapenski (1956) 72
Brigham, Gapenski, and Aberwald (1987) 117
Average 76
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