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L INTRODUCTION AND PURPOSE

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name is Renee H. Metzler. My business address is 550 South Tryon, Charlotte
North Carolina.

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

I am employed by Duke Energy Business Services LLC (DEBS), as Managing
Director Retirement and Health & Welfare. DEBS provides various
administrative and other services to Duke Energy Kentucky, Inc., (Duke Energy
Kentucky or Company) and other affiliated companies of Duke Energy
Corporation (Duke Energy).

PLEASE SUMMARIZE YOUR EDUCATION.

I graduated from the University of Mary Washington with a Bachelor of Arts
degree in Spanish Language and Literature. I also hold a Professional in Human
Resources (PHR) certification.

PLEASE SUMMARIZE YOUR PROFESSIONAL EXPERIENCE.

I have 30 years of human resources experience, primarily working with benefits
and compensation programs. I joined Piedmont Natural Gas Company, Inc.
(Piedmont) in 2001 and have held various leadership positions in human
resources. Most recently I was the Managing Director — Total Rewards at
Piedmont with responsibility for broad-based compensation, executive
compensation, retirement benefits, health & welfare benefits, the human resources
management system (HRMS) and payroll. I have served in a leadership role on

several projects, including the redesign of Piedmont’s retirement (pension, 401(k)
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and retiree medical) program, the design and implementation of a consumer-
driven health plan with a Health Savings Account, the implementation of the
Workday HRMS system, the design and implementation of Piedmont’s wellness
program, the redesign of Piedmont’s long-term incentive plan and the integration
of Piedmont employees into the Duke Energy compensation and benefits
programs. I became an employee of Duke Energy in October 2016 when
Piedmont was acquired by Duke Energy.

PLEASE DESCRIBE YOUR DUTIES AS MANAGING DIRECTOR -
RETIREMENT AND HEALTH & WELFARE.

I am responsible for all health and welfare and retirement benefits for Duke
Energy, including all of Duke Energy’s affiliated regulated and non-regulated
companies, including Duke Energy Kentucky (collectively the Companies). Areas
of responsibility include: management of key vendor relationships, benefit plan
design and strategy, administration and compliance.

HAVE YOU EVER TESTIFIED BEFORE THE KENTUCKY PUBLIC
SERVICE COMMISSION?

Yes. I previously provided written testimony in support of the Company’s base
natural gas rate increase request in Case No. 2018-00261.

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS
PROCEEDING?

The purpose of my testimony is to show that the benefits and compensation
opportunities provided to employees are reasonable, customary, prudent and

market-competitive. My testimony illustrates that the benefit programs and
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compensation opportunities provided to Duke Energy, including Duke Energy
Kentucky’s employees, are critical for attracting, engaging, retaining and
directing the efforts of employees with the skills and experience necessary to
efficiently and effectively provide electric services to Duke Energy Kentucky’s
customers. | also sponsor Schedules G-2 and G-3 in satisfaction of Filing
Requirement (FR) 16(8)(g).

IL EMPLOYMENT CHARACTERISTICS

PLEASE DESCRIBE THE GENERAL COMPOSITION OF THE
COMPANIES’ EMPLOYEE POPULATIONS.

As of July 31, 2019, Duke Energy has a total of 28,770 employees. Duke Energy
Kentucky has 176 employees, comprised of 10 exempt employees and 166 union
employees. Duke Energy Business Services (DEBS) has 7,652 employees,
comprised of 5,740 exempt employees and 1,912 non-exempt employees, of
whom 881 are union employees.

WHERE DO THESE EMPLOYEES WORK WHEN PERFORMING
SERVICES FOR DUKE ENERGY KENTUCKY CUSTOMERS?

Duke Energy Kentucky’s customers receive services from employees of Duke
Energy Kentucky and affiliated companies. The electric employees work at the
East Bend Generating Station (East Bend), the Woodsdale Generating Station
(Woodsdale) (collectively, the Plants) the Erlanger, Kentucky, Construction and
Maintenance Center; the Little Miami Operations Center; and the Queensgate
Operations Center. They also work in our Cincinnati, Ohio, headquarters and in

the Duke Energy headquarters in Charlotte, North Carolina.
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WHAT TYPE OF SPECIAL SKILLS OR KNOWLEDGE IS REQUIRED
IN ORDER TO OPERATE AN ELECTRIC UTILITY SUCH AS DUKE
ENERGY KENTUCKY?

The operation and maintenance (O&M) of electric generating plants, transmission
substations and transmission and distribution equipment requires specialized
technical skills. Employees must have the requisite knowledge and technical skills
to plan, design, operate and maintain electric generating plants and high voltage
equipment in a manner that provides safe and reliable service. The operation and
maintenance of a field office and a customer call center requires detailed
knowledge of all aspects of customer service. Field office and call center
employees must understand the characteristics of the electric generating and
delivery service provided by Duke Energy Kentucky, the metering, billing and
collection processes and various other customer service matters. At the corporate
level, highly skilled managers, attorneys, engineers, accountants, computer
hardware and software professionals, cyber security experts and other highly
trained professionals are needed to support the employees who are directly
responsible for generating and delivering electricity to Duke Energy Kentucky’s
customers.

HOW IMPORTANT IS THE RECRUITMENT AND RETENTION OF
SUCH EMPLOYEES TO DUKE ENERGY’S SUCCESS?

The recruitment and retention of such employees is critical to Duke Energy
Kentucky’s success. The skills needed for employees to render safe, reliable and

high-quality utility service take several years to develop. For example, electric
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plant operators and line technicians are highly skilled positions that require
experience and knowledge that is acquired over several years. If we were to lose
such employees, we would incur additional costs to train replacements for these
positions. Consequently, the fact that we strive to be an “employer of choice” that
attracts qualified employees and retains such employees, benefits customers by
providing a more highly skilled work force that provides safe and reliable service
to customers at a reasonable cost.

WHAT FACTORS AFFECT THE RECRUITMENT AND RETENTION OF
SUCH EMPLOYEES?

The compensation, benefits and career development opportunities provided by
Duke Energy directly affects its ability to attract and retain qualified employees.
Industry and market conditions also impact the ability to recruit and retain
employees.

HAS THE COMPANY EXPERIENCED ANY COMPETITION IN
RETAINING HIGHLY TRAINED AND SKILLED ELECTRIC
WORKERS IN RECENT YEARS?

Duke Energy does experience challenges in retaining a highly trained and
technical workforce across its enterprise. Duke Energy strives to provide a
competitive compensation and benefits package and has a robust training
program; however, we face competition from local and national electric
companies and contractors that target their recruiting efforts at employees trained

by Duke Energy.
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For example, given that it requires a minimum of four years to fully train
Line Technicians to perform their role safely and effectively, it is critical to the
reliability of service to our customers that Duke Energy Kentucky be in a position
to retain qualified employees. It would be imprudent for Duke Energy to not take
measures to prevent potential losses of employees in all of its service territories.
Maintaining a competitive total rewards package is instrumental in meeting Duke
Energy and Duke Energy Kentucky’s shared goals of providing safe, reliable and
reasonable utility service.
WHERE DOES DUKE ENERGY OBTAIN APPLICANTS FOR VACANT
POSITIONS?
We draw applicants from various geographic areas, depending on the job we need
to fill. As a general rule, the more highly skilled the job being filled, the broader
the scope of the recruitment efforts. We generally recruit executives on a national
level; exempt employees locally and regionally; and non-exempt employees
locally. The Companies employ applicants drawn from other utilities and from
diverse employment backgrounds in other industries.

III. COMPENSATION PHILOSOPHY

PLEASE DESCRIBE DUKE ENERGY’S BASIC COMPENSATION
PHILOSOPHY.
The Compensation Committee of the Board of Directors of Duke Energy
establishes and reviews Duke Energy’s overall compensation philosophy,
confirms that our policies and philosophy do not encourage excessive or

inappropriate risk-taking by our employees, reviews and approves the salaries and
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other compensation of certain employees, including all executive officers of Duke
Energy, approves equity grants and reviews the effectiveness of compensation
programs. Our compensation philosophy has three major parts.

First, we want our compensation to be market-based, meaning we are
competitive to the external market of similar companies, allowing us to remain
attractive against competition and retain qualified employees. Our compensation
programs are targeted to deliver total compensation that is competitive with that
provided by our peers. Duke Energy employs a compensation strategy that
combines base pay and variable incentive opportunities for all levels of positions.
This approach fosters efficiency, safety and a focus on the customer by
motivating employees to lower costs and generate efficiencies that benefit
customers while providing employee compensation opportunities at reasonable
market-competitive rates that enable the Companies to attract and retain the
expertise needed to efficiently and effectively provide its electric service to
customers.

Second, we’re performance-oriented. We believe that linking compensation to
performance is one way that we can set high expectations for employees and
reward results. Our compensation program is designed to provide total
compensation that is consistent with performance. Finally, we’re fair and flexible.
Our well-managed policies and pay administration guidelines ensure that we pay
employees consistently and fairly across departments, but we’re also flexible

when we need to align our policies with business needs as they grow and change.
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In 2015, Duke Energy developed a strategy called The Road Ahead in
which the Companies identified a number of important strategic initiatives to
transform the energy future with a focus on customers, employees, operations and
growth. With this focus, Duke Energy will continue to provide exceptional value
to our customers and be an integral part of the communities in which we serve.
Duke Energy is committed to lead the way to cleaner, smarter energy solutions
that customers value through a strategy focused on, among other things, a
transformation of the customer experience to meet the changing expectations
through enhanced convenience, control and choice in energy supply and usage. In
order to accomplish these goals, Duke Energy must be able to attract, retain and
motivate employees who are able to carry out this mission. One of the keys to
providing a desirable workplace is to provide competitive pay and benefit
programs.

DESCRIBE DUKE ENERGY’S COMPENSATION PHILOSPHY FOR
EXECUTIVES.

The Companies’ compensation philosophy is similar for both executive
employees and all employees below the executive level. The compensation
package for executives consists of a combination of fixed and variable pay using
base salary, short-term incentives and long-term incentives. These components, in
the aggregate, are targeted to deliver total compensation that is competitive with
the applicable peer group and consistent with performance. Duke Energy adopted
this executive compensation strategy in order to attract, retain and motivate the

executive talent required to deliver superior performance. The strategy
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emphasizes performance-based compensation that balances rewards for both
short-term and long-term results and that aligns the executives’ interests with the
long-term success of Duke Energy, including Duke Energy Kentucky.

WHY MUST DUKE ENERGY PROVIDE EMPLOYEES WITH A
MARKET-COMPETITIVE TOTAL COMPENSATION PACKAGE?

It is critical that Duke Energy provide a market-competitive total compensation
opportunity to efficiently and effectively attract and retain an adequately skilled
and experienced workforce. Attracting and retaining such a workforce is
reasonable and necessary for the safe and efficient provision of service to
customers and the operation of most aspects of the Company’s business. As
shown on page 6 of Attachment RHM-1, a 2016 Global Talent Management and
Rewards study conducted by Willis Towers Watson, the top driver of attraction
and retention is pay. This study captures the perspective of over 2,000
organizations — who collectively employ almost 21 million people worldwide —
on key attraction, retention and engagement issues that are essential to the
development of an effective employment package and total rewards strategy. The
study describes a key point that employees want to work for organizations that
offer fair and competitive pay, opportunities for advancement and job security.
On page 9 of Attachment RHM-2, Mercer’s 2017 Global Talent Trends Study, the
top factor that employees in the United States indicate would make a positive
impact to their work situation is compensation that is fair and market competitive.

The study goes on to report that there is greater concern over base pay and
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benefits than in prior years, and employees are seeking the security of tangible
and predictable rewards given a climate of uncertainty and change.

WHAT WOULD BE THE IMPLICATIONS TO CUSTOMERS IF THE
COMPANIES ALLOWED COMPENSATION LEVELS TO FALL BELOW
MARKET-COMPETITIVE LEVELS?

Allowing compensation to fall below market-competitive levels would have
substantial negative implications for the cost of service to customers. Many craft
positions require lengthy apprenticeships to learn the skills needed to perform
work independently and safely. The expense incurred to hire and train new
employees and the loss of productivity realized through high turnover rates would
negatively affect the ability of the Company to provide safe and reliable service at
a reasonable cost. This is also true for leadership positions.

Duke Energy invests in developing highly effective leaders who carry out
the organization’s Road Ahead mission and inspire employees to work together to
achieve results the right way. Paying less than competitive levels of compensation
would put the Companies at risk of losing these valuable leaders to other
companies and potentially having to pay more to attract the same level of
leadership talent externally. On page 9 of Attachment RHM-1, the financial cost
of turnover is illustrated to show how the negative implications from lost
productivity, hiring, training, and job vacancy can put a significant level of
productivity and financial value at risk to the Companies. In addition, turnover

could negatively impact the service level provided to customers.
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WHAT ARE THE COMPONENTS OF DUKE ENERGY’S
COMPENSATION PROGRAMS?

To achieve the objective of providing competitive pay, the components of the
Company’s Total Rewards compensation program include: (1) the establishment
of a fair market value for all jobs; (2) annual pay increases to recognize individual
performance; (3) annual short-term cash incentive awards that reward eligible
employees with cash bonuses when pre-established goals are achieved; (4) long-
term incentive (LTI) opportunities to attract and retain high-performing leaders;
and (5) recognition awards given when employees make significant contributions
to business operations due to exceptional personal initiative, dedication,
perseverance or a uniquely effective approach to work.

PLEASE DESCRIBE HOW DUKE ENERGY STRUCTURES ITS

| COMPENSATION PROGRAMS.

Duke Energy’s compensation programs consist of a base pay component and
incentive pay components that together provide a market-competitive total
compensation package for all employees. The base pay component is a set
amount, reviewed by management at least annually, and established at a level
that: (1) provides competitive compensation based on the nature and
responsibilities of the employee’s position; and (2) is fair relative to the pay for
other similarly situated positions in the organization. The short-term incentive pay
component is variable based on performance and is at risk to the employees.
Incentive pay is linked to the accomplishment of specific goals established in

advance for the individual employee, his or her business unit, one or more of the
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Companies, and/or Duke Energy. The purpose of incentive pay is: (1) to
encourage employees to perform at a high level in order to accomplish specific
objectives intended to ensure safe, reliable and economical utility service to our
customers; (2) to ensure their business unit’s and Duke Energy’s overall success;
and (3) to constitute a component of a compensation package that is competitive
with the market. The LTI plans round out a competitive total compensation
package for leaders. The goal of having a LTI component as part of certain
employees’ total compensation package is to attract and retain high-caliber
leaders and align their interests with the long-term strategy of Duke Energy,
including Duke Energy Kentucky, through equity-based compensation. The
designs of the short-term and long-term incentive programs are also reviewed
annually.

IV. REASONABLENESS OF COMPENSATION PROGRAMS

DO YOU HAVE AN OPINION AS TO WHETHER DUKE ENERGY’S
EMPLOYEE COMPENSATION PROGRAMS ARE REASONABLE AND
NECESSARY TO ATTRACT, RETAIN, AND MOTIVATE THE
QUALIFIED EMPLOYEES NEEDED TO PROVIDE SAFE, RELIABLE,
EFFICIENT AND ECONOMICAL SERVICE TO DUKE ENERGY
KENTUCKY’S ELECTRIC CUSTOMERS?

Yes. In my opinion, the Companies’ base pay, short-term and long-term incentive
compensation programs are market competitive, reasonable and necessary to

attract, retain and motivate qualified employees that Duke Energy needs to
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provide safe, reliable, effective, efficient and economical electric service to Duke
Energy Kentucky’s retail customers.

V. BASE PAY PROGRAMS

PLEASE DESCRIBE THE COMPANIES’ BASE PAY PROGRAMS.

Every employee receives base pay in the form of semi-monthly earnings (for
exempt employees) or bi-weekly wages (for non-exempt and union employees).
HOW DOES DUKE ENERGY KNOW THAT ITS COMPANIES’
PROVIDE MARKET COMPETITIVE COMPENSATION?

Duke Energy employs a market-based compensation strategy by using annual
compensation surveys to establish salary ranges and ensure jobs are paid
competitively in base and in total direct compensation (base + incentives) as
compared to jobs at companies that are similar to Duke Energy in size and
revenue. Duke Energy participates in a variety of third party salary surveys on an
annual basis and data from these surveys is analyzed to determine overall
competitiveness of pay for jobs throughout the Companies.

HOW ARE BASE SALARIES DETERMINED AND HOW DOES THE
COMPANIES’ BASE PAY COMPARE WITH THE MARKET TRENDS?
The Companies have adjusted their base pay in recent years to stay competitive
based on market data from comparably sized companies. On an annual basis we
look at market data for both general industry positions and energy services
positions and compare that data to our total compensation package. Using this
market data, competitive base salary ranges are established for non-represented

positions, which consist of a minimum and maximum base salary for each job
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The 2019 merit budget for Duke Energy exempt employees, including executives,
and non-union non-exempt employees was also 3 percent. The full 2018/2019
WorldatWork Salary Budget Survey, as well as another example of an external
study conducted by third-party consultants that Duke Energy utilizes to determine
the appropriate annual increase each year, can be found in Attachment RHM-3a
and b. It should be noted that employees’ individual increases may vary relative to
the budget to allow for individual differentiators based on performance and
current pay levels relative to the market. The increase awarded to each employee,
if any, is based on a combination of factors, including his/her individual
performance rating, his/her performance relative to his’her peers, the position of
his/her salary within the salary range for his/her job and the size of the merit
budget. The Compensation Committee of the Board of Directors of Duke Energy
reviews data from nationally recognized, independent executive compensation
consulting firms (Frederick W. Cook and Willis Towers Watson) to determine the
compensation for Duke Energy’s executive officers on an annual basis. The peer
group of companies used for these analyses consists of companies that represent
the talent markets from which Duke Energy competes to attract and retain
executive employees.

FOR REPRESENTED POSITIONS, HOW ARE BASE INCREASES
DETERMINED AND HOW DOES THE COMPANIES’ BASE PAY
COMPARE WITH THE MARKET TRENDS?

Hourly represented employees, such as such as line mechanics and meter readers,

are provided general wage increases negotiated with the labor unions that
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TABLE 1: SUMMARY 2019 STI PLAN

0-200%

0-150%

0-150%

0-150%

0-150%

0-150%

N/A

For 2019, the majority of executives have a weighting split 80 percent/20 percent
between corporate and individual goals as shown above; however, there are some
executives who are aligned with the weighting of the Non-Executive category due
to their heavy operational focus.

If EPS is less than a designated minimal value, executive officers and the
non-executives who participate in the LTI plan do not receive any portion of their
STI payout. Non-executive employees who do not participate in the Executive
LTI plan will not receive an STI payout related to Financial Performance &
Growth, Operational Excellence, or Customer Satisfaction component.

DO YOU CURRENTLY ANTICIPATE THE FINAL 2020 STI PLAN
DESIGN TO BE MATERIALLY DIFFERENT?

No. Understanding that some changes could materialize before plan finalization, I
anticipate the 2020 STI plan to be similar to the current design.

RENEE H. METZLER DIRECT
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PLEASE DESCRIBE THE CURRENT STI PLAN.

The annual cash incentive plan is available to all employees at Duke Energy;
however, some represented employees, including those in Duke Energy
Kentucky, participate in the UEIP sub-plan per their union agreement, which will
be described in later testimony. The STI program promotes a corporate culture
that is performance-oriented by setting forth goals and providing direction for the
workforce to focus on our customers. At the beginning of each calendar year,
corporate, business unit and individual performance goals are established for each
annual incentive program, and a thorough review is performed at the end of the
calendar year to determine the achievement levels for each performance goal. The
Compensation Committee of the Board of Directors of Duke Energy approves the
corporate performance goals as well as the executive officers’ individual goals at
the beginning of each calendar year and certifies the payout level achieved for
such goals at the end of the calendar year. All non-union employees are subject to
the following annual corporate metrics:

Financial Performance & Growth: The Financial Performance & Growth

measure consists of Earnings Per Share (EPS) and Operations and Maintenance
(O&M) expense measures.
(1) Earnings Per Share (EPS): The EPS measure focuses on
financial discipline, efficient operations and prudent use of resources, all
of which are vital to the health and stability of the organization.

(2) O&M Expense control: Cost control is an integral part of any

company’s success. The intent of this goal is for employees to focus on
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cost control on a day-to-day basis, which will allow Duke Energy to
incorporate these savings into programs that will benefit our customers.

Operational Excellence: This metric is broken into the following two

equally weighted measures, each of which motivates Duke Energy employees to

strive to provide reliable and safe products and services to our customers:

(1) Reliability: To ensure that cost focus does not sacrifice our
ability to provide reliable service, reliability measures are also included in
the STI program. The reliability component includes among other things, a
Customer Delivery Reliability target. All customers expect reliable service
from Duke Energy. By including reliability in our annual incentive
metrics, employees are provided extra motivation to ensure we provide
reliable service to our customers.

(2) Safety/Environmental: This metric incorporates safety and

environmental stewardship into our day to day activities, thus making the
safety of our employees, customers and communities a priority. Safety is
of utmost importance and is not only encouraged but continuously
reinforced through all levels of Duke Energy, including through incentive
pay opportunities. Safety refers to the health and safety of everyone who
works here, as well as our communities and the environment.

Customer Satisfaction: The incentive program also includes a Customer

Satisfaction goal, or CSAT, which measures the degree to which a customer has a
favorable perception of an interaction, product, service or of Duke Energy overall.

This goal is intended to keep customers central to all that we do across the

RENEE H. METZLER DIRECT
20



10

11

12

13

14

15

16

17

18

19

20

21

22

company regardless of where we work. Achievement is based on the combination
of our Net Promoter Score (NPS) and results from our Large Business Customer
Perceptions Tracker and the J.D. Power business study.

Team: Business unit (or “team”) goals are typically lower-level tactical
and operational goals that increase line-of-sight to employees. Almost all
employees have a component of their incentive assigned to team goals. Team goal
results establish a pool of dollars allocated at the discretion of managers among
employees based on their individual performance and contributions to the team.
The team goals directly benefit customers by tying employee compensation to
reliability, outage frequency, time required to restore service, lost-time accidents,
customer satisfaction scores, O&M expense levels and capital expenditures.
Superior performance relating to these goals directly benefits Duke Energy
Kentucky customers through safe and reliable service, customer service quality,
and low energy costs.

Safety: In addition, as an added focus on safety and to reinforce the
Company’s zero tolerance for controllable work-related employee fatalities, fewer
life altering injuries, and no significant operational events, the STI programs
reward all employees, exempt and non-exempt, with an additional 5 percent of
their short-term incentive payout, if more stringent goals are met. Conversely,
incentive payments for senior executives will be reduced by 5 percent if certain
goals are not met. The results of the 2019 STI plan will be available in the first

quarter of 2020.
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PLEASE DESCRIBE THE UEIP.
The UEIP is available to union employees of Duke Energy Kentucky and its
affiliated companies. Employees participating in the UEIP may not also
participate in the STI program offered to the general employee population
described in the previous question. The purpose of the UEIP is to attract, retain
and motivate employees, enhance teamwork and high levels of achievement, and
to facilitate the accomplishment of specific corporate and business unit goals. We
believe having these goals benefits the customer. We believe having this incentive
plan is a necessary component of the total compensation package for union
employees that attracts and retains the critical skills necessary to provide safe,
efﬁcient and reliable service to customers. These union employees include many
of our back-office personnel, including administrative and clerical, as well as
meter readers and employees who construct and maintain the Company’s electric
delivery system. All are functions that are critical to reliable customer service.
The UEIP is a short-term incentive opportunity that allows union
employees to receive cash payments if the Company attains certain corporate
performance goals and/or if their group attains certain operational performance
goals during a calendar year. The UEIP award levels consist of a percentage of
the employee’s base and overtime earnings, and is based upon the achievement of
corporate and business unit goals, such as financial results, safety and customer
satisfaction. The award levels for employees participating in the UEIP may also
vary based upon their participation in the various retirement programs. All union

employees who participate in a cash balance feature under a Duke Energy
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sponsored pension plan or who don’t participate in a Duke Energy sponsored
pension plan are eligible for up to a 5 percent maximum annual incentive
payment. Employees who participate in a final average pay feature under a Duke
Energy sponsored pension plan are eligible for up to a 2 percent maximum annual
incentive payment. Additionally, regardless of which retirement program they
participate in, represented employees are eligible for a safety adder equal to 5
percent of their incentive payouts if there are no controllable work-related
employee fatalities, fewer life altering injuries, and no significant operational
event.

WHY IS IT IMPORTANT FOR THE COMPANIES TO PROVIDE
SHORT-TERM INCENTIVE OPPORTUNITIES AS A PART OF ALL
EMPLOYEES’ TOTAL COMPENSATION?

Short-term incentive opportunities are a component of a market-competitive total
compensation offering necessary to attract and retain qualified employees.
Having a portion of employees’ total compensation “at risk” allows the
Companies to tie specific performance measures to employees’ pay, and focuses
their efforts on performing the right work, the right way. If the Companies did not
provide incentive opportunities to their employees, the same target value of
incentive compensation would need to be added to base pay in order to maintain
market-competitive compensation for its employees. Put another way, whether it
is in base pay or a combination of base pay and incentives, Duke Energy must
keep its overall compensation package competitive in order to attract and retain a

competent workforce.
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The annual incentive pay opportunity that all employees have as a part of
their total compensation promotes a corporate culture that is performance-oriented
in order to provide the greatest benefit to the customer. Annual incentive goals are
communicated to managers and employees and reported throughout the year;
therefore, high performance becomes part of the culture and employees are
motivated to exhibit the behaviors required to meet the goals. In addition, the
annual incentive pay opportunities provide the ability to raise the bar on
performance expectations from year-to-year. By motivating employees to excel at
such goals as customer satisfaction, safety, reliability, and financial stewardship,
the Company is able to deliver the highest value at a reasonable cost. This also
allows the Company to share its success with the employees who make that
success possible. Incentive pay is similar to the other costs related to providing
electric service. It is a necessary cost to provide customers safe and reliable
service. In the competitive market for talent, employees consider the total rewards
package, including base pay, incentive pay and benefits, as a key determinant in
deciding whether to join or continue working for a particular employer.

PLEASE DESCRIBE THE LTI PLAN.

Duke Energy’s LTI programs provide equity-based compensation to executive
and leadership-level employees in a manner that aligns their interests with the
long-term interests of Duke Energy, including Duke Energy Kentucky. While no
direct employees of Duke Energy Kentucky participate in the Companies’ LTI
programs, certain DEBS employees that provide services to Duke Energy

Kentucky are participants. The goal of the LTI programs is to attract and retain
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high-caliber leaders by providing a competitive compensation package and to
encourage our leaders to make sound business decisions from a long-term
perspective. Stock awards are an important component — but not the only
component — of a total rewards package that is reviewed annually to ensure
ongoing competitiveness. Our LTI opportunities generally vest over a period of
three years in order to focus our executives on long-term performance and
enhance retention.

Duke Energy has two LTI programs. One is an Executive LTI program,
called the Executive Incentive Plan (EIP), which is reserved for members of the
Enterprise Leadership Team (ELT) and Senior Management Committee (SMC) to
drive an ownership mindset and ensure accountability for making short- and long-
term strategic decisions. For 2019, participants in this program have 70 percent of
their target LTI opportunity awarded as performance shares. The performance
shares granted in 2019 incorporate three performance goals based on cumulative
adjusted EPS, Total Incident Case Rate (TICR), and Total Shareholder Return
(TSR) compared to companies in the Philadelphia Utility Index. The goals
correlate to long-term value, and are set at levels that we believe are reasonable in
light of past performance and market conditions. LTI participants must generally
continue their employment with Duke Energy for a three-year period to earn a full
payout and the number of performance shares that participants ultimately earn is
tied to Duke Energy’s long-term performance. The other 30 percent of EIP
participants’ target LTI opportunity is awarded as restricted stock units (RSU).

Vesting of RSUs is solely tied to the participants’ continued employment through
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vesting dates over a three-year vesting period and is not dependent upon the
financial performance of the Companies. Participants who remain employed with
the Companies through a vesting date receive a share of Duke Energy common
stock for each vesting RSU.
A different LTI program is available to other strategic leaders below the
ELT level who are responsible for the most critical roles/responsibilities in each
business group (population generally ranges between 2-3 percent of the total
Duke Energy employee population). These employees participate in the RSU
program and receive their LTI value in the form of RSUs that vest equally over
three years, thereby encouraging retention of high-quality employees. The reward
of these RSUs is purely aimed at continuing employment, and is in no way tied to
the Companies’ actual financial performance. Participation in the RSU plan is
reserved for positions that meet at least one of the following criteria:
* Position has significant responsibility for a broad area or function
or geographic region;
* The employee leads major projects or groups with substantial
enterprise or business unit strategic or financial impact;
* The employee is in a role that has decision-making authority that
impacts Company performance; and
* Position requires specialized expertise that is critical to business
operations or strategy development.
The RSU plan is an equally important component within the market-competitive

total compensation package for eligible leadership positions (below executive
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level) and is critical to maintaining market-competitiveness and retaining key
leadership talent. These employees’ base salary is set at such a level, that when
factoring in the retention-driven RSUs, the total package results in a market-
competitive package.

DO YOU CURRENTLY ANTICIPATE THE 2020 LTI PLAN DESIGN TO
REMAIN SIMILAR?

Yes. Understanding that some changes can materialize during the budgeting
process, I anticipate the 2020 LTI plan to be similar to the current design.

WHY IS IT IMPORTANT FOR DUKE ENERGY TO PROVIDE LONG-
TERM INCENTIVE OPPORTUNITIES AS A PART OF CERTAIN
EMPLOYEES’ TOTAL COMPENSATION?

As mentioned above, LTI programs are necessary components of Duke Energy’s
compensation package. They allow the Companies, including Duke Energy
Kentucky, to attract and retain high-performing leaders that are able to carry out
our Vivsion of leading the way to cleaner, smarter energy solutions that are valued
by customers. The EPS, TSR and TICR measures associated with the
performance shares granted as part of the long-term incentive plan tie a
substantial portion of compensation for executive employees to both internal and
external measures of the Companies’ long-term financial performance and the
safety of its employees. This encourages eligible employees to reduce expense,
operate safely and efficiently, and conserve financial resources, which directly

benefits customers by keeping rates low.
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It is very common for public companies of Duke Energy’s size and
complexity to have similar programs. In fact, according to the study previously
reference as Attachment RHM-6, conducted by Willis Towers Watson (the
Trends and Issues in Utility Industry Compensation report), of 25 regulated
electric utilities with median revenues of $12.3 billion, long-term incentive plans
are used among all utilities within the sample. RSU plans are more prevalent
among utilities with revenues greater than $12 billion. In a similar 2014 study
conducted by Willis Towers Watson of long-term incentive practices among large
utilities, the percentage of the employee population receiving LTI in the form of
restricted stock was 3.5 percent. Attachment RHM-7 is a copy of the 2014 study.
The number of Duke Energy leaders eligible for its LTI programs in 2019 was
approximately 669 employees, equating to 2.3 percent of the total employee
population, reflecting the conservative and selective approach the Companies take
with providing this compensation component, limiting participation to those
strategic leaders who can most closely affect the long-term sustainability of the
business. As with annual cash incentive compensation, the long-term incentive
opportunities provided to the Companies’ leaders is a necessary component of a
market-competitive target level of total compensation for these positions. If the
Compeanies did not incorporate LTI as a part of the total compensation for these
leadership positions, it would require higher base salaries in order to provide
market-based total compensation. If an increase to base pay was not made in place
of the LTI component and the overall level of total compensation was reduced,

the Companies would not be able to effectively attract or retain the experienced
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leaders necessary to direct the efforts of its employees and make the best strategic
decisions on behalf of the Company. Attachment RHM-1 shows the financial cost
to the Company of turnover at the senior manager/executive level is 74 percent of

annual compensation for each position.

VII. COST RECOVERY OF INCENTIVE PAY EXPENSE

WHAT INCENTIVE PAY EXPENSE DOES DUKE ENERGY KENTUCKY
PROPOSE TO RECOVER IN THIS PROCEEDING?

Duke Energy Kentucky proposes to share its incentive plan expense between
shareholders and customers in a manner similar to what the Commission recently
approved in Case No. 2017-00321. In that case, the Commission approved
recovery of incentive pay expense related to performance objectives that directly
benefit customers, such as reliability, customer satisfaction and individual
performance objectives. The Commission disallowed recovery of incentive pay
expense related to corporate performance objectives based upon achieving
corporate earnings per share and RSUs.

PLEASE FURTHER EXPLAIN DUKE ENERGY KENTUCKY’S
PROPOSAL FOR RECOVERY OF INCENTIVE PLAN EXPENSE.

As shown below in Table 2: 2019 STI plan, the Company’s Executive and Non-
Executive STI continues to include a weighting factor for achieving corporate
EPS. In 2009, Duke Energy added a weighting for achieving other goals such as
O&M savings and reliability targets that continue today. Adding reliability targets
provides a balance between the need to prudently manage costs and providing

cost-effective, reliable and safe service to our customers. In 2015, Duke Energy
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added customer satisfaction, safety and environmental targets. Safety and
environmental targets were added to encourage positive behavior of employees in
our day-to-day operations, and customer satisfaction targets were added to keep
customers central in all that we do. As previously explained, all of these various
performance measures included in the Companies’ incentive plans are designed to
benefit customers. Accordingly, Duke Energy Kentucky proposes to recover the
following amount of incentive compensation costs, based upon achieving target

goal levels, in its revenue requirement calculation.

RENEE H. METZLER DIRECT
30



Q. WHY DOES THE COMPANY’S PROPOSAL FOR INCENTIVE

COMPENSATION ASSUME REACHING 100% OF TARGET

ACHIEVEMENT LEVELS?

TABLE 2: SUMMARY OF INCENTIVE PLAN COMPONENTS

Incentive Percentage
Incentive Plan Plan Components Weighting Recoverable
STI - Non EPS 35% 0%
Executive and O&M 5% 5%
operationally | Reliability 5% 5%
focused Safety/Environmental 5% 10%
Ei:gl;?s‘;leip Customer Satisfaction 10% 5%
team members | 1cam/Individual Goals 40% 40%
Employee Safety Objective 5% adder 5% adder
STI - Executive | EPS 50% 0%
O0&M 10% 10%
Reliability 5% 5%
Safety/Environmental 5% 5%
Customer Satisfaction 10% 10%
Individual Goals 20% 20%
Employee Safety Objective + 5% + 5%
Non-Executive | Restricted stock units 100% 0%
LTI
Executive LTI | Restricted stock units 30% 0%
Performance shares (70%)
e Total Shareholder Return (TSR) 17.5% 0%
relative to that of the companies in
the Philadelphia Utility Index
¢ Cumulative adjusted Earnings Per 35% 0%
Share (EPS)
e Total Incident Case Rate (TICR) 17.5% 17.5%
UEIP Various by union - based on EPS, 100% 100%

safety, customer satisfaction, etc.
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These are the budgeted achievement levels for the performance goals for the STI
and the UEIP. The 100 percent target achievement level is used for the budget
because this is what the Company expects to achieve on average over time.

DOES DUKE ENERGY KENTUCKY BELIEVE THAT THE EPS
PORTION OF THE STI PLANS SHOULD BE RECOVERABLE?

Yes. Based on recent Case No. 2017-00321, we have made a pro forma
adjustment to exclude recovery of incentive pay expenses related to corporate
performance objectives based upon achieving corporate earnings per share.
However, we believe the portion of STI related to EPS should be recoverable. As
stated previously, it focuses on financial discipline, efficient operations and
prudent use of resources, all of which are vital to the health and stability of the
organization. Achieving financial success benefits customers by reducing cost of
capital as the Company continues to invest in the necessary maintenance of the
distribution system and transforms the customer experience by providing
customers with more billing options, additional energy usage information and
new tools to help manage and reduce energy costs. In addition, it is a very
common practice both within and outside of the utility industry to use EPS as a
primary goal in incentive programs. As reflected on page 11 of Attachment RHM-
6, the 2019 Trends and Issues in Utility Industry Compensation report prepared
by Willis Towers Watson, 83 percent of utility companies include EPS as a
performance measure in their annual incentive plans. The EPS measure may
reduce or completely eliminate any incentive during periods of time where the

Companies cannot afford to pay it. For example, if 2019 adjusted diluted EPS is
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less than the EPS circuit breaker of $4.35, Duke Energy executives will not
receive any payment under the STI plan, and other participants will not receive a
payment in connection with any of the corporate measures, but will be eligible to
receive payouts on the team component based on actual performance relative to
their respective team goals.

DOES DUKE ENERGY KENTUCKY BELIEVE THAT THE RSU
PORTION OF THE LTI PLANS SHOULD BE RECOVERABLE?

Yes. Based on recent Case No. 2017-00321, we have made a proforma adjustment
to exclude recovery of incentive pay expense related to RSUs. However, the
Company continues to believe these costs should be eligible for recovery and are
not related in any way to the Company’s financial performance, but are in fact, a
defined amount that is solely tied to retention of high-performing employees.
Because this amount vests over a three-year term, employees are more likely to
remain with the company to receive this benefit. If the company were to eliminate
the RSU portion of its existing compensation package, its total package would fall
below market, and the Company would have to increase cash compensation.
Employees eligible for RSUs receive a fixed percentage of their base salary that is
paid in the form of RSUs. Although other dollar magnitude of incentives paid to
employees can vary with the Company’s financial performance, the magnitude of
RSUs are fixed whether the Company has a good year financially or a bad year,
the expense for RSU payments to eligible employees is unaffected. The primary
incentive associated with RSUs is job retention insofar as an employee must

remain with the Company for at least three years to receive the full amount of the
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RSU he or she was awarded. Excluding the cost of RSUs from the Company’s
revenue requirement would deprive it of the ability to recover the cost of
incentivizing employees to remain with the Company. The Company has a
legitimate interest in attracting and retaining a skilled workforce as this directly
benefits customers through the accumulation of experience and knowledge. The
RSU program is one way the Company is able to accomplish this objective at a
reasonable cost. If the Company simply paid an employee a cash bonus for
remaining with the Company, it is unlikely that the RSUs would have ever
become an issue in a rate case.

PLEASE EXPLAIN HOW AN RSU, AS A STOCK UNIT, IS NOT TIED TO
THE OVERALL FINANCIAL PERFORMANCE OF THE COMPANY.
Assume an employee earns $100,000 and his compensation package includes a
provision that he receives RSUs amounting to 30 percent of his base salary. The
expense recorded on the Company’s books for this RSU payment is $30,000,
which would be accrued over the duration of the vesting period. Although the
RSU provided to the employee is in the form of stock that may appreciate or
depreciate in value to the employee, the “expense” to the Company is and will
always be $30,000. It is true that the financial performance of the Company may
increase or decrease the value of that stock to the employee, once the RSU is
given to the employee; however, the only expense to the Company is $30,000,
meaning that Duke Energy’s cost of the award is independent of the Company’s
financial performance. The only factor that can affect the magnitude of the

expense is if the employee terminates employment before the award is fully
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vested, which would only reduce the expense. Consequently, the Company
believes the Commission should recognize that this RSU expense is independent
of the Company’s financial performance.

VIII. BENEFIT PLAN D’ESIGN

WHAT IS THE COMPANY’S BENEFITS PHILOSOPHY AND HOW
DOES IT TIE INTO THE COMPANIES’ OVERALL COMPENSATION
PHILOSOPHY?

At Duke Energy, we place a priority on attracting and retaining a diverse, high-
performing workforce. An important way we do this is by providing a
comprehensive, competitive total rewards package of pay and benefits that
includes base pay, incentive pay opportunities and benefits. Benefits are the non-
pay portion of an employee’s total rewards. Generally, benefits are provided
through one of two vehicles: health and welfare benefit plans and retirement
plans. Health and welfare benefit plans include medical, dental, vision, life
insurance, and disability plans. Our benefit programs are designed so that the
Companies are able to maintain a highly trained, experienced workforce that is
capable of rendering excellent utility service. Retirement plans include pension
and 401(k) plans. Our retirement plans are designed to enable employees, through
shared responsibility, to accumulate sufficient resources to be able to transition
into retirement at the appropriate time. Employees’ ability to retire at the right
time increases opportunities for the workforce as a whole, and also helps the

utility manage costs. Retaining experienced employees is important for us
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because our business involves complex processes such that employees must
receive long-term training to perform their jobs safely and effectively.

PLEASE DESCRIBE DUKE ENERGY’S EMPLOYEE BENEFIT
PROGRAMS PROVIDED TO EMPLOYEES.

The benefit programs in which all eligible employees may participate include
medical, health savings account, dental, vision, flexible spending accounts,
employee assistance program, wellness, sick pay, short-term disability, long-term
disability (LTD), life insurance, accidental death and dismemberment and
business travel accident insurance. Retirement benefits include company
contributions and company matching contributions to promote the shared
responsibility between the company and employees for accumulating retirement
resources.

HOW DOES DUKE ENERGY DETERMINE THAT THE EMPLOYEE
BENEFIT PROGRAMS THAT IT OFFERS ARE REASONABLE AND
NECESSARY?

Duke Energy routinely examines its benefits to confirm how we compare with
national trends among comparable employers, and we consider the most effective
ways to serve our diverse workforce who reside in over 25 states. Because we are a
company with a history of mergers and acquisitions, we try to ensure consistency
and fairness among legacy company employee groups as well as cost-effectiveness
for the Companies. We benchmark our programs against other large employers
from both the utility industry and general industry, so that we are p(;sitioned to

attract and retain qualified employees needed to support our customers. Duke
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Energy leverages its consultants, vendor partners and nationally recognized
surveys to evaluate the competitiveness of its benefits and costs. Examples of
surveys include Willis Towers Watson’s Financial Benchmarks Survey, Best
Practices in Health Care Survey, Emerging Trends in Healthcare Survey, Benefits
Data Source and BenVal. These surveys indicate that Duke Energy’s benefit plans
and employee contributions are in line with its utility industry and general
industry peers, making them reasonable and necessary in order to compete with
other employers for qualified talent. Based on Duke Energy’s reviews of the
competitiveness and reasonableness of its benefit programs and employee costs,
Duke Energy routinely determines if any changes should be made.

WHAT PORTION OF THE HEALTH AND INSURANCE COSTS OF
BENEFITS DO EMPLOYEES PAY?

For company-sponsored Vision, Supplemental and Dependent Life, Supplemental
and Dependent Accidental Death & Dismemberment (AD&D), and Optional
Long-Term Disability (LTD) insurance, the employee is required to pay 100
percent of the cost of group coverage. The company pays 100 percent of the cost
of Basic Life/AD&D, Basic LTD and Business Travel Accident Insurance.

Duke Energy employees’ total cost of medical coverage (premiums and
out-of-pocket costs) for 2019 is projected to be 33.3 percent, which falls between
that of employers in general industry (35 percent) and utility industry (29 percent).
When an employee enrolls in medical and dental coverage, he/she may also cover
his/her eligible dependents. Duke Energy subsidizes more for the cost of

employee coverage than for dependent coverage.
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PLEASE DESCRIBE DUKE ENERGY’S POST-EMPLOYMENT
HEALTHCARE BENEFITS PROVIDED TO EMPLOYEES.

Duke Energy is the result of a series of many acquisitions and mergers and has
worked hard at integration to minimize differences among legacy company
employee groups. This includes the post-employment benefits available to
employees when they retire. Newly hired employees will be eligible to enroll in
company sponsored pre-65 retiree medical, dental and vision benefits at
retirement on an unsubsidized basis by paying the full cost of coverage.
Additionally, Duke Energy provides retirees access to a retiree exchange program
for assistance with exploring options for coverage available on the individual
market as an alternative to Duke Energy-sponsored retiree coverage. They will
also have the option to convert or port their active life insurance to an individual
policy at retirement. Active employees who were part of a closed group and
eligible for a retiree healthcare subsidy towards the cost of Duke Energy-
sponsored retiree health care coverage generally were transitioned to a common
approach in the form of a pre-65 Health Reimbursement Account (HRA) benefit.
As Duke Energy periodically reviews healthcare trends, we see that 30 percent of
general industry and 48 percent of energy & utility industry companies provide
financial support for pre-65 coverage for future retirees. We also see that 22
percent of general industry and 39 percent of utility industry companies provide

financial support for post-65 coverage for future retirees.
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IX. BENEFIT COST MANAGEMENT CONTROLS
HAS DUKE ENERGY TAKEN STEPS TO CONTROL THE COST OF
EMPLOYEE BENEFITS?
Yes. On an ongoing basis, Duke Energy reviews its employee benefits and costs in
an effort to keep costs reasonable, while continuing to provide benefits that are
sufficient to attract and retain employees. Employees pay a portion or all of the
cost for many of their benefits, so we strive to manage costs not just for the
Companies, but for employees as well. Periodically, benefit plan changes are made
and other steps are taken to control costs. The following are some examples of
steps taken in recent years to control costs.
Retirement Plans

Duke Energy has taken significant steps to both control costs and reduce
the risk associated with its retirement plans. Duke Energy closed its pension plans
to non-union new hires in 2014, and has since negotiated closing pension
participation for new hires for all union groups. New hires receive a Duke Energy
retirement contribution to the 401(k) in lieu of pension participation, and have an
opportunity to receive company matching contributions if they choose to
contribute to the 401(k). Pension eligible employees have generally experienced
reductions in future pension benefit accruals with transitions from a final average
pay formula to a cash balance formula. As early as 1997, Duke Energy, through
mandatory conversions and choice windows, moved non-union pension eligible
employees to a cash balance design. Moving the existing employees allowed the

Company to reduce future pension cost, and reduce risks associated with longevity
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and investments (since most participants take lump sum distributions). The
emphasis throughout this process was to create a competitive retirement benefit,
which provided as much comparability as possible across all legacy organizations
and new hires, while aligning to the market.

Health & Welfare Plans

Ongoing steps:

Duke Energy performs an annual market check on the pharmacy benefit
manager contract to ensure competitive contract terms and pricing. These have
resulted in savings each year for employees and Duke Energy.

Duke Energy regularly evaluates the need to bid out Health & Welfare
vendor contracts through a request for proposal (RFP) process so that contracts
have competitive fees, discounts, and guarantees.

Duke Energy annually reviews its Health & Welfare plan design and costs
to determine the need for changes to deductibles, copays, co-insurance, out-of-
pocket limits and cost sharing strategies to align with market trends.

An ongoing dependent verification process has been in place since 2010,
which requires proof of eligibility to ensure that only eligible dependents are
enrolled in medical, dental, vision and life insurance coverage.

Duke Energy annually assesses utilization management programs and
processes that may help eliminate unnecessary or inappropriate treatments and
medications, including pre-certifications, prior authorizations, step therapy, safety
and monitoring for fraud and abuse (e.g., opioids), and specialty medication

management.
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Periodic steps:

In 2009, Duke Energy began to eliminate retiree medical subsidies for
non-union new hires and has since negotiated the same with all unions.

In 2011, Duke Energy partnered with a new vendor for an integrated
approach to health management with the goal of improving health and controlling
costs through plan design, clinical and wellness programs and improved employee
education/communications. Duke Energy deployed a mandatory 90-day supply
for maintenance medications under its medical plans. In the first three years,
significant savings were achieved compared to projected costs if programs
remained unchanged.

In 2012, Duke Energy deployed wellness and non-tobacco user rewards as
incentives to influence healthy behavior and help employees make the connection
between their choices and health care costs. Duke Energy also deployed the
mandatory use of Bariatric Centers of Excellence for bariatric surgeries. Duke
Energy eliminated the standard exclusive provider organization (EPO) medical
plan option to increase enrollment in the High Deductible Health Plan (HDHP),
which encourages better health care consumerism. Co-insurance replaced copays
for prescription drugs for the PPO and Enhanced EPO medical plan options in
order to increase transparency into the cost of prescription drugs (the Enhanced
EPO was a union negotiated option required to be offered by several collective
bargaining agreements that was eventually eliminated, effective December 31,
2014).

Beginning in 2013, as part of Duke Energy’s effort to encourage
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enrollment in an HDHP option and compliance with prescription drug therapy,
certain preventive medications were covered at 100 percent.

In 2014, in an effort to further encourage good consumer decisions, Duke
Energy replaced its existing medical plan options with new plan options and a
cost sharing strategy to encourage enrollment in the HDHP options. The new plan
options included two HDHP options and one PPO option. Since then, enrollment
in the HDHPs has grown significantly. Current enrollment is 78 percent compared
to 16 percent prior to 2014. Duke Energy deployed mandatory use of Spine and
Joint Centers of Excellence for hip replacement, knee replacement, spinal fusion
and disc disorder surgeries to improve clinical outcomes and better manage costs.

Active company-paid life and AD&D insurance was reduced from two
times annual base pay to one times annual base pay. Company-paid retiree life
insurance generally was eliminated for future retirees.

Duke Energy discontinued sponsorship of post-65 medical plan options
and implemented a Medicare exchange solution for all retirees and their
dependents. This provides retirees with a choice of individual policies to
supplement Medicare.

Duke Energy changed the definition of eligible pay for LTD from total
pay (base pay, overtime and incentive pay) to base pay only.

In 2015, wellness incentives were expanded to also reward
spouses/domestic partners for healthy actions.

Duke Energy has worked hard at each integration of an acquired company

to minimize differences among legacy company employee groups. This includes

RENEE H. METZLER DIRECT
42



10

11

12

13

14

15

16

17

18

19

20

21

22

23

retiree healthcare subsidies for future retirees. From 2015 through 2018,
employees who were part of a closed group and eligible for some form of subsidy
towards the cost of Duke Energy-sponsored retiree health care coverage were
transitioned to a subsidy in the form of a pre-65 Health Reimbursement
Arrangement (HRA) benefit and the same has been negotiated with all unions.
The HRA is a set amount for retirees that does not increase as health care costs
increase.

In 2016, Duke Energy deployed a telehealth program as a low-cost option
for doctor consultations. Duke Energy deployed strategies for compound drugs
and non-FDA approved drugs to limit inappropriate use.

In 2017, Duke Energy deployed a virtual weight loss/diabetes prevention
program because obesity is a primary diagnosis for a significant number of
members. Out-of-network coverage for dialysis treatment was eliminated. The
PPO co-insurance and annual out-of-pocket maximum were changed to better
reflect the higher claims experience of covered members and to better align with
market trends. Prior authorizations became a requirement for services such as
chemotherapy and radiology. Employee contributions for the cost of
spouse/domestic partner medical coverage were further adjusted to reflect the
higher claims costs that spouses/domestic partners incur compared to other
covered members.

In 2018, Duke Energy added a pre-65 retiree exchange program that
provides assistance to retirees with finding medical, dental, and vision coverage

on the individual market as alternatives to the Duke Energy-sponsored retiree
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coverage. An expert medical opinion program was added to enhance member
confidence in the effectiveness of their treatment plan and improve diagnosis
accuracy. Enhanced maternity and infertility support services were also added in
2018 to address maternity costs.

In 2019, Duke Energy changed the prescription drug coverage to exclude
brand name preventive medications from 100 percent coverage if there is a
generic equivalent available. Duke Energy contracted with a new life insurance
vendor to mitigate cost increases from the prior vendor. Changes were made to
the PPO option such that specialist visits, urgent care and emergency room
services are no longer subject to copays but rather to deductible and co-insurance.
PER THE COMMISSION’S ORDER IN CASE NO. 2017-00321, HAS
DUKE ENERGY KENTUCKY ADDRESSED UNION EMPLOYEE
RETIREMENT PLAN EXPENSES AS PART OF NEGOTIATIONS?
Duke Energy does not intend at this time to make additional changes to its
retirement plans. The 401(k) plan is now our standard retirement plan that applies
to all union and non-union new hires. As mentioned previously, Duke Energy has
taken significant steps to both control costs and reduce the risk associated with its
retirement plans by eliminating the pension benefit for all new hires, including
union new hires, and moving all non-union pension eligible employees and the
majority of union pension eligible employees to a cash balance design.

We believe all retirement plan costs should be recoverable since our
retirement benefits are in line with industry benchmarks and are essential for the

retention of the critical job skills that are needed to provide safe, reliable and high-
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quality service to our customers. However, to address the Commission’s concerns
around the expense for employees receiving both a pension benefit and a 401(k)-
retirement benefit, we are making a proforma adjustment to remove the pension
cost for employees who also receive 401(k) match. We will not seek to recover
these costs as part of the rate case.

HAVE THE RECENT STEPS TO CONTROL COSTS HAD AN IMPACT
ON MEDICAL PLAN COSTS?

Yes, our efforts are having an impact. Duke Energy’s Medical/Prescription Drug
annualized per member trend from 2011 through 2017 was 1 percent. This
compares to average trend reported by other employers for the same time period of
4.5 percent based on the Willis Towers Watson 2018 Best Practices Survey.
HAVE OTHER COST REDUCTIONS BEEN IMPLEMENTED WITH
REGARD TO RETIREE MEDICAL BENEFITS?

Duke Energy generally applies the same annual review and periodic changes to
the pre-65 retiree medical coverage options as the active employee medical
coverage options, including the utilization management processes, clinical
programs, vendor contracts and annual plan design review. Duke Energy
continues to pass along applicable increases in contributions to pre-65 retirees on
an annual basis based on retiree claims experience.

IN YOUR OPINION, WILL DUKE ENERGY ELIMINATE MEDICAL
AND DENTAL BENEFITS FOR RETIREES?

Duke Energy eliminated retiree subsidies for new hires and generally eliminated

company-paid life insurance for future retirees. At the time that this change was
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adopted, it was deemed necessary to maintain some level of financial support in
the form of an HRA for a closed group of current employees who did not have
sufficient time to save for retiree healthcare and to make up for a benefit they
were relying on in retirement. Duke Energy no longer offers post-65 group
coverage but facilitates enrollment in individual policies through Medicare
exchanges. Duke Energy continues to provide access to future retirees for pre-65
medical, dental and vision coverage in order to attract and retain the qualified
employees needed to provide quality service to our customers, especially given
the uncertainty of private exchanges and the public marketplace for pre-65
coverage. Although Duke Energy reserves the right to amend, modify or
terminate any of its benefits, there has been no decision to eliminate access to pre-
65 retiree benefits in the future.

X. REASONABLENESS OF BENEFITS PROGRAM

DO YOU HAVE AN OPINION REGARDING THE REASONABLENESS
AND NECESSITY OF DUKE ENERGY’S EMPLOYEE BENEFITS
PROGRAMS TO ATTRACT, RETAIN AND MOTIVATE QUALIFIED
EMPLOYEES TO PROVIDE SAFE, RELIABLE, EFFICIENT, AND
ECONOMICAL SERVICE TO DUKE ENERGY KENTUCKY’S
ELECTRIC CUSTOMERS?

Yes. In my opinion, the Companies’ employee benefits programs are market
competitive, reasonable, and necessary to attract, retain and motivate the qualified
employees that the Companies need to provide safe, reliable, effective, efficient

and economical electric service to Duke Energy Kentucky’s retail customers.
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XI. SCHEDULES AND FILING REQUIREMENTS SPONSORED
BY WITNESS

PLEASE DESCRIBE SCHEDULES G-2 AND G-3.

Schedules G-2 and G-3 consist of certain compensation and fringe benefit costs as
required as part of FR 16(8)(g). I provided this information to Duke Energy
Kentucky witness Mr. Christopher Jacobi for his use in preparing the forecasted
financial data.

HOW DID YOU ESTIMATE THESE LABOR AND BENEFIT COST
CHANGES FOR THE FORECASTED PERIOD?

I made reasonable estimates based on recent trends, current conditions, the market
studies by independent consultants that I discussed previously in my testimony,
and my previous experience with compensation and benefits matters. Based on
these considerations, I provided Mr. Jacobi with the following estimates for the
forecasted test period consisting of the twelve months ending March 31, 2020: the
union and non-union labor rate increases the fringe benefit loading rates, payroll
tax, and indirect labor loading rates for union and non-union labor.

XII. CONCLUSION

WERE SCHEDULES G-2 AND G-3 AND ATTACHMENTS RHM-1
THROUGH RHM-7 PREPARED BY YOU OR AT YOUR DIRECTION?
Yes.

ARE SCHEDULES G-2 AND G-3 AND ATTACHMENTS RHM-1
THROUGH RHM-7 TRUE AND ACCURATE COPIES OF THE
DOCUMENTS THEY PURPORT TO REPRESENT?

Yes.
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IS THE INFORMATION YOU PROVIDED TO MR. JACOBI ACCURATE
TO THE BEST OF YOUR KNOWLEDGE AND BELIEF?

Yes.

DOES THIS CONCLUDE YOUR PRE-FILED DIRECT TESTIMONY?

Yes.
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