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1 1 KRS 278.180 30 days' notice of rates to PSC. Amy B. Spiller 
1 2 807 KAR 5 :001 The original and 10 copies of application plus Amy B. Spiller 

Section 7(1) copy for anyone named as interested par\y. 
1 3 807 KAR 5:001 (a) Amount and kinds of stock authorized. Chris R. Bauer 

Section 12(2) (b) Amount and kinds of stock issued and Bryan T. Manges 
outstanding. 

( c) Terms of preference of preferred stock 
whether cumulative or participating, or on 
divid nds or assets or otherwise. 

( d) Brief description of each mortgage on 
property of applicant, giving date o f execution , 
name of mortgagor, name of mortgagee, or trustee, 
amount of indebtedness authorized to be secured 
thereby , and the amoun t of indebtedness actually 
secured, together with any sinking fund 
provisions. 

(e) Amount of bonds authorized, and amount 
issue , giving the name of the public utility which 
issue the same, describing each class separately, 
and giving date of issue, face value, rate of 
interest, date of maturity and how secured, 
together with amount of interest paid thereon 
during the last fiscal year. 

(f) Each note outstanding, giving date of 
issue, amount, date of maturi ty, rate •of interest, in 
whose favo r, together with amount of interest paid 
thereon during the last fiscal year. 

(g) Other indebtedness, giving ame by 
classes and describing security, if any, w ith a brief 
statement of the devolution o r assumption of any 

, portion of such indebtedness upon or by person o r 
corporatio n if the original liability has been 
transferred, together with amount of interest paid 
thereon during the las t fiscal year. 

(h) Rate and amount of dividends paid during 
the five (5) previous fiscal years, and the amount 
of capital stock on which dividends were paid each 
year. 

(i) Detailed income statement and balance 
sheet. 

1 4 807 KAR 5 :001 Full name, mailing address, and electronic mail Amy B. Spiller 
Section 14(1) addres of applicant and reference to the particular 

__Qrovision of law requiring PSC approval. 
1 5 807 KAR 5 :001 If a corporation, the applicant shall identify in the Amy B. Spiller 

Section 14(2) applica tion the state in which it is incorporated and 
the date of its incorporation, attest that it is 
currently in good standing in the state in wh ich it 
is incorporated, and, if it is not a Kentucky 
corporation, state if it is authorized to tra nsact 
business in Kentuc~. 
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1 6 807 KAR 5 :001 
Section 14(3) 

If a limited liability company , the applicant shall 
identify in the applicatio n the sta te in which it is 

Amy B. Spiller 

, organized and the date on which it was o rganized, 
attest that it is in good standing in the state in 
which it is o rganized, and, if it is no t a Kentucky 
limited liability company, state if it is authorized 
to transact business in Kentucky. 

1 7 807 KAR 5:001 If the applicant is a limited partnership , a certified Amy B. Spiller 
Sectio n 14(4) copy of its limited partnership agreement and all 

amend ments, if any, shall be annexed to the 
applicatio n, or a w ritten statement a ttesting that its 
partnership agreem ent and all amendments have 
been filed w ith the commissio n in a prior 
proceeding and referencing the case number of the 
orior proceeding . 

1 8 807 KAR 5 :001 Reason adjustment is required. Am y B. Spiller 
Sectio n 16 Sa rah E . Lawler 
( l )(b )( l) 

1 9 807 KAR 5:001 Certified copy of certifica te of assumed name Amy B. Spiller 
Sectio n l 6 required by KRS 365.015 or statement that 
0 )(b )(2) certificate not necessary. 

1 10 807 KAR 5:001 New o r revised tariff sheets, if applica le in a Jeff L. Kern 
Sectio n 16 fo rmat that complies with 807 KAR 5 :011 with an 
( l)(b )(3) effectiv date no t less than thirty (30) days from 

the date the aoolicatio n is filed 

1 11 807 KAR 5 :001 Proposed tariff changes shown by present and Jeff L. Kern 
Sectio n 16 proposed tariffs in comparative fo rm or by 
(1 )(b )( 4) indicating additio ns in italics o r by undersco ring 

and striki ng over dele tions in current tariff. 

1 12 807 KAR 5:001 A statement that no tice has been given in Amy B. Spiller 
Sectio n 16 compliance with Section 17 of this administra tive 
(l )(b )(5) regulatio n with a copy of the notice. 

1 13 807 KAR 5 :001 If gross annual revenues exceed $5 ,000,000, Amy B. Spiller 
Sectio n 16(2) written no tice of intent filed a t least 30 days, but 

no t more than 60 days prior to application. Notice 
shall state whether applicatio n will be supported 

! 
by hi storical o r full y forecasted test period. 

1 14 807 KAR 5 :001 Notice given pursuant to Sectio n 17 of this Amy B. Spiller 
Sectio n 16(3) administrative regula tion shall satisfy the 

requirements of 807 KAR 5 :051, Sectio n 2. 

1 15 807 KAR 5:001 The fin a cial data fo r th e fo recasted period shall Abby L. Mo tsinger 
Sectio n 16(6)(a) be presented in the fo rm of pro fo rma adjustments 

to the base oeriod. 

1 16 807 KAR 5 :001 Forecasted adjustments shall be limited to the Jay P. Brown 
Section 16(6)(b) twelve (12) mo nths immediately fo llowing the David G. Raifo rd 

susoension oeriod. Abby L. Mo tsinger 

1 17 807 KAR 5 :001 Capitalizatio n and net investment ra te base shall Jay P. Brown 
Sectio n 16(6)(c) be based on a thirteen (13) month avera0 e fo r the 

fo recasted oeriod. 

1 18 807 KAR 5 :001 After an application based o n a fo recas ted test Abby L. Mo tsinger 
Sectio n 16(6)(d) period is fi led, there shall be no revisio ns to the 

fo recast, except fo r the correctio n of mathematical 
errors, un less the revisions refl ect statutory or 
regulatory enactments th at could not, with 
reasonable diligence, have been included in the 
fo recast o the date it was fil ed. T here shall be no 
revisio ns fi led w ithin thir ty (30) days of a 
scheduled hearing o n th e rate applica tio n. 
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1 19 807 KAR 5 :001 The commission may require the util ity to prepare Abby L. Motsinger 
Section 16(6)(e) an alternative fo recast based on a reasonable 

. number of changes in th e variables, assumptions, 
and other factors used as the basis for the utility's 
forecast. 

1 20 807 KAR 5 :001 The utility shall provide a reconciliation of the rate Jay P. Brown 
Section 16(6)(f) base and capital used to determine its revenue 

requirements. 

1 21 807 KAR 5:001 Prepared testimony of each witness supporting its All Witnesses 
Section 16(7)(a) application including testimony from chief officer 

in charge of Kentucky operations on the existing 
programs to achieve improvements in efficiency 
and productivity, including an explanation of the 
ouroose of the pro!!ram. 

1 22 807 KAR 5 :001 Most recent capital construction budget containing Abby L. Motsinger 
Section 16(7)(b) at minimum 3 year fo recast of construction Brian R. Weisker 

expenditures. 

1 23 807 KAR 5:001 Complete description, which may be in prefil ed Abby L. Motsinger 
Section 16(7)(c) testimony form, of all fac tors used to prepare 

forecas t period. All econometric models, 
variables, assumptions, escalation facto rs, 
contingency provisions, and changes in activity 
levels sha ll be quantified, explained, and properly 
supported. 

1 24 807 KAR 5 :001 Annual nd mo nthly budget for the 12 months Abby L. Motsinger 
Section 16(7)( d) precedi g filing date, base period and forecasted 

period. 

1 25 807 KAR 5:001 Attestation signed by utility 's chief officer in Amy B. Spiller 

Section 16(7)(e) charge of Kentucky operations providing: 
1. That forecast is reasonable, reliable, made in 

good faith and that all basic assumptions used 
have been identified and justified; and 

2. That fo recast contains same assumptions and 
methodologies used in forecast prepared for use 
by management, o r an identification and 
explanation fo r any differences; and 

3. That roductivity and efficiency gains are 
included in the forecast. 

1 26 807 KAR 5 :001 For each major construction project co stituting Abby L. Motsinger 

Section 16(7)(f) 5% or m re of annual construction budget wi thin 3 Brian R. Weisker 

year forecast, fo llowing info rmation shall be fi led : 
1. Date project began or estimated starting date; 
2. Estimated completion date; 
3. Total estimated cost of construction by year 

exclusive and inclusive of Allowance fo r Funds 
Used During construction (" AFUDC") or 
Interest During construction Credit; and 

I 4. Most recent available total costs incurred 
exclusive and inclusive of AFUDC or Interest 
During Construction Credit. 

1 27 807 KAR 5:001 For all construction projects constituting less than Abby L. Motsinger 

Section 16(7)(g) 5% of an nual construction budget within 3 year Brian R. Weisker 

fo recast, file aggregate of info rmation requested in 
paragraob (f) 3 and 4 of this subsection. 

- 3 -



1 28 807 KAR 5 :001 Financial forecast fo r each of 3 fo recasted years Abby L. Motsinger 
Section 16(7)(h) included in capital construction budget supported Brian R. Weisker 

by underlying assumptions made in p rojecting Benjamin W. Passty 
results of operations and including the fo llowing 
info rmation: 
1. Operating income statement (exclusive of 

dividends per share or earnings per share); 
2. Balance sheet; 
3. Statement of cash fl ows; 
4. Revenue requirements necessary to support the 

fo recasted rate of return ; 
5. Load fo recast including energy and demand 

(electric); 
6. Access line fo recast (telephone); 
7. Mix of generation (electric); 
8. Mi x of gas supply (gas) ; 
9. Em loyee level; 
IO.Labor cost changes; 
1 I.Capital structure requirements; 
12.Rate base; 
13.Gallons of water projected to be sold (water); 
14.Customer fo recast (gas, water); 
15.MCF sales fo recasts (gas) ; 
16.Toll and access forecast of number of calls and 

number of minutes (telephone); and 
17.A detailed explanation of any other info rmation 

provided. 
1 29 807 KAR 5:001 Most recent FERC or FCC audit reports. Bryan T. Manges 

Section 16(7)(i) 

1 30 807 KAR 5 :001 Prospectuses of most recent stock or bond Chris R. Bauer 
Section 16(7)(i) offerings. 

1 31 807 KAR 5 :001 Most recent FERC Form 1 (electric), FERC Form Brya n T. Manges 
Section 16(7)(k) 2 (gas), or PSC Form T (telephone). 

2 32 807 KAR 5 :001 Annual report to shareholders or members and Chris R. Bauer 
Section 16(7)(1) statistic I supplements fo r the most recent 2 years 

prior to application filing date. 

3 33 807 KAR 5:001 Current chart of accounts if more detailed than Bryan T. Manges 
Section 16(7)(m) Uniform System of Accoun ts charts. 

3 34 807 KAR 5:001 Latest 12 mon ths of the monthly managerial Bryan T. Manges 
Section 16(7)(n) reports providing financial results of operations in 

comparison to forecast. 

3 35 807 KAR 5:001 Complete monthly budget variance reports, with Bryan T. Manges 
Section l 6(7)(o) narrative explanations, fo r the 12 months prior to Abby L. Motsinger 

base period, each month of base period, and 
subsequent months, as available. 

3-9 36 807 KAR 5 :001 SEC' s annual report for most recent 2 years, Form Bryan T. Manges 
Section 16(7)(p) 10-Ks and any Form 8-Ks issued during prior 2 

years and any Form 10-Qs issued during past 6 
quarters. 

10 37 807 KAR 5 :001 Independent auditor' s annual opinion report, with Bryan T. Manges 
Section 16(7)( q) any wri tten communication which indicates the 

existence of a material weakness in internal 
controls. 

10 38 807 KAR 5:001 Quarterly reports to the stockholders fo r the most Chris R. Bauer 
Section 16(7)(r) recent 5 quarters. 
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10 39 807 KAR 5 :001 Summary of latest depreciation study with John J. Spanos 
Section 16(7)(s) schedules itemized by major plant accounts, 

except that telecommunications ut ilities adopting 
PSC' average depreciation rates shall identify 
curre t and base period depreciation ra tes used by 
major plant accounts. If in formation has been 
fi led i ano ther PSC case, refer to that case's 
number and style. 

10 40 807 KAR 5 :001 List all commercial or in-house computer Jay P. Brown 
Section 16(7)(t) software, programs, and models used to develop 

schedules and work papers associated with 
application. Include each software, program, o r 

I model; its use; identify the suppli er of each; briefly 
describe software, program, or model; 
specifications fo r compu ter hardware and 
operating system re_guired to run program 

10 41 807 KAR 5 :001 If utility had any amounts charged or allocated to Jeffrey R. Setser 
Section 16(7)(u) it by affiliate or general or home office o r paid any 

monies to affi liate or general or home office 
during the base period o r during previous 3 
calendar years, fil e: 
1. Det iled description of method of calculation 

and amounts allocated or charged to utility by 
affi liate or general o r home office fo r each 
allo ation or pay ment; 

2. method and amounts allocated during base 
peri od and method and estimated amounts to be 
allocated during forecasted test period; 

3. Explain how allocator fo r both base and 
fo recasted test period was determined; and 

4. All facts reli ed upon, including other regulatory 
approva l, to demonstrate that each amount 
charged, allocated or paid during base period is 
reasonable. 

10 42 807 KAR 5 :001 If gas, electric or water utili ty with annual gross James E. Ziolkowski 
Section 16(7)(v) revenues greater than $5,000,000, cost of service 

study based on methodology generally accepted in 
industry and based on current and reli able data 
from sing:le time period. 

10 43 807 KAR 5 :001 Local exchange carriers w ith fewer than 50,000 Not Applicable 
Section 16(7)(w) access lines need not fi le cost of service studies, 

except as specifically directed by PSC. Local 
exchange carriers with more than 50,000 access 
lines shall fil e: 
1. Jurisdictional separations study consistent wi th 

Part 36 of the FCC' s rules and regulations; and 
2. Service specific cost studies supporting pric ing 

of services generating annual revenue g reater 
than $1,000,000 except local exchange access: 
a. Based on current and reliable data from 

single time period; and 
b. Using generally recognized full y 

allocated, embedded, or incremental cost 
principles. 

10 44 807 KAR 5:001 Jurisdictional fina ncial summary for both base and Jay P. Brown 
Section 16(8)(a) forecas t d periods detailing how utility derived 

amount of requested revenue increase. 

- 5 -



10 45 807 KAR 5 :001 Jurisd ictional rate base summary for both base and Jay P. Brown 
Section 16(8)(b) fo recasted periods with supporting schedu les David G. Raifo rd 

w hich include detailed analyses of each Abby L. Motsinger 
component of the ra te base. John R. Panizza 

James E. Zio lkowski 
Bryan T. Manges 

]0 46 807 KAR 5:001 Jurisdictional operating income summary fo r bo th Jay P. Brown 
Section 16(8)(c) base and fo recasted period with supporting 

schedules w hich provide breakdowns by majo r 
account grouo and bv indiv idual accoun t. 

10 47 807 KAR 5 :001 Summary of j urisdictional adjustments to Jay P. Brown 
Section 16(8)( d) operating income by major acco un t with David G. Raiford 

supporting schedules fo r individual adjustments Abby L. Motsinger 
and jurisdictional fac tors. James E. Ziolkowski 

10 48 807 KAR 5:001 Jurisdi tional federal and s tate income tax John R. Panizza 
Section 16(8)(e) summ ry for both base and fo recasted periods with 

all supporting schedules of th e various components 
of jurisdic ti onal income taxes. 

10 49 807 KAR 5 :001 Summary schedules fo r both base and fo recasted Jay P. Brown 
Section 16(8)(f) periods (utility may also provide summary 

segregating items it proposes to recover in ra tes) of 
o rganization membership dues; initiation fees; 
expenditures for country club; charitable 
contributions; marketing , sales, and advertising; 
professio nal services; c ivic and political activities; 
employee parties and outings; employee gifts; and 
ra te cases. 

1 50 807 KAR 5 :001 Analyses of payroll costs including schedules fo r Jay P. Brown 
Section 16(8)(g) wages and salaries, employee benefi ts, payroll Jake J. Stewart 

taxes, straight time and overtime hours, and 
executive comnensa tion by title. 

10 51 807 KAR 5 :001 Comput ation of g ross revenue conversion factor Jay P. Brown 
Section 16(8)(h) fo r fo recasted oeriod. 

10 52 807 KAR 5 :001 Comparative income statements (exclusive of Bryan T . Manges 
Section 16(8)(i) dividends per share or earnings per share), revenue Abby L. Motsinger 

statistics and sa les statistics for 5 calendar years 
prior to application filing date, base period, 
fo recasted period, and 2 calendar years beyond 
forecast oeriod. 

10 53 807 KAR 5:001 Cost of capital summary fo r both base and Chris R. Bauer 
Sectio n 16(8)(j) fo recasted periods w ith supporting schedules 

providing details on each component of the capital 
structure. 

10 54 807 KAR 5 :001 Comparative fi nancial data and earnings measures David G. Raifo rd 
Section 16(8)(k) fo r the 10 most recent calendar years, base period, Abby L. Motsinger 

and forecast oeriod. Brya n T . Manges 

10 55 807 KAR 5 :001 Narrative description and explanation of all Jeff L. Kern 
Section 16(8)(1) proposed tariff changes. 

10 56 807 KAR 5 :001 Revenue summary for both base and fo recasted Jeff L. Kern 
Section 16(8)(m) periods with supporting schedules w hich provide 

detailed billing analyses fo r all customer classes. 

10 57 807 KAR 5 :001 Typical bill comparison under present and Jeff L. Kern 
Section 16(8)(n) proposed rates fo r all customer classes. 

10 58 807 KAR 5 :001 The com ission shall no tify th e applicant of any Sarah E. Lawler 
Section 16(9) deficiencies in the application within thirty (30) 

days of the application's submission. An 
application shall not be accepted fo r fi ling until the 
utilitv has cured all noted deficiencies. 
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10 59 807 KAR 5 :001 A request fo r a waiver from the requirements of Not Applicable 
Section 16(10) this section shall include the specific reasons fo r 

the request. T he commission shall grant the 
request upon good cause shown by t'he util ity . In 
determining if good cause has been shown, the 
commission shall consider: 

1. if other info rmation th at the utili ty would 
provi e if the waiver is granted is suffi cient to 
allow the commission to effectively and efficiently 
review the rate application; 

2. if the info rmation that is the subject of the 
waiver request is normally maintained by the 
utility or reasonably available to it from the 
info rmation that it main tains; and 

3. fhe expense to the utility in providi ng the 
info rmation that is the subject of the waiver 
r~ uest. 

10 60 807 KAR 5 :001 (1) Public postings. Amy B. Spiller 
Section (17)(1) (a) A utility shall post at its place of business a 

copy of the notice no later than the date the 
application is submi tted to the commission. 

(b) A utili ty that maintains a Web site shall, 
within fi ve (5) business days of the date the 
application is submitted to the commission, post 
on its Web sites: 

1. A copy of the public notice; and 
2. A hyperlink to the locatio n on the 

commi_sion ' s Web site where the case documents 
are available. 

(c) T he info rmation required in paragraphs (a) 
and (b) of this subsectio n shall no t be removed 
until the commission issues a fi nal decision on the 
application. 

10 61 807 KAR 5 :001 (2) Customer Notice. Amy B. Spiller 
Section 17(2) (a) ff a utili ty has twenty (20) or fewer 

customers, the utility shall mail a written no tice to 
each customer no later than the date on which the 
application is submitted to the commission. 

(b) If a utility has more than twenty (20) 
customers, it shall provide no tice by: 

1. Including notice with customer bill s mailed 
no later than the date the application is submitted 
to the commission; 

2. Mailing a wri tten notice to each customer no 
later than the date the applica tion is submitted to 
the commission; 

3. Publishing notice once a week fo r three (3) 
consecutive weeks in a prominent man er in a 
newspaper of general circulation in the utility's 
service area, the fi rst publication to be made no 
later than the date the application is submitted to 
the commission; or 

4. Pu blishing no tice in a trade publication or 
newsletter delivered to all customers no later than 
the date the application is submitted to the 
comm1ss1on. 

(c) A utility that provides service in more than 
one (1) coun ty may use a combination of the 
notice methods listed in paragraph (b) of this 
subsectio n. 

- 7 -



10 62 807 KAR 5:001 (3) Proof of Notice. A utility shall fi le with the Amy B. Spi ller 
Section 17(3) commission no later than forty-five ( 45) days from 

the date the application was initially submitted to 
the commission: 

(a) If notice is mailed to its customers, an 
affidavit from an authorized represer:itative of the 
utility verifying the contents of the notice, that 
notice was mailed to all customers, and the date of 
the mailing; 

(b) If notice is published in a newspaper of 
general circulation in the utility 's service area, an 
affidavit from the publisher verifying the contents 
of the notice, that the notice was published, and 
the dat s of the notice's publ ication; or 

(c) If notice is published in a trade publication 
or newsletter delivered to all customers, an 
affidavit from an authorized represen tative of the 

I utility verifying the contents of the notice, the 
mailing of the trade publication or newsletter, that 
notice was included in the publication or 
newslelter, and the date of mailing. 
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10 63 807 KAR 5 :001 (4) N tice Content. Each notice issued in accordance Jeff L. Kern 
Sectio n 17( 4) with this section shall contain : 

(a) The proposed effective date and the date the 
proposed rates are expected to be fi led with the 
commission; 

(b) The present ra tes and proposed rates fo r each 
c ustomer classification to which the proposed rates 
will apply; 

(c) The amount of the change requested in both 
dollar amounts and percentage change fo r each 
customer classification to which the proposed rates 
will apply; 

(d) The amount of the average usage and the 
effect pon the average bill fo r each cus tomer 
classification to which the proposed races will apply, 
except fo r local exchange companies, which shall 
include the effect upon the average bill for each 

, customer classifica tion fo r the proposed rate change 
in basic local service; 

(e) A statement that a person may examine this 
application at the offices of (utility name) located at 
(u tility address); 

(t) A statement th at a person may examine this 
application at the commission's offi ces located at 2 11 
Sower Boulevard, Frankfort, Kentucky, Monday 
th rough Friday, 8:00 a. m. to 4:30 p.m. , or through the 
commiss ion' s Web site at http ://psc.ky.

0
ov; 

(g) A statement that comments regarding the 
application may be submitted to the Public Service 
Commi sion through its Web site or by mail to Public 
Service Commission, Post Office Box 615, Frankfort, 
Kentucky 40602; 

(h) A statement th at the rates contained in this 
notice are the rates proposed by (utility na me) but 
that the Public Service Commission may order rates 
to be charged that diffe r from the proposed rates 
contained in this notice; 

(i) A statement that a person may submit a timely 
written request fo r intervention to the Public Service 
Commis ion, Post Office Box 615 , Frankfo rt, 
Kentucky 40602, establishing the grounds fo r the 
request including the status and interest of the party; 
and 

U) A statement that if the commission does not 
receive a written request for intervention within thirty 
(30) days of initial publication or mailing of the 
notice, the commission may take fi nal action on the 
application. 

10 64 807 KAR 5:001 (5) Abbrevia ted fo rm of no tice. Upo n w ritte n No t Applicable 
Sectio n 17(5) request, the commission may grant a utili ty 

permissi n to use an abbreviated fo rm of 
published no tice of the proposed ra tes, p rovided 
the no tice includes a coupo n that may be used to 
obtain all the required info rmation. 
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 - 10 - 

11 - 807 KAR 5:001 
Section 16(8)(a) 
through (k) 

Schedule Book  
(Schedules A-K) 

Various 

12 - 807 KAR 5:001 
Section 16(8)(l) 
through (n) 

Schedules L-N Jeff L. Kern 

13 - - Workpapers Various 

14 - 807 KAR 5:001 
Section 16(7)(a) 

Testimony (Volume 1 of 3) Various 

15 - 807 KAR 5:001 
Section 16(7)(a) 

Testimony (Volume 2 of 3) 
 

Various 
 

16 - 807 KAR 5:001 
Section 16(7)(a) 

Testimony (Volume 3 of 3) Various 

17-18 - KRS 278.2205(6) Cost Allocation Manual Jeffrey R. Setser 
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I. INTRODUCTION 

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

My name is Amy B. Spiller, and my business address is 139 East Fourth Street, 

Cincinnati, Ohio 452 2. 

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY? 

I am employed by Duke Energy Business Services LLC (DEBS), as State 

President of Duke Energy Kentucky, Inc., (Duke Energy Kentucky or the 

Company) and its parent, Duke Energy Ohio, Inc . (Duke Energy Ohio). DEBS 

provides various administrative and other services to Duke Energy Kentucky and 

other affiliated companies of Duke Energy Corporation (Duke Energy). 

PLEASE BRIEFLY DESCRIBE YOUR EDUCATION AND 

PROFESSIONAL EXPERIENCE. 

I received a bachelor' s degree in economics and management from Albion 

College in Michigan and a law degree from Wake Forest University in Winston

Salem, N.C. Following law school, I spent two years working for Business Laws, 

Inc., a legal publishing company in northeast Ohio. Then, from 1993 to 2003 , I 

rose from associate to partner at Wilson & Markesbery Co. , L.P.A. , a small 

insurance defense law firm in Cincinnati, Ohio. 

I joined Cinergy Corp. , (Cinergy) in 2003 as an associate general counsel, 

focusing on litigation matters. In 2008, following the 2006 merger between 

Cinergy and Duke Energy, I was promoted to deputy general counsel, assuming 

responsibility re lative to Duke Energy's strategic planning in Ohio and Kentucky. 

I was also responsible for advancing Duke Energy's rate and regulatory ini tiatives 
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before the Public Utilities Commission of Ohio and the Kentucky Public Service 

Commission (Commission). In January of 2018, I was named Vice President of 

Government and Community Affairs for Duke Energy Ohio, where I was 

responsible for mana::,ing state government and regulatory policies, strategies, and 

relationships affecting Duke Energy Ohio ' s interests and those of our Ohio 

customers. On June 1, 2018, I was named to my current position of State 

President, Duke Energy Ohio and Duke Energy Kentucky. 

PLEASE DESCRIBE YOUR DUTIES AS STATE PRESIDENT, DUKE 

ENERGY KENTUCKY. 

As State President, Duke Energy Kentucky, I am responsible for ensuring that our 

customers continue to have access to safe, reliable, reasonable, adequate and 

affordable electric and natural gas service and that these services are provided in 

accordance with applicable federal and state laws and regulations. I am also 

involved in external efforts relating to governmental and regulatory affairs, 

interacting with state and community leaders and regulators on matters relevant to 

Duke Energy Kentucky's business and presence in the Commonwealth. Finally, I 

am responsible for the Company' s community relations and economic 

development effot1s, as well as Duke Energy ' s charitable contributions in the 

Northern Kentucky/Greater Cincinnati region. 

HA VE YOU PREVIOUSLY TESTIFIED BEFORE THE KENTUCKY 

PUBLIC SERVICE COMMISSION? 

Yes. Most recently , [ provided testimony in Case No. 2019-00271 supporting the 

Company ' s application for an increase in electric base rates. 
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WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS 

PROCEEDING? 

My testimony provides an overview of Duke Energy Kentucky ' s natural gas 

business operations and community involvement in our Northern Kentucky 

service territory . I discuss Duke Energy Kentucky's levels of customer 

satisfaction and how the constructive regulatory treatment sought in this 

proceeding will enable the Company to meet our customers ' expectations. I then 

discuss the major developments since our last natural gas base rate case, Case No. 

2018-00261 (2018 Rate Case), including, but not limited to, the construction and 

planned completion of the Company ' s UL-60 atural gas pipeline. 

I next provide an overview of Duke Energy Kentucky 's need for an 

increase in natural gas rates and the reasonableness of this request. I provide 

support for the Company ' s proposed adju tment mechanism to respond to 

governmental mandates (Rider OMA). I also introduce the other witnesses who 

testify on the Company ' s behalf and, in doing so, provide an overview of their 

testimony. 

I sponsor se eral Filing Requ irements (FR), including those required 

under 807 KAR 5:001: FR 14(1) through FR 14(4), FR 16(1)(b)(l), FR 

16(1)(b)(2), FR 16(1)(b)(5), FR 16(2), and FR 16(3). I discuss the existing 

programs to achieve improvements in efficiency and productivity and the purpose 

of each program, as required by FR 16(7)(a). I provide the management statement 

of attestation, required by FR 16(7)( e ), concerning the forecasted financial data. 
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Finally, I sponsor the affidavit in support of the notice requirements under FR 

17(1) through {3). 

II. OVERVIEW OF KENTUCKY OPERA TIO NS 

A. COMPANY OVERVIEW 

PLEASE DESCRlBE DUKE ENERGY KENTUCKY'S UTILITY 

OPERATIONS IN NORTHERN KENTUCKY. 

Duke Energy Kentucky provides natural gas service to customers in Bracken, 

Boone, Campbell, Gallatin, Grant, Kenton, and Pendleton counties in Northern 

Kentucky. 1 The Co pany owns, operates, and maintains approximately 1,502 

miles of gas mains on our natural gas distribution system. 

Duke Energy Kentucky's natural gas customer classes include 

approximately 94,500 res idential customers, 7,680 commercial customers, and 

242 industrial customers. Additionally, the Company provides service to 

numerous public authorities, as well as firm and interruptible transportation 

customers. Although not heavily industrialized, our relatively densely populated 

territory consists of a diverse mix of commercial and industriai customers that 

includes automotive suppliers, food production, transportation, colleges and 

universities, manufacturing and retai l, and health care providers. 

The Company' s local operations as it re lates to natural gas utility service 

are as follows: 

• Cincinnati, Ohio - the headq uarters for Duke Energy Kentucky, the 
Queensgate meter testing facility , and Kellogg A venue Resource 
Center 

1 Duke Energy Kentucky also provides electric service to approximately 146,500 customers in Boone, 
Campbe ll, Gallatin , Grant, Kenton , and Pendleton counties. 
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• Monroe, Ohio - Todhunter Resource Center 

• Monford Heights, Ohio - Resource Center 

• Erlanger, Kentucky - Duke Energy Kentucky ' s construction and 
maintenance fac ility 

• Covington, Kentucky - Duke Energy Kentucky ' s meter reading 
operations 

From these locations, Duke Energy Kentucky directs the plaiming, 

construction, operation, and maintenance of our natural gas transmission and 

distribution systems. 

PLEASE PROVIDE AN OVERVIEW OF THE DUKE ENERGY 

CORPORA TE AND BUSINESS STRUCTURE. 

Duke Energy is one of the largest utility companies in the United States. Through 

a series of mergers and acquisitions, including the 2006 merger with Cinergy, the 

2012 merger with Progress Energy, and the more recent merger with Piedmont 

Natural Gas Company (Piedmont), Duke Energy now serves approximately 7.9 

million electric customers in Kentucky, Ohio, Indiana, North Carolina, South 

Carolina, and Florida, and 1.6 million natural gas customers in Kentucky , Ohio, 

North Carolina, South Carolina, and Tennessee, representing a population of over 

24 million in seven states. 
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PLEASE DESCRIBE HOW BEING A PART OF THE DUKE ENERGY 

FAMILY OF COMPANIES ASSISTS DUKE ENERGY KENTUCKY IN 

PROVIDING SAFE, RELIABLE, ADEQUATE, REASONABLE, AND 

AFFORDABLE NATURAL GAS SERVICE TO ITS KENTUCKY 

CUSTOMERS. 

As further explained by Duke Energy Kentucky witness Jeffrey R. Setser, Duke 

Energy Kentucky is a party to multiple Commission-approved affi liate service 

agreements that provide the Company with access to a vast level of resources, 

experience, and expertise beyond what Duke Energy Kentucky could achieve as a 

stand-alone utility.2 These various agreements include, among other things, a 

service company/operating company agree ent and an operating company 

agreement. Under the former, Duke Energy Kentucky and , by extension, our 

customers, benefit from the defined pool of expert services of attorneys, 

accountants, engineers, customer service representatives, and other profess ionals 

whose time and cost is shared among all utility affiliates within Duke Energy. 

Under the latter agreement, Duke Energy Kentucky and our customers benefit 

from the services provided by affiliated utility companies that furnish natural gas 

and/or electric service in seven states. 

The merger ith Piedmont brought additional operational experience from 

the natural gas ind stry. The Duke Energy Natural Gas Business Unit now 

consists of many le acy Piedmont leaders who have industry-leading experience 

2 The Commiss ion approved these services agreements in Case No. 2005-00228, invo lving the Duke 
Energy/Cinergy merger, aga in in Case No. 20 I 1-00 124 involving the merger between Duke Energy and 
Progress Energy, and most recent ly in Case No. 201 6-003 12 to incorporate Piedmont as an affili ate pa1ty to 
these agreements. 
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in safely managing natural gas systems. In add ition to the Kentucky and Ohio 

natural gas operations, the Duke Energy natural gas system now includes 24,450 

miles of distribution lines and approximately 2,841 miles of transmission lines in 

North Carolina, South Carolina, and Tennessee. 

Because of these approved affiliate agreements, Duke Energy Kentucky's 

customers have acce s to vast resources, including a highly trained and dedicated 

workforce from multiple jurisdictions, that are familiar with the Company ' s 

systems and are experienced in the safe operation of the Company ' s utility 

infrastructure, thereby enabling the continued and efficient operation of Duke 

Energy Kentucky ' s natural gas utility system. Pursuant to Commission-approved 

service agreements, Duke Energy Kentucky is allocated only a portion of these 

costs. Although this tructure affords significant benefit to our customers, it is not 

a structure with which they have reason to take notice. Indeed, the legal entity 

structure and relationships discussed above are essentially invisible and seamless 

to our Kentucky customers, who receive all of their utility services from Duke 

Energy Kentucky. This corporate structure is designed such that our Kentucky 

customers will continue to receive the high-quality natural gas service they 

expect, without regard to corporate structure or organization. 

B. COMMUNITY ENGAGEMENT 

PLEASE GIVE AN OVERVIEW OF DUKE ENERGY KENTUCKY'S 

ECONOMIC DEVELOPMENT ACTIVITIES. 

Duke Energy Kentucky embraces our res onsibility to promote economic 

development in the communities in which we do business. We appreciate that 
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access to affordable, reliable utility service is a critical factor in a company ' s 

decision about where to locate or expand its facilities and Duke Energy Kentucky 

is well positioned to meet our customers ' energy needs and attract job-creating 

industry and capital investment to our service territory. However, business clients 

need more than reliable utility service. They also need readily available building 

sites, access to state and local incentives, flexible workforce training programs, 

and proximity to a community of customers and business partners. Duke Energy 

Kentucky assists in meeting these needs through our partnerships with our local 

communities and the Commonwealth of Kentucky. 

In 2020, Site Selection Magazine named Duke Energy to its list of Top 

Utilities in Economic Development for North America for the sixteenth 

consecutive year. This prestigious list represents the top 1 percent of all utility 

providers in the country receiving this designation. Site Selection Magazine has 

recognized Duke Energy ' s "Site Readiness" program as a best practice. This 

program is designed to improve large tracts of industrial land in the service 

territory, moving them closer to being "fully marketable." Duke Energy pays for a 

national site consultant to conduct the site evaluation and due diligence and to 

prepare a robust, comprehensive report that provides recommendations on site 

improvements and targeted industries to attract, along with labor statistics tied to 

the site. A local engineering firm secured by Duke Energy provides a detailed 

analysis of the site' s streams, wetlands, topography, and soils and conceptual 

drawings for how many acres are actually developable. The program also helps 

the local community and economic development professionals hone their skills 
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around the highly competitive process of responding to requests for proposals 

from site consultants and prospects. Since 20 10, Site Readiness has been 

conducted with sixteen sites in our Duke Energy Kentucky footprint; five of 

which have seen substantial development, including the Amazon Air Hub facility 

in Boone County an a sixth site tied to a recent announcement for development 

plans for a 270-acre site . Eight of the sixteen are still being actively marketed by 

Northern Kentucky Tri-ED. In addition to this successful program, our economic 

development team collaborates with locai, regional, and state economic 

deve lopment professionals in attracting new business and jobs to our 

communities, whether in the field of manufacturing, technology, healthcare, 

logistics, distribution, or professional services. 

Duke Energy Kentucky's strategic partnerships and board memberships 

with local and regional economic development efforts such as with the Regional 

Economic Development Initiative (REDI) Cincinnati and Northern Kentucky Tri

ED, combined with Duke Energy Kentucky's competitive rates, have resulted in a 

number of economic development successes in Northern Kentucky. 

We estimate that our cooperative efforts, along with those of state and 

local economic development officials, have contributed to the creation of nearly 

31 ,000 new Northern Kentucky jobs and more than $4.8 billion of capital 

investment in Northern Kentucky since 2006. 

Duke Energy Kentucky's employees actively serve on several boards and 

committees of organizations in the community that promote economic 

development in the region. Some of these organizations include: 
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• Catalytic Funding Corp. of Northern Kentucky 

• Cincinnati USA Regional Chamber of Commerce 

• Cincinnati Business Committee 

• Cincinnati Center City Development Corporation 

• Cintrifuse 

• European American Chamber of Commerce 

• Gateway Community & Technical College 

• GROWNKY 

• Horizon Community Funds of Northern Kentucky 

• Kentucky Chamber of Commerce 

• Kentucky Association of Economic Development 

• NKY Workforce Investment Board 

• Northern Kentucky Tri-ED 

• Northern Kentucky Chamber of Commerce 

• OneNKY Alliance 

• REDI Ci cinnati 

DESCRIBE DUKE ENERGY KENTUCKY'S CHARITABLE GIVING 

PHILOSOPHY. 

Duke Energy Kentucky has made good corporate citizenship a priority by giving 

back to the communities we serve. Since 20 18, Duke Energy Kentucky and the 

Duke Energy Fou dation have contributed approximate ly $1.8 million in 

shareholder dollars to Kentucky charitable organizations. But our contributions 

are not only financial in nature. Rather, consistent with the culture of Duke 
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Energy, our employees and retirees and their families regularly give back to our 

communities by volunteering their time. lnde d, during 201 9 alone, we had 

nineteen volunteer e ents in Kentucky where employees and retirees and their 

families volunteered over 3,580 hours of their time. During 2020, despite the 

impacts of and constraints due to COVID-1 9, Duke Energy employees and alumni 

co ll ectively volunteered over 1,100 hours. 

DESCRIBE THE METHODS EMPLOYED BY DUKE ENERGY 

KENTUCKY TO ENGAGE WITH CUSTOMERS. 

Our customers depend on the services we provide to power their lives. In this very 

diverse and dynamic environment, it is important that our customers are able to 

engage with Duke Energy Kentucky via a var iety of platfo rms. To enable these 

opportunities to interact, the Company offers the following customer service 

channels: 

• Automated Phone Service 

• Business Service Center 

• Contact Centers 

• Enhanced Web Functionality fo r Onli e Services 

• Focus Gro ups fo r small/medium businesses 

• Pay Agents 

DO CUSTOMERS HA VE OPTIONS FOR BOTH MANAGING AND 

PA YING THEIR BILLS? 

Yes. Duke Energy entucky has a number of programs des igned to allow 

customers to conveniently manage their bills: 
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• Adjusted Due Date: This program offers customers more control over 

when they pay their energy bill by a justing their due date forward by 

up to ten business days from their original due date at no charge. 

• Budget Billing: This program provides customers with predictable 

monthly payments and better control over their energy spending, 

which eases planning and budgeting. Customers who sign up for the 

free Budget Billing program may choose from two plans that adjust 

periodically based on actual energy usage. The Annual Plan provides 

eleven months of equal payments with a settle-up in the twelfth month, 

while the Quarterly Plan provides a quarterly review and adjustment of 

the budget billing amount, preventing a settle-up month. 

• Duke Energy Mobile App: Duke Energy has a new mobile app for 

iPhone and Android devices through which customers can manage 

their account, pay bills, report outages, and take advantage of products 

and services offered by Duke Energy. 

• Extended Payment Agreements: Customers have the option of entering 

into an Extended Payment Agreement with the Company. For 

example, if a customer received a disco1mection notice and was unable 

to pay prior to the planned disconnection date, they may set up the 

account for an extended payment agreement and continue service 

without interruption. 

• High Bill and Usage Alerts: Duke Energy Kentucky auto-enrolls all 

eligible non- advanced metering infrastructure (AMI) metered 
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customers in our High Bill Alert program. Customers in this program 

are alerted at mid-cycle when their bill is projected to be 30 percent 

and/ or $30 higher than the previous month based on weather and 

twelve m nths of historical usage. uke Energy transitions all eligible 

customers who receive an AMI certified meter from our High Bill 

Alert to our Usage Alert program, which uses interval data to calculate 

electricity cost. Customers on our Usage Alert program automatically 

receive an email at the midpoint of their billing cycle with their current 

electricity cost broken down by appliance and projected cost. These 

customers can also select a dollar amount to receive budget alerts . 

Eligible c stomers who start service at premises with an AMI-MDM 

certified meter are automatically emolled in our Usage Alert program. 

• Paperless Billing: This program allows customers to receive a bill

ready reminder via email and then view and pay their bill online at 

duke-energy.com or our mobile app, negating use of our standard 

paper bill that is mailed to the customer. 

• Payment Confirmations: All email-registered customers are 

automatically enrolled to receive an email when their payment is 

received. Customers can choose to receive payment notifications via 

text message by updating their online account preferences. 

• Pick Your Due Date: Residential and non-residential customers with 

advanced metering infrastructure meter data management-managed 

(AMI-MDM) meters are eligible for the Pick Your Due Date program. 
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These cu tomers may have their bil ling cycle changed to align with 

their desired due date free of charge. 

• WinterCare: This program is designed to provide heating assistance to 

those in need. The WinterCare program is administered in partnership 

with the No1ihern Kentucky Community Action Commission and uses 

federal I w-income guidelines, as well as true need, to determine 

program eligibi lity. Residential customers who are eligible for 

WinterCare may receive assistance of up to $300 per program year. 

• Home Energy Assistance (HEA): This program provides another 

source of relief for customers in need. Consistent with the 

Commission' s statewide investigation into utility home energy 

assistanc , programs in Case No. 2019-00366, this program provides 

eligible customers (up to 200 percent of the federal poverty level) with 

much needed monthly bill assistance. Specifically, eligible customers 

may receive up to $693 in bill assistance broken down as follows: 

o Combination electric and gas customers can receive up to $99 

per month between January-April and July-September. 

o Gas-only customers can receive $173 .25 per month between 

January and April. 

This program is funded through a combination of customer charges 

and shareholder contributions, and managed by Community Action 

Kentucky, Inc. , and locally, its subcontractor, the Northern Kentucky 

Community Action Commission. 

AMY B. SPILL ER DIRECT 
14 



2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

Although cu tomers can pay their bills using the United States Postal 

Service, they also have other options. The Company offers several convenient bill 

payment options, which include: 

• Automatic Bank Draft: This progra allows customers to have their 

monthly charges auto drafted from their personal checking or savings 

account at no cost. 

• Auto Pay: The Auto Pay function is a free service for customers 

enrolled in Paperless Billing and provides online access to either make 

a one-time payment or cancel or edit any scheduled future payments. 

• Emai l Bill Delivery: Residential and non-residential customers who 

enrol l in Email Bill Delivery are provided with a secure PDF copy of 

their bill via email. Once enrolled, t e customer receives their bill as 

an offline email attachment, which can be accessed and paid through 

any electronic device, including mobile devices. Customers do not 

have to be enrolled in Paperless Billing to be eligible for this program . 

• Online and Mobile App payments via Speedpay: Customers may make 

a one-time, same-day payment online or by phone using a credit card, 

debit card or electronic check, which applies the payment to the 

account immediately. Currently, a fee of $1.50 for residential 

accounts and $8.50 per non-residential account transaction up to 

$10,000 app lies to each payment. For payments more than 

$10,000, the convenience fee is 2 .. 75 percent of the amount paid. 
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The thir -party fees cover the processing cost associated with 

handling redit card and electronic debit payments. 

• Paperless Billing: Customers may enroll in a Paperless Billing option, 

allowing them to receive and, if they choose, to pay their bill online at 

no cost. 

• Pay Agent Network: There are over s ixty locations in the Duke Energy 

Kentucky service area where customers can make cash, check, or 

money or er payments. These locations are found in establishments 

where customers typically conduct .other business, such as grocery 

stores, pharmacies, convenience st res, and larger retailers. 

PLEASE DESCRIBE THE ACTIONS DUKE ENERGY KENTUCKY HAS 

TAKEN DURING THE COVID-19 PANDEMIC TO ASSIST ITS 

CUSTOMERS. 

The Company was proactive in swiftly responding to the COVID-1 9 pandemic in 

order to assist our customers and ensure that we were able to co tinue providing 

the high-quality natural gas service that our customers expect. These proactive, 

temporary actions in luded, but were not limited to: 

• Suspendi g disconnections for non-payment and assessment of late 

payment fees for all customers; 

• Waiving assessed third-party credit and debit card fees for customers 

who wished to pay their Duke Energy utility bill by credit or debit 

cards during initial months of the pandemic; 
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• Offering flexible payment arrangements m advance of the 

Commonwealth's moratorium on disconnections being lifted and 

automatically enrolling customers with existing arrearages into 

extended payment plans once standard billing practices resumed, 

protecting customers from disconnect ion; 

• Suspending inside natural gas piping inspections, except in emergency 

situations to limit personal contact and mitigate social spread; 

• Establishing new protocols and training for employees for usmg 

personal protection equipment and for interactions with customers, 

including in-person health assessments pnor to entering into a 

customer home and call-ahead appointments; and 

• Suspending in-home, non-essential work activities, such as energy 

efficiency assessments, to limit contact and promote social distancing. 

In addition, in response to Commission directives, the Company continued 

to suspend disconnections through December 2020 and placed all customers with 

arrears (through their October 2020 billing cycle) on a default seven-month 

payment plan. The Company placed approximately 16,280 accounts on a deferred 

payment plan arrangement in October 2020. The Company also monitored 

customer accounts for those customers who had previously established a deferred 

payment agreement. In the event a customer subsequently defaulted, they were 

automatically enrolled in a new, six-month deferred payment plan. Further, in 

addition to the ten-day written notice provided to customers in advance of 

disconnections for non-payment, the Compa y provides additional notices to 

AMY B. SPILLER DIRECT 
17 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

Q. 

A. 

Q. 

A. 

customers, including call and text campa1g s approximately forty-eight hours 

before the disco1mection is scheduled and day of disconnection call and text 

campaigns. 

C. CUSTOMER SATISFACTION 

HOW DOES DUKE ENERGY KENTUCKY MEASURE PERFORMANCE 

FOR PROVIDING HIGH QUALITY CUSTOMER SERVICE? 

Duke Energy Kentucky strives to consistently provide high quality customer 

service. Duke Enertiy developed and implemented an ecosystem of customer 

satisfaction measurement tools to understand and identify pain points in the 

current customer experience, as well as provide prioritized investment and 

improvement guidance to design new satisfying experiences. We currently 

measure customer satisfaction performance through a combination of internal , 

proprietary tools, as ell as the annual J.D. Power Natural Gas Utili ty Residential 

Customer Satisfaction Study (J.D. Power Study), which provides an overall 

industry benchmark. 

PLEASE DESCRIBE THE J.D. POWER STUDIES AND DUKE ENERGY 

KENTUCKY'S PERFORMANCE UNDER THOSE STUDIES. 

J.D. Power is a well-known measure of consumer opinion and customer 

satisfaction in man_ key industries. J.D. P wer annually surveys natural gas 

utilities ' residential customers regarding their overall satisfaction with their 

utifity , as well as key areas of their relationship. Duke Energy Midwest (Kentucky 

and Ohio) pa1iicipates in these annual natural gas utility studies. 
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A. 

The J.D. Pow r Study calculates overall customer satisfaction based on six 

performance areas: (1) safety and reliability; (2) billing and payment; (3) price 

and value; (4) corporate citizenship; (5) communications; and (6) customer 

service. J.D. Power published the results of its 2020 Natural Gas Utility 

Residential Customer Satisfaction Study in September 2020. Duke Energy 

Midwest has seen steady improvements in its score, up another five points in 2020 

- continuing a trend of improving scores in each of the past four years - with 

scores up twenty-seven points since 2017. Attachment ABS-1 includes the 2020 

J.D. Power Natural Gas Residential Satisfaction Study. 

These results highlight the improvements resulting from our internal voice 

of the customer program. The actions we have taken to improve customer 

sentiment as measured by our internal proprietary studies have also driven 

increases in our J.D. Power scores. We will continue to use this feedback to 

improve the customer experience. 

PLEASE DESCRIBE THE COMPANY'S PROPRIETARY CUSTOMER 

SATISFACTION MEASUREMENT PROGRAM AND PERFORMANCE. 

As previously mentioned, the Company has built an ecosystem of customer 

satisfaction measure ent tools: 

• CX Monitor (CXM) is Duke Energy's proprietary relationship study 

and is administered annually to all customers for whom we have a 

valid email address . It enables understanding of customer sentiment 

based on overall experience as well as key experiences that customers 

may have had with us in the past twelve months, including ' Billing & 
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Payment,' 'Reliability, ' ' Communications,' ' Call,' and ' Web.' All 

customers provide a score for relevant experiences on a ' 0-10 ' scale 

and provide open-end verbatim comments detailing the primary 

reason(s) for their score, enabling analysis to prioritize inve tment. 

Duke Energy Kentucky Residential Gas has seen steady improvement 

in overall customer sentiment scores with strong year-over-year 

performance through the end of 2020. 

• Fastrack 2.0 is Duke Energy ' s proprietary transaction measurement 

program, measuring the quality of ey experiences customers have 

within 24 to 48 hours of their work requests being closed. Fastrack 2.0 

uses an email survey that is sent to customers form whom we have a 

valid email address. Satisfaction is measured on a ' 0-1 O' scale, with 

Net Satisfaction (Net Sat) serving as our key measure . Experiences 

being measured include ' Start/Transfer Service,' and ' Smell Gas,' with 

Net Sat very strong at ~ 72% and ~81 % respectively in 2020. Fastrack 

serves as another valuable tool to understand where there may be 

opportunities to improve these two experiences. 

Finally , Duke Energy implemented the 'Reflect' program (Reflect-Web in 

2019, and Reflect-Call in mid-2020), a post-contact survey that gathers feedback 

after a customer contacts Duke Energy by web or call. These tools help provide 

critical feedback to improve key channels customers use to contact Duke Energy, 

with results improving (web) or relatively high (call) in 2020. Confidential 
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Attachment ABS-2 contains an Overview of Duke Energy Kentucky ' s CSAT 

performance. 

D. DEVELOPMENTS SINCE THE COMP ANY'S LAST NATURAL 
GAS RA TE CASE 

PLEASE SUMMARIZE THE SIGNIFICANT OPERATIONAL 

DEVELOPMENTS AND INVESTMENTS THAT HAVE OCCURRED 

SINCE THE 2018 RATE CASE. 

In 2020, Duke Energy Kentucky placed in service the first phase of the UL-60 

natural gas pipeline. Additionally, since o r last natural gas rate case, the 

Company has made investments needed to re pond to controlling pipeline safety 

regulations and evolving customer expectations. These investments are discussed 

in greater detail below and by other witnesses in this proceeding. 

PLEASE BRIEFLY DESCRIBE THE COMPANY'S UL-60 PIPELINE. 

The UL-60 pipeline is approximately seven miles in length and twenty-four 

inches in diameter. It is a steel pipeline through which natural gas will flow -

north to south - across the central part of the Company's service territory . The 

pipeline will conne t two existing pipeline segments on the Duke Energy 

Kentucky natural gas delivery system, namely, UL03 and AM07. The project also 

includes four pressure regulating stations. As further explained by Company 

witness Brian Weisk r, the UL-60 pipeline will create necessary capacity for the 

Duke Energy Kentucky natural gas delivery sy tern in order to meet new load and 

increased demand and provide greater reliability to the overall system, thereby 

benefitting all of the Company ' s natural gas oustomers. The project will also 

provide additional feeds to the gas delivery system to support continued growth in 
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Northern Kentucky and will provide system flexibility to back-feed portions of 

both the UL03 and AM07 pipelines in the event of scheduled or emergency work. 

PLEASE BRIEFLY DISCUSS THE NEED FOR CONTINUING 

INVESTMENTS IN THE DISTRIBUTION SYSTEM. 

Duke Energy Kentuc y has regularly made prudent investments in our natural gas 

delivery system, as needed for its continued safe, reliable, and efficient operation. 

And, over the years, the system has evolved, consistent with appl icable standards, 

changes in technology, and, importantly , changes in our customers ' expectations. 

Our investments and the manner in which they are made have thus also evolved . 

The Company continues to explore strategies and opportunities to make prudent 

investments to improve not only the performance of our natural gas delivery 

system, but also how we interact directly with our customers. These strategies 

involve examination of new operational techn logies including, but not limited to, 

in-line inspections, metering infrastructure, and additional communication 

platforms. 

In addition, as further explained by Mr. Weisker, ever-evolving federal 

regulations prompt investments to enable the continued safe and reliable operation 

of the natural gas system. These projects are included in the Company ' s 

Distribution and Transmission Integrity Management Plans. Finally, additional 

investments are being made that will further enhance customers ' overall 

experience with Duk . Energy Kentucky . 
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PLEASE ELABORATE ON THESE ADDITIONAL INVESTMENTS. 

Duke Energy Kentucky will be converting our existing customer information 

system (CIS) to a new, state of the art system. This software investment will occur 

over time and is currently planned to be fully in service in the spring of 2022 as 

part of a consolidated Duke Energy effort to modernize the customer experience 

in all jurisdictions and provide greater flex ibility and efficiency in meeting ever

evolving customer expectations. Duke Energy Kentucky ' s current CIS' primary 

function , as designed, was to use the aggregated usage data for simple billing 

purposes for each i dividual meter. The utility industry, however, is not now 

limited to such simplistic transactions as customers desire more information to 

better understand and control their energy consumption. 

Advanced meters and associated co ponents, for example, have the 

capability of recording more frequent and detailed usage data. This data, in tum, 

can .create personalized opportunities fo r customers according to their preferences, 

whether in the form of rate options or other usage-related services. Duke Energy 

Kentucky intends to ontinue transforming our natural gas utility service in order 

to position our custo ers to have more control, convenience, and information as 

well as flexible billing options. A more robust and capable CIS is necessary to 

enable the Company to meet customer expectations for greater convemence, 

control, transparency , and access to information. 

Further, Duke Energy Kentucky conti ues to invest in our infrastructure, 

commensurate with our responsibility to provide safe, reliable, reasonable, 

adequate and affordable natural gas service. A variety of factors requi re that these 
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investments be made, including new customer growth, economic development, 

and governmental andates . lmpotiantly, governmental mandates necessitate 

proactive measures to enable compliance with applicable law, including safety 

standards. As warra ted by applicable safety standards, such proactive measures 

include system upgrades and infrastructure replacement. As I explain further 

below, because of the dynamic nature of the regulation, the Company is proposing 

Rider GMA to respond to the regulations issued by the U.S . Department of 

Transportation, Federal Pipel ines and Hazardous Materials Safety Administration 

(PHMSA). 

NOTWITHSTANDING THE CHA:t\"GES YOU PREVIOUSLY 

MENTIONED, DO YOU BELIEVE Dl KE ENERGY KENTUCKY 

SUCCESSFULLY MANAGED ITS COSTS OF PROVIDING SERVICE TO 

CUSTOMERS SINCE ITS 2018 RA TE CASE? 

Yes. Duke Energy Kentucky has proven successful m and capable of 

implementing initiatives to manage our costs to serve customers. As explained by 

Ms. Lawler, the Co pany's operations and maintenance (O&M) expense has 

actually remained relatively stable over the last twelve years. Duke Energy 

Kentucky' s base rate proceeding is driven by needed capital investments. 

Although the Company has been diligent in controlling O&M expense 

over an extended time, we have had to make significant investment in our natural 

gas system. As a result, the Company must seek an increase in natural gas base 

rates in order to have the opportunity to earn a fair and reasonable return . 
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UI. OVERVIEW OF DUKE ENERGY KENTUCKY'S RATE CASE 

PLEASE EXPLAIN WHY DUKE ENERGY KENTUCKY PROPOSES TO 

INCREASE RETAIL NATURAL GAS BASE RATES. 

Duke Energy Kentucky 's natural gas base rates were last updated in 2018 and 

went in effect in 2019. Those rates are no long r sufficient to cover our cost of 

service and do not provide an opportunity to earn a fair rate of return on 

investments. There is a need to adjust rates to reflect the changes in cost of service 

related to increased capital investments for our natural gas infrastructure. 

Although the Company has added customers over time and consumption is 

modestly higher today than just a few years ago , these factors do not offset the 

increases in depreciation and prope1ty tax costs related to recent capital 

investment in our natural gas delivery system and the associated return on and of 

those investments as described in the testimony of Ms. Lawler. These factors have 

prompted the Company to propose new rates, as eflected in this proceeding. 

PLEASE GENERALLY DESCRIBE DUKE ENERGY KENTUCKY'S 

PROPOSED NATURAL GAS RATE INCREASE. 

Duke Energy Kentucky proposes to change our natural gas base rates in order to 

increase annual natural gas base rate revenues by approximately $15 million. This 

increase is driven by investments in plant in service that have occurred since the 

2018 Rate Case and that are forecasted to be completed during the proposed test 

period. This rate increase is necessary in order to allow Duke Energy Kentucky to 

recover our costs fi r providing the high-quality natural gas service that our 
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customers expect and have the opportunity to earn a fair return on our capital 

investments. 

WHAT TEST PERIOD IS THE COMPANY USING IN THIS 

PROCEEDING? 

Duke Energy Kentucky is using a forecasted test period that spans the twelve 

months ending December 31, 2022. Duke Energy Kentucky witness Abby L. 

Motsinger explains h w the Company determined the basis for the forecasted test 

period. 

PLEASE DESCRIBE THE COMPANY'S PROPOSED RIDER GMA. 

Duke Energy Kentucky is proposing to implement Rider GMA as part of this 

proceeding. The rider corresponds to the Company ' s obligation to adhere to 

governmental directi es or mandates impacting the utili ty that are outside of our 

control. These mandates include changes in federal or state tax rates and those 

promulgated by federal governmental entities and agencies that require the 

Company to upgrade or replace our natural gas delivery infrastmcture. Rider 

GMA would act as either a credit or a charge to customers, depending upon the 

impact of the governmental mandate and would be will be applicable to all-

natmal gas customers. 

PLEASE PROVIDE EXAMPLES OF THE TYPES OF TAX-RELATED 

GOVERNMENTAL MANDATES ELIGIBLE FOR INCLUSION IN 

RIDERGMA. 

As this Commission is aware, in 2017, as part of the Tax Cuts and Jobs Act, the 

Trump Administration reduced the federal corporate income tax rate fro m 35 
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percent to 21 percent. This prompted customers to initiate proceedings before the 

Commission to implement these changes outside of a base rate proceeding.3 

Likewise, the Kentu ky General Assembly initiated its own reduction to state 

taxes.4 

Now, at the time of the filing of this application, the new Biden 

Administration has indicated a desire to incr ase that federal tax rate. 5 The 

impacts of such a change are presently unknown and thus cannot be included in 

this application. However, such a change is likely to occur during the pendency of 

this. case and be implemented after the resolution of this proceeding. Given 

probable continuing changes in applicable tax rates, a mechanism such as Rider 

GMA would allow he efficient adjustment - either as a credit or a charge to 

customer rates - and confirm that the Company is collecting no more and no less 

than what we are required to collect in taxes. Notably, through a discrete 

mechanism, customers will benefit from any governmental mandates that produce 

credits, such as tax reductions. 

3 In the Matter of Kentucky Industrial Utility Customers, Inc., v. Duke Energy Kentucky, Inc., Case No. 
2018-00036, (Order)(January 25, 2018); See also, (Order)(October 31 , 20 18): the Commission approved 
a non-unanimous sett lement reso lving the issues created by the Tax Cuts and Jobs Act and implementing 
rate adjustments, including creation of a new rider. 

4 H.B . 487 became law on April 27, 2018 implementing a fl at 5 percent income tax rate for individuals and 
corporations. A vai I able at: https: //revenue .ky .gov/News/Pub I ish inglmages/Pages/DOR-Outreach-and
Education/20 l 8%20 KY%20 lncome%20Tax%20Changes- I 3NOV 18.pdf ; Last accessed May 7, 2021 . 

5 See: https:// www.whitehouse.gov/briefing-room/speeches-remarks/202 I /05/06/remarks-by-president
biden-on-the-american-jobs-plan-3/ ; describing reducing the current tax cut to between 25 and 28 
percent. Last accessed May 7, 2021. 
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A. 

PLEASE DESCRIBE THE PIPELINE SAFETY-RELATED 

INVESTMENTS THAT COULD BE ELIGIBLE FOR INCLUSION IN 

RIDERGMA. 

Mr. Weisker further details the PHMSA regulations necessitating investments in 

our natural gas infrastructure. But generally sp aking, the regulations applicable 

to natural gas pipeline safety continue to evolve, with PHMSA routinely 

promulgating new regulations and interpreting existing regulations, both actions 

intended to further enhance and enable the safety of the natural gas delivery 

systems throughout the country . As a prudent operator, the Company responds to, 

and complies with, changes in controlling regulations. Doing so demands testing 

of and, in many cases, upgrade and replacement of existing infrastructure. The 

proposed Rider GMA mechanism would allow the Company to recover for these 

mandated investments in a way that mitigates rate volati lity for customers. 

DOES KENTUCKY LAW SUPPORT THE ,COMP ANY'S RIDER GMA? 

I believe it does. KRS 278 .509 confirms the Commission's authority to approve 

pipeline replacement programs upon application by a utility for recovery of such 

replacements that are not currently in base rates. 6 Indeed, the Accelerated Main 

Replacement Program and the Accelerated Service Line Replacement Program, 

both of which enhanced the safety and integrity of the Company ' s natural gas 

delivery system, were Commission-approved pipeline replacement programs with 

discrete recovery mechanisms. As Mr. Weisker explains, PHMSA rules, including 

new provisions of the "Mega-Rule," will require the Company to replace aging 

6 KRS 278.509 
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infrastructure to meet new safety and integrity thresholds. While Duke Energy 

Kentucky is not requesting approval of any such projects as part of this 

proceeding, such inv stments are imminent. The Company is merely seeking the 

creation of the mechanism in this case and the Commission and other interested 

stakeholders will have the ability to review and consider projects through 

separate Certificate of Public Convenience and Necessity (CPCN) applications 

and/or requests for inclusion in Rider GMA. 

The pipeline replacement projects contemplated for inclusion in Rider 

GMA that do not constitute an ordinary extension of the existing system in the 

course of business will occur with Commission authorization through a CPCN in 

accordance with KRS 278 .020. These investments, proposed as part of a future 

CPCN, will be placed into service outside of the test year in this proceeding. 

Therefore, the prop sed mechanism would alleviate the need for multiple 

successive rate cases to bring these new faci lit ies into rates over the coming years 

and provide a streamlined and less volatile impact to customer rates as compared 

to base rate proceedings. Any assets brought into service and included in Rider 

GMA wi ll be adjusted for taxes and depreciation until such time as the Company 

fi les a base rate proceeding to reset the mechanism. 

PLEASE EXPLAI 

PROCEDURE. 

THE COMPANY'S PROPOSED RIDER GMA 

Company witness Lawler fmiher details the Company's Rider GMA proposal in 

her Direct Testimony . In summary, upon approval of the tariff and mechanism in 

this case, Duke Energy Kentucky wi ll fi le a separate application to implement any 
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adjustments to the ·der GMA in response to a governmental mandate, such as 

those relating to tax changes or pipeline replacement projects. These applications 

will be subject to Commission determination of reasonableness. The Company 

will maintain the burden of demonstrating that charges or credits flowing through 

via Rider GMA are not currently reflected in base rates and are recoverable. 

Significant pipeline replacement proj ects that do not constitute an ordinary 

extension of the existing system in the ordinary course of business (e.g. , PHMSA

required pipeline repl.acements and upgrades) will be accompanied with a CPCN. 

Once approved, the Company will implement Rider GMA in customer rates. 

Going forward, Rider GMA will be subject to an annual true-up and 

reconciliation to ensure the Company is neither over- nor under-collecting for 

these mandates. Rider GMA will be reset to zero as part of a future base rate case 

proceeding. 

DO YOU BELIEVE THE COMP ANY'S APPLICATION FOR AN 

INCREASE IN NATURAL GAS BASE RATES IS REASONABLE? 

Yes. As further explained by Ms. Lawler, the Company has done an excellent job 

managing its costs of providing safe, reliable, reasonable, adequate and affordable 

natural gas service. The drivers of this case are necessary capital investments that 

have occurred since the last rate case. 
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IV. INTRODUCTION OF WITNESSES 

PLEASE INTRODUCE THE OTHER WITNESSES IN THIS 

PROCEEDING. 

I identify below the other individuals who will present testimony on behalf of 

Duke Energy Kentucky, as well as the subject matters of their respective 

testimony: 

• Chris R. Bauer, Director, Corporate Finance, and Assistant Treasurer, 

discusses the Company ' s cred it ratings, financ ial objectives, cash 

requirements, and capital structure; 

• Jay P. Brown, Director, Rates and Regulatory Planning, provides 

testimony supporting Duke Energy Kentucky's overall revenue 

requirement for the test period and certain adjustments to the test 

period fin ncial data; 

• Dylan W. D ' Ascendis, Director, Scott Madden Associates, offers 

testimony on Duke Energy Kentuck.-y" s requested rate of return; 

• Retha I. Hunsicker, Vice President, Customer Connect Solutions, 

offers testimony regarding the Company ' s new CIS ; 

• Jeff L. Kern, Rates and Regulatory Strategy Manager, offers testimony 

as to rate design and tariff language; 

• Bryan T. Manges, Director, Gas Utility & Infrastructure, offers 

testimony regarding the Company' s acco unting po licies and the 

accounting treatment requested in these proceedings; 
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• Abby L. Motsinger, Director, Jurisdictional Forecasting, offers 

testimony supporting Duke Energy Kentucky's budgeting and 

forecasting processes and sponsors certain forecast information used 

for the te t period financial data; 

• Sarah E. Lawler, Vice President, Rates and Regulatory Strategy 

OH/KY, provides a detailed overview of the filing ; 

• David G. Raiford, Manager Accounting, offers testimony on Duke 

Energy Kentucky ' s capital accounti g processes and sponsors certain 

accounting information used for the test period financial data; 

• John R. Panizza, Director, Tax Operations, addresses the Company ' s 

tax expen e in the test period revenue requirement; 

• Benjamin Walter Bohdan Passty, Ph.D., Lead Load Forecasting 

Analyst, performed and supports the Company's natural gas load 

forecast ; 

• Lesley G. Quick, Vice President Strategic Planning, Governance, and 

Technology, discusses the Company's current customer satisfaction 

initiatives to further improve the customers ' experience; 

• Jeffrey R. Setser, Director of Allocations and Reporting, supports the 

Company 's various service agreements and associated allocations; 

• John J. Spanos, Gannet Fleming Valuation and Rate Consultants, LLC, 

provides testimony on Duke Energy Kentucky's latest depreciation 

study; 

AMY B. SPILLER DIRECT 
32 



2 

3 

4 

5 

6 

7 

8 

9 

10 

11 Q. 

'12 A. 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

• Jake J. Stewart, Director of Compensation, supports the Company ' s 

compensation and benefits programs; 

• Brian R. Weisker, Senior Vice President, Chief Operating Officer, 

Natural as, provides an overview of the natural gas operations for 

both Duke Energy and Duke Ener0 y Kentucky. Mr. Weisker also 

discusses the Company's safety and integrity initiatives and the major 

investments since the 2018 Rate Case; and, 

• James E. Ziolkowski, Director, Rates and Regulatory Planning, 

provides testimony regarding Duke Energy Kentucky ' s cost of service 

study. 

V. ATTACHMENTS SPONSORED BY WITNESS 

PLEASE DESCRIBE FR 14(1) THROUGH FR 14(4). 

These filing requirements provide for the Company to seek proposed new rates 

through a written Application addressing various matters, including the full name, 

address, and electronic mail address of the Company and set forth the facts upon 

which the Application is based, with a request for the order, authorization , 

permission, or certificate desired and a reference to the particular law requiring or 

providing the same. FR 14(2) applies to Duke Energy Kentucky because it is a 

corporation, register d to do business, and is in good stand ing in the 

Commonwealth of Kentucky. The Application submitted in these proceedings 

includes this information and was prepared at my direction. FR 14(3) and FR 

14( 4) are not applicable to Duke Energy Kentucky because it is neither a limited 

liability company nor a limited partnership. 
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PLEASE DESCRIBE FR 16(1)(b)(l). 

FR 16(l)(b)(l) is a statement for the reason for the adjustment . As I explained 

above and as further explained by Ms. Lawler, the Company is proposing new 

natural gas base rates because the present rates reflect the cost of service from the 

2018 Rate Case, which is no longer sufficient to enable the Company to furnish 

safe, reliable, reasonable, adequate and affordable natural gas service. Duke 

Energy Kentucky needs to reflect the cost of service related to increased capital 

investments in our natural gas deli very system that have occurred ·since 2019. 

PLEASE DESCRIBE FR 16(1)(b)(2). 

FR 16(l)(b)(2) is the certificate of assume name. Duke Energy Kentucky ' s 

actual legal name is "Duke Energy Kentucky, Inc." The Company has fi led for 

the assumed name f "Duke Energy ." The certificate of assumed name is 

provided with our filing. 

PLEASE DESCRIBE FR 16(1)(b)(5). 

FR 16(l)(b)(5) is a statement that customer notice has been given in accordance 

with the Commission' s rules. The Company is publishing notice in accordance 

with the Commission ' s regulations. 

PLEASE DESCRIBE FR 16(2). 

FR 16(2) is the notice of intent submitted to the Commission at least thi1ty , but no 

more than sixty, days rior to filing the Application. The notice was filed on April 

30, 2021 , at my direction. 
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A. 

PLEASE DESCRIBE FR 16(3). 

FR 16(3) states that notice given in accordance with 807 KAR 5:001 Section 7 

will satisfy notice requirements of 807 KAR 5 :051 , Section 2. The Company 

provided notice to cu~tomers in accordance with 807 KAR 5:001 Section 7. 

PLEASE DESCRIBE FR 16(7)(a) 

FR 16(7)(a) is a statement of attestation from me, the utility ' s chief officer in 

charge of Kentucky perations on the existing pr-ograms to achieve improvements 

in efficiency and pr ductivity, including an explanation of the purpose of each 

program. The efficiency and productivity benefits that have resulted from these 

programs have occurred over time and thus are reflected in the Company 's 

budgets included in the forecasted test period in these proceedings. These 

programs are described below: 

• Duke/Probress merger: In July 2012, Duke Energy and Progress 

Energy closed their merger. Duke Energy Kentucky has be efitted 

from the implementation of best practices and through the access to 

additional resources and expertise from its sister electric utihties in 

five other jurisdictions. The Company has benefitted from the 

economies of scale that naturally arise from being a part of a combined 

corporation with a market capitalization of nearly $79 billion. 

• The various mergers that have occurred over the last several years 

which have resulted in numerous efficiencies and implementation of 

best practices. Duke Energy Kentucky regularly reports on these to the 

Commission through regular filings. 

AMY B. SPILLER DIRECT 
35 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Q. 

A . 

• The Gas Transmission and Distribution Integrity Management 

Programs, which are designed to enhance the safety and reliability of 

Duke En rgy Kentucky's gas distribution service by establishing a 

systematic plan to perform periodic safety assessments and 

maintenance activities in response to new federal pipeline safety 

legislation, as discussed in more detail by Mr. Weisker. 

• The sew r line inspection program, which is a program desi:=,ned to 

check potential high-risk gas main installations along sewer lines as a 

result of local sewer districts not maintaining accurate records of the 

location and depths of their systems. The Company inspects gas main 

installations that are likely to hav experienced a breach based upon 

premises structure elevation and mai line sewer location and depth in 

relation to the street. 

• Duke Energy Kentucky has historically offered Demand Side 

Management programs that provide energy efficiency services to gas 

and electric customers. Currently th re is one program that provides 

benefits t r gas customers, the Residential Conservation and Energy 

Educatio (Low-Income Weatherization) program. The program offers 

direct be efits to customers through energy efficiency education, 

energy use audits, and even home weatherization. 

PLEASE DESCRIBE FR 16(7)(e). 

FR 16(7)( e) is a statement of attestation signed by me, the utility ' s chief officer in 

charge of Kentucky operations, that the forecast is reasonable, reliable, and made 
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m good faith and that all basic assumptions used in the forecas t have been 

identified and justified and the forecast contains the same assumptions and 

methodologies as used in the forecast for use by management and an explanation 

for differences that exist, if applicable, and that productivity and efficiency gains 

are included. 

PLEASE DESCRIBE FR 17(1) 

FR 17(1) relates to public postings. Duke Energy Kentucky will post a copy of the 

notice and Application at our place of business and will also make available on 

the Company's website a copy of the public notice and a hyperlink to the 

Commission's website where the case documents will be available. 

PLEASE DESCRIBE FR 17(2). 

FR 17(2) is the customer notice. 

PLEASE DESCRIBE FR 17(3). 

FR 17(3) includes t e method of notice. Duke Energy Kentucky has published 

notice in newspapers of general circulation. Company witness Kern supports FR 

17( 4), which describes required content of the notice. Duke Energy Kentucky has 

included all content listed in FR 17(4) in its notice. 
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1 Q. 
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3 

4 A. 
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VI. CONCLUSION 

WERE FR 14(1), FR 14(2), 14(3), 14(4), FR 16(l)(b)(l), FR 16(1)(b)(2), FR 

16(1)(b)(S), FR 16(2), FR 16(3), FR 16(7)(a), FR 16(7)(e), FR 17(1), FR 17(2), 

AND FR 17(3) PREPARED BY YOU OR UNDER YOUR SUPERVISION? 

Yes. 

DOES THIS CONCLUDE YOUR PRE-FILED DIRECT TESTIMONY? 

Yes. 
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Gas Utility Residential Satisfaction at All-Time High Despite 
Pandemic, J.D. Power Finds 
Gas Utility Companies and Employees Seen as First Responders, Helpers 

02 September 2020 

TROY, Mich.: 2 Sept. 2020 - In the face of natural disasters and the COVI D-19 pandemic, 
gas utility companies and their workers function as perceived first responders and helpers , 
contributing to higher customer satisfaction, according to the J.D. Power 2020 Gas Utility 
Residential Customer Satisfaction Study,sM released today. 

"Natural gas utility companies have put forth enormous effort to assist their customers, 
especially during this challenging time, by way of proactive communications on topics such as 
financial assistance to help educate customers, " said Carl Lepper, director of the utility 
practice at J.D. Power. "The biggest change in satisfaction is seen in brand image, which 
means the assistance efforts have not gone unnoticed by customers , despite increased use, 
therefore costs." 

Study Results 
• East Large Segment: New Jersey Natural Gas (for sixth consecutive year) 
• East Midsize Segment: Elizabethtown Gas (for sixth consecutive year) 
• Midwest Large Segment: DTE Energy 
• Midwest Midsize Segment: Atmos Energy 
• South Large Segment: Oklahoma Natural Gas 
• South Midsize Segment: TECO Peoples Gas (for eighth consecutive year) 
• West Large Segment: Southwest Gas 
• West Midsize Segment: lntermountain Gas Company 

Th e 2020 Gas Utility Residential Customer Satisf action Study is based an responses f rom 60,096 online interviews conducted from 
September 2019 th rough July 2020 among residential customers of the 83 largest gas utility brands across the United States, w hich 
represent more than 62.9 million households. 

For more information about the Gas Util ity Residentia l Customer Satisfaction Study, please visit : 
https: // www. j d power. co m/busi n ess/reso urce/ us-gas-uti I ity-resi de ntia 1-c usto mer-satisfaction-study 



South Large Region 

J.D. Power 
2020 Gas Utility 
Residential Customer 
Satisfaction Study 

Piedmont Natural Gas 
+ 7 pts. year over year, 
slightly below the 
average improvement 
of 11 pts. in the South 
Large Segment. 
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Midwest Large Region 

J.D. Power 
2020 Gas Utility 
Residential Customer 
Satisfaction Study 

Duke Energy Midwest 
Gas improved again in 
2020, up +5 pts. year 
over year, marking the 
fourth consecutive year 
of improved customer 
satisfaction scores, with 
DEMW up 27 points since 
2017. 
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J.D. Power Gas Utility Residential Customer Satisfaction Study 
PNG & DEMW Gas Score Trends & Ranks 
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JDP GUR Study Final 
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I. INTRODUCTION AND PURPOSE 

PLEASE ST A TE YOUR NAME AND BUSINESS ADDRESS. 

My name is Chris R. Bauer and my business address is 550 South Tryon Street, 

Charlotte, North Carolina 28202. 

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY? 

I am employed by Duke Energy Business Services LLC (DEBS) as Director, 

Corporate Finance and Assistant Treasurer. DEBS provides various administrative 

and other services to Duke Energy Kentucky, Inc. , (Duke Energy Kentucky or 

Company) and other affiliated companies of D e Energy Corporation (Duke 

Energy). 

PLEASE BRIEFLY SUMMARIZE YOUR EDUCATIONAL 

BACKGROUND AND PROFESSIONAL EXPERIENCE. 

I received a Bachelor of Arts degree from Flagler College in 2003 and an MBA 

degree from the University of North Florida in 2004. I am a licensed Certified 

Public Accountant in the state of Florida. From 2004 to 2010, I worked in Deloitte 's 

Audit and Enterprise Risk Services unit, providing financial statement and internal 

control services across various industries. In 2010, I joined Duke Energy as a Lead 

Audit Consultant in the Internal Audit Department. In 2015 , I moved to Duke 

Energy's Investor Relations group where I served as a Manager responsible for 

communicating the company ' s strategic, operating and financing plan to debt and 

equity investors and external stakeholders. In 2017, I moved to the Treasury 

department and served as both a Treasury Director and the Director of Credit & 

Capital Markets before assuming my current role i early 2021. 
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3 A. 
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PLEASE SUMMARIZE YOUR RESPONSIBILITIES AS DIRECTOR, 

CORPORATE FINANCE AND ASSISTANT TREASURER. 

I am responsible for financing the operations of Duke Energy and its subsidiary 

utiliti es . This includes the issuance of new debt and equi ty securities and obtaining 

other sources of external funds. My responsibil ities also include financial risk 

management for Duke Energy and its s bsidiaries. Additionally, I maintain 

relationships with Duke Energy' s commercial banks, the fixed income investor 

community and the er dit rating agencies . 

HA VE YOU PRE\tlOUSL Y TESTIFIED BEFORE THE KENTUCKY 

PUBLIC SERVICE COMMISSION? 

No. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THESE 

PROCEEDINGS? 

My testimony will address Duke Energy Kent cky ' s financial objectives, capital 

structure, and cost of capital. I will also discuss the current credit ratings and 

fo recasted capital needs of Duke Energy Kentucky. Throughout my testimony, I 

will emphasize the importance of Duke Energy Kentucky's continued ability to 

meet its financial objectives and maintain strong credit quality . I sponsor the 

fo llowing information that I used in preparing my financial forecasts in this case: 

Duke Energy's div idend policy; Duke Energy Kentucky ' s debt rate assumptions; 

existing short-term and long-term debt balances; sales of accounts receivable; 

capital lease and equipment lease informatio ; and information relating to the long

term debt fi nancing. 

CH RIS BAUER DIR ECT 
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1 I sponsor Filing Requirements (FR) FR 12(2)(a), FR 12(2)(b), FR 12(2)(c), 

2 FR 12(2)(d), FR 12(2)(e), FR 12(2)(f), FR 12(2)(g), FR 12(2)(h) and FR16(7)U), 

3 FR 16(7)(1) and FR 16(7)(r). I sponsor Schedules J-1 , J-2, J-3 , and J-4 in response 

4 to FR 16(8)(J) . Finally, I provided certain information to Duke Energy Kentucky 

5 witness Ms. Abby L. Motsinger for her use in preparation of FR 16(7)(h) and 

6 Schedule Kin response to FR 16(8)(k), respectively. 

7 

8 

9 

10 

1 I 

12 

13 

14 

15 

16 

17 

18 

19 

Q. 

A. 

II. DUKE ENERGY KENTUCKY'S FINANCIAL OBJECTIVES 

WHAT ARE DUKE ENERGY KENTUCKY'S FINANCIAL OBJECTIVES? 

The Company at all times seeks to maintain its financial strength and flexibility , 

including its strong investment-grade credit ratings, thereby ensuring reliable access 

to capital on reasonable tenns. Financial strength and access to capital are necessary 

for Duke Energy Kentucky to provide cost-effective, safe, and reliable service to its 

customers. Specific targets that support financial strength and flexibility include: 1) 

maintaining an equity component of the capital strncture that is supportive of Duke 

Energy Kentucky 's credit quality; 2) ensuring timely recovery of prudently incurred 

costs; 3) maintaining sufficient cash flows to meet obligations; and 4) maintaining a 

sufficient return on equity to fairly compensate shareholders for their invested capital. 

The ability to attract capital (both debt and equity) on reasonable terms is vitally 

important to the Company and its customers, and each of these targets help the 

Company meet its overall financial objectives. 
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PLEASE EXPLAIN HOW DUKE ENERGY KENTUCKY'S CUSTOMERS 

WILL BENEFIT FROM DUKE ENERGY KENTUCKY ACHIEVING ITS 

CREDIT RATING OBJECTIVES. 

The benefits of achieving and maintaining a strong, investment-grade, credit rating 

include lower overall financing costs and greater access to the capital markets, thus 

improving Duke Energy Kentucky' s ability to maintain a safe, reliable, and low-cost 

level of service. 

WHAT RATEMAKING TREATMENT IS BEING REQUESTED IN THIS 

PROCEEDING AND HOW WILL THE COMPANY'S FINANCIAL 

OBJECTIVES BE IMPACTED? 

As explained by Duke Energy Kentucky witness Amy B. Spiller, Duke Energy 

Kentucky is requesting an overall increase of a proximately $ 15 million. As part 

of this request, supported by the analysis and testimony of Duke Energy Kentucky 

witness Mr. Dylan D ' Ascendis, the Company is requesting an allowed return on 

equity (ROE) of 10.3 percent. The proposed capitalization in this request is 

comprised of 50.695 percent equity and 49.305 percent debt. Approval of the 

Company ' s request in this case will support its financial obj ectives by ensuring 

timely cash recovery o f its prudently incurred costs . 

III. CREDIT QUALITY & CREDIT RATINGS 

PLEASE EXPLAIN CREDIT QUALITY AND CREDIT RATINGS, AND 

20 HOW THEY ARE DETERMINED. 

2 1 A. Credit quality (or credirtworthiness) is a term used to describe a company' s overall 

22 financial health and its illingness and ability to repay all financial obligations in full 
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Q. 

A. 

and on time. An assessment of Duke Energy Kentucky 's creditworthiness is 

performed by Standard & Poor's (S&P) and Moody's Investors Service (Moody 's), 

and results in Duke Energy Kentucky' s credit ratings and outlook. 

Many qualitati e and quantitative factors ~o into this assessment. Qualitative 

aspects may include Duke Energy Kentucky ' s regulatory climate, its track record for 

delivering on its commitments, the strength of its management team, corporate 

governance, its operati g performance, and its service territory. Quantitative measures 

are primarily based on operating cash flow and fo . .,us on Duke Energy Kentucky 's 

ability to meet its fixed obligations (interest expense in particular) on the basis of 

internally generated cash and the level at which Duke Energy Kentucky mairntains 

debt balances. The percentage of debt to total capital is another example of a 

quantitative measure. Creditors and credit rating agencies view both qualitative and 

quantitative factors int e aggregate when assessing the credit quality of a company. 

WHAT IS THE ROLE OF REGULATION IN THE DETERMINATION OF 

THE FINANCIAL STRENGTH OF A UTILITY COMP ANY? 

Investors, investment analysts, and the rating agencies regard consistent and 

predictable regulation as one of the most important factors in assessing a utility 

company 's financial trength. These stakeholder want to be confident a utility 

company operates in a stable regulatory envirolill1lent that will allow the company 

to recover prudently incurred costs and earn a reasonable return on investments 

necessary to meet the demand, reliability, and service requirements of its 

customers. Important onsiderations include the allowed rate of return, cash quality 

of earnings, timely recovery of capital investments, stability of earnings, and 
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strength of its capital structure. Positive consideration is also given for utilities 

operating in states where the regulatory process is streamlined and outcomes are 

equitably balanced between customers and investors. 

HOW ARE DUKE ENERGY KENTUCKY'S. OUTSTANDING SECURITIES 

CURRENTLY RATED BY THE CREDIT RATING AGENCIES? 

As of the date of this testimony, S&P and Moody ' rated Duke Energy Kentucky ' s 

outstanding debt as follows: 

Rating Agency S&P Moody's 

Senior Unsecured Rating BBB+ Baal 

Outlook Stable Stable 

There are four key factors which drive the credit ratings of the electric and gas 

utility sector: regulatory framework, ability to recover costs and earn returns, 

diversification and financial strength. A gas or electric utility in the Baa range 

is described by Moody's as having (i) a regulatory framework where rates are 

set in a manner that will permit the utility to make and recover all prudently 

incurred investments, (ii) a regulatory environment that is consistent and 

predictable, (iii) timeliness in the recovery of operating and capital costs, (iv) 

rates that are set at a level where attracting capital is sufficient without 

difficulty, and (v) adequate financial metrics. 

S&P and Moody ' s ratings differ but are analogous. S&P modifies its 

ratings with the use of a plus or minus sign to further indicate the relative 

standing within a maj or rating category. For example, a "BBB+" credit rating 

is at the higher end of the "BBB" credit rating category and a "BBB-"is at the 

lower end of the category . Moody's credit rating assignments use the numbers 
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A. 

" 1", "2" and "3", with the numbers " 1" and "3" analogous to a "+" and "-", 

respectively. For example, Moody 's credit ratings of"Baa 1" and "Baa3" would 

be analogous to "BBB+" and "BBB-" credit ratings at S&P. 

The ratings outlook assesses the potential direction of a long-term credit 

rating over an intermediate term (typically six months to two years). Duke 

Energy Kentucky ' s "Stable" outlook at S&P and Moody ' s is an indication the 

credit ratings are not likely to change at this time, however a change in outlook 

or rating could occur if the Company experiences a change in its business or 

financial risk. 

WHEN WERE DUKE ENERGY KENTUCKY'S CURRENT CREDIT 

RA TINGS ESTABLISHED? 

Duke Energy Kentucky 's current senior unsecured credit ratings were established 

by Moody ' s in November 1995 and by Standard & Poor's in April 2015. On 

December 15, 2020, S&P revised its outlook to "negative" from "stable" on 

Duke Energy Corp. and subsidiaries, including Duke Energy Kentucky . On 

January 26, 2021 , S&P downgraded the senior unsecured ratings of Duke 

Energy Corp. and subsidiaries, including Duke Energy Kentucky to "BBB+" 

from "A-" and returned the outlook to "stable." 

S&P uti lizes a family rating methodology, whereby the credit rating and 

outlook of the parent company, Duke Energy Corporation, is applied to each of 

the parent ' s subsidiaries . In its January 2021 Du e Energy Corporation report, 1 

1 S&P Globa l Ratings, Research Update, " Duke Energy Corp . And Subsidiaries Downgraded To' BBB+' 
On Coal Ash Settlement, Outlook Stable," January 26, 202 1 ("January 202 1 Duke Energy Corporation 
Report") 
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A. 

S&P attributed the downgrade to weaker consolidated financial metrics 

primarily as a result of the coal ash settlement reached at Duke Energy 

Carolinas and Duke Energy Progress and Duke Energy's elevated capital 

expenditure plan. S&P ' s "stable" outlook is predicated on the expectation that 

Duke Energy Corp. and subsidiaries will be able to manage regulatory risk 

while capital spending remains high. 

Moody 's affirmed its Baal rating and stable outlook in January 2021. 

WHAT IS THE IMP ACT TO DUKE ENERGY KENTUCKY'S 

EXPECTED LONG-TERM BORROWING COSTS GOING FORWARD 

WITH A ONE-NOTCH DOWNGRADE BY S&P AT DUKE ENERGY 

CORP. AND ITS SUBSIDIARIES? 

Since the one-notch downgrade by S&P on January 26, 2021 to Duke Energy 

Kentucky ' s senior unsecured rat ing, there has been no material impact to Duke 

Energy Kentucky ' s credit spreads. With Moody's maintaining its "Baal " senior 

unsecured credit ratin on Duke Energy Kentuck_ , a sophisticated investor in 

senior unsecured bonds will evaluate the creditworthiness of that specific utility 

when determining the appropriate pricing level n new debt offerings. The 

current Baal rating at Moody's and the BBB+ rating at S&P are now equal 

ratings. Investors will typically price bonds off the lower rating when a split 

rating exists. For these reasons, a one-notch downgrade at Duke Energy 

Kentucky by S&P due solely to its family rating methodology will not like-ly 

have a meaningful impact to Duke Energy Kentucky's cost of debt going 

forward. 
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WHY IS IT IMPORT ANT FOR DUKE lENERGY KENTUCKY TO HA VE 

STRONG INVESTMENT-GRADE CREDIT RATINGS? 

To assure reliable and cost-effective service. and to fu lfill its obligations to serve 

customers, the Company must continuously plan and execute major capital projects. 

This is the nature of re ulated capital-intensive industries Like electric and natural gas 

utilities. The Company must be able to operate and maintain its business without 

interruption and refinance maturing debt on time, regardless of fi nancial r arket 

conditions. The financial markets continue to experience periods of volatility, most 

recently driven by COVID-19, and changes in fiscal , moneta1y and international trade 

policy. Duke Energy Kentucky must be able to finance its needs throughout such 

periods and strong investment-grade credit ratings provide the Company with greater 

assurance of continued access to the capital markets on reasonable terms during 

periods of volatility . 

WHAT STRENGTHS AND WEAKNESSES HA VE THE CREDIT RA TING 

AGENCIES IDEN1'IFIED WITH RESPECT TO DUKE ENERGY 

KENTUCKY? 

As of the most recent publications of the Company ' s credit opinions, the rating 

agencies believe the Kentucky regulatory environment generally suppo11s long-tenn 

credit quality with timely and sufficient recovery of prudently incurred costs and 

expenses, including the previously approved weather no1malization adjustment and 

the availability of pipeline replacement programs, such as the Company ' s proposed 

governmental mandates rider in this proceeding, which are supportive of credit 

quality. Generally speaking, the agencies have identified the fo llowing strengths and 
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challenges when assessing the credit quality of Duke Energy Kentucky: 

Credit Strengths: 

• Financial etrics commensurate with its current ratings and stable 

outlook; 

• Generally credit supportive regulatory e vironment in Kentucky; and 

• Support fro the Duke Energy cm-porate family. 

Credit Challenges: 

• Credit metrics are not expected to return to historic highs; 

• Relatively small size compared to other integrated uti lities ; and 

• Poorly positioned for carbon transaction risk. 

WHAT FACTORS COULD LEAD TO A CREDIT DOWNGRADE AT DUKE 

ENERGY KENTUCKY? 

For rate-regulated utilities, the regulatory environment and how the util ity adapts to 

that environment is the most important credit considleration made by the credit rating 

agencies. The ability to recover prudently incurred costs timely and earn a fair return 

is foundational to a utility's credit quality. Therefore, ifthere is a decline in the credit 

supportiveness of the r gulatory environment, such as delays in recovery of prudently 

incutTed costs through the absence of rider mechanisms or a reduced ROE and equity 

layer. it could lead to weaker financing credit metrics and could result in a credit 

downgrade. Such an event could, in turn, negatively impact the Company ' s ability to 

access the financial 1 arkets on reasonable terms, and ultimately, increase the 

Company's costs to borrow funds. This, in tum, could result in increased costs to 

customers. 
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IV. CAPITAL STRUCTURE AND COST OF CAPITAL 

WHAT IS DUKE ENERGY KENTUCKY'S PROPOSED CAPITAL 

STRUCTURE? 

As mentioned earlier in my testimony, Duke Energy Kentucky's proposed capital 

structure is comprised of 49.305 percent debt and 50.695 percent equity, after making 

adjustments for pmchase accounting and other items. The Company believes this 

proposed capital structure is the appropriate capital structure for Duke Energy 

Kentucky, as it introduces an appropriate amount of risk due to leverage and 

minimizes the weighted average cost of capital to customers. Approval of the 

proposed capital structme will help Duke Energy Kentucky maintain its credit uality 

to meet its ongoing business objectives. This level is also consistent wi th the 

Company ' s target credit ratings. 

WHAT IS DUKE ENERGY KENTUCKY'S COST OF EQUITY? 

Duke Energy Kentucky witness Dylan D ' Ascendis testifies that the Company 's cost 

of equity is in the range of 9 .98 percent to 12.68 peFcent. The Company suppot1s Mr. 

D' Ascendis' analysis and is requesting I 0.3 percent as the Company's allowed ROE. 

WHAT ROLE DO EQUITY INVESTORS PLAY IN THE FINANCING OF 

DUKE ENERGY KENTUCKY, AND HO\,V WILL THE OUTCOME OF 

THIS CASE IMP ACT THESE INVESTORS? 

Equity investors provide the foundation of a company ' s capitalization by providing 

significant amounts of capital, for which an appropriate economic return is 

required. Duke Energy Kentucky compensates equity investors for the risk of their 

investment by targeting fair and adequate returns, a stable dividend policy, and 
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earnings growth-these are necessary to preserve ongoing access to equity capital. 

Returns to equity investors are realized only after all operating expenses and fixed 

payment obligations (including debt princ ipal and interest) of the Company have 

been paid. Because equity investors are the last in priority to a company's assets, 

their investment is at most risk should the company suffer any underperformance. 

For this reason, equity investors require a higher return on investment. Equity 

investors expect utilities like Duke Energy Kentucky to recover their prudently 

incurred costs and e rn a fair and reasonable return for their investors. The 

Company ' s proposal in these proceedings supports this investor requirement. 

WHAT EFFECT DOES CAPITAL STRUCTURE AND RETURN ON 

EQUITY HA VE ON CREDIT QUALITY? 

Capital structure and return on equity are important components of credit quality. 

Equity capital is subordinate to debt capital, thereby providing cushion and safer 

returns for debt investors. Accordingly, equity capital is a more expensive£ rm of 

capital. The Company seeks to maintain a level of equity in the capital structure 

that ensures high credit quality , while minimizing its overall cost of capital. An 

adequate ROE will allow the Company to generate earnings and cash flows to 

compensate equity investors for their capital at risk while protecting debt investors 

with a higher degree of credit quality. Hi 0 h credit quality improves financial 

flexibility by providing more readily available access to the capital markets on 

reasonable terms, and ultimately lower debt financing costs. 
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1 Q. DO YOU BELIEVE THAT DUKE ENERGY KENTUCKY'S CAPITAL 

2 STRUCTURE HAS AN ADEQUATE EQUITY COMPONENT TO ENABLE 

3 DUKE ENERGY KENTUCKY TO ACHIEVE THE COMP ANY'S 

4 FIN NCIAL STRENGTH AND CREDIT QUALITY OBJECTIVES? 

5 A. Yes. Duke Energy Kentucky 's equity component, as supported in these proceedings, 

6 enables it to maintain current credit ratings and financial strength and flexibility. This 

7 level of equity enables t e Company to operate through different business cycles while 

8 also providing a cushio to the Company's lenders and bondholders. The Company ' s 

9 current and future capital expenditures require the need for a strong equity component 

10 of the Company's capital structure in order to maintain access to capital funding at 

1 l reasonable tem1s. 

12 Q. 

13 

PLEASE SUMMARIZE THE COMP ANY'S AVERAGE COST OF SHORT

TERM AND LONG-TERM DEBT FOR THE BASE PERIOD AND THE 

14 FORECAST PERIOD AND THE KEY ASSUMPTIONS AND 

15 METHODOLOGY USED IN CALCULATING COST OF DEBT FOR SUCH 

16 PERIODS? 

17 A. The table below presents the average cost of short-term and long-term debt for the 

18 Base and Forecast periods: 

Forecast Period 
Base Period (Avg of Dec 2021 thru Dec 

(at August 202 1) 2022) 
Short-Term Debt (Schedule J-2) 0.623 percent 1.667 percent 
Long-Term Debt (Schedule J-3) 4.033 percent 3.843 percent 

19 For Schedule J-2 , which calculates cost of short-term debt, the assumed Amount 

20 Outstanding for Sale of Accounts Receivables, for both the base and fo recast 

21 period, was the averag of the actual monthly balances for Duke Energy Kentucky 's 
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10 
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12 

13 

14 

15 

16 

17 

18 

19 

20 

Sale of Account Recei ables during the trading twelve months as of February 2021. 

The assumed interest rate on this debt fo r the base and forecast period was derived 

using Bloomberg's Implied forward curve for one-month London Interbank 

Offered Rate (LIBOR) as of February 2021 plus a 105 basis point credit spread. 

The Amount Outstanding fo r the Notes Payable to Associated Companies in the 

forecasted short-term debt schedule is the thirteen-month average of Duke Energy 

Kentucky's monthly money pool borrowing balance from current company 

projections. The interest rate on this debt was derived using Bloomberg's implied 

forward curve for one-month LIB OR as of February 2021. 

For Schedule J-3 , which calculates the cost oflong-term debt, the interest rate 

on $25 million of LT Commercial Paper for the base and forecast period was derived 

using Bloomberg' s Implied forward curve for one-month LIBOR as of February 2021 

plus a 25 basis point credit spread. Two long-term, senior unsecured, debt issuances 

one totaling $50 mill ion and the other totaling $70 million are fo recasted for 

September 2021 and September 2022, respectively, based on company projections. 

The interest rates on th se future issuances were estimated using a weighted average 

ofBloomberg' s forward curves for the 5-year, 10-year and 30-year US Treasury yield, 

respectively, as of February 2021 plus a 140 basis point credit spread for the 5 year 

debt offering, 150 basis point credit spread for the 10 year debt offering and a 175 

basis point credit spread for the 30 year debt offering. 
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17 
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DID DUKE ENERGY COMPANY TAKE ANY STEPS SINCE ITS LAST 

NATURAL GAS BASE RATE CASE IN 2018 TO MANAGE ITS FINANCING 

COSTS, THUS MITIGATING THE RA TE INCREASE PROPOSED IN THIS 

CASE? 

Yes. Duke Energy Kentucky has effectively managed its financing costs since t e last 

natural gas base rate case in 2018. In that rate case, the Commission approved a 

weighted average cost of capital that included an average cost of long-term debt for 

the forecasted period of 4.360 percent. In this rate case, the average cost of long-term 

debt is expected to be a proximately 3.843 percent. In Duke Energy Kentucky 's most 

recent debt offering, th Company priced $70 million of debt through the traditional 

private placement market. The transaction was well received by the market and 

achieved efficient pricing across two series of notes at a weighted-average cost of 

approximately 3 .16 percent and a weighted average life of 20 years. 

V. DUKE ENERGY KENTUCKY'S CAPITAL REQUIREMENTS 

WHAT ARE DUKE ENERGY KENTUCKY'S CAPITAL REQUIREMENTS 

DURING THE 2021-2023 TIME PERIOD? 

Duke Energy Kentucky faces substantial capital needs over the next several years to 

satisfy debt maturities, upgrade aging infrastructure, and to further invest in energy 

efficiency. The Company' s capital requirement for the regulated business of Duke 

Energy Kentucky is projected to be approximately $635 million during the period -

2021-2023. This an1otmt consists of approximately $610 million in projected capital 

expenditures and approximately $25M in debt maturities. 
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1 Q. HOW WILL DUKE ENERGY KENTUCKY'S CAPITAL REQUIREMENTS 

2 BE FUNDED? 

3 A. Duke Energy Kentucky's capital requirements are expected to be funded from internal 

4 cash generation, the i suance of debt, and equity contributions. It is important to 

5 remember that Duke Energy also has dividend obligations to its shareholders. Duke 

6 Energy's operating subsidiaries are expected to distribute approximately 70 percent 

7 of their earnings over the long run in support of these obligations. 

8 Q. 

9 A. 

10 Q. 

11 A. 

12 

13 Q. 

14 A. 

15 

16 

17 Q. 

18 A. 

19 

20 Q. 

21 A. 

22 

VI. SCHEDULES AND FILING REQUIREMENTS 
SPONSORED BY WITNESS 

PLEASE DESCRIBE FR 12(2)(a). 

FR 12(2)( a) provides t e amount and kinds of stock authorized. 

PLEASE DESCRIBE FR 12(2)(b) 

FR 12(2)(b) provides the amount and kinds of stock issued and outstanding as of 

March 31 , 2021. 

PLEASE DESCRIBE FR 12(2)(c). 

FR 12(2)( c) is a requirement to provide certain term and conditions for any preferred 

stock. Since Duke En .rgy Kentucky has no preferred stock, there is no information 

to provide. 

PLEASE DESCRIBE FR 12(2)( d). 

FR 12(2)( d) provides a description of certain te1ms and conditions for any m011gages. 

Since Duke Energy Kentucky has no mo11gages, there is no information to provide. 

PLEASE DESCRIBE FR 12(2)(e). 

FR 12(2)(e) provides certain terms and conditions for any bonds authorized and 

issued. 
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22 

PLEASE DESCRIBE FR 12(2)(t). 

FR 12(2)(f) provides certain terms and conditions for any notes issued. Duke Energy 

Kentucky had other notes outstanding beyond those Slllnmarized in 12(2)(e) and 

12(2)(g). 

PLEASE DESCRIBE FR 12(2)(g). 

FR 12(2)(g) provides certain terms and conditions for other indebtedness, including 

information on two outstanding series of Pollution Control Bonds, three capital leases 

and information on money pool borrowings. 

PLEASE DESCRIBE FR 12(2)(h). 

FR 12(2)(h) provides certain information regarding dividend payments by Duke 

Energy Kentucky during the past five years. 

PLEASE DESCRIBE THE INFORMATION YOU PROVIDED IN SUPPORT 

OF FR 16(7)(h). 

The information I sponsor on FR 16(7)(h) includes Duke Energy Kentucky ' s capital 

structure requirements . I provided this information to Ms. Motsinger for her 

preparation of the Company's financia] forecast. 

PLEASE DESCRIBE FR 16(7)U). 

FR 16(7)(j) is a requirement to provide copies of the prospectuses of the most recent 

stock or bond offerings. 

PLEASE DESCRIBE FR 16(7)(1). 

FR 16(7)(1) is a requirement to provide copies of the consolidated annual report to 

share olders and statistical supplements for the last two years. 
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13 Q. 

14 A. 
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16 

17 
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21 Q. 

22 A. 

23 

PLEASE DESCRIBE FR 16(7)(r). 

FR 16(7)(r) is a requirement to provide copies of the past five quarterly repot1s to 

shareholders. 

PLEASE DESCRIBE SCHEDULES J-1. 

These J schedules are embodied in FR 16(8)(i). Specifically, Schedule J-1 , entitled 

"Cost of Capital Summary" sets forth the projected capital structure and capitalization 

ratios of Duke Energy Kentucky at August 31 , 2021 , and the average of the projected 

balances and rates for the thirteen-month period ending December 31, 2022. The 

weighted cost of the various capital components is computed by multiplying the 

respective capitalization ratio by the computed annualized cost rate. The verall 

weighted cost of capital is reflected in the rate of return requested for the thirteen

month period ending D cember 31, 2022. 

PLEASE DESCRIBE SCHEDULES J-2 AND J-3. 

Schedule J-2, entitled "Embedded Cost of Short-Term Debt," and Schedule J-3 , 

entitled "Embedded Cost of Long-Tenn Debt," set forth the calculations of the cost 

of short-tern1 debt and long-term debt, respectively, of Duke Energy Kentucky. The 

infonnation on page 1 f these schedules was computed at the date of the base period, 

August 31 , 2021. On page 2, the balances and interest rates are based on the average 

of the projected balances and rates for the thi11een-month period ending December 31 , 

2022. 

WHY IS SCHEDULE J-4 NOT INCLUDED? 

Schedule J-4 is designed to provide the embedded cost of preferred stock for Duke 

Energy Kentucky. Since Duke Energy Kentucky has no preferred stock, this schedule 

CHRIS BAUER DIRECT 
18 



1 has not been fi led. 

2 Q. DO YOU SPONSOR ANY OF THE INFORMATION CONTAINED IN ANY 

3 OTHER SCHEDULES? 

4 A. Yes. I sponsor the rating agencies ' ratings in Schedule K. 

5 Q. PLEASE DESCRIBE THE INFORMATION YOU PROVIDED FOR 

6 SCHEDULE KIN RESPONSE TO FR 16(8)(K). 

7 A. The info1mation I spon or includes Duke Energy Kentucky ' s senior unsecured credit 

8 ratings. I also provide infom1ation relating to consolidated capital structure and 

9 common stock related data to Mr. Manges and Mi-. Raiford fo r their use in preparing 

10 Schedule K. 

VII. CONCLUSION 

11 Q. WERE FR 12(2)(a), FR 12(2)(b), FR 12(2)(c), FR 12(2)(d), FR 12(2)(e), FR 

12 12(2)(t), FR 12(2)(g), FR 12(2)(h), FR 16(7)(j), FR 16(7)(1), FR 16(7)(r), THE 

13 INFORMATION YOU PREPARED SUPPORTING FR 16(7)(h), 

14 SCHEDULES J-1 THROUGH J-4 IN RESPONSE TO FR l 6(8)(j), AND 

15 SCHEDULE K PREPARED BY YOU OR UNDER YOUR SUPERVISION? 

16 A. Yes. 

17 Q. IS THE INFORMATION YOU SPONSORED JN THOSE SUPPLEMENT AL 

18 FILING REQUIREMENTS AND SCHEDULES ACCURATE TO THE 

19 BEST OF YOUR KNOWLEDGE AND BEL[EF? 

20 A. 

2 1 Q. 

22 A. 

Yes . 

DOES THIS CONCLUDE YOUR PRE-FILED DIRECT TESTIMONY? 

Yes. 
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I. INTRODUCTION AND PURPOSE 

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

My name is Jay P. Brown and my business address is 139 East Fourth Street, 

Cincinnati , Ohio 45202. 

BY \VHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY? 

I am employed by Duke Energy Business Services LLC (DEBS) as Director Rates 

& Regulatory Planning. DEBS provides various administrative and other services 

to Duke Energy Kentucky, Inc., (Duke Energy Kentuck-y or Company) and other 

affiliated companies f Duke Energy Corporation (Duke Energy). 

PLEASE BRIEFLY DESCRIBE YOUR EDUCATION AND 

PROFESSIONAL EXPERIENCE. 

I earned a Bachelor of Science degree in Business Administration with a major in 

Business: Finance, Investment and Banking fro m the University of Wisconsin -

Madison. I began my career with The Alexander Companies, a real estate 

development compa y, as an Assistant Proj ect Manager in January 2002 

managing and developing real estate. Subsequently, in December 2003 I began 

working fo r Dell Inc .. mainly as a Financial Analyst in Worldwide Procurement 

Finance, accounting fo r and reporting on supplier rebates . In January 2008 , I 

began working fo r Bigfoot etworks, a technology start-up. I was in charge of 

developing distribution, online and retail channels for a new networking product. 

Begi ning in April 2009, I also served as a Financial Advisor fo r Edward Jones. 

In June 2011, I began working as a contractor for Progress Energy and since 

February 201 2, I have been employed by, and worked for, companies under what 
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23 

Q. 

A. 

Q. 

A. 

Q. 

A. 

is now Duke Energy. The roles I've held include Sr. Business Finance Analyst 

and in December 20 I 2, I took the position of Manager Nuclear Station F inance. 

In August of 2018, I transitioned to the Rates and Regulatory group as a Lead 

Rates & Regulatory Strategy Analyst, was promoted to Manager of Rates and 

Regulatory Strategy in January of 2020, earned a Master of Business 

Admini stration fro m the University of North Caro lina Wilmington in July of 2020 

and assumed my current role as Director of Rates & Regulatory Planning in 

October of 2020. 

PLEASE DESCRIBE YOUR RESPONSIBILITIES AS DIRECTOR, 

RA TES AND REGULATORY PLANNING. 

I am responsi hie for the preparation of financial and accounting data used i retail 

rate fi lings and various other rate recovery mechanisms for Duke Energy Kentucky 

and Duke Energy Ohio, Inc. 

HA VE YOU PREVIOUSLY TESTIFIED BEFORE THE KENTUCKY 

PUBLIC SERVICE COMMISSION? 

No. 

\VHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS 

PROCEEDING? 

I suppo1t the revenue requirement proposed by Duke Energy Kentucky. Toward that 

end, I support various adjustments to the projected data for the forecasted test period 

provided by Duke Energy Kentucky witness, Abby L. Motsinger and sponsor Filing 

Requjrements (FR) 16(6)(b), 16(6)(c), 16(6)(t) and 16(7)(t). I also sponsor the 

fo llowing schedules: Schedule A in satisfaction of FR 16(8)(a) and Schedule B-1 , in 

JAY P. BROWN DIRECT 
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1 response to FR l 6(8)(b ); Schedules C-1 through C-2. l in compliance with FR 

2 16(8)(c); Schedules D-1 , D-2.15, 0-2.16, 0-2. 18, D-2.19, 0-2.22, 0-2.24 and 0-

3 2.26 in compliance with FR 16(8)(d); Schedules F-1 through F-7 in compliance with 

4 FR l 6(8)(f); Schedules G-1 and H in response to FR l 6(8)(g) and FRI 6((8)(h), 

5 respectively; and Workpapers WPB-la, WPB-6c-f, WPC-2a-e, WPC-2.la, WPD-

6 2.15a-b, WPD-2.16a, WPD-2.18a, WPD-2.19a-f, WPD-2.22a, WPD-2.24a-b, WPD-

7 2.26a-c, WPF-4a-b, WPF-5a-b. 

8 Q. 

9 A. 

10 

11 

12 

13 

14 Q. 

15 

16 A. 

17 

18 

19 Q. 

20 

21 A. 

22 

II. TEST PERIOD AND RA TE BASE 

WHAT IS THE TEST PERIOD IN THIS PROCEEDING? 

The Company has elected to use a forecasted test period in this proceeding. The 

forecasted test period reflects the twelve months ending December 31 , 2022, 

adju ted for known and measurable changes. The base period is twelve months 

ending August 31 , 2021, consisting of six mont s of actual data, through February 

2021 , and the remaining six months of forecasted data. 

HOW WERE THE RA TE BASE AND CAPITALIZATION DETERMINED 

IN THIS PROCEEDING? 

The Company determined rate base and capitalization using a thirteen-month 

average for the forecasted test period ending December 31 , 2022. The base period 

rate base and capitalization represent end-of-period balances. 

DID THE COMPANY FOLLOW THE COMMISSION'S GUIDELINES IN 

DEVELOPING THE BASE AND FORECASTED TEST PERIOD DATA? 

Yes. Per the Commissi n's rules, 807 KAR 5:001, Section 16(7)(e)(2), "the forecast 

contains the same assu ptions and methodologies as used in the forecast period for 
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17 
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19 Q. 
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21 

22 

use b_ management." As described by Ms. Motsinger, the base and forecasted test 

periods were developed using the same methods applied in the Company ' s annual 

budgeting process. The fast six months of the base period are actual results and are 

taken from the Company' s books and records. 

Ill. FILING REQUIREMENTS SPONSORED BY WITNESS 

PLEASE DESCRIBE FR 16(6)(b). 

FR 16(6)(b) requires that the forecasted adjustments are limited to the twelve months 

immediately following the suspension period. 

PLEASE DESCRIBE FR 16(6)(c). 

FR 16(6)(c) requires t at capitalization and net investment rate base are based on 

a thirteen-month average for the forecasted test period, in this case, the twelve 

months ending December 31 , 2022. 

PLEASE DESCRIBE FR 16(6)(f) 

FR 16(6)(f) contains a reconciliation of the capital and rate base used to determine 

the revenue requirement in this case. 

PLEASE DESCRIBE FR 16(7)(t) 

FR 16(7)(t) contains a list of all commercially available or in-house developed 

computer software, pr gran1s, and models used in the development of the schedules 

and workpapers associated with the filing of the utility ' s application. 

PLEASE DESCRIBE SCHEDULE A. 

Schedule A is the overall financial summary fo r both the base period and the 

forecasted period at present rates. Based on the filing in this proceeding, as adjusted, 

the Company's natural gas operations are projected to earn a return on rate base of 
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Q. 

A. 

Q. 

A. 

4.620 percent for the forecasted test period, which is considerably less than the 7.060 

percent return requested in this proceeding. In order to achieve the appropriate return 

on rate base, Duke Energy Kentucky ' s natural gas base revenues must increase 

$15 ,228,161 , as sho in Schedule A. 

WHY IS THE COMPANY USING RA TE BASE AS THE BASIS FOR 

COMPUTING ITS REVENUE REQUIREMENT? 

The Company believe ' that using rate base to calculate the revenue requirement is 

the simplest and most transparent method. The Company ' s current natural gas base 

rates were established using rate base as part-of the Company ' s last natural gas base 

rate proceeding in Case No. 2018-00261. The Commission also authorized Duke 

Energy Kentucky to use the rate base approach to determine its electric base rates in 

the Company ' s most recent electric base rate case. 

PLEASE DESCRIBE SCHEDULE B-1. 

Schedule B-1 is the jurisdictional rate base summary for both the base and 

forecasted periods and is supported by various schedules in Section B of the 

Company's filing. Th plant in service, and reserve for accumulated depreciation 

and amortization fo r the base and forecasted periods were summarized from 

Schedules B-2, B-3 , and B-3.2 as supported by Company witnesses Mr. David 

Raiford and Ms. Motsinger. The working capital component was summarized 

from Schedule B-5 , as supported by Ms. Motsinger, and other items of rate base 

were obtained from chedule B-6, as supported by Mr. John R. Panizza. The 

jurisdictional natural gas rate base for the forecast period as contained in Schedule 

B-1 is$468,321 ,206. 
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Q. 

A. 

Q. 

A. 

PLEASE DESCRIBE SCHEDULE C-1. 

Schedule C- 1 is a jurisdictional operating income summary for the forecasted period 

ended December 31 , 2022. This schedule includes the operating income summary at 

both current and proposed rates. It assumes that the Commission allows the total 

amow1t of the requested natural gas base revenue increase of $15,228,161. The 

adjusted operating results at current rates were summarized from Schedule C-2 and 

the proposed increase was obtained from Schedule M. The revenue at proposed rates 

was developed by adding the revenue increase to the operating revenues at current 

rates. The related expenses and taxes on the proposed increase were added to the 

current adjusted operating results to detem1ine the jurisdictional proforma an101mts 

and the corresponding rate of return. The rate base as shown on this schedule is 

calculated on Schedule B-1. 

PLEASE DESCRIBE SCHEDULE C-2. 

Schedule C-2 is a jurisdictional operating mcome statement to be used for 

ratemaking purposes. In order to develop the forecasted test period that is 

appropriate for ratemaking, a two-step process was required. First, as required by 

807 KAR 5:001 , Se .tion 16(6)(a), it was necessary to show the adjustments 

necessary to transform the financial data for the base period into the forecasted 

period. Second, it was necessary to adjust the forecasted period data to reflect any 

adjustments required to ensure that the revenues and expenses to be recovered in 

rates are representative of the expected costs to serve Duke Energy Kentucky natural 

gas customers on an ongoing basis. 

JAY P. BROWN DIRECT 
6 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Schedule C-2 staits with the unadjusted base period and shows the 

adjustments required to extend the Company's income statement from the base 

period to the forecasted period. The next column on the schedule summarizes the 

adjustments to the unadjusted forecasted test period. These adj ustments are 

described below. Generally, they relate to costs that were not reflected in the 

Company's forecasted data or were reflected in the forecasted data but not allocable 

to Duke Energy Kentu ky's natural gas customers or were made to reflect traditional 

ratemaking methodol gy. The unadjusted operating results are summarized from 

Schedule C-2.1. The adjusted amounts include the effects of the adjustments 

summarized on Schedule D-1. 

PLEASE DESCRIBE SCHEDULE C-2.1. 

Schedule C-2.1 sets forth the detail of total Company operating results for both the 

base and forecasted periods. The operating results as shown in this Schedule C-2.1 

are listed by account and are summarized on Schedule C-2. 

PLEASE DESCRIBE SCHEDULE D-1. 

Schedule D-1 is a summary of the detailed adj ustments to test period operating 

revenues and operating expenses as set forth in Schedules D-2.1 through D-2.26. 

WHY ARE ADJUSTMENTS TO THE BASE AND FORECASTED 

PERIOD INFORMATION NECESSARY? 

The adjustments shown in Schedules D-2.1 through D-2.14 reflect the normal 

budgetary changes that are expected to occur from the base period through the 

forecasted period. Schedules D-2.1 through D-2.14, are sponsored by Ms. 

Motsinger. The remaining adj ustments, shown in Schedules D-2.15 through D-2.26, 
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A. 

present adjustments to the forecasted period data needed to ensure that the correct 

lever of revenue and expense is included in rates at the proper ongoing level. Some 

costs, although reflected in the normal forecasting process, are not recoverabl from 

Duke Energy Kentucky ' s natural gas customers. Other adjustments were made to 

reflect traditional ratemaking methodology (e.g. , annualizing depreciation expense). 

The reflection of a proper cost level is necessary in order to ensure that customers 

are not paying for more than the cost of providing service and to give the Company a 

reasonable opportunity to earn its authorized return. Ignoring appropriate 

adjustments to the test period used for setting rates puts customers at risk for 

overpaying for service and puts the Company at risk for potentially under-reco,vering 

its ongoing costs. Schedule D-2.23 is sponsored by Mr. Raiford. Schedule D-2.25 is 

sponsored by Ms. Motsinger. Schedules D-2.15, D-2.16, D-2.18, D-2.19, D-2.22, D-

2.24 and D-2.26 are discussed in my testimony below. 

HOW ARE THE TAX EFFECTS OF THESE ADJUSTMENTS SHOWN ON 

YOlR SCHEDULES? 

All applicable adjustments to taxes, including taxes other than income taxes and 

state .and federal income taxes resulting from the adjustments, described below, are 

shown for each individual adjustment on Schedule D-1. 

PLEASE DESCRIBE SCHEDULE D-2.15. 

Schedule D-2.15 is an adjustment for uncollectib le expenses. The Company sells 

all of its accounts receivable to an affiliate, Cinergy Receivables, L.L.C. (Cinergy 

Receivables) at a discount. The discount is based on a formula that compensates 
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A. 
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A. 

the purchas ing company for the time value of money and reflects Duke Energy 

Kentucky ' s net bad debt expense. 

Since the short-term debt component of the Company's weighted-average 

cost of capital' calculation in Schedule J-1 includes the average bala ce of 

receivables at the interest rate being paid to Cinergy Receivables, the adjustment 

shown in Schedule D-2. 15 ensures that there is no double recovery of the time 

value of money in the uncollectible expense. Consequently, the time value of 

money component of the discount being charged to Uncollectible Expense 

(Account 426) is eliminated from the fo recasted test period expenses. The 

adjustment reduces test period expenses by $ 1,227,152. 

PLEASE DESCRIBE SCHEDULE D-2.16. 

The adjustment in Schedule D-2.16 is to amortize the proj ected cost of presenting 

the instant case. Duke Energy Kentucky proposes to amortize these costs over 

five years, which increases test period operating expenses by $70,692. 

PLEASE DESCRIBE SCHEDULE D-2.18. 

Interest synchronizati n is used to ensure that the revenue requirement refl ects the 

appropriate income tax effects for interest expense determined in the weighted

average cost of capital. Schedule D-2.18 presents the calculation of the state and 

federal income taxes on the interest cost included in the cost of capital. The 

adjustment is calculated by first determining the debt portion of total natural gas 

rate base. The natural gas rate base is multiplied by the long-term and short-term 

debt percentage of total capital structure. 
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A. 

The resul t is then multiplied by the average cost of long-term and short

term debt. The sum of these results represents the arnrnalized natural gas interest 

cost deductible for income tax purposes. From this annualized total, we subtract 

the forecasted test period natural gas book interest to determine the natural gas 

interest expense adjustment fo r income tax purposes. The effect of thi s adjustment 

on natural gas operations is to decrease test period federal income taxes by 

$61,75 1 and to decrease test period state income taxes by $15,374. 

PLEASE DESCRIBE SCHEDULE D-2.19. 

Schedule D-2 .1 9 reflects the elimination of revenues and expenses applicable to 

natural gas operation devoted to other than Duke Energy Kentucky customers 

associated with the propane storage cavern and related mixing faci lities, 

odorization stations, and various feeder lines. 

The effect of this elimination is to reduce other revenue by $1,45 1,196; 

O&M expenses for production by $45 ,985 and distribution by $53,783; property 

tax expense by $241 ,662; state deferred taxes by $84, 184; and federal deferred 

taxes by $338,023. Depreciation expense applrcable to these fac ilities is not 

included in the annualized depreciation expense calculated on Schedule B-3.2, as 

a result of the plant investment being excluded on Schedule B-2.1, and therefore 

has been eliminated from the test period via Schedule D-2.23. 

These adjustments also impact the accumulated deferred mcome tax 

(ADIT) and excess accumulated deferred income tax (EDIT) balances as shown 

on Schedule B-6. The effect of these adjustments on the test period is shown on 

JAY P. BROWN DIR ECT 
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13 
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15 A. 

16 

17 

18 
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22 

23 

workpaper WPB-6d and has the effect of reducing ADIT balances by $3 ,704,425 

and EDIT balances by $1 ,686,110. 

PLEASE DESCRIBE SCHEDULE D-2.22. 

Schedule D-2.22 is an adjustment to eliminate miscellaneous expenses such as 

community relations, advertising, donations, employee recognition, governmental 

affairs, club dues and miscellaneous events expenses from the forecasted test 

period. These adjustments were made in order to comply with the Commission' s 

orders in prior rate proceedings. The effect of the adjustment on natural gas 

operations is a decrease in test period operating expenses of $246,856. 

PLEASE DESCRIBE SCHEDULE D-2.24. 

Schedule D-2.24 is a adjustment to eliminate unbilled revenue and natural gas 

costs from the foreca ted test period. The adjustment increases revenue in the 

forecasted test period by $1 ,049,665 and increases natural gas costs by $71 6,846. 

PLEASE DESCRIBE SCHEDULE D-2.26. 

Schedule D-2.26 is a adjustment to eliminate incentive compensation from the 

forecasted test period to eliminate a portion of incentive compensation expense 

included in the test period related to the achievement of financial goals. The 

adjustment utilizes a methodology simi lar to the one adopted by the Commission 

in Case No. 2017-00321 and applied in subsequent proceedings, and removes 

incentive compensation included in the for,ecasted test period tied to the 

achievement of financial goals of the Company and stock-based compensation. 

The adjustment decreases incentive compensation expense in the forecasted test 

period by $583 ,357. 

JAY P. BROWN DIRECT 
11 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

Q. 

A. 

Q. 

A. 

Q. 

A. 
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A. 

PLEASE DESCRIBE SCHEDULE F-1. 

Schedule F-1 sets fo rth the detail, by account, of Social and Service Club Dues for 

both the base and una j usted forecasted test periods. All amounts are either charged 

below the line or have been removed from operating expenses on Schedule D-2.22 

and, thus, not included in the fo recasted test period revenue requirement. 

PLEASE DESCRIBE SCHEDULE F-2.1. 

Schedule F-2.1 sets fo rth the detail, by account, of Charitable Contributions fi r both 

the base period and unadjusted forecasted test periods. All an1otmts are charged 

below the line and, thus, not included in the fo recasted test period revenue 

requirement. 

PLEASE DESCRIBE SCHEDULE F-2.2. 

Schedule F-2.2 indicat s that the Initiation Fees and Country Club expenses for the 

base and forecasted test periods are included on Schedule F-1 . 

PLEASE DESCRIBE SCHEDULE F-2.3. 

Schedule F-2.3 sets forth the detail, by account of Employee Party, Outing, & Gift 

Expense for both the base and forecasted test periods. 

PLEASE DESCRIBE SCHEDULE F-3. 

Schedule F-3 sets fo rth the detail, by account, of Customer Service and 

Informational Expense, Sales Expense and General Adve11ising Expense for both 

the base and unadj usted forecasted test periods. Advertising costs inclu ed in 

Account 9301 50 have been removed from operating expenses on Schedule D-2.22 

and, thus, not included in the forecasted test period revenue requirement. 
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PLEASE DESCRIBE SCHEDULE F-4. 

Schedule F-4 sets forth additional details supporting advertising costs for both the 

base and unadjusted forecasted test periods. As noted above, these costs are not 

included in the forecasted test period revenue requirement. 

PLEASE DESCRIBE SCHEDULE F-5. 

Schedule F-5 sets forth the detail of Professional Services Expenses for both the 

base and forecasted test periods. 

PLEASE DESCRIBE SCHEDULE F-6. 

Schedule F-6, entitle "Rate Case Expense," indicates the estimated expense of 

presenting this case. The top half of this schedule details the estimated expense of 

this proceeding. Also included is a comparison to the rate case expense in the 

Company's last two rate case proceedings. The bottom half of this schedule shows 

the amortization over a five-year period. This amount is included in expense through 

the adjustment contained in Schedule D-2.16. 

PLEASE DESCRIBE SCHEDULE F-7. 

Schedule F-7 sets fort Civic, Political and Related Expense for both the base and 

unadjusted forecasted test periods. All amounts are charged below the line and, thus, 

not included in the forecasted test period revenue requirement. 

PLEASE DESCRIBE SCHEDULE G-1. 

Schedule G-1 contains a summary of all payroll costs and related benefits and taxes 

included in natural gas O&M expense for both the base and forecasted test periods. 
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Q. 
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PLEASE DESCRIBE SCHEDULE H. 

Schedule H, entitled "Computation of Gross Revenue Conversion Factor," (GRCF) 

sets fforth the calculation of the GRCF. This is the factor, or multiplier, used to gross

up the operating income deficiency to a revenue deficiency amount. It includes the 

Kentucky Public Service Commission assessment, and state and federal income 

taxes. The GRCF is included on Schedule A and is used to compute the calculated 

revenue deficiency. 

DO YOU SPONSOR ANY OTHER WORKP APERS AS PART OF THIS 

RATE CASE PROCEEDING? 

Yes, I sponsor workpapers WPB-1 a, WPC-2a-e, WPC-2.1 a, WPD-2.1 Sa-b, WPD-

2.16a, WPD-2.18a, WJJD-2.19a-f, WPD-2.22a, WPD-2.24a-b, WPD-2.26a-c, WPF-

4a-b, and WPF-5a-b which support schedules B-1 , C schedules, D-2.15, D-2J6, D-

2.18, D-2.19, D-2.22, -2.23 , D-2.24, D-2.26, F-4, and F5 respectively. I also co

sponsor workpapers WPB-6c, WPB-6d, WPB-6e, and WPB-6f with Company 

witness John R. Panizza ultimately supporting Schedule B-6, sponsored by Mr. 

Panizza. 

CAN YOU DESCRIBE THE ADJUSTMENTS BEING PROPOSED TO ADIT 

AND EDIT BALANCES IN WORKP APERS WPB-6C-F? 

Yes. Workpapers WPB-6c and WPB-6d adjust ADIT and EDIT balances for the 

base period and test period respectively to eliminate the ADIT and EDIT balances 

applicable to natural gas operations devoted to other than Duke Energy Kentucky 

customers associated with the propane storage cavern and related mixing 

facilit ies, odorization stations, and various feeder lines. 

JAY P. BROWN DIRECT 
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1 Workpapers \VPB-6e and WPB-6f remove ADIT balances associated with 

2 assets and liabili ties not included in rate base fo r the base period and test period 

3 respecti vely. Because the net deferred taxes associated with assets and liabilities 

4 not included in rate base is a deferred tax asset, the adjustment to the test period 

5 has the effect of increasing ADIT and ul timately reducing rate base by $428,533. 

IV. CONCLUSION 

6 Q. WERE FR 16(6)(b), FR 16(6)(c), FR 16(6)(f), AND FR 16(7)(t), 

7 SCHEDULES A, B-1, C-1 THROUGH C-2. l , D-1 , D-2.15, D-2.16, D-2.18, D-

8 2.19, D-2.22, D-2.24 AND D-2.26, F-1 THROUGH F-7, G-1, H AND 

9 WORKPAPERS; WPB-lA, WPB-6C-F, WPC-2A-E, WPC-2.lA, lVPD-

10 2.lSA-B, WPD-2.16A, WPD-2.18A, WPD-2.19A-F, WPD-2.22A, WPD-

11 2.24A-B, WPD-2.26A-C, WPF-4A-B, WPF-SA-B PREPARED BY YOU OR 

12 UNDER YOUR DIRECTION AND SUPERVISION? 

13 A. 

14 Q. 

15 A. 

Yes. 

DOES THIS CONCLUDE YOUR PRE-FILEID DIRECT TESTIMONY? 

Yes. 

JAY P. BROWN DIRECT 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

I. INTRODUCTION AND PURPOSE 

¥LEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

My name is Dylan W. D' Ascendis. My business address is 3000 Atrium Way, Suite 

241 , Mount Laurel, NJ 08054. 

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY? 

I am a Director at ScottMadden, Inc. 

PLEASE SUMMARIZE YOUR PROFESSIONAL EXPERIENCE AND 

EDUCATIONAL BACKGROUND. 

I have offered expert testimony on behalf of investor-owned utilities before over 25 

state regulatory commissions in the United States, the Federal Energy Regulatory 

Commission, the Alberta Utility Commission, an American Arbitration Association 

panel, and the Superior Court of Rhode Island on issues including, but not limited 

to, common equity cost rate, rate of return, valuation, capital structure, class cost of 

service, and rate desi i::,n. 

On behalf of the American Gas Association (AGA), I calculate the AGA 

Gas Index, which serves as the benchmark against which the performance of the 

American Gas Index Fund (AGIF) is measured on a monthly basis. The AGA Gas 

Index and AGIF are a market capitalization weighted index and mutual fund, 

respectively, comprised of the common stocks of the publicly traded corporate 

members of the AGA. 

I am a member of the Society of Utility and Regulatory Financial Analysts 

(SURF A). In 2011 , I was awarded the professional designation "Certified Rate of 
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A. 

Q. 

A. 

Q. 

A. 

Return Analyst" by SURF A, which is based on education, experience, and the 

successful completion of a comprehensive written examination. 

I am also a member of the National Association of Certified Valuation 

Analysts (NACY A) and was awarded the professional designation "Certified 

Valuation Analyst" by the NACVA in 2015 . 

I am a graduate of the University of Pennsylvania, where I received a 

Bachelor of Arts degree in Economic History. I have also received a Master of 

Busii:iess Administration with high honors and concentrations in Finance and 

International Business from Rutgers University. 

The details of my educational background and expert witness appearances 

are shown in Appendix A. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS 

PROCEEDING? 

The purpose of my testimony is to present evidence and provide a recommendation 

regarding Duke Energy Kentucky, Inc. 's (Duke Energy Kentucky or the Company) 

return on common equity (ROE) for its natural gas distribution operations. 

HAV.IE YOU PREPARED ATTACHMENTS IN SUPPORT OF YOUR 

RECOMMENDATION? 

Yes. I have prepared Attachments DWD-1 through DWD-9, which were prepared 

by me or under my direction. 

WHAT IS YOUR RECOMMENDED COMMON EQUITY COST RA'FE? 

I recommend that the Commission authorize Duke Energy Kentucky the 

opportunity to earn an ROE of 10.30% on its natural gas rate base. The ratemaking 

DYLAN W. D' ASCE ND IS DrRECT 
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capital structure and cost of debt is sponsored by Company witness Mr. Chris 

Bauer. The overall rate of return is summarized on page 1 of Attachment DWD-1 

and in Table l below : 

Table 1: Summary of Recommended Weighted Average Cost of Capital 

Type of Capital Ratios Cost Rate Weighted Cost Rate 

Long-Term Debt 46.721 % 3.843% 1.795% 

Short-Term Debt 2.584% 1.667% 0.043% 

Common Equity 50.695% 10.30% 5.222% 

Total 100.00% 7.060% 

PLEASE SUMMARIZE YOUR RECOMMENDED COMMON EQUITY 

COST RATE. 

My recommended common equity cost rate of 10.30% is summarized on page 2 of 

Attachment DWD-1 . [ have assessed the market-based common equity cost rates 

of companies of relatively similar, but not necessarily identical, risk to Duke Energy 

Kentucky. Using companies of relatively comparable risk as proxies is consistent 

with the principles of fair rate of return established in the Hope' and Bluefield2 

decisions. No proxy group can be identical in risk to any single company. 

Consequently, there must be an evaluation of relative risk between the company 

and the proxy group to determine if it is appropriate to adjust the proxy g oup 's 

indicated rate of retur . 

My recommendation results from applying several cost of common equity 

models, specifically t e Discounted Cash Flow (DCF) model, the Risk Premium 

1 Federal Power Comm 'n v. Hope Natural Gas Co., 320 U.S. 591 (1944). 
2 Bluefield Water Works Improvement Co. v. Public Serv. Comm 'n, 262 U.S. 679 (1922). 
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Model (RPM), and the Capital Asset Pricing odel (CAPM), to the market data of 

a proxy group of seven natural gas distribution utilities (Utility Proxy Group) whose 

selection criteria will be discussed below. In addition, I applied the DCF model , 

RPM, and CAPM to a proxy group of 48 domestic, non-price regulated companies 

comparable in total risk to the Utility Proxy Group (Non-Price Regulated Proxy 

Group). The results derived from each are as follows: 

Table 2: Summary of Common Equity Cost Rates 

Discounted Cash Flow Model 9.57% 

Risk Premium Model 10.65% 

Capital Asset Pricing Model 11.62% 

Cost of Equity Models Applied to Comparable 
Risk, Non-Price Regulated Companies 12.27% 

Indicated Range 9.57% - 12.27% 

Size Adjustment 0.15% 

Credit Risk Adjustment 0.14% 

Flotation Cost Adjustment 0.12% 

Recommended Range 9.98% - 12.68% 

Recommended Cost of Common Equity 10.30% 

The indicated range of common equity cost rates applicable to the Utility 

Proxy Group is between 9.57% and 12.27% before any Company-specific 

adjustments . I then a justed the indicated range by 0.15% and 0.14% to reflect the 

Company's smaller relative size and greater credit risk, as compared to the Utility 

Proxy Group companies, and by 0.12% for flo tation costs.3 These adjustments 

3 See Section VJ for a detai led discuss ion of my cost of common equity adjustments. 
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A. 

resulted in a Company-specific indicated range of common equity cost rates 

between 9.98 % and 12.68%. 

The wide range of mode l results may reflect increased uncertainty related 

to the COVID-19 pa demic and unknown timeframe for when economic conditions 

will normalize as vaccinations ramp up and the public health crises subsides. 

Because of this uncertainty, I recommend a ROE fo r the Company toward the lower 

end of my Company--specific range, specifically l 0.30%. 

HOW IS THE REMAINDER OF YOUR DIRECT TESTIMONY 

ORGANIZED? 

The remainder of my Direct Testimony is organized as follows: 

• Section II - Provides a summary of financia l theory and regulatory principles 

pertinent to the development of the cost of common equity; 

• Section III - Explains my selection of the Utility Proxy Group used to develop 

my Cost of Common Equity analytical results; 

• Section IV - Describes the analyses on which my Cost of Common Equity 

recommendation is based ; 

• Section V - Summarizes my common equity cost rate before adj ustments to 

reflect Company-specific factors ; 

• Section VI - Explains my adjustments to my common equity cost rate to reflect 

Company-specific factors; 

• Section VII - Presents my conclusions. 
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A. 

II. GENERAL PRINCIPLES 

WHAT GENERAL PRINCIPLES HAVE YOU CONSIDERED IN 

ARRIVING AT YOUR RECOMMENDED COMMON EQUITY COST 

RATE OF 10.30%? 

In umegulated industries, marketplace competition is the principal determinant of 

the price of products or services. For regulated public utilities, regulation must act 

as a substitute for marketplace competition. Assuring that the utility can fulfill its 

obligations to the public, while providing safe and reliable service at all times, 

requires a level of earnings sufficient to maintain the integrity of presently invested 

capital. Sufficient earnings also permit the attraction of needed new capital at a 

reasonable cost, for which the utility must compete with other forms of comparable 

risk, consistent with the fair rate of return standards established by the U.S. 

Supreme Court in th previously cited Hope and Bluefield cases. 

The U.S. Supreme Court affirmed the fair rate of return standards in Hope, 

when it stated: 

The rate-making process under the Act, i.e., the fixing of 'just and 
reasonable' rates, involves a balancing of the investor and the 
consumer interests. Thus we stated in the Natural Gas Pipeline Co. 
case that ' regulation does not insure that the business shall produce 
net revenues. ' 315 U.S. at page 590, 62 S.Ct. at page 745. But such 
considerations aside, the investor interest has a legitimate concern 
with the financial integrity of the company whose rates are being 
regulated. Fr m the investor or company point of view it is 
important that there be enough revenue not only for operating 
expenses but also for the capital costs of the business. These include 
service on the debt and dividends on the stock. Cf. Chicago & Grand 
Trunk R. Co. v . Wellman, 143 U.S. 339, 345 , 346 12 S.Ct. 400,402. 
By that standard the return to the equity owner should be 
commensurate with returns on investments in other enterprises 
having corresponding risks. That return, moreover, should be 
sufficient to assure confidence in the financial integrity of the 
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enterprise, so as to maintain its credit and to attract capital.4 

Consistent with the findings in Hope, the Commission's decision in this 

proceeding should provide the Company with the opportunity to earn a return that 

is: O) adequate to attract capital at reasonable cost and terms; (2) sufficient to 

ensure their financial integrity; and (3) commensurate with returns on investments 

in enterprises having corresponding risks. 

Also, the required return for a regulated publi1c utility is established on a 

stand-alone basis, i.e. , for the utility operating company at issue in a rate case. When 

funding is provided by a parent entity, the allowed return still must be sufficient to 

provide an incentive to allocate equity capital to the subsidiary or business unit 

rather than other internal or external investment opportunities. That is, the regulated 

subsidiary must compete for capital with all the parent company ' s affiliates, and 

with other, similarly situated companies. In that regard, investors value corporate 

entities on a sum-of-the-parts basis and expect each division within the parent 

company to provide a appropriate risk-adjusted return. 

It therefore is important that the authorized ROE reflects the risks and 

prospects of the utility 's operations and supports the utility 's financial in egrity 

from a stand-alone perspective as measured by their combined business and 

financial risks. Consequently, the ROE authorized in this proceeding should be 

sufficient to support the business risk and financial risk of the Company's Kentucky 

utility operations on a stand-alone basis . 

4 Hope, 320 U.S. 591 ( 1944), at 603 . 
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A. 

WITHIN THAT BROAD FRAMEWORK, HOW IS THE COST OF 

CAPITAL ESTIMATED IN REGULATORY PROCEEDINGS? 

Regulated utilities primarily use common stock and long-term debt to finance their 

permanent property, plant, and equipment (i.e ., rate base). The fair rate of return 

for a regulated utility is based on its weighted average cost of capital, in which, as 

noted earlier, the costs of the individual sources of capital are weighted by their 

respective book values. 

The cost of capital is the return investors require to make an investment in 

a fim1. Investors will provide funds to a firm only if the return that they expect is 

equal to , or greater than, the return that they require to accept the risk of providing 

fund s to the firm. 

The cost of ca ital (that is, the combination of the costs of debt and equ ity) 

is based on the economic principle of "opportunity costs." Investing in any asset 

(whether debt or equity securities) represents a forgone oppo11unity to invest in 

alternative assets. For any investment to be sensible, its expected return must be at 

least ·equal to the return expected on alternative, comparable risk investment 

oppo11unities. Because investments with like risks should offer similar retur s, the 

opportunity cost of an investment should equal the return available on an 

investment of comparable risk. 

Whereas the cost of debt is contract ally defined and can be directly 

observed as the intere~t rate or yield on debt securities, the cost of common equity 

must be estimated based on market data and various financ ial models. Because the 
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cost of common equity is premised on opportunity costs, the models used to 

determine it are typically applied to a group of "comparable" or "proxy" companies. 

In the end, the estimated cost of capital should reflect the return that 

investors require in light of the subject company's business and financial risks, and 

the returns available n comparable investments. 

IS THE AUTHORIZED RETURN SET IN REGULATORY PROCEEDINGS 

GUARANTEED? 

No, it is not. Consistent with the Hope and Bluefield standards, the rate-setting 

process should provide the utility a reasonable opportunity to recover its return of, 

and return on, its prudently incurred investment s, but it does not guarantee that 

return. While a utility may have control over some factors that affect the ability to 

earn its authorized return (e.g. , management performance, operating and 

maintenance expenses, etc.) , there are several factors beyond a utility 's control that 

affect its ability to earn its authorized return. Those may include factors such as 

weather, the economy, and the prevalence and magnitude of regulatory lag. 

A. Business Risk 

PLEASE DEFINE BUSINESS RISK AND EXPLAIN WHY IT IS 

IMPORTANT FOR DETERMINING A FAIR RATE OF RETURN. 

The investor-required return on common equity reflects investors ' assessment of 

the total investment risk of the subject compa y. Total investment risk is often 

discussed in the context of business and finanoial risk. 

Business risk reflects the uncertainty associated with owning a company 's 

common stock without the company 's use of debt and/or preferred stock financing. 
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One way of considering the distinction between business and financial risk is to 

view the former as the uncertainty of the expected earned return on common equity, 

assuming the firm is financed with no debt. 

Examples of business risks generally faced by utilities include, but are not 

limited to, the reg latory environment, mandatory environmental compliance 

requirements, customer mix and concentration of customers, service territory 

economic growth, market demand, risks and unce1iainties of supply, operations, 

capital intensity, siz , the degree of operating leverage, and the like, all of which 

have a direct bearing on earnings. Although .analysts, including rating agencies, 

may categorize busi ess risks individually, as a practical matter, such risks are 

interrelated and not wholly distinct from one another. For determi ing an 

appropriate return on common equity, the relevant issue is where investors see the 

subject company as falling within a spectrum of risk. To the extent investors view 

a company as being exposed to high risk, the required return will increase, and vice 

versa. 

For regulated utilities, business risks are both long-term and near-term in 

nature. Whereas near-term business risks are reflected in year-to-year variability in 

earnings and cash flow brought about by economic or regulatory factors , long-term 

business risks reflect the prospect of an impaired ability of investors to obtain both 

a fair rate of return on, and return of, their capital. Moreover, because utilities accept 

the obl igation to provide safe, adequate and reliable service at all times (in 

exchange for a reas nable opportunity to earn a fair return on their investment), 

they generally do not have the option to delay, defer, or reject capital investments. 
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Because those investments are capital-intensive, utilities generally do not have the 

option to avoid rai sing external funds during periods of capital market distress, if 

necessary. 

Because utilities invest in long-lived assets, long-term business risks are of 

paramount concern to equity investors. That is, the risk of not recovering the return 

on their investment extends far into the fu ture. The timing and nature of events that 

may lead to losses, however, also are uncertain and, consequently, those risks and 

their implications fo r the required return on equity tend to be difficult to q 1antify. 

Regulatory commissions (like investors who commit their capital) must review a 

variety of quantitative and qualitative data and apply their reasoned judgment to 

determine how long-term risks weigh in their assessment of the market-required 

return on common equity. 

B. Financial Risk 

PLEASE DEFINE FINANCIAL RISK AND EXPLAIN WHY IT IS 

IMPORTANT IN DETERMINING A FAIR RATE OF RETURN. 

Financial risk is the additional risk created by the introduction of debt and pr ferred 

stock into the capital' structure. The higher the proportion of debt and preferred 

stock in the capital structure, the higher the financial ri sk to common equity owners 

(i. e., failure to receive dividends due to defa 1lt or other covenants) . Therefore, 

consistent with the bas ic financial principle of risk and return, common equity 

investors demand higher returns as compensation fo r bearing higher fi nancial risk. 
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III. 

CAN BOND AND CREDIT RATINGS BE A PROXY FOR A FIRM'S 

COMBINED BUSINESS AND FINANCIAL RISKS TO EQUITY OWNERS 

(I.E., INVESTMENT RISK)? 

Yes, similar bond ratings/issuer credit ratings. reflect, and are representative of, 

similar combined business and financial risks (i.e., total risk) faced by bond 

investors.5 Although specific business or financial risks may differ between 

companies, the same bond/credit rating indicates that the combined risks are 

roughly similar from a debtholder perspective. The caveat is that these debtholder 

risk measures do not translate directly to risks for common equity. 

DO RATING AGENCIES ACCOUNT FOR COMPANY SIZE IN THEIR 

BOND RATINGS? 

No. Neither Standard & Poor 's (S&P) nor Moody's have minimum company size 

requirements for any -=>iven rating level. This means, all else equal , a relative size 

analysis must be conducted for equity investments in companies with similar bond 

ratings. 

DUKE ENERGY KENTUCKY'S OPERATIONS AND THE UTILITY 
PROXY GROUP 

16 Q. ARE YOU FAMILIAR WITH DUKE ENERGY KENTUCKY'S 

OPERATIONS? 17 

18 A. Yes. Duke Energy Kentucky, a subsidiary of Duke Energy Corporation (DUK), has 

a service territory located in northern Kentucky adjacent to the city of Cincinnati 19 

5 Risk di stinctions within S& P's bond rating categories are recognized by a plus or minus, e.g., within the A 
category, an S&P rating can by at A+, A, or A- . Similarly, ri sk di stinction for Moody's ratings are 
distinguished by numerical rating e-radations, e.g., within the A category, a Moody's rating can be Al , A2 
and A3 . 
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and is comprised of numerous cities, towns, and communities. Duke Energy 

Kentucky purchases, sells, stores, and transports natural gas in Boone, Bracken, 

Cainpbell, Gallatin, Grant, Kenton, and Pendleton Counties. Duke Energy 

Kentucky also generates electricity, which it distributes and sells in Boone, 

Campbell , Grant, Kenton, and Pendleton Counties. The Company's Kentucky 

natural gas operations services approximately 102,422 customers.6 Duke Energy 

Kentucky currently has senior unsecured ratings of Baal (outlook: Stable) and 

BBB+ (outlook: Sta le) from Moody 's Investor Service and Standard & Poor 's 

Rating Services, respectively. 7 

PLEASE EXPLAIN HOW YOU CHOSE THE COMPANIES IN THE 

UTILITY PROXY GROUP. 

The companies selected for the Utility Proxy Group met the fo llowing criteria: 

(i) They were included in the Natural Gas Utility Group of Value Line s 

Standard Edition (Value Line) (February 26, 2021); 

(ii) They have 60% or greater of fiscal year 2020 total operating income derived 

from, and 60% or greater of fiscal year 2020 total assets attributable to, 

regulated gas distribution operations; 

(iii) At the time of preparation of this testimony, they had not publicly 

announced that they were involved in any major merger or acquisition 

activity (i.e., one publicly-traded utili ty merging with or acquiring another); 

(iv) They have not cut or omitted their common dividends during the five years 

ended 2020 or through the time of preparation of this testimony; 

(v) They have Value Line and Bloomberg Professional Services (Bloomberg) 

adjusted betas; 

6 Company provided. 
7 Source: S&P Global Market Intell igence. 
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(vi) They have p sitive Value Line five-year dividends per share (DPS) growth 

rate projections; and 

(vii) They have Value Line, Zacks, Yahoo! Finance, or Bloomberg consensus 

five-year earnings per share (EPS) growth rate projections. 

The following seven companies met these criteria: Atmos Energy 

Corporation, New Jersey Resources Corp., Northwest Natural Holding Company, 

One Gas, Inc. , South Jersey Industries, Inc. , Southwest Gas Holdings, Inc. , and 

Spire, Inc. 

WHY IS IT NECESSARY TO DEVELOP A PROXY GROUP WHEN 

ESTIMATING THE ROE FOR THE COMPANY? 

Because the Compa y is not publicly traded and does not have publicly traded 

equity securities, it is necessary to develop groups of publicly traded , comparable 

companies to serve s "proxies" for the Company. In addition to the analytical 

necessity of doi ng so, the use of proxy companies is consistent with the Hope and 

Bluefield comparable risk standards, as discussed above. I have selected two proxy 

groups that, in my view, are fundamentally risk-comparable to the Company: a 

Utility Proxy Group and a Non-Price Regulated Proxy Group, which is comparable 

in total risk to the Utility Proxy Group. 8 

Even when proxy groups are carefully selected, it is common for analytical 

results to vary from company to company. Despite the care taken to ensure 

comparability, becau e no two companies are identical, market expectations 

regarding future risks and prospects will vary within the proxy group. It therefore 

is common for analytical results to reflect a seemingly wide range, even for a group 

8 The development of the Non-Price Regulated Proxy Group is explained in more deta il in Section IV. 
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of simi larly situated companies. At issue is how to estimate the ROE from within 

that range. That determination will be best informed by employing a variety of 

sound analyses that necessarily must con~ider the sort of quantitative and 

qualitative information discussed throughout my Direct Testimony. Additi nally, a 

relative risk analysis between the Company and the Utility Proxy Group must be 

made to determine whether or not explicit Company-specific adjustments need to 

be made to the Utility Proxy Group indicated results. 

IV. COMMON EQUITY COST RATE MODELS 

IS IT IMPORTANT THAT COST OF COMMON EQUITY MODELS BE 

MARKET BASED? 

Yes. A public utility must compete for equity in capital markets along with all other 

companies of comparable risk, which includes non-utilities . The cost of common 

equity is thus determined based on equity market expectations for the relurns of 

those comparable risk companies. If an individual investor is choos ing to invest 

their capital among companies of comparable risk, they will choose a company 

providing a higher return over a company providing a lower return. 

ARE YOUR COST OF COMMON EQUITY MODELS MARKET BASED? 

Yes. The DCF model uses market prices in developing the model 's dividend yield 

component. The RPM uses bond ratings and expected bond yields that reflect the 

market 's assessment of bond/credit risk. In add ition, beta coefficients (~), which 

reflect the market/sy tematic risk component of equity risk premium, are derived 

from regression analyses of market prices. The Predictive Risk Premium Model 

(PRPM) uses monthly market returns in addition to expectations of the risk-free 
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rate. The CAPM is market based for many of the same reasons that the RPM is 

market based (i .e. , the use of expected bond yields and betas). Selection criteria for 

comparable risk non-price regulated companies are based on regression anallyses of 

market prices and reflect the market's assessment of total risk. 

WHAT ANALYTICAL APPROACHES DID YOU USE TO DETERMINE 

THE COMPANY'S ROE? 

As discussed earlier, I have relied on the DCF model, the RPM, and the CAPM, 

which I apply to the Utility Proxy Group described above. I also applied these same 

models to a Non-Price Regulated Proxy Group described later in this section. 

I rely on these models because reasonable investors use a variety of tools 

and do not rely exclusively on a single source of information or single model. 

Moreover, the models on which I rely focus on different aspects of return 

requirements, and provide different insights to investors ' views of risk and return. 

The DCF model, for example, estimates the investor-required return assuming a 

constant expected dividend yield and growth rate in perpetuity, while Risk 

Premium-based methods (i.e. , the RPM and CAPM approaches) provide the: ability 

to reflect investors ' views of risk, future market returns, and the relationship 

between interest rates and the cost of common equity. Just as the use of market data 

for the Utility Proxy Group adds the reliabi lity necessary to inform expert judgment 

in arriving at a recommended common equity cost rate, the use of multiple 

generally accepted common equity cost rate models also adds reliability and 

accuracy when arriving at a recommended common equity cost rate . 
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A. Discounted Cash Flow Model 

WHAT IS THE THEORETICAL BASIS OF THE DCF MODEL? 

The theory underlying the DCF model is that ti e resent value of an expected future 

stream of net cash fl ws during the investment holding period can be determined 

by discounting those ash flows at the cost of capital , or the investors ' capitalization 

rate. DCF theory indicates that an investor buys a stock for an expected total return 

rate, which is derived from the cash flows received from dividends and market price 

appreciation. Mathematically, the dividend yield on market price plus a growth rate 

equals the capitalization rate; i.e., the total common equity return rate expected by 

investors as shown below: 

Ke= (Do (1 +g))/P + g 

where: 

Ke= the required Return on Common Equity; 
Do = the annualized Dividend Per Share; 
P = the current stock price; and 
g = the growth rate. 

WHICH VERSION OF THE DCF MODEL DID YOU USE? 

I used the single-stag constant growth DCF model in my analyses. 

PLEASE DESCRIBE THE DIVIDEND YIELD YOU USED IN APPLYING 

THE CONSTANT GROWTH DCF MODEL. 

The unadjusted dividend yields are based on the proxy companies ' dividends as of 

March 31 , 2021 , divided by the average closing market price for the 60 trading days 

ended March 31 , 2021. 9 

9 See, column I, page I of Attachment DWD-2. 
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PLEASE EXPLAIN YOUR ADJUSTMENT TO THE DIVIDEND YIELD. 

Because dividends are paid periodically (e.g. quarterly), as opposed to continuously 

(daily), an adjustment must be made to the dividend yield . This is often referred to 

as the discrete, or the Gordon Periodic, version of the DCF model. 

DCF theory calls fo r using the full growth rate, or D 1, in calculating the 

model's dividend yield component. Since the companies in the Utility Proxy Group 

increase their quarterly dividends at various times during the year, a reasonable 

assumption is to reflect one-half the annual di vidend growth rate in the dividend 

y ield component, or D112. Because the dividend should be representative of the next 

12-month period, this adj ustment is a conservative approach that does not overstate 

the dividend yield . Therefore, the actual average dividend yields in Column t , page 

1 of Attachment DWD-2 have been adjusted upward to reflect one-half the average 

proj ected growth rate shown in Column 6. 

PLEASE EXPLAIN THE BASIS FOR THE GROWTH RATES YOU APPLY 

TO THE UTILITY PROXY GROUP IN YOUR CONSTANT GROWTH DCF 

MODEL. 

Investors are likely to rely on widely available financial info rmation services, such 

as Value Line, Zack , Yahoo ! Finance, and Bloomberg. Investors realize that 

analysts have signific nt insight into the dynamics of the industries and individual 

companies they analyze, as well as companies' ability to effectively manage the 

effects of changing laws and regulations, and ever-changing economic and market 

conditions. For these reasons, I used analysts' five-year fo recasts of EPS growth in 

my DCF analys is. 
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Over the long run, there can be no growth in DPS without growth in EPS. 

Security analysts' earnings expectations have a more significant influence on 

market prices than dividend expectations. Thus, using earnings growth rates in a 

DCF analysis provides a better match between investors ' market price appreciation 

expectations and the -=>rowth rate component of the DCF. 

PLEASE SUMMARIZE THE CONSTANT GROWTH DCF MODEL 

RESULTS. 

As shown on page 1 of Attachment DWD-2, £ r the Utili ty Proxy Group, the mean 

resul t of applying the single-stage DCF model is 9.78%, the median result is 9.35%, 

and the average of the two is 9.57%. In arriving at a conclusion fo r the constant 

growth DCF-indicated common equity cost rate for the Utility Proxy Group, I reli ed 

on an average of the mean and the median results of the DCF. This approach 

consi:ders all the proxy utilities ' results, whi le mitigating the high and low outliers 

of those individual results. 

B. The Risk Premium Model 

PLEASE DESCRIBE THE THEORETICAL BASIS OF THE RPM. 

The RPM is based on the fu ndamental financial principle ofrisk and return; namely, 

that investors require greater returns fo r bearing greater risk. The RPM recognizes 

that common equi ty capital has greater investment risk than debt capital, as 

common equity shareholders are behind debt holders in any claim on a company's 

assets and earnings . As a result, investors require higher returns from common 

stocks than from bonds to compensate them fo r bearing the additional risk. 

DYLAN W. D' ASCEN DIS DffiECT 
19 



2 

" J 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

Q. 

A. 

While it is poss ible to directly observe bond returns and yields, investors' 

required common equity returns cannot be directly determined or observed. 

According to RPM theory, one can estimate a common equity risk premium over 

bonds (either historically or prospectively) and use that premium to derive a cost 

rate of common equity. The cost of common equity equals the expected cost rate 

fo r long-term debt capital, plus a risk premium over that cost rate, to compensate 

common shareholders for the added risk of being unsecured and last-in-line fo r any 

claim on the corporation's assets and earnings upon liquidation. 

PLEASE EXPLAIN HOW YOU DERIVED YOUR INDICATED COST OF 

COMMON EQUITY BASED ON THE RPM. 

To derive my indicated cost of common equity under the RPM, I used two ri sk 

premium methods. The first method was the PRPM and the second method was a 

risk premium model using a total market approach. The PRPM estimates the risk

return relationship directly, while the total market approach indirectly derives a risk 

premium by using own metrics as a proxy fo r risk. 

1. The Predictive Risk Premium Model 

16 Q. PLEASE EXPLAIN THE PRPM. 

17 A . The PRPM, published in the Journal of Regulatory Economics, 10 was developed 

fro m the work of Robe11 F. Engle, who shared the Nobel Prize in Economics in 18 

19 

20 

2003 "for methods of analyzing economic time series with time-varying volatility 

(ARCH)".11 Engle fi und that volatility changes over time and is related fro m one 

10 Autoregressive conditional het roscedasti city. See "A New Approach for Estim ating the Equi ty Risk 
Premium fo r Public Utilities" , Pauline M. Ahern , Frank J. Hanley and Richard A. Michelfe lder, Ph.D. The 
Journal of Regulatory Economics (December 2011 ), 40:26 1-278. 

11 www.nobelprize.org. 
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period to the next, e pecially in financial markets. Engle discovered that volatility 

of prices and returns cluster over time and is therefore highly predictable and can 

be nsed to predict future levels of risk and risk premiums. 

The PRPM e timates the risk-return relationship directly, as the predicted 

equity risk premium is generated by predicting volatility or risk. The PRPM is not 

based on an estimate of investor behavior, but rather on an evaluation of the results 

of that behavior (i.e ., the variance of historical equity risk premiums). 

The inputs to the model are the historical returns on the common shares of 

each Utility Proxy Group company minus the historical monthly yield on long-term 

U.S. Treasury securities through March 2021. Using a generalized form of ARCH, 

known as GARCH, [ calculated each Utili ty Proxy Group company's projected 

equity risk premium 1sing Eviews© statistical software. When the GARCH model 

is applied to the hist rical return data, it produces a predicted GARCH variance 

series 12 and a GARCH coefficient 13
. Multiplying the predicted monthly variance by 

the GARCH coefficient and then annualizing it14 produces the predicted annual 

equity risk premium. I then added the forecasted 30-year U.S . Treasury bond yield 

of 2.73% 15 to each company 's PRPM-derived equity risk premium to arrive at an 

indicated cost of co mon equity. The 30-year U.S. Treasury bond yie ld is a 

consensus forecast derived from Blue Chip Financial Forecasts (Blue Chip). 16 The 

mean PRPM indicated common equity cost rate for the Utility Proxy Group is 

12 Illustrated on Co lumns I and 2, page 2 of Attachment DWD-3. 
13 rllustrated on Column 4, page 2 of Attachment DWD-3 . 
14 Annualized Return = (I + Monthly Return) " 12 - I 
15 See Column 6, page 2 of Attachment DWD-3. 
16 Blue Chip Financial Forecasts, December I. 2020 at page 14 a d April I, 2021 at page 2. 
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11.31 %, the median is 10.61 %, and the average of the two is I 0.96%. Consistent 

with my reliance on t e average of the median and mean results of the DCF models, 

I relied on the average of the mean and median results of the Utility Proxy Group 

PRPM to calculate a cost of common equity rate of 10.96%. 

PLEASE DESCRIBE YOUR SELECTION OF A RISK-FREE RA TE OF 

RETURN. 

As shown in Attac ents DWD-3 and DWD-4, the risk-free rate adopted for 

applications of the RPM and CAPM is 2.73%. This risk-free rate is based on the 

average of the Blue Chip consensus forecast of the expected yields on 30-year U.S. 

Treasury bonds for the six quarters ending with. the third calendar quarter of 2022, 

and long-term projections for the years 2022 to 2026 and 2027 to 2031. 

WHY DO YOU USE THE PROJECTED 30-YEAR TREASURY YIELD IN 

YOUR ANALYSES? 

The yield on long-term U.S. Treasury bonds is almost risk-free and its term is 

consistent with the 1 ng-term cost of capital to public utilities measured by the 

yields on Moody ' s A2-rated public utility bonds; the long-term investment horizon 

inherent in utilities ' c mmon stocks; and the long-term life of the jurisdictional rate 

base to which the allowed fa ir rate ofreturn (i.e. , cost of capital) will be appl ied. In 

contrast, short-te1m U.S. Treasury yields are more volatile and largely a function 

of Federal Reserve m netary policy. 
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2. The Total Market Risk Premium Approach 

PLEASE EXPLAIN THE TOTAL MARKET APPROACH RPM. 

The total market app oach RPM adds a prospective public utility bond yield to an 

average of: (1) an equity risk premium that is derived from a beta-adjusted total 

market equity risk premium, (2) an equity risk premium based on the S&P Utilities 

Index, and (3) an equity risk premium based on authorized ROEs for gas 

distribution utilities. 

PLEASE EXPLAil\" THE BASIS OF THE EXPECTED BOND YIELD OF 

3.91 % APPLICABLE TO THE UTILITY PROXY GROUP. 

The first step in the total market approach RPM analysis is to determine the 

expected bond yield. Because both ratemaking and the cost of capital, including 

common equity cost rate, are prospective in nature, a prospective yield on similarly 

rated long-term debt is essential. I relied on a consensus forecast of about 50 

economists of the expected yield on Aaa-rated corporate bonds for the six calendar 

quarters ending with the third calendar quarter of 2022, and Blue Chip '.s- long-term 

projections for 2022 to 2026, and 2027 to 2031. As shown on line 1, page 3 of 

Attachment DWD-3 , the average expected yield on Moody 's Aaa-rated corporate 

bonds is 3.44%. To derive an expected yield on Moody's A2-rated public utility 

bonds, I made an upward adjustment of 0.42%, which represents a recent spread 

between Aaa-rated corporate bonds and A2-rated public uti lity bonds, in order to 

adjust the expected Aaa-rated corporate bond yield to an equivalent A2-rated public 

uti lity bond yield.17 Adding that recent 0.42% spread to the expected Aaa-rated 

17 As shown on line 2 and explained in note 2, page 3 of Attachment DWD-3. 
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corporate bond yield of 3.44% results in an expected A2-rated public utility bond 

yield of 3.86%. 

I then reviewed the average credit rating for the Utility Proxy Group from 

Moody's to determine if an adjustment to the estimated A2-rated public utility bond 

was ecessary. Since the Utility Proxy Group's average Moody 's long-term issuer 

rating is A2/ A3 , anot er adjustment to the expected A2-rated public utility bond is 

needed to reflect the difference in bond ratings . An upward adjustment of 0.05%, 

whic. represents on -sixth of a recent spread between A2-rated and Baa2-rated 

publi,c utility bond yields, is necessary to make the A2 prospective bond yield 

applicable to an A2/A3-rated public utility bond. 18 Adding the 0.05% to the 3.86% 

prospective A2-rated public utility bond yield results in a 3.91 % expected bond 

yield applicable to the Utility Proxy Group. 

Table 3: Summary of the Calculation of the Utility Proxy Group Projected 
Bond Yield19 

Prospective Yield on Moody 's Aaa-Rated Corporate Bonds (Blue 
3.44% 

Chip) 

Adjustment to Reflect Yie ld Spread Between Moody's Aaa-
0.42% 

Rated Corporate Bonds and Moody 's A2-Rated Utility Bonds 
I 

Adjustment to Reflect the Utility Proxy Group 's Average 
0.05% 

Moody 's Bond Rating of A2/A3 

Prospective Bond Yield Applicable to the Util i,ty Proxy Group 3.9 1% 

18 As shown on line 4 and explained in note 3, page 3 of Attachment DWD-3 . Moody's does not provide 
pub I ic utility bond yields for A2 / A3-rated bonds. As such, it was necessary to estimate the difference 
between A2-:rated and A2/A3-rated public utility bonds. Because there are three steps between Baa2 and 
A2 (Baa2 to Baa I, Baa I to A3 , ::1.nd A3 to A2) I assumed an adj ustm ent of one-sixth of the difference 
between the A2-rated and Baa2-rated public utility bond yield was appropriate . 

19 As shown on page 3 of Attachment DWD-3. 
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To develop the indicated ROE using the total market approach RPM, thi s 

prospective bond yield is then added to the average of the three diffe rent eq ity risk 

premiums described below. 

a. The Beta-Derived Risk Premium 

PLEASE EXPLAIN HOW THE BETA-DERIVED EQUITY RISK 

PREMIUM IS DETERMINED. 

The components of the beta-derived risk premium model are : (1) an expected 

market equity ri sk premium over corporate bonds, and (2) the beta coefficient. The 

derivation of the beta--derived equity risk premium that I applied to the Utility Proxy 

Group is shown on lines 1 through 9, page 8 of Attachment DWD-3. The total beta

derived equity risk premium I applied is based on an average of three historical 

market data-based equity risk premiums, two Value Line-based equity risk 

premiums, and a Bloomberg-based equity risk remium. Each of these is described 

below. 

HOW DID YOU DERIVE A MARKET EQUITY RISK PREMIUM BASED 

ON LONG-TERM HISTORICAL DATA? 

To derive a historical market equity ri sk premium, I used the most recent holding 

period returns for the large company common stocks fro m the Stocks, Bonds, Bills, 

and Inflation (SBBI) Yearbook 202 1 (SBBI - 202 1)20 less the average historical 

yield on Moody's Aaa/ Aa-rated corporate bonds for the period 1928 to 2020. Us ing 

holding period returns over a very long t ime is appropriate because it is consistent 

20 SBBI Appendix A Tab les: Morningstar Stocks, Bonds, Bills, & Inflation 1926-2020 . 
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with the long-term i vestment horizon presumed by investing in a going concern, 

i.e., a company expected to operate in perpetuity. 

SBBI's long-term arithmetic mean monthly total return rate on large 

company common stocks was 11.94%, and the long-term arithmetic mean monthly 

yield on Moody 'sAaa/Aa-rated corporate bonds was 6.02%.21 As shown on line 1, 

page 8 of Attachment DWD-3 , subtracting the mean monthly bond yield from the 

total return on large company stocks results m a long-term historical equity risk 

premium of 5.92%. 

I used the arithmetic mean monthly total return rates for the large company 

stocks and yields (income returns) for the Moody 's Aaa/ Aa corporate bonds, 

because they are appropriate for the purpose of estimating the cost of ca ital as 

noted in SBBI - 2021. 22 Using the arithmetic mean return rates and yields is 

appropriate because historical total returns and equity risk premiums provide 

insight into the varia ce and standard deviation of returns needed by investors in 

estimating future risk when making a current i vestment. If investors relied on the 

geometric mean of historical equity risk premiums, they would have no insight into 

the potential variance of future returns, because the geometric mean relates the 

change over many periods to a constant rate of change, thereby obviating the year-

to-year fluctuations , or variance, which is critical to risk analysis. 

2 1 As exp lained in note I, page 9 of Attachment DWD-3. 
22 SBBI - 2020. at 10-22 and 10-23. 
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A. 

PLEASE EXPLAIN THE DERIVATION OF THE REGRESSION-BASED 

MARKET EQUITY RISK PREMIUM. 

To derive the regression-based market equity risk premium of 8.83% shown on line 

2, page 8 of Attachment DWD-3 , I used the same monthly annualized total returns 

on large company common stocks relative to the monthly annual ized yields on 

Moody 's Aaa/Aa-rat d corporate bonds as mentioned above. I modeled the 

relationship between interest rates and the market equity risk premium us ing the 

observed monthly market equity risk premium as the dependent variable, and the 

monthly yield on Moody 's Aaa/ Aa-rated corporate bonds as the independent 

variable. I then used a linear Ordinary Least Squares (OLS) regression, in which 

the market equity risk premium is expressed as a function of the Moody 's Aaa/ Aa

rated corporate bonds yield: 

RP = a + ~ (RAaa/A a) 

PLEASE EXPLAIN THE DERIVATION OF THE PRPM EQUITY RISK 

PREMIUM. 

I used the same PRPM approach described above to the PRPM equity risk premium. 

The inputs to the model are the historical monthly returns on large company 

common stocks minus the monthly yields on Moody's Aaa/Aa-rated corporate 

bonds during the period from January 1928 through March 2021.23 Using the 

previously discussed generalized form of ARCH, known as GARCH, the projected 

23 Data from January 1928 to December 2020 is from SBBI - 2021 . Data from January 202 1 to March 2021 
is from Bloomberg. 
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equity risk premium is determined using Eviews© statistical software. The resulting 

PRPM predicted a market equity risk premium of 9.40%.24 

PLEASE EXPLAI THE DERIVATION OF A PROJECTED EQUITY RISK 

PREMIUM BASED ON VALUE LINE DATA FOR YOUR RPM ANALYSIS. 

As noted above, because both ratemaking and the cost of capital are prospective, a 

prospective market equity risk premium is needed. The derivation of the forecasted 

or prospective market equity risk premium can be found in note 4, page 8 of 

Attachment DWD-3 . Consistent with my calculation of the dividend yield 

component in my DCF analysis, this prospective market equity risk premium is 

derived from an average of the three- to five-year median market price appre iation 

potential by Value Line for the 13 weeks ended April 2, 2021 , plus an average of 

the median estimated dividend yield for the common stocks of the 1,700 firms 

covered in Value Line's Standard Edition. 25 

The average median expected price appreciation is 29%, which translates to 

a 6.57% annual appr ciation, and, when added to the average of Value Lines 

median expected divi end yields of 1.90%, equates to a forecasted annual total 

return rate on the market of 8.47%. The forecasted Moody's Aaa-rated corporate 

bond yield of3.44% is deducted from the total market return of 8.47%, resulting in 

an equity risk premium of 5.03%, as shown on line 4, page 8 of Attachment DWD-

3. 

24 Shown on line 3, page 8 of Attachment DWD-3. 
25 As explained in detail in note I, page 2 of Attachment DWD-4. 

DYLAN W. D' ASCEND IS DIRECT 
28 



2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

116 

17 

18 

19 

Q. 

A. 

Q. 

A. 

Q. 

A. 

PLEASE EXPLAI THE DERIVATION OF AN EQUITY RISK PRE'1IUM 

BASED ON THE S&P 500 COMPANIES. 

Using data from Value Line, I calculated an expected total return on the S&P 500 

companies using ex ected dividend yields and long-term growth estimates as a 

proxy for capital appr ciation. The expected total return for the S&P 500 is 14.21 %. 

Subtracting the prosp ctive yield on Moody 's Aaa-rated corporate bonds of 3 .44% 

results in an 10.77% projected equity risk premium. 

PLEASE EXPLAIN THE DERIVATION OF AN EQUITY RISK PREMIUM 

BASED ON BLOOMBERG DATA. 

Using data from Bloomberg, I calculated an expected total return on the S&P 500 

using expected dividend yields and long-term growth estimates as a proxy for 

capital appreciation, identical to the method described above. The expected total 

return for the S&P 5 0 is 15.61 %. Subtracting the prospective yield on Moody 's 

Aaa-rated corporate bonds of 3.44% results in a 12.17% projected equity risk 

premmm. 

WHAT IS YOUR CONCLUSION OF A BETA-DERIVED EQUITY RISK 

PREMIUM FOR USE IN YOUR RPM ANALYSIS? 

I gave equal weight to all six equity risk premiums in arriving at a 8.69% equity 

risk premium. 
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Table 4: Summary of the Calculation of the Equity Risk Premium Using 
Total Market Returns26 

Historica l Spread Between Total Return s of Large Stocks and 
5.92% 

Aaa and Aa2-Rated Corporate Bond Yields ( 1928 - 2020) 
Regress ion Analys is on Historical Data 8.83% 

PRPM Analys is on Historica l Data 9.40% 

Prospecti ve Equity Risk Premium using Total Market Returns 
from Value Line Summary & Index less Projected Aaa 5.03% 
Corporate Bond Yields 
Prospecti ve Eq ui ty Risk Premium using Measures of Capi ta l 
Appreciation and come Returns from Value line fo r the S& P 10.77% 
500 less Pro jected Aaa Corporate Bond Yields 
Prospecti ve Equi ty Risk Premium using Measures of Capital 
Apprec iat ion and Income Returns from Bloomberg 

12. 17% 
Profess ional Services for the S& P 500 less Projected Aaa 
Corporate Bond Yields 

Average 8.69% 

After calculating the average market equi ty risk premium of 8.69%, I adjusted it by 

the beta coefficient t account fo r the ri sk of the Utility Proxy Group. As discussed 

below, the beta coefficient is a meaningful measure of prospective relative ri sk to 

the market as a whole, and is a logical way to allocate a company's, or proxy 

group's, share of the market' s total equity risk premium relative to corporate bond 

yields. As shown on page 1 of Attachment DWD-4, the average of the mean and 

median beta coeffici nt for the Utility Proxy Group is 0.92. Multiplying the 0.92 

average by the market equity risk premium of 8.69% results in a beta-adjusted 

equity risk premium fo r the Uti lity Proxy Group of 7.99%. 

26 As shown on page 8 of Attachment DWD-3. 
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b. The S&P Utility Index Derived Risk Premium 

HOW DID YOU DERIVE THE EQUITY RISK PREMIUM BASED ON THE 

S&P UTILITY INDEX AND MOODY'S A-RATED PUBLIC UTILITY 

BONDS? 

I estimated three equity risk premiums based on S&P Utility Index holding period 

returns, and two equity risk premiums based on the expected returns of the S&P 

Utilities Index, using Value Line and Bloomberg data, respectively. Turning first to 

the S&P Utili ty Index holding period returns, I derived a long-term monthly 

arithmetic mean equity risk premium between the S&P Utility Index total returns 

of 10.65%, and monthly Moody's A-rated public utili ty bond yields of 6.49% from 

1928 to 2020, to arrive at an equity risk premium of 4.16%.27 I then used the same 

historical data to derive an equity risk premium of 6.45% based on a regression of 

the monthly equi ty risk premiums. The final S&P Utility Index holding period 

equity risk premium involved applying the PRPM using the histori cal monthly 

equity risk premiums from January 1928 to :\1arch 2021 to arrive at a PRPM

deri ved equity risk premium of 4.77% fo r the S&P Utility Index. 

I then derived expected total returns on the S&P Utilities Index of I 0.61 % 

and 9.58% using data from Value Line and Bloomberg, respectively, and subtracted 

the prospective Moody's A2-rated public uti lity bond yield of 3.86%28
, which 

resulted in equity ris premiums of 6.75% and 5.72%, respectively. As with the 

market equity risk premiums, I averaged each risk premium to arrive at my utility

specific equity risk premium of 5.57%. 

27 As shown o line I, page 12 of Attachment DWD-3. 
28 Deri ved on line 3, page 3 of Attachment DWD-3. 
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Table 5: Summary of the Calculation of the Equity Risk Premium Using 
S&P Utilitv Index Holding Returns29 

Historical Spread Between Total Returns of the S& P Ut ilities 
4. 16% 

Index and A2-Rated Utili ty Bond Yields ( 1928 - 2020) 
Regress ion Analys is on Historical Data 6.45% 
PRPM Analys is on Historical Data 4.77% 
Prospecti ve Equity Risk Premium using Measures of Capital 
Apprec iation and Income Returns from Value Line fo r the S&P 6.75% 
Utili ties Index less Pro jected A2 Util ity Bond Yields 
Prospect ive E ui ty Risk Premium using Measures of Capital 
Appreciation and Income Returns from Bloomberg 

5.72% 
Profess ional Services fo r the S& P Utilities Index less Projected 
A2 Utili ty Bond Yields 

Average .5 % --

c. Authorized Return-Derived Equity Risk Premium 

HOW DID YOU DERIVE AN EQUITY RISK PREMIUM OF 5.69% BASED 

ON AUTHORIZED ROES FOR GAS DISTRIBUTION UTILITIES? 

The equity risk premium of 5.69% shown on line 3, page 7 of Attachment DWD-3 

is the result of a regression analysis based on regulatory awarded RO Es related to 

the yields on Moody's A-rated public utili ty bonds. That analysis is shown on page 

13 of Attachment DWD-3 which contains the graphical results of a regression 

anal ysis of 798 rate cases for gas distribution utilities which were fu lly litigated 

during the period from January 1, 1980 through March 3 1, 202 1. It shows the 

implicit equity risk premium relative to the yields on A-rated public utility bonds 

immediately prior t the issuance of each regulatory decision. It is readily 

discernible that there is an inverse relationship between the yield on A-rated public 

utility bonds and equit.y risk premiums. In other words, as interest rates decline, the 

equity risk premium rises and vice versa, a result consistent with financial literature 

29 As shown on page 12 of Attachment DWD-3. 
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on the subject. 30 I used the regression results to estimate the equity risk premium 

applicable to the projected yield on Moody 's A2-rated public utility bonds of 

3.86%. Given the expected A-rated utility bond yield of 3.86%, it can be calculated 

that the indicated equity risk premium applicable to that bond yield is 5 .69% which 

is shown on line 3, page 7 of Attachment DWD-3. 

WHAT IS YOUR CONCLUSION OF AN EQUITY RISK PREMIUM FOR 

USE IN YOUR TOTAL MARKET APPROACH RPM ANALYSIS? 

The equity risk premium I apply to the Uti lity Proxy Group is 6.42%, which is the 

average of the beta-adjusted equity risk premium for the Utility Proxy Group, the 

S&P Utilities Index, and the authorized return utility equity ri sk premiums of 

7.99%, 5.57%, and 5.69%, respectively.31 

WHAT IS THE INDICATED RPM COMMON EQUITY COST RATE 

BASED ON THE TOTAL MARKET APPROACH? 

As shown on line 7, page 3 of Attachment DWD-3 , I calculated a common equity 

cost rate of 10.33% fo the Utility Proxy Group based on the total market approach 

RPM. 

Table 6: Summary of the Total Market Return Risk Premium Model32 

Prospective Moody's A2/A3-Rated Utility Bond Applicable to 
3.9 1% 

the Uti li ty Proxy Group 
Prospective Equ ity Risk Prem ium 6.42% 

Indicated Cost of Common Equity 10.33% 

30 See, e.g., Robert S. Harris and Felicia C. Marston, The Markel Risk Premium: Expectational Estimates 
Using Analysts ' Forecasts, Jou rnal of Applied Finance, Vol. 11 , No. I, 200 I, at pages 11 to 12; Eugene F. 
Brigham, Dilip K. Shome, and Steve R. Vinson, The Risk Premium Approach to Measuring a Utility '.I· Cost 
of Equity, Financial Management, Spring 1985 , at pages 33 to 45 . 

3 1 As shown on page 7 of Attachment DWD-3. 
32 As shown on page 3 of Attachme t DWD-3. 
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WHAT ARE THE RESULTS OF YOUR APPLICATION OF THE PRPM 

AND THE TOTAL MARKET APPROACH RPM? 

As shown on page 1 of Attachment DWD-3 , the indicated RPM-derived common 

equity cost rate is 10.65%, which gives equal weight to the PRPM (10.96%) and 

the adjusted-market approach results (10.33%). 

C. The Capital Asset Pricing Model 

PLEASE EXPLAIN THE THEORETICAL BASIS OF THE CAPM. 

CAPM theory defines risk as the co-variability of a security's returns with the 

market's returns as measured by the beta coefficient W) . A beta coefficient less than 

1.0 indicates lower variability than the market as a whole, whi le a beta coefficient 

greater than 1.0 indicates greater variabi lity than the market. 

The CAPM assumes that all non-market or unsystematic risk can be 

eliminated through diversification. The risk that cannot be eliminated through 

diversification is called market, or systematic, risk. In addition, the CAPM 

presumes that investors only require compensation for systematic risk, which is the 

result of macroeconor ic and other events that affect the returns on all assets. The 

model is applied by adding a risk-free rate ofreturn to a market risk premium, which 

is adjusted propo1iionately to reflect the systematic risk of the individual security 

relative to the total market as measured by the beta coefficient. The trad"tional 

CAPM model is expressed as: 

Rs 

Where: Rs 

Rr 

Rm 

= 

= 

= 

Rr + ~ (Rm - Rr) 

Return rate on the common stock 

Risk-free rate ofreturn 

Return rate on the market as a whole 
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Adjusted beta coefficient (volatility of the 

security relative to the market as a whole) 

Numerous tests of the CAPM have measured the extent to which security 

returns and beta coefficients are related as predicted by the CAPM. confirming its 

validity. The empirical CAPM (ECAPM) reflects the reality that while the results 

of these tests support the notion that the beta coefficient is related to s curity 

returns, the empirical ecurity Market Line (SML) described by the CAPM formu la 

is not as steeply sloped as the predicted SML.33 

The ECAPM reflects this empirical real ity. Fama and French clearly state 

regarding Figure 2, below, that "[t]he returns on the low beta portfolios are too high, 

and the returns on the high beta portfolios are too low." 34 

Figure - http1/pubs.aecwt!b_org/do;Jpdfplus/10 1257/0895330042 162430 

verage Annualized Monthl Return er us Beta for Value Weight Portfolio 
Formed on Prior B ta, 1928- 2003 

18 
,~ 

:.. lli 

C: 
.!'. 1-1 

• 

• - I~ • • 
;:: • • 

10 

.-\ ,eraf(l' ITl.llrllS 

re prcdi rlt:d b, 1he 

2 ( \l'~I 

<. 
Ii 

o.:i 0.i 0.9 I. I 1.3 1.5 l.i 1.9 

Beta 

33 Roge r A. Morin, New Regulatory Finance (Public Utility Reports, [nc., 2006), at 175. (Morin) 
34 Eugene F. Fama and Kenneth R. French, "The Capital Asset Pricing Model: Theory and Evidence" , 

Journal of Economic Perspectives. Vol. 18, No. 3, Summer 2004 at 33 (Fama & French). 
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In addition, Morin observes that while the results of these tests support the 

notion that beta is related to security returns, the empirical SML described by the 

CAPM formula is not as steeply sloped as the predicted SML. Morin states: 

35 Morin, at 175. 
36 Morin, at 190. 

With few exceptions, the empirical studies agree that ... low-beta 
securities earn returns somewhat higher than the CAPM would 
predict, and high-beta securities earn less than predicted.35 

* * * 

Therefore, the empirical evidence suggests that the expected return 
on a security is related to its risk by the following approximation: 

where x is a fraction to be determined empirically. The value of x 
that best explains the observed relationship [is] Return = 0.0829 + 
0.0520 p 1s etween 0.25 and 0.30. If x = 0.25 , the equation 
becomes: 

K = RF+ 0.25(RM - RF) + 0.75 ~(RM - RF)36 

Fama and Fre ch provide similar support for the ECAPM when they state: 

The early tests firmly reject the Sharpe-Lintner version of the 
CAPM. There is a positive relation between beta and average return, 
but it is too 'flat.'. . . The regressions consistently find that the 
intercept is ,reater than the average risk-free rate .. . and the 
coefficient on beta is less than the average excess market return .. . 
This is true in the early tests ... as well as in more recent cross
section regressions tests, like Fama and French (1992) .37 

Finally, Fama and French further note: 

Confirming earlier evidence, the relation between beta and average 
return for the ten potifolios is much flatter than the Sharpe-Linter 
CAPM predicts. The returns on low beta portfolios are too high, and 
the returns on the high beta portfolios are too low. For example, the 
predicted return on the portfolio with the lowest beta is 8.3 percent 
per year; the ctual return as 11 .1 percent. The predicted return on 
the portfolio with the t beta is 16. 8 percent per year; the actual is 
13. 7 percent. 38 

37 Fama & French, at 32. 
38 Ibid. , at 33. 
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A. 

Clearly, the j 1stification from Morin, Fama, and French, along with their 

reviews of other academic research on the CAPM, validate the use of the ECAPM. 

In view of theory an practical research, I have applied both the traditional CAPM 

and the ECAPM to the companies in the Utility Proxy Group and averaged the 

results . 

WHAT BETA COEFFICIENTS DID YOU USE IN YOUR CAPM 

ANALYSIS? 

For the beta coefficients in my CAPM analysis, I considered two sources: Value 

Line and Bloomberg Professional Services. While both of those services adjust their 

calculated ( or "raw") beta coefficients to reflect the tendency of the beta coefficient 

to regress to the market mean of 1.00, Value Line calculates the beta coefficient 

over a five-year peri d, while Bloomberg calculates it over a two-year period. 

PLEASE DESCRIBE YOUR SELECTION OF A RISK-FREE RATE OF 

RETURN. 

As discussed previously, the risk-free rate adopted for both applications of the 

CAPM is 2.73%. This risk-free rate is based on the average of the Blue Chip 

consensus forecast of the expected yields on 30-year U.S. Treasury bonds for the 

six quarters ending with the third calendar quarter of 2022, and lo g-term 

proj ections for the years 2022 to 2026 and 2027 to 2031. 

PLEASE EXPLAIN THE ESTIMATION OF THE EXPECTED RISK 

PREMIUM FOR THE MARKET USED IN YOUR CAPM ANALYSES. 

The basis of the mark t risk premium is explained in detail in note 1 on Attachment 

DWD-4. As discussed above, the market risk premium is derived from an average 
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of three historical data-based market risk premiums, two Value Line data-based 

market risk premiums, and one Bloomberg data-based market risk premium. 

The long-term income return on U.S. Govermnent securities of 5.05% was 

deducted from the SBBI - 202 1 monthly historical total market return of 12.20%, 

which results in an historical market equity risk premium of 7.15%.39 I applied a 

linear OLS regression to the monthly annualized historical returns on the S&P 500 

relative to historical yields on long-term U.S. Governn1ent securities from SBBI -

2021. That regression analysis yielded a market equity risk premium of 9.54%. The 

PRPM market equity risk premium is 10.46% and is derived using the PRPM 

relative to the yields on long-term U.S. Treasury securities from January 1926 

through March 2021 . 

The Value Line-derived forecasted total market equity risk premium is 

derived by deducting the forecasted risk-free rate of 2. 73%, discussed above, from 

the Value Line projected total annual market return of 8.47%, resulting in a 

forecasted total market equity risk premium of 5.74%. The S&P 500 proj ected 

market equity risk premium using Value Line data is derived by subtracting the 

projected risk-free rate of 2.73% from the projected total return of the S&P 500 of 

14.21 %. The resulting market equity risk premium is 11.48%. 

The S&P 500 rojected market equity risk premium using Bloomberg data 

is derived by subtracti g the projected risk-free rate of 2.73% from the projected 

total return of the S& 500 of 15 .61 %. The result ing market equity risk premium 

39 SBBI - 202 1, at Appendix A- I (I) through A-1 (3) and Appendix A-7 ( 19) through A-7 (21 ). 
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is 12.88%. These six measures, when averaged, result in an average total market 

eqUJity risk premium f 9.54%. 

Table 7: Summary of the Calculation of the Market Risk Premium for Use in 
the CAPM40 

Historica l Spread Between Total Returns of Large Stocks and 
7. 15% 

Long-Te,m Government Bond Yields ( 1926 - 2020) 
Regress ion Analys is on Historical Data 9.54% 

PR.PM Analys is on Historica l Data 10.46% 

Prospecti ve Equ ity Risk Premium using Total Market Returns 
from Value Line Summary & Index less Projected 30-Year 5.74% 
Treasury Bond Yields 
Prospecti ve Equity Ri sk Premium using Measures of Cap ital ' 
Apprec iation and Income Returns from Value line for the S&P 11 .48% 
500 less Projected 30-Year Treasury Bond Yields 
Prospecti ve Eq ity Ri sk Premium using Measures of Capita l 
Apprec iat ion and Income Returns from Bloom berg 

12.88% 
Profess ional Services fo r the S&P 500 less Proj ected 30-Year 
Treasury Bond Yields 

Average 9.54% 

WHAT ARE THE RESULTS OF YOUR APPLICATION OF THE 

TRADITIONAL AND EMPIRICAL CAPM TO THE UTILITY PROXY 

GROUP? 

As shown on page 1 of Attachment DWD-4, the mean result of my CAPM/ECAPM 

analyses is 11 .64%, the median is 11 .60%, and the average of the two is 11 .62%. 

Consistent with my r liance on the average of mean and median DCF results 

discussed above, the indicated common equity cost rate using the CAPM/ECAPM 

is 11 .62%. 

40 As shown on page 2 of Attachment DWD-4. 
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D. Common Equity Cost Rates for a Proxy Group of Domestic, Non
Price Regulated Companies Based on the DCF, RPM, and CAPM 

WHY DO YOU ALSO CONSIDER A PROXY GROUP OF DOMESTIC, 

NON-PRICE REGULATED COMPANIES? 

In the Hope and Bluefield cases, the U. S. Supreme Court did not specify that 

comparable risk companies had to be utilities. Since the purpose of rate regulation 

is to be a substitute for marketplace competition, non-price regulated firms 

operating in the competitive marketplace make an excellent proxy group if they are 

comparable in total ri k to the Utility Proxy Group being used to estimate the cost 

of common equity. The selection of such domestic, non-price regulated competi tive 

fi rms theoretically and empirically results in a proxy group which is comparable in 

total risk to the Uti lity Proxy Group, since all of these companies compete for 

capital in the exact same markets. 

HOW DID YOU SELECT NON-PRICE REGULATED COMPANIES THAT 

ARE COMPARABLE IN TOTAL RISK TO THE UTILITY PROXY 

GROUP? 

In order to select a proxy group of domestic, non-price regulated companies similar 

in total risk to the Utility Proxy Group, I relied on the beta coefficients and related 

statistics derived from Value Line regression analyses of weekly market prices over 

the most recent 260 weeks (i.e. , five years) . These selection criteria resulted in a 

proxy group of 48 domestic, non-price regulated firms comparable in total ri sk to 

the Utility Proxy Grou . Total risk is the sum of non-diversifiable market risk and 

diversifiable company-spec ific risks. The criteria used in selecting the domestic, 

non-price regulated firms was : 
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(i) They must b covered by Value Line Investment Survey (Standard 

Edition); 

(ii ) They must be domestic, non-price regulated companies, i.e., not utilities; 

(iii) Their beta coefficients must lie within plus or minus two standard deviations 

of the average unadjusted beta coefficients of the Utility Proxy Group; and 

(iv) The residual standard errors of the Value Line regress ions which gave rise 

to the unadjusted beta coefficients must lie within plus or minus two 

standard devi ations of the average residual standard error of the Utility 

Proxy Group. 

Beta coefficients measure market, or systematic, risk, which is not 

di versifiable. The residual standard errors of the regressions measure each firm 's 

company-spec ific, di ersifiable risk. Companies that have similar beta coefficients 

and similar residual standard errors resulti ng from the same regression analyses 

have similar total inv stment risk. 

HAVE YOU PREPARED AN ATTACHMENT WHICH SHOWS THE DATA 

FROM WHICH YOU SELECTED THE 48 DOMESTIC, NON-PRICE 

REGULATED COMPANIES THAT ARE COMPARABLE IN TOTAL RISK 

TO THE UTILITY PROXY GROUP? 

Yes, the basis of my selection and both proxy groups' regression statistics are shown 

in Attachment DWD-5 . 

DID YOU CALCULATE COMMON EQUITY COST RATES USING THE 

DCF MODEL, RPM, AND CAPM FOR THE NON-PRICE REGULATED 

PROXY GROUP? 

Yes. Because the DCF model, RPM, and CAPM have been applied in an identical 

manner as described above, I will not repeat the details of the rationalle and 
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application of each model. One exception is in the application of the RPM, where 

I di,d not use public utility-specific equity risk premiums, nor did I apply the PRPM 

to the individual non-price regulated companies. 

Page 2 of Attachment DWD-6 derives the constant growth DCF model 

common equity cost rate. As shown, the indicated common equity cost rate, using 

the constant growth CF for the Non-Price Regulated Proxy Group comparable in 

total risk to the Utility Proxy Group, is 12.60%. 

Pages 3 through 5 of Attachment DWD-6 contain the data and calculations 

that support the 12.35% RPM common equity cost rate. As shown on line l , page 

3 of Attachment DWD-6, the consensus prospective yield on Moody's Baa-rated 

corporate bonds for the six quarters ending in the third quarter of 2022, and for the 

years 2022 to 2026 and 2027 to 2031, is 4.36%.4 1 

When the beta-adjusted risk premium of 7.99%42 re lative to the Non-Price 

Regulated Proxy Group is added to the prospective Baa2-rated corporate bo d yield 

of 4.36%, the indicated RPM common equity cost rate is 12.35%. 

Page 6 of Attachment D WD-6 contains the inputs and calculations that 

suppoti my indicated CAPM/ECAPM common equity cost rate of 11 .59%. 

HOW IS THE COST RATE OF COMMON EQUITY BASED ON THE NON

PRICE REGULATED PROXY GROUP COMPARABLE IN TOTAL RISK 

TO THE UTILITY PROXY GROUP? 

As shown on page l of Attachment DWD-6, the results of the common equity 

models applied to the Non-Price Regulated Proxy Group -- which group is 

4 1 Blue Chip Financial Forecasts, December I, 2020, at page 14 and April I, 2021 , at page 2. 
42 Derived on page 5 of Attachment DWD-6. 

DYLAN W. D' ASCENDIS DIRECT 
42 



2 

3 

4 

5 Q. 

6 

7 A. 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

comparab le in total risk to the Utility Proxy Group-- are as fo llows: 12.60% (DCF), 

12.35% (RPM), and 11.59% (CAPM). The average of the mean and median of these 

models is 12.27%, which I used as the indicated common equity cost rates fo r the 

Non-Price Regulated Proxy Group. 

V. CONCLUSION OF COMMON EQUITY COST RATE BEFORE 
ADJUSTMENTS 

WHAT ARE THE INDICATED COMMON EQUITY COST RATES 

BEFORE ADJUSTMENTS? 

By applying multiple cost of common equity models to the Utility Proxy Group and 

the Non-Price Regulated Proxy Group, the indicated range of common equity cost 

rates before any relative risk adjustment is between 9.57% and 12.27%. The spread 

between the high and low values in the range (270 basis points) may indicate that 

there is still uncertainty around the recovery from the COVID- 19 pandemic. I used 

multiple cost of common equity models as primary tools in arriving at my 

recommended common equity cost rate, because no single model is so inherently 

precise that it can be relied on to the exclusion of other theoretically sound models. 

Using multiple models adds reliabili ty to the estimated common equity cost rate, 

with the prudence of using multiple cost of common equity models supp01ied in 

both the financial literature and regulatory preoedent. 
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VI. ADJUSTMENTS TO THE COMMON EQUITY COST RATE 

A. Size Ad justment 

DOES DUKE ENERGY KENTUCKY'S SMALLER SIZE RELATIVE TO 

THE UTILITY PROXY GROUP COMPANIES INCREASE ITS BUSINESS 

RISK? 

Yes. Duke Energy Kentucky's smaller size relative to the Uti lity Proxy Group 

companies indicates greater relative business risk fo r the Company because, all else 

being equal, size has a material bearing on risk. 

Size affects business ri sk because smaller companies generally are less able 

to cope with signifi ant events that affect sales, revenues and earnings. For 

example, smaller co panies face more ri sk exposure to business cycles and 

economic conditions, both nationally and locally. Additionally, the loss of revenues 

from a few larger customers would have a greater effect on a small compa y than 

on a bigger company with a larger, more diverse, customer base. 

As further evidence that smaller firms are riskier, investors generally 

demand greater return~ from smaller firms to compensate fo r less marketability and 

liquidity of their securities. Duff & Phelps 2020 Valuation Handbook Guide to Cost 

of Capital - Market Results through 20 19 (D&P - 2020) di scusses the nature of the 

small-size phenomenon, providing an indication of the magnitude of the size 

premium based on several measures of size. In discuss ing "Size as a Predictor of 

Equity Premiums," D&P - 2020 states: 

The size effect is based on the empirical observation that companies 
of smaller size are associated with greater risk and, therefore, have 
greater cost of capital [sic]. The "size" of a company is one of the 
most important risk elements to consider when developing cost of 
equity capital estimates for use in valuing a business simply because 
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size has been shown to be a predictor of equity returns . In other 
words, there ]Sa significant (negative) relationship between size and 
historical equity returns - as size decreases, returns tend to increase, 
and vice versa. ( footnote omitted) ( emphasis in original)43 

Furthermore, in "The Capital Asset Pricing Model: Theory and Evidence," 

Fama and French note size is indeed a risk factor which must be reflected when 

estimating the cost of common equity. On page 14, they note: 

. . . the higher average returns on small stocks and high book-to
market stocks reflect unidentified state variables that produce 
undiversifiable risks (covariances) in returns not captured in the 
market return and are priced separately from market betas.44 

Based on this evidence, Fama and French proposed their three-factor model 

which includes a size variable in recognition of the effect size has on the cost of 

common equity. 

Also , it is a basic financial principle that the use of funds invested, and not 

the source of funds , is what gives rise to the risk of any investment.45 Eugene 

Brigham, a well-known authority, states: 

A number of researchers have observed that portfolios of small
firms (sic) have earned consistently higher average returns than 
those oflarge-firm stocks; this is called the "small-firm effect." On 
the surface, it would seem to be advantageous to the small firms to 
provide average returns in a stock market that are higher than those 
oflarger firms. In reality, it is bad news for the small firm; what the 
small-firm effect means is that the capital market demands 
higher returns on stocks of small firms than on otherwise sim ilar 
stocks of the large firms. ( emphasis added)46 

43 Duff & Phelps Valuation Handbook - U.S. Guide to Cost of Capital, Wiley 2020, at 4-1. 
44 Fama and French, at 25-43. 
45 Brealey, Richard A. and Myers, Stewart C. , Principles of Corporate Finance (McGraw-H ill Book Company, 

1996), at 204-205 , 229. 
46 Brigham, Eugene F., Fundamentals of Financial Management, Fifth Edition (The Dryden Press, 1989), at 

623. 
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Consistent with the financi al principle of ri sk and return discussed above, 

increased relative risk due to small size must be considered in the allowedl rate of 

return on common equity. Therefore, the Commission's authorization of a cost rate 

of common equity in this proceeding must appropriately reflect the unique ri sks of 

Duke Energy Kentucky, including its small size, which is justified and supported 

above by evidence in the financial literature. 

IS THERE A WAY TO QUANTIFY A RELATIVE RISK ADJUSTMENT DUE 

TO DUKE ENERGY KENTUCKY'S SMALL SIZE RELATIVE TO THE 

UTILITY PROXY GROUP? 

Yes. Duke Energy Kentucky has greater relative risk than the average utility in the 

Utility Proxy Group because of its smaller size compared with the utilities in that 

group, as measured by an estimated market capitalization of common equity for 

Duke Energy Kentucky. 

Table 8: Size as Measured by Market Capitalization for Duke Energy 

Kentucky and the Utility Proxy Group 

Duke Energ Kentucky 
Utility Proxy Group 

*From page 1 of Attachment DWD-7. 

Times 
Market Greater than 

Capitalization* The Company 

($ Millions) 

$1,241.11 2 
$4,574. 713 3.7x 

Duke Energy Kentucky's estimated market capitalization was $1.2 billion 

as of March 31, 202 l,47 compared with the market capitalization of the average 

47 $7 I 8.236 M (company-provided book equity as of the 4th Quarter 2020) * 172.8% (market- to-book ratio 
of the Utili ty Proxy Group) as demonstrated on page 2 of Attachment DWD-7. 
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company in the Utili ty Proxy Group of $4.6 billion as of March 31, 2021. The 

average company in the Utility Proxy Group has a market capitalization 3.7 times 

the size of Duke Energy Kentucky 's estimated market capitalization. 

As a result, it is necessary to upwardly adjust the range of indicated common 

equity cost rates between 9.57% to 12.27% to reflect Duke Energy Kentucky 's 

greater risk due to their smaller relative size. The determination is based on the size 

premiums for portfolios of New York Stock Exchange, American Stock Exchange, 

and NASDAQ listed companies ranked by deciles for the 1926 to 2020 period. The 

average size premium for the Utility Proxy Group with a market capitalization of 

$4.6 billion falls in the 4th decile, while the Company's estimated market 

capitalization of $1.2 billion places it in the 7th decile. The size premium spread 

between the 4th deci le and the 7th decile is 0.79%. Even though a 0.79% upward 

size adjustment is indicated, I applied a size premium of 0.15% to the Company 's 

range of indicated common equity cost rates. 

SINCE DUKE ENERGY KENTUCKY IS A SUBSIDIARY OF DUK, WHY IS 

THE SIZE OF THJE TOTAL COMPANY NOT MORE APPROPRIATE TO 

USE WHEN DETERMINING THE SIZE ADJUSTMENT? 

As discussed previ usly, rates are set using the stand-alone principle, which 

maintains that the utility operations of a diversified firm should be regulated as 

though they were independent (i.e. , without subsidies to or from affiliated 

companies). Because of this, the return derived in this proceeding will not apply to 

DUK as a whole, but only Duke Energy Kentucky's gas distribution operations. 

DUK is the sum of its constituent parts, including those constituent parts ' ROEs. 
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Potential investors in the Company are aware that it is a combination of operations 

in each state, and that each state 's operations experience the operating risks specific 

to their jurisdiction. The market 's expectation of DUK's return is commensurate 

with the realities of its composite operations in each of the states in which it 

operates. 

B. Credit Risk Adjustment 

PLEASE DISCUSS YOUR PROPOSED CREDIT RISK ADJUSTMENT. 

Duke Energy Kentucky's long-term issuer ratings are Baal and BBB+ from 

Moody ' s Investors Services and S&P, respectively, which are riskier t an the 

average long-term i"suer ratings for the Util ity Proxy Group of A2/A3 and A-, 

respectively.48 Hence, an upward credit risk adjustment is necessary to reflect the 

lower credit rating, i. e. , Baal , of Duke Energy Kentucky relative to the A2/A3 

average Moody ' s bond rating of the Utility Proxy Group.49 

An indication of the magnitude of the necessary upward adjustment to 

reflect the greater credit risk inherent in a Baal bond rating is one-half of a recent 

three-month average spread between Moody 's A2 and Baa2-rated public utility 

bond yields of0.273/c , shown on page 4 of Attachment DWD-3 , or 0.14%. 50 

C. Flotation Cost Adjustment 

WHAT ARE FLOTATION COSTS? 

Flotation costs are those costs associated with the sale of new issuances of common 

stock. They include market pressure and the mandatory unavoidable costs of 

48 Source: S&P Global Market Intell igence. 
49 As shown on page 5 of Attachment DWD-3 . 
so 0. 14% = 0.27% * ( 1/2). 
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issuance (e.g. , underwriting fees and out-of-pocket costs for printing, legal, 

registration, etc.). For every dollar raised through debt or equity offerings, the 

Company receives less than one full dollar in financing. 

WHY IS IT IMPORTANT TO RECOGNIZE FLOTATION COSTS IN THE 

ALLOWED COMMON EQUITY COST RATE? 

It is important because there is no other mechanism in the ratemaking paradigm 

through which such c sts can be recognized and recovered. Because these costs are 

real, necessary, and legitimate, recovery of these costs should be permi ed. As 

noted by Morin: 

The costs of i suing these securities are just as real as operating and 
maintenance .xpenses or costs incurred to build utility plants, and 
fair regulatory treatment must permit recovery of these costs . .. . 

The simple fact of the matter is that common equity capital is not 
free .. .. [Flotation costs] must be recovered through a rate of return 
adjustment. 51 

SHOULD FLOTATION COSTS BE RECOGNIZED ONLY IF THERE WAS 

AN ISSUANCE DURING THE TEST YEAR OR THERE IS AN IMMINENT 

POST-TEST YEAR ISSUANCE OF ADDITIONAL COMMON STOCK? 

No. As noted above, there is no mechanism to recapture such costs in the 

ratemaking paradigm other than an adjustment to the allowed common equity cost 

rate. Flotation costs are charged to capital accounts and are not expense on a 

uti lity 's income statement. As such, flotation costs are analogous to capital 

investments, albeit negative, reflected on the balance sheet. Recovery of capital 

investments relates to the expected useful lives of the investment. Since common 

5 1 Morin , at p. 321. 
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equity has a very long and indefinite life (assumed to be infinity in the standard 

regulatory DCF model) , flotation costs should be recovered through an adjustment 

to common equity cost rate, even when there has not been an issuance during the 

test year, or in the a sence of an expected imminent issuance of additional shares 

of common stock. 

Historical flotation costs are a permanent loss of investment to the utility 

and should be accounted for. When any com pany, including a utility, issues 

common stock, flotation costs are incurred for legal, accounting, printing fees and 

the like. For each do llar of issuing market price, a small percentage is expensed and 

is permanently unavailable for investment in utility rate base. Since these expenses 

are charged to capital accounts and not expensed on the income statement, the only 

way to restore the full value of that dollar of issuing price with an assrnned investor 

required return of 10% is for the net investment, $0.95 , to earn more than 10% to 

net back to the investor a fair return on that dollar. In other words, if a company 

issues stock at $ 1 .00 with 5% in flotation costs, it will net $0.95 in investment. 

Assuming the investor in that stock requires a 10% return on his or her invested 

$1.00 (i.e. , a return of $0.10) , the company needs to earn approximately 10.5% on 

its invested $0.95 to receive a $0.10 return. 

DO THE COMMON EQUITY COST RATE MODELS YOU HAVE USED 

ALREADY REFLECT INVESTORS' ANTICIPATION OF FLOTATION 

COSTS? 

No. All of these models assume no transaction costs. The literature is quite clear 

that these costs are not reflected in the market prices paid for common stocks. For 
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example, Brigham and Daves confirm this and provide the methodology utilized to 

calculate the flotation adjustment.52 In addition, Morin confirms the need fo r such 

an adjustment even when no new equity issuance is imminent.53 Consequently, it is 

proper to include a flotation cost adjustment when using cost of conunon equity 

models to estimate tbe common equity cost rate. 

HOW DID YOU CALCULATE THE FLOTATION COST ALLOWAl\CE? 

I modified the DCF calculation to provide a dividend yield that would reimburse 

investors fo r issuance costs in accordance with the method cited in literature by 

Brigham and Daves, as we ll as by Morin. The flotation cost adjustment recognizes 

the actual costs of issuing equity that were incurred by DUK in its last tlu·ee equity 

issuances. Based on the issuance costs shown on page 1 of Attachment DWD-8, 

an adjustment of 0.12% is required to reflect the flotation costs applicable to the 

Utility Proxy Group. 

D. Other Considerations 

14 Q. ARE YOU AW ARE THAT THE COMP ANY HAS PROPOSED A 

GOVERNMENT MANDATE ADJUSTMENT MECHANISM (RIDER 

GMA) IN THIS CA E? 

15 

16 

17 A . Yes, I understand the Company' s proposed Rider GMA is a mechanism that would 

allow the Company t track and adjust rates based on possible changes to the 

Federal corporate tax rate and existing or new regulations on pipeline replacement 

[8 

19 

20 and operational safety through the U.S. Department of Transportation Pipeline and 

52 Eugene F. Brigham and Ph illi p R. Daves, Intermediate Financial Management, 9th Edi tion, 
Thomson/Southwestern , at p. 342. 

53 Morin , at pp. 327-30. 
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Hazardous Materials Safety Administration (PHMSA). Under that structure, over-

recovery of authorized revenue would produce a rate decrease in fu ture periods; 

under-recovery would resul t in a rate increase. 

DOES THE PRESENCE OF REGULATORY MECHANISMS LIKE THE 

RIDER GMA IN THE COMPANY'S RATES AFFECT ITS RELATIVE 

RISK? 

No. The cost of capital is a comparative exercise, so if the mechanism is common 

throughout the companies on which one bases their analyses on, the comparative 

risk is zero, because any impact of the perceived reduced risk of the mechanism(s) 

by investors would be reflected in the market data of the proxy group. To that point, 

as shown on Attachment D WD-9 every single one of the proxy companies as rate 

stab ilization mechanisms in at least one of their jurisdictions. 

ARE YOU AW ARE OF ANY STUDIES THAT HA VE ADDRESSED THE 

RELATIONSHIP BETWEEN RATE STABILIZATION MECHANISMS, 

GENERALLY, AND ROE? 

Yes. I, along with Richard A. Michelfe lder of Rutgers University, and my co'.lleague 

at ScottMadden, Pauline M. Ahern, examined the relationship between rate 

stabilization mechanisms and ROE among electric, gas, and water utilities. Using 

the generalized consumption asset pricing model, also known as the PRPM, we 

found decoupling to have no statistically significant effect on investor pe ceived 

ri sk, and hence, ROE.54 

54 Richard A. Michelfe lder, Pauline M. Ahern, Dylan W. D' Asce dis, The Impact of Decoupling on The Cost 
of Capital of Public Utilities, Energy Policy 130 (20 19), at 3 11 -3 19. 
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Also, in March 2014, The Brattle Group (Brattle) published a study 

addressing the effect of revenue decoupling structures on the cost of capital for 

electric utilities . 55 In its report, which extended a prior analysis focused on natural 

gas di stribution utilities, Brattle pointed out that although decoupling structures 

may affect revenues, net income still can vary. Brattle further noted that the 

distinction between diversifiable and non-diversifiable risk is important to equity 

investors, and the relationship between decoupling and ROE should be examined 

in that context. Further to that point, Brattle noted that although reductions in total 

risk may be important to bondholders, only reductions in non-diversifiable business 

risk would justify a reduction to the ROE. In November 2016, the Brattle study was 

updated based on data through the fourth quarter of 2015 . 56 

Brattle's emp,irical analysis examined the relationship between decoupling 

and the After-Tax W ACC for a group of electric utilities that had implemented 

decoupling structures in various jurisdictions throughout the United States. As with 

Brattle' s 2014 study, the updated study found no statistically significant link 

between the cost of capital and revenue decoupling structures. 57 

In view of all of the above, Duke Energy Kentucky's ROE should not be 

affected if Rider GMA is approved in this proceeding. 

55 The Bratde Group, The Impact of Revenue Decoupling on the Cost of Capital f or Electric Utilities: An 
Empirical Investigation, Prepared fo r the Energy Foundation, March 20, 2014 . 

56 Michae l J. Vilbert, Joseph B. Wharton, Shirley Zhang and James Hall , Effect on the Cost of Copital of 
Innovative Ratemaking that Relar:es the Linkage between Revenue and kWh Sales - An Updated Empirical 
Investigation, November 20 16. 

57 Ibid. 
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WHAT IS THE INDICATED COST OF COMMON EQUITY AFTER YOUR 

COMPANY-SPECIFIC ADJUSTMENTS? 

Applying the 0.15% size adjustment, the 0.14% credit risk adjustment, and the 

0.1 2% flotation cost adjustment to the indicated cost of common equity range of 

9.57% to 12.27% results in a Company-specific cost of common equity rate range 

of9.98% to 12.68%. Considering the wide range ofresults produced by the models, 

which may indicate uncertainty surrounding the COVID-19 pandemic resolution, I 

recommend an ROE at the lower end of my range, or 10.30%, as applicable to Duke 

Energy Kentucky at this time. 

VII. CONCLUSION 

WHAT IS YOUR RECOMMENDED ROE FOR DUKE ENERGY 

11 KENTUCKY? 

12 A . Given the indicated ROE range applicable to the Utility Proxy Group of 9.57% to 

13 12.27% and the Company-specific ROE range of 9.98% to 12.68%, I conclude that 

14 an appropriate ROE fo r the Company is 10.30%. 

15 Q. IN YOUR OPINION, IS YOUR PROPOSED ROE OF 10.30% FAIR AND 

16 REASONABLE TO DUKE ENERGY KENTUCKY AND ITS 

17 CUSTOMERS? 

18 A. 

19 Q. 

20 A. 

Yes, it is. 

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 

Yes, it does. 
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Director 

Dylan is an experienced consultant and a Certified Rate of Return Analyst (CRRA) and Certified Valuation 
Analyst (CVA). He has served as a consultant for investor-owned and municipal utilities and authorities for 
12 years. Dylan has extensive experience in rate of return analyses, class cost of service , rate design, and 
valuation for regulated public utilities. e has testified as an expert witness in the subjects of rate of return , 
cost of service, rate design , and valuation before 30 regulatory commissions in the U.S., one Canadian 
province, and an American Arbitration Association panel. 

He also maintains the benchmark index against which the Hennessy Gas Utility Mutual Fund performance 
is measured . 

Areas of Specialization 

• Regulation and Rates • Financial Modeling • Rate of Return 
• Utilities • Valuation • Cost of Service 
• Mutual Fund Benchmarking • Regulatory Strategy • Rate Design 
• Capital Market Risk • Rate Case Support 

Recent Expert Testimony Submission/Appearances 

Jurisdiction 
• Massachusetts Department of Public Util ities 
• New Jersey Board of Public Utilities 
• Hawaii Public Utilities Commission 
• South Carolina Public Service Commission 
• American Arbitration Association 

Recent Assignments 

Rate of Return 
Rate of Return 

Topic 

Cost of Service, Rate Design 
Return on Common Equity 
Valuation 

• Provided expert testimony on the cost of capital for ratemaking purposes before numerous state rutility 
regulatory agencies 

• Maintains the benchmark index against which the Hennessy Gas Util ity Mutual Fund performance is 
measured 

• Sponsored valuation testimony for a large municipal water company in front of an American Arbitration 
Association Board to justify the reasonability of their lease payments to the City 

• Co-authored a valuation report on behalf of a large investor-owned utility company in response to a 
new state regulation which allowed the appraised value of acquired assets into rate base 

Recent Publications and Speeches 

• Co-Author of: "Decoupling , Risk Impacts and the Cost of Capital", co-authored with Richard A. 
Michelfelder, Ph.D. , Rutgers University and Pauline M. Ahern. The Electricity Journal , March, 2020. 

• Co-Author of: "Decoupling Impact and Public Utility Conservation Investment" , co-authored with 
Richard A. Michelfelder, Ph.D. , Rutgers University and Pauline M. Ahern. Energy Pol icy Journal . 130 
(2019) , 311-319. 

• "Establishing Alternative Proxy Groups", before the Society of Util ity and Regulatory Financial Analysts: 
51 st Financial Forum, April 4, 2019, New Orleans, LA. 

• "Past is Prologue: Future Test Year", Presentation before the National Association of Water Companies 
2017 Southeast Water Infrastructure Summit, May 2, 2017, Savannah, GA. 

• Co-author of: "Comparative Evaluation of the Predictive Risk Premium Model™, the Discounted Cash 
Flow Model and the Capital Asset Pricing Model", co-authored with Richard A. Michelfelder, P .D., 
Rutgers University, Pauline M. Ahern , and Frank J. Hanley, The Electricity Journal , May, 2013. 

• "Decoupling: Impact on the Risk and Cost of Common Equity of Public Utility Stocks", before the Society 
of Utility and Regulatory Financial Analysts : 45th Financial Forum, April 17-18, 2013, Indianapolis , IN. 



scottmadden 
MANAG EMENT CONSULTANTS 

SPONSOR DATE CASE/APPLICANT 

Regulatory Commission of Alaska 
Alaska Power Company; Goat Lake 

Alaska Power Company 09/20 Hydro, Inc. ; BBL Hydro, Inc. 

Alaska Power Company 07/16 Alaska Power Company 

Alberta Utilities Commission 
Altalink, L.P., and EPCOR 
Distribution & Transmission , Altalink, L.P., and EPCOR 
Inc. 01/20 Distribution & Transmission , Inc. 

Arizona Corporation Commission 

EPCOR Water Arizona, Inc. 06/20 EPCOR Water Arizona, Inc. 

Arizona Water Company - Western 
Arizona Water Company 12/19 Group 

Arizona Water Company - Northern 
Arizona Water Company 08/18 Group 

Colorado Public Utilities Commission 
Summit Utilities, Inc. 04/18 Colorado Natural Gas Company 

Atmos Energy Corporation 06/17 Atmos Energy Corporation 

Delaware Public Service Commission 
Delmarva Power & Light Co. 11/20 Delmarva Power & Light Co. 

Delmarva Power & Light Co. 10/20 Delmarva Power & Light Co. 

Tidewater Utilities, Inc. 11/13 Tidewater Utilities, Inc. 

Public Service Commission of the District of Columbia 
Washington Gas Light 
Company 09/20 Washington Gas Light Company 

Federal Energy Regulatory Commission 
LS Power Grid California, LLC 10/20 LS Power Grid California, LLC 

Florida Public Service Commission 
Tampa Electric Company 04/21 Tampa Electric Company 

Peoples Gas System 09/20 Peoples Gas System 

Utilities, Inc. of Florida 06/20 Utilities, Inc. of Florida 

Hawaii Public Utilities Commission 
Launiupoko Irrigation Launiupoko Irrigation Company, 

1 Company, Inc. 12/20 Inc. 

Lan ai Water Company, Inc. 12/19 Lanai Water Company, Inc. 

Manele Water Resources, 
LLC 08/19 Manele Water Resources, LLC 

Kaupulehu Water Company 02/18 Kaupulehu Water Company 

Aqua Engineers, LLC 05/17 Puhi Sewer & Water Company 

Hawaii Resources, Inc. 09/16 Laie Water Company 

Illinois Commerce Commission 
Utility Services of Illinois, Inc. 02/21 Utility Services of Illinois, Inc. 
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DOCKET No. SUBJECT 

Tariff Nos. TA886-2; TA6-521 ; 
TA4-573 Capital Structure 

Docket No. TA857-2 Rate of Return 

2021 Generic Cost of Capital , 
Proceeding ID. 24110 Rate of Return 

Docket No. WS-01303A-20-
0177 Rate of Return 

Docket No. W-01445A-19-
0278 Rate of Return 

Docket No. W-01445A-18-
0164 Rate of Return 

Docket No. 18AL-0305G Rate of Return 

Docket No. 17 AL-0429G Rate of Return 

Docket No. 20-0149 (Electric) Return on Equity 
Docket No. 20-(l1'50 (Gas) Return on Equity 

Docket No. 13-466 Capital Structure 

Formal Case No. 1162 Rate of Return 

Docket No. ER21-195-000 Hate of Relu rn 

Docket No. 20210034-EI Return on Equity 

Docket No. 20200051-GU Rate of Return 

Docket No. 20200139-WS Rate of Return 

Docket No. 2020-0217 / 
Transferred to 2020-0089 Capital Structure 

Cost of Service / Rate 
Docket No. 2019-0386 Design 

Cost of Service / Rate 
Docket No. 2019-0311 Design 

Docket No. 2016-0363 Rate of Return 

Cost of Service / Rate 
Docket No. 2017-0118 Design 

Cost of Service / Rate 
Docket No. 2016-0229 Design 

Docket No. 21-0198 Rate of Return 



scottmadden 
MANAGEMENT CONSULTANTS 

SPONSOR DATE CASE/APPLICANT 
Ameren Il li nois Company Ameren ll inois Company d/b/a 
d/b/a Ameren Illinois 07/20 Ameren ll inois 

Utility Services of Illinois, Inc. 11/17 Utility Services of Ill inois, Inc. 

Aqua Illinois, Inc. 04/17 Aqua llli ois , Inc. 

Utility Services of Illinois, Inc. 04/15 Utili ty Services of Ill inois, Inc. 

Indiana Utility Regulatory Commission 
Aqua Indiana, Inc. Aboite 

Aqua Indiana, Inc. 03/16 Wastewater Division 

Twin Lakes, Utilities, Inc. 08/13 Twin Lakes, Utilities, Inc. 

Kansas Corporation Commission 
Atmos Energy 07/19 Atmos Energy 

Kentucky Public Service Commission 
Bluegrass Water Utility Bluegrass Water Utility Operating 
Operating Company 10/20 Company 

Louisiana Public Service Commission 
Southwestern Electric Power Southwestern Electric Power 
Company 12/20 Company 

Atmos Energy 04/20 Atmos Erergy 

Louisiana Water Service, Inc. 06/13 Louisiana Water Service, Inc. 

Maryland Public Service Commission 
Washington Gas Light 
Company 08/20 Washington Gas Light Company 

FirstEnergy, Inc. 08/18 Potomac Edison Company 

Massachusetts Department of Public Utilities 
I 

Unitil Corporation 12/1 9 Fitchburg Gas & Electric Co. (Elec.) 

Unitil Corporation 12/19 Fitchburg Gas & Electric Co. (Gas) 

Liberty Util ities d/b/a New England 
Liberty Utilities 07/15 Natural Gas Company 

Minnesota Public Utilities Commission 
Northern States Power 
Company 11 /20 Northern States Power Company 

Mississippi Public Service Commission 
Atmos Energy 03/19 Atmos Energy 

Atmos Energy 07/18 Atmos Energy 

Missouri Public Service Commission 

Spire Missouri, Inc. 12/20 Spire Missouri, Inc. 

Indian Hi lls Uti lity Operating Indian Hills Utility Operating 
Company, Inc. 10/17 Company, Inc. 

Raccoon Creek Utility Raccoon Creek Utility Operating 
Operating Company, Inc. 09/16 Company, Inc. 

Public Utilities Commission of Nevada 
Southwest Gas Corporation 08/20 Southwest Gas Corporation 

New Hampshire Public Utilities Commission 
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DOCKET No. SUBJECT 

Docket No. 20-0308 Return on Equity 

Cost of Service / Rate 
Docket No. 17-1106 Design 

Docket No. 17-0259 Rate of Return 

Docket No. 14-0741 Rate of Return 

Docket No. 44752 Rate of Return 

Docket No. 44388 Rate of Return 

19-ATMG-525-RTS Rate of Return 

2020-00290 Return on Equity 

Docket No. U-35441 Return on Equity 

Docket No. U-35535 Rate of Return 

Docket No. U-32848 Rate of Return 

Case No. 9651 Rate of Return 

Case No. 9490 Rate of Return 

D.P.U. 19-130 Rate of Return 

D.P.U. 19-131 Rate of Ret rn 

Docket No. 15-75 Rate of Ret rn 

Docket No. E002/GR-20-723 Rate of Return 

Docket No. 2015-UN-049 Capital Structure 

Docket No. 2015-UN-049 Capital Structure 

Case No. GR-2021-0108 Return on Equity 

Case No. SR-2017-0259 Rate of Return 

Docket No. SR-2016-0202 Rate of Return 

Docket No. 20-02023 Return on Equity 



scottmadden 
MANAGEMENT CONSULTANTS 

SPONSOR DATE CASE/APPLICANT 

Aquarion Water Company of Aquaria Water Company of New 
New Hampshire, Inc. 12/20 Hampshire, Inc. 

New Jersey Board of Public Utilities 
Atlantic City Electric Company 12/20 Atlantic City Electric Company 

FirstEnergy 02/20 Jersey Central Power & Light Co. 

Aqua New Jersey, Inc. 12/18 Aqua New Jersey, Inc. 

Middlesex Water Company 10/17 Middlesex Water Company 

Middlesex Water Company 03/15 Middlesex Water Company 

The Atlantic City Sewerage The Atlantic City Sewerage 
Company 10/14 Company 

Middlesex Water Company 11/13 Middlesex Water Company 

New Mexico Public Regulation Commission 
Southwestern Public Service Southwestern Public Service 
Company 01 /21 Company 

North Carolina Utilities Commission 
Piedmont Natural Gas Co.Inc. 03/21 Piedmont Natural Gas Co., Inc. 

Duke Energy Carolinas, LLC 07/20 Duke Energy Carolinas, LLC 

Duke Energy Progress, LLC 07/20 Duke Energy Progress, LLC 

Aqua North Carolina, Inc. 12/19 Aqua North Carolina, Inc. 

Carolina Water Service, Inc. 06/19 Carolina Water Service, Inc. 

Carol ina Water Service, Inc. 09/18 Carolina Water Service, Inc. 

Aqua North Carolina, Inc. 07/1 8 Aqua North Carol ina, Inc. 

North Dakota Public Service Commission 
Northern States Power 
Company 11 /20 Northern States Power Company 

Public Utilities Commission of Ohio 

Aqua Ohio, Inc. 05/16 Aqua Ohio, Inc. 

Pennsylvania Public Utility Commission 
Valley Energy, Inc. 07/19 C&T Ente prises 

Wellsboro Electric Company 07/19 C&T Enterprises 

Citizens' Electric Company of 
Lewisburg 07/19 C&T Enterprises 

Steelton Borough Authority 01 /19 Steelton Borough Authority 

Mahoning Township, PA 08/18 Mahoning Township, PA 

SUEZ Water Pennsylvania 
Inc. 04/18 SUEZ Water Pennsylvania Inc. 

Columbia Water Company 09/17 Columbia Water Company 

Veolia Energy Philadelphia, 
Inc. 06/17 Veolia Energy Philadelphia, Inc. 

Emporium Water Company 07/1 4 Emporium Water Company 

Columbia Water Company 07/1 3 Columbia Water Company 

Penn Estates Utilities, Inc. 12/1 1 Penn Esta'.es, Utilities, Inc. 
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DOCKET No. SUBJECT 

Docket No. OW 20-184 Rate of Return 

Docket No. ER201207 46 Return on Equity 

Docket No. ER20020146 Rate of Return 

Docket No. WR18121351 Rate of Return 

Docket No. WR17101049 Rate of Return 

Docket No. WR15030391 Rate of Return 

Cost of Service / Rate 
Docket No. WR14101263 Design 

Docket No. WR1311059 Capital Structure 

Case No. 20-00238-UT Return on Equity 

Docket No. G-9, Sub 781 Return on Equity 

Docket No. E-7, Sub 1214 Return on Equity 

Docket No. E-2, Sub 1219 Return on Equity 

Docket No. W-218 Sub 526 Rate of Return 

Docket No. W-354 Sub 364 Rate of Return 

Docket No. W-354 Sub 360 Rate of Return 

Docket No. W-21 8 Sub 497 Rate of Return 

Case No. PU-20-441 Rate of Return 

Docket No. 16-0907-WW-AIR Rate of Return 

Docket No. R-2019-3008209 Rate of Return 

Docket No. R-2019-3008208 Rate of Return 

Docket No. R-2019-3008212 Rate of Return 

Docket No. A-2019-3006880 Valuation 

Docket No. A-2018-300351 9 Valuation 

Docket No. R-2018-000834 Rate of Return 

Docket No. R-2017-2598203 Rate of Return 

Dockel No. R-2017-2593142 Rate of Return 

Docket No. R-2014-2402324 Rate of Return 

Docket No. R-2013-2360798 Rate of Rel rn 

Capital Structure/ 
Long-Term Debt Cost 

Docket No. R-201 1-2255159 Rate 



scottmadden 
MANAGEMENT CONSULTANTS 

SPONSOR DATE CASE/APPLICANT 
South Carolina Public Service Commission 
Blue Granite Water Co. 12/19 Blue Granite Water Company 

Carolina Water Service, Inc. 02/18 Carolina Water Service, Inc. 

Carolina Water Service, Inc. 06/15 Carolina Water Service, Inc. 

Carolina Water Service, Inc. 11 /13 Carolina Water Service, Inc. 

United Utility Companies, Inc. 09/13 United Utility Companies, Inc. 

Utility Services of South Utility Services of South Carolina, 
Carolina, Inc. 09/13 Inc. 

Tega Cay Water Services, 
Inc. 11 /12 Tega Cay Water Services, Inc. 

Tennessee Public Utility Commission 
Piedmont Natural Gas 
Company 07/20 Piedmont Natural Gas Company 

Public Utility Commission of Texas 
Southwestern Public Service Southwestern Public Service 
Company 02/21 Company 

Southwestern Electric Power Southwestern Electric Power 
Company 10/20 Company 

Virginia State Corporation Commission 
Virginia Natural Gas, Inc. 04/21 Virginia Natural Gas, Inc. 

Massanutten Public Service Massanutten Public Service 
Corporation 12/20 Corporation 

Aqua Virginia, Inc. 07/20 Aqua Virginia, Inc. 

WGL Holdings, Inc. 07/18 Washington Gas Light Company 

Atmos Energy Corporation 05/18 Atmos Energy Corporation 

Aqua Virginia, Inc. 07/17 Aqua Virginia, Inc. 

Massanutten Public Service 
Corp. 08/14 Massanutten Public Service Corp. 
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DOCKET No. SUBJECT 

Docket No. 2019-292-WS Rate of Return 

Docket No. 2017-292-WS Rate of Return 

Docket No. 2015-199-WS Rate of Return 

Docket No. 2013-275-WS Rate of Return 

Docket No. 2013-199-WS Rate of Relurn 

Docket No. 2013-201-WS Rate of Return 

Docket No. 2012-177-WS Capital Structure 

Docket No. 20-00086 Return on Equity 

Docket No. 51802 Return on Equity 

Docket No. 51 415 Rate of Return 

PUR-2020-00095 Return on Equity 

PUE-2020-00039 Return on Equity 

. PUR-2020-00106 Rate of Return 

PUR-2018-00080 Rate of Retmn 

PUR-201 8-00014 Rate of Return 

PUR-201 7-00082 Rate of Return 

Rate of Return/ Rate 
PUE-2014-00035 Design 
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Notes: 

Duke Energy Kentucky, Inc. 
Recommended Capital Structure and Cost Rates 

for Ratemaking Purposes 
at March 31, 2021 

Type Of Capital Ratios (1) Cost Rate 

Long-Term Debt 46.72% 3.84% (1) 
Short-Term Debt 2.58% 1.67% (1) 
Common Equity 50.70% 10.30% (2) 

Total 100.00% 

(1) Company-provided. 
(2) From page 2 of this Attachment. 
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Page 1 of 2 

Weighted Cost 
Rate 

1.80% 
0.04% 
5.22% 

7.06% 



Line No. 

1. 

2. 

3. 

4 . 

5. 

6. 

7. 

8. 

9. 

10. 

Notes : (1) 
(2) 
(3) 

(4) 
(5) 

(6) 

Duke Energy Kentucky, Inc. 
Brief Summary of Common Equ ity Cost Rate 

Principal Methods 

Discounted Cash Flow Model (DCF) (1) 

Risk Premium Model (R M) (2) 

Capital Asset Pricing Modet (CAPM) (3) 

Market Mode ls Applied to Comparable Risk, Non-Price 
Regulated Companies ( 4) 

Range of Common Equity Model Results 

Size Risk Adjus tment (5) 

Credit Risk Adjustment (6) 

Flotation Cost Adjustment (7) 

Indicated Range of Common Equity Cost Rates after 
Adjustment 

Recommended Common Equity Cost Rate 

From page 1 of Attachment DWD-2. 
From page 1 of Attachment DWD-3. 
From page 1 of Attachment DWD-4. 
From page 1 of Attachme t DWD-6. 

Attachment DWD-1 
Page 2 of2 

Proxy Group of Seven 
Natural Gas 
Distribution 
Companies 

9.57% 

10.65 % 

11.62% 

12.27% 

9.57% - 1 2.27% 

0.15% 

0.14% 

0.12% 

9.98% -12.68% 

10.30% 

Adjustment to reflect the Company's greater business risk due to its smaller size relative 
to the Utility Proxy Group as detailed in Mr. D'Ascendis' direct testimony. 

Company-specific risk adjustment to reflect Duke Energy Kentucky' greater risk due to 
its Baal long-ter m issuer rating relative to the average A2/ A3 long-term issuer rating of 
the Utility Proxy Group a detailed in Mr. D'Ascendis' Direct Testimony. 

(7) From page 1 of Attachment DWD-8. 



Proxy Group of Seven Natural Gas 
Distribution Companies 

Atmos Energy Corporation 
New Jersey Resources Corporation 
Northwest Natural Holding Company 
ONE Gas, Inc. 
South Jersey Industries, Inc. 
Suull1we~t Gas Holdings, Inc. 
Spire Inc. 

Source of Information: 

[1] 

Duke Energy Kentucky Inc. 
Indicated Common Equity Cost Rate Using the Discounted Cash Flow Model for the 

Proxy Group of Seven Natural Gas Di stribution Companies 

[2] [3] (4] [5] 

Yahoo! 
Bloomberg's Finance 

Value Line Zack's Five Five Year Projected 

[6] (7] [8] 

Average 
Projected Indicated 

Average Projected Five Year Proj ecled Projected Five Year Five Year Adjusted Common 
Dividend Year Growth in Growth Rate in Growth Rate in Growth in Growth in Dividend Yield Equity Cost 
Yield (1) EPS (2) EPS EPS EPS EPS (3) (4) Rate (5) 

2.75 
3.48 
4.00 
3.18 
5.10 
3.75 
3.89 

Notes: 

% 7.00 % 7.30 % 7.10 % 7.00 % 7.10 % 2.85 % 9.95 % 
1.50 6.00 7.73 6.00 5.31 3.57 8.88 
5.50 NA 5.00 3.10 4.53 4.09 8.62 
6.50 5.00 5.67 5.00 5.54 3.27 8.81 

10.50 4.40 2.68 4.40 5.50 5.24· 10.74 
8.00 5.00 5.00 4.00 5.50 3.85 9.35 
9.00 5.00 12.62 5.70 8.08 4.05 12.13 

Average 9.78 % 

Median 9.35 % 

Average of Mean and Median 9.57 % 

NA= Not Available 
NMF= Not Meaningful Figure 

(1) Indicated dividend at 03/31/2021 divided by the average closing price of the last 60 trading days ending 03/31/2021 for each 
company. 

(2) From pages 2 through 8 of this Attachment. 
(3) Average of columns 2 through 5 excluding negative growth rates. 
( 4) This reflects a growth rate component equal to one-half the conclusion of growth rate (from column 6) x column 1 to refl ect the 

periodic payment of dividends (Gordon Model) as opposed to the continuous payment. Thus, for Atmos Energy Corporation, 2.75% 
X (1 +( 1/2 X 7.10%)) = 2.85%. 

(5) Column 6 + column 7. 

Value Line Investment Survey 
www.zacks.com Downloaded on 03/31/2021 
www.yahoo.com Downloaded on 03/31/2021 
Bloomberg Professional Services 



ATMOS ENERGY CORP. NYSE-ATO l~~kEf T 
91 05 I PIE 18 2 (1railing: 18.3) , RATIO , Median: 19.0 

TIMELINESS 2 lowered 12/4120 High: 32.0 35,6 37,3 47.4 58.2 64.8 82 .0 93.6 100.8 
Low: 25.9 28.5 30.4 34.9 44.2 50.8 60.0 72.5 76.5 

SAFETY 1 Raised6/6/14 LEGE NDS 

5 lowered 2126/21 
- 0.50 x Dividends p sh 

TECHNICAL . . . . ~;;i~~i/~r~~e~;~~~~e 
BETA .80 (1.00 a Market) O~~~~!d ~~~a indicates recession 
18-M onth Target Price Range 

,,•1, 11 , 11 •'"'1 

Low-High Midpoint (% to Mid) ii" 111 1 .. 
$72-$160 S116 (25%) ,1 1111 1!1 

2024-26 PROJECTIONS 11 , 11 l lo 1' 

Ann 'I Total ,1 11 , •11111 , , .111 "1 • v --.. --

RELATIVE O 85 I DIV'D 
PIE RATIO I YLD 
115.2 121 .1 95.9 
89.2 77.9 86.7 

---
11 1'11'11 

I ' " . 
./ -

--
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2.9%fiil. 
Target Price Range 
2024 2025 2026 

200 
160 

---- - .......... 
100 
80 
60 
50 
40 
30 Price Gain Return •~11:!"" 1' jl l-/ .. •.•,•······ . .. High 160 !+75%l 17% ~ •····•··• ... -... .. 

low 130 +45% 12% 
,. ~ -~ -20 

.r ·········· .. . ······ ,•. .. 
% TOT. RETURN 1/21 ...... ... . ..... ... ···-- ...... 

I In stitutional Decis ions THIS VL AAITH.' 
102010 202020 302020 Percent 24 STOCK INDEX ... 

to Buy 268 233 256 shares 16 1 yr. -22.6 26.6 ... 
to Sell 25 1 262 231 traded 8 

,, .I, I 11 .I II I " illilt'III 3yr. 14.1 29.4 -Hld'~OOO 103070 108597 108898 111, 11 11111 11111 11 11111 1111 1111111 1111111 11 11 111 11111 11 11111 1111 1 11 1t1 11 1111 ltlll1t tll 11 111 11 111 1111 1 5 yr. 43.0 99.1 
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 c, VALUE LINE PUB, LLC I• 4-26 

61.75 75.27 6603 79.52 53.69 53,12 48.15 38.10 42.88 49.22 40.82 32.23 26.01 28.00 24.32 22.41 22.55 22.85 Revenues per sh • 35,50 
3.90 J.26 4.14 4.19 4.29 4.64 4.72 4.76 5. 14 5.42 5.81 6.19 6.62 7,24 7.57 8.03 8.40 8.85 "Cash Flow" per sh 10.25 
1.72 2.00 1.94 2.00 1.97 2.16 2.26 2.10 2.50 2.96 3.09 3.38 3.60 4.00 4.35 4.72 5.00 5.35 Earnings per sh • • 6.50 
1.24 1.26 1.28 1.30 1.32 1.34 1.36 1.38 1.40 1.48 1.56 1.68 1.80 1.94 2.10 2.30 2.50 2.70 Div'ds Decl 'd per sh c. 3.30 
4,14 5.20 4.39 5.20 5.51 6.02 6.90 8.12 9.32 8.32 9.61 10.46 10.72 13.19 14.19 15.38 15.80 15.75 Cap'I Spending per sh 15.15 

19.90 20.16 22.01 22.60 23.52 24.16 24.98 26.14 28.47 30.74 31.48 33.32 36.74 42.87 48.18 53.95 61.35 69,20 Book Value per sh 87,85 
80.54 8!.74 89.33 90.81 92.55 90,16 90,30 90.24 90.64 100.39 101.48 103.93 106,10 111.27 119.34 125.88 133,00 137.00 Common Shs Outst'g 0 155,00 

16.1 13.5 15.9 13.6 12.5 13.2 14.4 15,9 15.9 16.1 17.5 20.8 22.0 21.7 23.2 22.3 Bold fig res are Avg Ann'I P/E Ratio 22.5 
.86 .73 .84 .82 .83 .84 .90 1,01 .89 .85 .88 1.09 1.11 1.17 1.24 1.13 Valu, Line Relative PIE Ratio 1.25 

4.5% 4.7% 4.2% 4.8% 5.3% 4.7% 4.2% 4.1% 3.5% 3.1% 2.9% 2.4% 2.3% 2.2% 2.1% 2.2% estin ates Avg Ann'I Div 'd Yield 2.3% 

CAPITAL STRUCTURE as of 12131/20 4347.6 3438.5 3386,3 4940.9 4142.1 3349.9 2759.7 311 5.5 2901.8 2821.1 3000 3130 Revenues (Smill) • 5500 
Total Debt $5125.1 mill. Due in 5 Yrs $210.0 mill. 199.3 192.2 230.7 289.8 315.1 350.1 382.7 444.3 511.4 580.5 660 725 Net Profit (Smill) 1000 
LT Debt $5124.9 mill. LT Interest $270.0 mill. 36.4% 33.8% 38.2% 39.2% 38.3% 36.4% 36.6% 27.0% 21.4% 19.5% 23.0% 23.0% Income Tax Rate 25.0% 
(LT interest earned: 9.5x; total interest 

4.6% 5.6% 5.9% 5.9% 7.6% 10.5% 13.9% 14.3% 17.6% 20.6% 22.0% 23.2% Net Profit Margin 18.2% coverage: 9.5x) 
Leases, Uncapitalized Annual rentals $20.4 mill. 49.4% 45.3% 48.8% 44.3% 43.5% 38.7% 44.0% 34 .3% 38.0% 40.0% 40.0% 40.0% Long-Term Debt Ratio 40.0% 

50.6% 54.7% 51.2% 55.7% 56.5% 61 .3% 56.0% 65.7% 62.0% 60.0% 60.0% 60.0% Common Equity Ratio 60.0% 
Pfd Stock None 4461.5 4315.5 5036.1 5542.2 5650.2 5651.8 6965,7 7263.6 9279.7 11323 13600 15800 Total Capital (Smill) 22700 

Pension Assets-9120 $528.9 mill. 51 47.9 5475.6 6030.7 6725.9 7430.6 8280.5 9259.2 10371 11788 13355 14500 15650 Net Plant (Smill) 19100 

Oblig. $604.2 mil l. 6.1% 6.1% 5.9% 6.4% 6.6% 7.2% 6.4% 6.9% 6.1% 5.5% 6.0% 6.0% Return on Total Cap'I 5.5% 
Common Stock 128,160,695 shs. 8.8% 8.1% 3.9% 9.4% 9.9% 10.1% 9.8% 9.3% 8.9% 8.6% 8.0% 7.5% Return on Shr. Equity 7.5% 
as of 1/29/21 8.8% 8.1% 3.9% 9.4% 9.9% 10. 1% 9.8% 9.3% 8.9% 8.6% 8.0% 7.5% Return on Com Equity 7.5% 

3.3% 2.8% 4.0% 4.7% 49% 5.1% 4.9% 4.8% 4.6% 4.4% 4.0% 4. 0% Retained to Com Eq 3.5% 
MARKET CAP: $11.7 bill ion (Large Cap) 62% 65% 56% 50% 51 % 50% 50% 48% 48% 49% 50% 51 % All Div'ds to Net Prof 51% 
CUR RENT POSITI ON 2019 2020 12131 /20 

($M IL L) BUSINESS: Almos Energy Corporation is engaged primanly in the mercial; 3.6%, indus1nal; and 1.6% other. The company sold Almos 
Cash Assets 24.5 20.8 457.6 distnbution and sal, of natural gas to ove r three million customers Energy Marketing, 1/17. Oflicers and directors own approximately 
Other 433.5 450.5 734.7 through six regulated natural gas utility operations: Louisiana Divi- 1.4% of common stock (12/19 Proxy). President and Chief Execu-
Cu rrent Assets 458.0 471.3 1192.3 sion, West Texas Jivision, Mid-Tex Division, Mississippi Division, live Officer: Kevin Akers. Incorporated: Texas. Address: Three Un-
Accts Payable 265.0 235.8 285.0 Colorado-Kansas Civision, and Kentucky/Mid-States Division. Gas coin Centre, Suite 1800, 5430 LBJ Freeway, Dallas, Texas 75240. 
Debi Due 464.9 .2 .2 sales breakdown lor liscal 2020: 68.6%, residential; 26.2%, com- Telephone: 972-934-9227. Internet: www.almosenergy.com. Other 479 ,5 546.4 512.6 
Current Liab. 1209.4 782.4 797.8 Atmos Energy got off to a great start resou rces a r e be ing d e ployed to e nhance 
Fix. Chg. Gov. 990% 1306% 1315% in fiscal 2021 (ends Septe mber 30th). the safety and re liab il ity of Atmos' n a t u ra l 
ANNUAL RATES Past Past Est'd '18-'20 Indeed, firs t -qu a rter share net of $1.71 gas di str ibution a nd transm ission syste m s. 
ol change (per sh) 10 Yrs. 5 Yrs, lo '24-'26 was around 16% above t h e year-ago tally W e be lieve tha t the fisca l 2022 capita l 
Revenues -8.5% -11.0% 6.0% 
"Cash Flow" 5.5% 7.0% 5.0% of $ 1.47. T h at was made poss ib le pa rtly by spending budget will be a b it a bove the 
Earnings 8.0% 9.0% 7.0% the natura l gas d istr ibution u n it, which p resent level. 
Dividends 5.0% 7.5% 7.5% benefite d fro m hig h er rates, m a in ly in the Va l ue L in e is optimistic about the 
Book Val ue 7.5% 10.0% 10.5% 

Mid-Te x, M iss iss ippi , Louisian a, a nd West co m pany's p erforman ce out to 2024-
Fisca l QUARTERLY REVE NUES (S mi ll.)• Full Texas div isions. Customer growth, prima r- 2026. I t r a nks as o ne of t h e nat ion's b ig-Year Fis cal 
Ends Dec.31 Mar.31 Jun.30 Sep.30 Year ily in t he Mid-Tex unit, and a d ec line in gest n atural gas-on ly d istributors, boas t -
2018 889.2 1219.4 562.2 444.7 3115.5 ope rating expenses a lso h e lped . E lse- ing more t h an t hree m ill ion c us tomers 
201 9 877.8 1094.6 485.7 443.7 2901.8 where, r esu l ts of the pipeline a nd storage across several s t ates, including Texas , 
2020 875.6 977.6 493.0 474.9 2821.1 bus iness rece ive d a boost from a GRIP fil- Lou is ia na, a nd Mississippi . Moreove r, we 
2021 914.5 1050 525 500,5 3000 in g a pproved in M ay, 2020 p lu s lower sys- t h ink t h e pipe line a nd storage u nit h as 
2022 960 1105 545 520 3130 t e rn mainte n a nce costs. Assum in g no h ealthy overall growth pros pects, s ince it 
Fiscal EAR NINGS PER SH ARE • a • Full m ajor COVI -19 -r e la t ed disruption s, con - ope rates in one of t h e mos t-active dr illi ng Year Oec.31 Mar.31 Jun.30 Sep.30 Fiscal 
Ends Year solid a t ed s h :are net may advance a roun d regions lO the world. L astly, t h e ba la nce 
2018 1.40 1.57 .64 .41 4.00 6 % , to $5.00 , r e la t ive to las t year's $4.72 s h eet is in solid condition. In Atmos' cur-
201 9 1.38 1.82 ,68 .49 4.35 t a lly. Concerning fi scal 2022 , we expect r e n t configurat ion , a nnual earn ings in-
2020 1.47 1.95 .79 .53 4.72 the bottom l in e to r ise at a s imi la r per- c reases mig h t be between 6% and 8% over 
2021 1.71 1,99 .78 .52 5.00 centage r a te, to $5.35 a s hare, as o pe rat - the 3- to 5-year pe riod . 
2022 1.82 2.07 ,85 .51 5.35 in g m a r g in s w id e n further. The high-quality s tock h as some ap-
Ca l- QUARTERLY DIVIDENDS PAID 0• Full This year's capital expenditures are p e aling attributes. Among the m is t he 2 

endar Mar.31 Jun.30 Seo.30 Dec.31 Year expecte d to be between $2 billio n an d (A bove Avera ge) Tim e liness rank. Consid-
2017 .45 .45 .45 .485 1.84 $2.2 billion. This would be abou t 8.5% e r, a lso, t he tota l r e turn poss i b il ities 
201 8 .485 .485 .485 .525 1.98 highe r tha n the fi scal 2020 figure if the throu gh mid-decad e . Anothe r p l us is t h e 
201 9 .525 .525 .525 .575 2.15 midpoint of t h a t range is used. S im ilar to s h a res' 18-month capita l gains pote ntial. 
2020 ,575 .575 .575 .625 2.35 prior periods, a m eaningful portion of the Frederick L . Harris, III February 26, 2021 
?001 ~OS 

(A) Fiscal year ends Sept. 30th. (B) Diluted I '17, 13€. Next egs. rpt. due early May. I (D) In millions. Company's Financial Strength A+ 
shrs. Exel. nonrec. gains (loss): '10, 5€; '11 , (C) Dividends hisloncally paid in early Marer , (E) Otrs may not add due to change in shrs Stock's Price Stabi lity 95 
(1€); '18, $1.43; '20, 17€. Excludes disconlin- June, Sept. , and Dec. • Di, . reinvestment plan. outstanding. Price Growth Persistence 95 
ued operations: '11, 10€; '12, 27e; '13, 14e; Direct stock purchase plan avail. Earnings Predictability 100 
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J--N_EJj_J_E_B]fYB;~~~~~IR~EC-ENT~!6_6JlP/_E ~ 21JiT_raili~ng:-1B.6LR-ELA-TIV~E 1_~41•_1v•o_1 .~0-)/o~ _ ______. , NYSE-NJR PRICE , RATIO , Med ian: 17.0 P/E RATIO , YLD / ( ~ 

TIME LI NESS 5 Loweredt 2/2S/20 High : 22.0 25.2 25.1 23.8 32.1 34.1 38.9 45.4 51.8 51.2 44.7 38.4 Ta rget Price Range 
Low: 16.7 19.8 19.3 19.5 21.9 26.8 30.5 33.7 35.6 40.3 21. 1 33.3 2024 2025 2026 

SAFETY 2 lowered 4/17120 LEGENDS 
S - 0.4C x Dividends p sh 1---+-----<---+---t----+---+---+---+----+---+---+---+----t---+- 80 

TECHNI CAL lowered 2119/21 .... ~~:~fi/~,/~~e~f~n~lie ;9 _10,_1 
BETA .95 (1.00 = Markel) 3-for-2 spin 3/08 J--+----,---t"=~J----+--+---+--+-~----_ +_-_-_--+---+--+----,---+-60 

1-------------< 2-lor-1 split 3/15 J--+----,---+,.--t---+-.. - ,,-,, ,+--,.,~,,",,,t1.,,...,,.T ,,-, +
1 

~, '--+--'--c-_-+---+--+----,---+-50 
18-Month Target Price Range og~~~~ V:,!a indicaies recession _ _ _ _ _ _ _ _ _ _ 40 
Low-High Midpoint(% to Mid) t=;::::::::::i=====:i=====i==--+---+.......,,,-.,.iµ.• .. 4,rr,uJl~r1 -"'-'

1
'.l.111'._/

11
-•· _-4

1
_ '·-+--,,;,~·•ll~llul1 ,,1,,,I.'. lii:-•--l---+--+---+--+-30 

1- +--+--+---,-,,,.,.,-,---,-+--,--+-=-t--'-" +---+--+----,,-..~-+,J--~ " t-- -+--+---+--+---+-25 
~s:.::2.=.5·.;;$6:;..;1~~$.:.4.;;3~(1..;,5.;%;.,,l =~--ll.:r.-'i.•~:;l";,',;'iiT""f''="'"'"',;"'11 i' - '"'-'"c..'·-·· '4,.,"-:"="'"'''-1''r' --r--t-:::::;;;--t""--=""t--:::::::t--+-t-'--1 -t---t---t----t---i----ir20 

2024·26 PROJ ECTIONS 1-'
1
,,,11,~1•.,..''_''

1
1-'-"

1
_'

1
_' -+--+--• ,,r--..."--='l'--==-1-- -"""C,.i.------+----l--------lr---f--_,, -if---+--+---+--+---l---+15 

Ann'I Total • / 
Price Gain Retu rn ·- ··••···•·· •••• :- • .,,,,._ •···• •••••••••• • ·- · ·····-.. 10 

High 50 (+35%1 11 % -~ •· • ••• _ .··•.:• ••••• ,-- ••• 
low 35 (-5% 3% ~ •••• % TOT. RETURN 1/21 f--

7·5 
In stitutional Decisions 

102020 202020 302020 
THIS VL ARJTH.' 

Percent 30 STOCK INDEX 
h 2 -+--->----+---+---+-~--H----+---+---+---+-+---t---+-----< 1 yr. -1 1.5 26.6 

,_ 
lo Buy 123 
lo S.11 131 
Hld's(000 67063 

139 
97 

67573 

129 
105 

69155 
fra~~J 1 g I I I 3 yr. -0.9 29.4 

111111,lllt 111111 111 ,111 11111111111111111111 111111 11111 11 1111 1111 '" "'"Ill 1111111111111 ,111 11111111111 111 11 5yr. 15.2 99.1 
2005 2006 2007 2008 2009 2010 2011 2012 2013 201 4 2015 2016 2017 201 8 2019 2020 2021 2022 ° VALUELINEPUB. LLC 24-26 

38.10 39.81 36.31 45.37 31.17 32.05 
1.31 , 1.37 1.22 1.81 1.58 1.63 
.88 .93 .78 1.35 1.20 1.23 
.45 .48 .51 .56 .62 .68 
.64 .64 .73 .86 .90 1.05 

5.30 7.50 7.75 8.64 8.29 8.81 
82.64 82.88 83.22 84.12 83.17 82.35 
16.8 16.1 21 .6 12.3 14.9 15.0 
.89 .87 1.15 .74 .99 .95 

3. 1% 3.2% 3.0% 3.3% 3.5% 3.7% 

CAPITAL STRUCTURE as of 12/31 /20 
Total Debt $2426. 1 mill. Due in 5 Yrs $420.5 mill. 
LT Debt $2264.9 mil l. LT Interest $47.1 mill. 
Incl. $54 .9 mill. capitalized leases. 
(LT interest earned: 5.0x; total interest coverage: 
5.0x) 
Pension Assets-9/20 $404.4 mill. 

Obl ig. $643.0 mill. 
Pfd Stock None 

Common Stock 96,250,435 shs. 
as of 2/2/21 
MARKET CAP: S3 .5 bill ion (Mid Cap) 
CURRENT POSITION 2019 2020 12/31/20 

(SMllL.) 
Cash Assets 2.7 117.0 22.4 
Other 508.9 505.3 586.8 
Current Assets sTf] 622.3 609.2 

Accts Payable 295.9 270.1 263.4 
Debt Due 46.9 152.6 161.2 
Other 103.6 111.0 94.1 
Current Liab. 446.4 533.7 518.7 
Fix. Chq . Gov. 545% 545% 550% 
ANN UAL RATES Past Past Est'd '17-'19 
of change (pe1 sh) 10 Yrs. 5 Yrs. to '24-'26 
Revenues -2.5% -4.0% NMF 
"Cash Flow" 7.5% 7.5% 2.5% 
Earnings 7.0% 6.0% 1.5% 
Dividends 7.0% 6.5% 5.5% 
Book Value 7.0% 8.5% 5.0% 

Fiscal QUARTERLY REVENUES ($ mi ll.) A Full 
Year Dec.31 Mar.31 Jun.30 Sep.30 Fiscal 
Ends Year 
2018 705.3 1019.1 543.4 647.3 2915.1 
2019 811.8 866.2 434.9 479.1 2592.0 
2020 615.0 639.6 299.0 400.1 1953.7 
2021 454.3 725 505 615.7 2300 
2022 505 775 555 665 2500 
Fiscal EARNINGS PER SHARE A a Full 
Year Dec.31 Mar.31 Jun.30 Sep,30 Fiscal 
Ends Year 
201 8 1.53 1.61 d.09 d.33 2.72 
2019 .61 1.27 d.20 .29 1.96 
2020 .44 1.12 d 06 .57 2.07 
2021 .46 .90 d.15 .44 1.65 
2022 .49 1.17 d.03 .62 2,25 

Cal- QUARTERLY DIVIDENDS PAID c • Full 
endar Mar,31 Jun,30 Seo,30 Dec.31 Year 
2017 .255 .255 .255 .273 1.04 
2018 .273 .273 .273 .2925 1.11 
2019 .2925 .2925 .2925 .3125 1.19 
2020 .3125 .3125 .3125 .3325 1.27 
2021 .3325 

36.30 27.08 38.38 44.40 32.09 21.90 26.28 33.24 
1.70 1.86 1.93 2.73 2.52 2.46 2.68 3.72 
1.29 1.36 1.37 2.08 1.78 1.61 1.73 2.72 
.72 .77 .81 .86 .93 .98 1.04 1.11 

1.13 1.26 1.33 1.52 3.76 4.15 3.80 4.39 
9.36 9.80 10.65 11.48 12.99 13.58 14.33 16.18 

82.89 83.05 83.32 84.20 85. 19 85.88 86.32 87.69 
16.8 16.8 16.0 11.7 16.6 21.3 22.4 15.6 
1.05 1.07 .90 .62 .84 1.12 1.13 .84 

3.3% 3.4% 3.7% 3.5% 3.1% 2.9% 2.7% 2.6% 

3009.2 2248.9 :;198.1 3738.1 2734.0 1880.9 2268.6 2915.1 
106.5 112.4 113.7 176.9 153.7 138.1 149.4 240.5 

30.2% 7.1% 25.4% 30.2% 26.3% 15.5% 17.2% . . 

3.5% 5.0% 3.6% 4.7% 5.6% 7.3% 6.6% 8.2% 
35.5% 39.2% 36.6% 38.2% 43.2% 47.7% 44.6% 45.4% 
64.5% 60.8% 63.4% 61 .8% 56.8% 52.3% 55.4% 54.6% 
1203.t 1339.0 1400.3 1564.4 1950.6 2230.1 2233.7 2599.6 
1295.9 1484.9 1643.1 1884.1 2128.3 2407.7 2609.7 2651.0 

9.7% 9.2% 9.0% 12.1% 8.6% 6.9% 7.7% 10.1% 
13.7% 13.8% ·2.8% 18.3% 13.9% 11.8% 12.1% 16.9% 
13.7% 13.8% 12.8% 18.3% 13.9% 11.8% 12.1% 16.9% 
6.2% 6.2% 5.2% 11 .0% 7.0% 4.8% 5.0% 10.2% 
55% 55% 59% 40% 50% 60% 59% 40% 

BUSINESS: New Jersey Resources Corp. is a holding company 
providing reta il/wh)lesale energy svcs. to customers in NJ , and in 
states from the Gulf Coast to New England, and Canada. New Jer
sey Natural Gas h3d 558,000 cust. at 9/30/20. Fiscal 2020 volume: 
215 bill. cu . ft. (1 4% interruptible, 21 % res ., 10% commercial & 
elec. utility, 55% capacity release programs). N.J. Natural Energy 

New Jersey Resources is off to a so-so 
start in fiscal 2021 (year ends Septe m 
ber 30th ). On t he downside, the 
December-q arter reve nues fe ll 26. 1 %, to 
$454.3 million, due to double-digit volume 
declines a t ,the nonuti lity a nd uti lity divi
sions, as t he coronavirus pande mic contin
ues to weigh on end-use consume r 
dema nd . Meanwh ile, on t he profitability 
front, tota l expenses declined a bout 740 
basis points, when viewed as a perce ntage 
of the top li ne. Al l to ld, these factors drove 
the bottom line roughly 4 .5% highe r, to 
$0.46 a s h re. This was ma rkedly be low 
our call fo r earnings of $0.55 . 
We h ave redu ced our annual top- an d 
bottom-line estimates by $450 million, 
and $0.60, to $2.3 billion and $1.65 a 
share, respective ly. Our revised fi gure 
would represent a more-tha n-15% year
ove r-year decline, as overall system 
t hroughput will likely be depressed in the 
near term. Additionally, a lthough com 
modity prices have rebounded from the 
lows ex perie nced in early 2020, fossi l fue l 
prices a re s":. ill down whe n viewed against 
hi storical levels . We look for t he company 
to continue to face a challe nging operating 

29.01 20.39 
2.99 3.30 
1.96 2.07 
1.1 9 1.27 
5.83 4.68 

17.37 19.26 
89.34 95.80 
24.3 17.7 
1.29 .92 

2.5% 3.5% 

2592.0 1953.7 
175.0 196.3 
NMF 5.0% 
6.7% 10.0% 

49.8% 55.1% 
50.2% 44.9% 
3088.9 41 04.2 
3041.2 3983.0 

6.4% 56% 
11 .3% 10.6% 
11.3% 10,6% 
4.6% 4.2o/o 
59% ED% 

23.70 25.50 
2.95 3.60 
1.65 2.25 
1.34 1.42 
4.10 4.10 

19.80 20.85 
97.00 98.00 

Bold fig res are 
Value Line 
estin~tes 

2300 2500 
160 220 

5.0% 5.0% 
7.0% 8.8% 

54.5% 55.0% 
45.5% 45.0% 

4220 4545 
4065 4145 
5.0% 6.0% 
8.5% 11.0% 
8.5% 11.0% 
1.5% 4.0% 
81% 63% 

Revenues per sh • 
"Cash Flow" per sh 
Earnings per sh 8 

Div'ds Decl 'd per sh c. 
Cap'I Spending per sh 
Book Value per sh 0 

Common Shs Outst'g E 

Avg Ann'I P/E Ratio 
Relative PIE Ratio 
Avg Ann'I Div'd Yield 

Revenues (Smill) A 

Net Profit ($mill) 
Income Tax Rate 
Net Profit Marqin 
Long-Term Debt Ratio 
Common Equity Ratio 
Total Capital (Smill) 
Net Plant (Smill) 
Return on Total Cap'I 
Return on 5hr. Equity 
Return on Com Equity 
Retained to Com Eq 
All Div'ds to Net Prof 

27.30 
3.90 
2.45 
1.65 
4.00 

23.60 
100.00 

17.0 
.95 

3.7% 

2730 
245 

5.0% 
9,0% 

54.5% 
45.5% 

5160 
4400 
6.0% 

10.5% 
10.5% 
3.5% 
67% 

subsidiaiy provides unregulated retail/wholesale natural gas and re
lated energy svcs. 2020 dep. rate : 2.8%. Has 1,156 empls. Off./dir. 
own 1.3% of common; BlackRock, 14.3%; Vanguard, 10.6% (12/20 
Proxy). CEO, President & Director: Steven D. Westhoven. In
corporated: New Jersey. Address: 1415 Wyckoff Road, Wall , NJ 
07719. Telephone: 732-938-1480. Web: www.njresources.com. 

environme nt t his year, until vaccines ca n 
be widely distributed and the eco nomy re
turn s to pre-pa nde mic levels. Meanwhile, 
we a re introducing ou r fiscal 2022 revenue 
a nd earnings estimates at $2 .5 billion , and 
$2.25 a share, respectively. New accounts 
at the NJNG regulated uti lity segme nt 
a nd economic recovery should be the pri
mary drivers here. 
The balance sheet is in decent sh ape 
at the mome nt. Although cas h reserves 
declined rough ly 80% over the first 
qua rte r of th is year, that cushion still sat 
at $22.4 million. Too, t he long-term debt 
load remained stable at $2.265 billion , or 
57% of tota l capita l. Thi s is re lat ively 
stand a rd for a uti lity. Finally, the so me
what recent increase to the qua r terly divi 
de nd leaves NJR with a competit ive yie ld . 
At this juncture, we t h ink most inves
tors' funds could be better utilized 
e lsewhere. The stock is trading nea r t he 
low e nd of our 3- to 5-year Target Price 
Range, suggesti ng lim ited ups ide pote n
tia l. And , since ou r November review, NJR 
fe ll one notch in Time liness, to 5 (Lowest ), 
for year-ah ead performance. 
Bryan J . Fong Febrnary 26, 2021 

{A) Fiscal year ends Sept. 30th. I early May. l {D) Includes regulaloiy assets in 2020: $527.5 Company's Financial Strength 
(B) Diluted earnings. Olly. sales and egs. may (C) Dividends historically paid in early Jan., million , $5.51 /share. Stock's Price Stability 
not sum to total due to rounding and change in April, July, and October. u Dividend reinvest- (E) In millions, adjusted for splits. Price Growth Persistence 
shares outstanding. Next earnings reporl due men! plan available. Earnings Predictability 

A+ 
80 
60 
50 
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N,W, NATURAL NYSE-NWN 
I RECENT 

PRl:E 
46 32 IP/E 18 gCrailing:22.5) 

, RATIO , Median: 23.0 

TIMELINESS 3 Raised 11 /2t\120 High: 50.9 49.0 50.8 46.6 52.6 52.3 66.2 69.5 71.8 

1 
Low: 41.1 39.6 41 .0 40.0 40.1 42.0 48.9 56.5 51.5 

SAFETY Raised 3/18/05 LEGENDS 

5 Loweled 2/12/21 
- 0.90 x Dividends p sh 

TECHNICAL . . . . ~~J~f i/~r~~e~~~~~~e 
BETA .80 (1.00: Markel) og~~~!~ V:,~a indicates recession 
18-Month Target Price Range 

,, .. v---...... ,II~ '"'II 
Low-High Midpoint (% to Mid) 11, ,, 1 , ,, I " •' 11 · , ,, / I 

'" 1t1 11 , ," 
$37-$97 $67 (45%) -_::.:. -<..•····· 

2024-26 PROJECTIONS -· -·-- -Ann'I Total ·- · ... ··• ... Price Gain Return ... -.. -· 
High 80 !+75%! 18% 

........ . ··-.. ·· .:·•·· 
Low 65 +40% 12% 
Institutional Decisions 

I 102020 202020 302020 Percent 15 
to Buy 88 73 92 shares 10 "· 
lo Sell 133 103 94 traded s ·" 111111 ""''" 11 11 II. 11111 ,1 11 ,1, Il l ,I ,11 , 

llllilttl 
Hld'slOOO 22679 21936 21896 11111 11111 1111111111 11111 111111 11111111 111 1111 11 1111 1 1111111111 111 1111 111 1111 
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 

33.01 37.20 39.13 39.16 38.17 30.56 31 .72 27.14 28.02 27.64 26.39 23.61 26.52 24.45 
4.34 4.76 5.41 5.31 5.20 5.18 5.00 4.94 5.04 5.05 4.91 4.93 1.04 5.28 
2.11 2.35 2.76 2.57 2.83 2.73 2.39 2.22 2.24 2.16 1.96 2.12 d1.94 2.33 
1.32 1.39 1.44 1.52 1.60 1.68 1.75 1.79 1.83 1.85 1.86 1.87 1.88 1.89 
3.48 3.56 4.48 3.92 5.09 9.35 3.76 4.91 5.13 4.40 4.37 4.87 7.43 7.43 

21.28 22.01 22.52 23.71 24.88 26.08 26.70 27.23 27.77 28.12 28.47 29.71 25.85 26.41 
27.58 27.24 26.41 26.50 26.53 26.58 26.76 26.92 27.08 27.28 27.43 28.63 28.74 28.88 

17.0 15.9 16.7 18.1 15.2 17.0 19.0 21 .1 19.4 20.7 23.7 26.9 .. 26.6 
.91 .86 .89 1.09 1.01 1.08 1.19 1.34 1.09 1.09 1.19 1.41 .. 1.44 

3.7% 3.7% 3.1% 3.3% 3.7% 3.6% 3.9% 3.8% 4.2% 4.1% 4.0% 3.3% 3.0% 3.0% 

CAPITAL STRUCTURE as of 9/30/20 848.8 730.6 758.5 754.0 723.8 676.0 762.2 706.1 
Total Debt $1178.4 mill. Due in 5 Yrs $910.0 mill. 63.9 59.9 60.5 58.7 53.7 58.9 d55.6 67.3 
LT Debt $860.2 mill. LT Interest $40.0 mill. 40.4% 42.4% L0.8o/, 41 .5% 40.0% 40.9% . . 26.4% 

(Tola! inlerest coverage: 3.1 x) 7.5% 8.2% 8.0% 7.8% 7.4% 8.7% NMF 9.5% 
47.3% 48.5% t 7.6% 44.8% 42.5% 44.4% 47.9% 48.1% 

Pension Assels-12/19 $313.1 mill. 52.7% 51 .5% t2.4% 55.2% 57.5% 55.6% 52.1% 51 .9% 
Oblig. $515.7 mill. 1356.2 1424.7 1433.6 1389.0 1357.7 1529.8 1426.0 1468.9 

Pfd Stock None 1893.9 1973.6 2062.9 2121.6 2182.7 2260.9 2255.0 2421.4 

Common Stock 30,568,578 shares 6.2% 5.7% 5.8% 5.8% 5.5% 5.1% NMF 5.8% 

as of 10/29/20 8.9% 8.2% 8.1% 7.6% 6.9% 6.9% NMF 8.8% 
8.9% 8.2% 8.1% 7.6% 6.9% 6.9% NMF 8.8% 

MARKET CAP S1.4 bill ion (Mid Cap) 2.4% 1.6% 1.5% 1.1% .6% .9% NMF 2.1% 
CURRENT POSITION 2018 2019 9/30/20 73% 80% 81 % 85% 92% 87% NMF 76% 

(SMILL.) 
BUSINESS: Northwest Natural Holding Co. distributes natural gas Cash Assets 12.6 9.6 35.9 

Other 283.3 284. 1 206.9 to 1000 communities, 750,000 customers, in Oregon (89% of cus-
Current Assets 295.9 293.7 242.8 tamers) and in southwest Washington state. Principal cities served: 
Accts Payable 115.9 113.4 83.8 Portland and Eugene, OR; Vancouver, WA. Service area popula-
Debt Due 247.6 224.2 318.2 lion: 3. 7 mill. (77% in OR). Company buys gas supply from Canadi-Other 145.6 144.6 149.3 
Current Liab. 509. 1 482.2 551.3 an and U.S. producers; has transportation rights on Northwest 

Fix. Chg. Gov. 357% 336% 312% Northwest Natural Holding Co. likely 
ANNUAL RATES Past Past Esl 'd '17-'19 performed fairly well last year. (Note: 
of change (per sh) 10 Yrs. 5 Yrs. lo '24-'26 The company was expected t o issue its a n-
Revenues -4.0% -2.0% 4.0% n ua l resul ts shortly after thi s report went "Cash Flow" -3.0% -5.5% 4.5% 
Earnings -11 .0% -17.0% 5.5% to press.) We look for revenues and earn-
Dividends 2.0% 0.5% .5% ings to advance approximately 2.5%, to 
Book Value 1.5% -0.5% 8.0% $765 milli o a nd $2 .25 a share, respective-
Cal- QU ARTERLY REVENUES (S mill .) Full ly. Desp ite t he challenging ope rating envi-

endar Mar.31 Jun.30 Sep.30 Dec.31 Year ron ment and econom ic headwin ds pro-
2018 264.7 124.6 91.2 226.7 706.1 vided by t he COVID-19 pandemic, North-
2019 285.4 123.4 90.3 247.3 746.4 west Natu ral added more th a n 14,000 new 
2020 285.2 135.0 93.3 251.5 765 natural gas meters over t he past 12 
2021 305 145 110 260 820 months. Add it ional benefi ts stem med fro m 
2022 315 155 120 270 860 t he Oregon P ublic Utili ty Co mmission's 
Cal- EARNINGS PER SHARE A Full a pproval of a $45 million rate inc rease. 

endar Mar.31 Jun.30 Sep.JO Dec.J1 Year We look for the company's momentum 
2018 1.46 d.01 d.39 1.27 2.33 to improve this year. The ut ili ty serv-
2019 1.50 .07 d.61 1.26 2.19 ices provider a ppears well positioned to 
2020 1.58 d.17 d.61 1.45 2.25 register reve nue growth of more tha n 7% 
2021 1.60 d.10 d.50 1.50 2.50 t h is year, to $820 m ill io n. New customer 
2022 1.64 d.06 d.47 1.54 2.65 acco unts, r a te increases, a nd acquisitions 
Cal- QUARTERLY DIVIDENDS PAID 8 • Full augu r well for overall bus iness operations. 

endar Mar.31 Jun.JO Sep.JO Dec.J1 Year In fact, the NW Natura l Water com pa ny 
2017 .47 .47 .47 .4725 1.88 recently pu rchased Suncadia water and 
201 8 .4725 .4725 .4725 .475 1.89 wastewater uti lities, t he T&W water utili -
201 9 .475 .475 .475 .4775 1.90 ty, a nd mult iple syste ms in Idah o. Assum-
2020 .4775 .4775 .4775 .48 1.91 ing costs associated wit h t he pa nde mic be-
2021 .48 gin to s ubside, we look for continued ma r-

RELATIVE o 89 IDIV'D 
PIE RATIO I YLD 

74.1 77.3 47.5 
57.2 42.3 41 .7 

--- -- -. 
1,1• •· 'II 

11' 111 -

-··· .. 

.. 
I I 

• • II Ill 
2019 2020 2021 

24.49 24.65 26.45 
5.15 5.30 5.15 
2.19 2.25 2.50 
1.90 1.91 1.92 
7.95 8.05 8.40 

28.42 30.65 33.85 
30.47 31.00 31.00 

30.9 25.5 Bold fig 

1.65 1.33 ValuE 

2.8% 3.3% estin 

746.4 765 820 
65.3 70.0 75.0 

16.2% 21.0% 21.0% 
8.8% 9.2% 9.1% 

48.2% 48.5% 49.0% 
51.8% 51 .5% 51.0% 
1672.0 1850 2050 
2438.9 2535 2640 

5.2% 3.8% 4.0% 
7.5% 7.5% 7.5% 
7.5% 7.5% 7.5% 
1.4% 1.0% 1.5% 
82% 85% 77% 

Attachment DWD-2 
Page 4 of 8 

4.1%1 -Target Price Range 
2024 2025 2026 

128 
96 
80 
64 
48 
40 
32 
24 

16 
1-12 

% TOT. RETURN 1/21 
THIS VL ARITH,' 

STOCK INDEX -1 yr. -33.9 26.6 -3yr. -11.1 29.4 -S yr. 4.6 99.1 
2022 '° VALUE LINE PUB. LLC 4-26 

27. 70 Revenues per sh 31 .05 
6.05 "Cash Flow" per sh 6.85 
2.65 Earnings per sh A 3.10 
1.93 Div'ds Decl'd per sh a. 1.96 
8.70 Cap'I Spending per sh 9.40 

37.10 Book Value per sh 0 45.30 
31.00 Common Shs Dutst'g c 32.00 

res are Avg Ann'I P/E Ratio 24.0 
Line Relative PIE Ratio 1.35 
ates Avg Ann'I Div'd Yield 2.6% 

860 Revenues (Smill) 995 
80.0 Net Profit (Smill) 100 

21.0% Income Tax Rate 21.0% 
9.3% Net Profit Marqin 10.1% 

46.5% Long-Term Debt Ratio 43.0% 
53.5% Common Equity Ratio 57.0% 

2150 Total Capital ($mill) 2550 
2750 Net Plan1 (Smill) 3105 
4.0% Re1urn on Total Cap'I 4.0% 
7.0% Return on Shr. Equity 7.0% 
7. 0% Return on Com Equity 7.0% 
2.0% Retained to Com Eq 2.5% 
73% All Div'ds to Net Prof 64% 

Pipeline system. Owns local underground storage. Rev. break-
down: residential , 37%; commercial, 22%; industrial, gas trans-
portation , 41 %. Employs 1,167. BlackRock Inc. owns 15.5% of 
shares; OffJDir. own less than 1% (4/20 proxy). CEO: David H. 
Anderson. Inc.: Oregon. Address: 220 NW 2nd Ave. , Portland, OR 
97209. Tel.: 503-226-4211. Internet: www.nwnatural.com. 

gin expans ion as t he year progresses. On 
ba la nce, NWN's an nu a l earnings may well 
advance 11 % t his yea r, to, $2.50 pe r sha re. 
F ina lly, we are in trod ucing our 2022 top-
an d botto m-li ne estimates at $860 million 
and $2 .65 a sha re, respectively. 
The natural gas dis tributor's balance 
sheet is in good shape and improving. 
At the end of the third quarter, the last 
pe riod fo r wh ich fi na ncial information was 
ava ila ble, cash reserves had swelled 272%, 
to $35.9 m illion. Meanwhile, t he long-term 
debt load increased 6.7%, to $860 million. 
Thi s represents a re latively modest 50% of 
tota l capital, whe n viewed again st the in-
d ustry as a whole . 
These shares may appe al to patie nt 
investors with an eye on income gen-
eration. NWN offers bet ter-tha n-average 
app reciation pote nt ia l fo r t he pull to 2024-
2026. Wh at's more, the recent hi ke in the 
qua rte rly di vide nd , to $0.48 per sha re, 
br ings t he y ield to over 4%, ha ndily best-
ing t he Value Line median . F in ally, ou r 
Timeliness Ran ki ng System s uggests these 
shares will keep pace with t he b roade r 
market averages in t he coming year . 
Bryan J. Fong February 26, 2021 

(A) Diluted earnings per share. Excludes non- 1 (B) Dividencs historically paid in mid-February, I (D) Includes intangibles. In 2019: $343.2 mil- Company's Financial Strength A 
recurring items: '06, ($0.06): '08, ($0.03) ; '09, May, August, and November. lion, $11.26/share. Stock's Price Stability 85 
$0.06; May not sum due to rounding. Next • Dividend reinvestment plan available. Price Growth Persistence 35 
earnings report due in earty May. (C) In millions. Earnings Predictability 5 
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ONE GAS, INC, NYSE-OGS 
I RECENT 

PRI E 72 69 IP/E 191 (7railing:20.5) , RATIO , Median: NMF 

TIMELINESS 4 Lowered 11/2l\'20 High: 44.3 51.8 67.4 79.5 87.8 

2 New6/2/17 
Low: 31 .9 38.9 48.0 61 .4 62.2 

SAFETY LEGENDS 

TECHNICAL 4 Lowered2/12/21 - ~;i~d ~VJ1;,~~:sr ~~le 
, • •, Relative Price S1rength 

BETA .80 (' .00 = Market) O~~~g!d vi,~a indicates recession 
18-Month Target Price Range 
Low-High Midpoint(% to Mid) 

11"
111

'
1 1/ '' , .. 

$59-$131 $95 (30%) 

2024-26 PROJECTIONS I , 1111 11 -

RELATIVE o 90 I DIV'O 
P/E RATIO I YLD 

96.7 97.0 78.0 
75.8 63.7 69 .5 

- - - ----- --
, ,. 1•d ' 1I '111 .. 

, I ""11 1 • 
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3.2% ~, .. ,~ 

Target Price Range 
2024 2025 2026 

200 
160 .......... -- ---

----- ----- 100 
80 
60 
50 
40 

Ann'! Total ,111 11 111 / -r----.• 
30 Price Gain Return ,,,,---- . High 145 (+1 00%l 21 % ........ ,... 20 Low 105 (+45% 12% ,,.,- .. ..... ...... ...... 

Institutional Decisions ... ·· ... % TOT. RETURN 1/21 - ····· THIS Vl ARITH.' 
102020 202020 302020 Percent 

......... STOCK INDEX 21 
I 1 yr. -21.0 26.6 f-

toBuy 124 142 130 shares 14 -toSell 157 137 151 traded 7 
,., 3 yr. 10.6 29.4 -Hld'~OOOI 41 769 42060 42057 11 111 11 11 1111 11 11 11 1111111111 11 11 111111 1111111111 11, 11111 11 1111 11 11 11 5 yr. 45.2 99.1 

The shares of ONE Gas, Inc. began trad- 2011 2012 2013 201 4 2015 2016 2017 2018 2019 2020 2021 2022 c VALUE LINE PUB. LLC 4-26 
ing "regular-way" on the New York Stock .. .. . . 34.92 29.62 27.30 29.43 31 .08 31 .32 28.30 30.20 31.95 Revenues per sh 40.35 
Exchange on February 3, 2014. That hap- .. .. . . 4.52 4.82 5.43 5.96 6.32 6.96 7.30 7.70 8.10 "Cash Flow" per sh 9.65 
pened as a resu lt of the separation of .. . . . . 2.07 2.24 2.65 3.02 3.25 3.51 3.68 3.80 4.00 Earn ings per sh • 5.00 
ONEOK's natural gas distribution operat ion. .. . . . . .84 1.20 1.40 1.68 1.84 2.00 2.16 2.32 2.48 Div'ds Decl'd per sn 8• 2.95 
Regarding the detai ls of the spinoff, on Jan- . . . . .. 5.70 5.63 5.91 6.81 7.50 7.91 8.80 8.95 9.15 Cap'I Spending per sh 9.50 
uary 31, 2014, ONEOK distributed one . . .. .. 34.45 35.24 36.12 37.47 38.86 40.35 42.70 45.80 47.90 Book Value per sh 53.70 
share of OGS common stock for every four . . .. . . 52.08 52.26 52.28 52.31 52.57 52.77 53.00 53.50 53.50 Common Shs Outsl'g c 57.00 
shares of ONEOK common stock held by . . .. 17.8 19.8 22.7 23.5 23.1 25.3 22.4 Bold fig res are Avg Ann'I P/E Ratio 25.0 
ONEOK shareholders of record as of the .. .. .. .94 1.00 1.19 1.18 1.25 1.35 1.15 VafuE Line Relative PIE Ratio 1.40 
close of business on January 21. It should .. . . .. 2.3% 2.7% 2.3% 2.4% 2.5% I 2.3% 2.7% estin ates Avg Ann'I Div'd Yield 2.4% 
be mentioned that ONEOK did not retain .. .. .. 1818.9 1547.7 1427.2 1539.6 1633.7 I 1652.7 1500 1615 1710 Revenues (Smill) 2300 
any ownership interest in the new company. .. .. .. 109.8 119.0 140.1 159.9 172.2 186.7 195 205 215 Net Proftt (Smill) 285 
CAPITAL STRUCTURE as of 9/30/20 .. -· . . 38.4% 38.0% 37.8% 36.4% 23.7% 18.7% 18.0% 18.5% 18.5% Income Tax Rate 22.0% 
Total Debt $1890.2 mill. Due in 5 Yrs $1150.0 mill. .. .. .. 6.0% 7.7% 9.8% 10.4% 10.5% 11.3% 13.0% 12.7% 12.6% Net Profit Marqin 12.4% 
LT Debt $1582.2 mill. LT Interest $85.0 mill. .. .. .. 40.1% 39.5% 38.7% 37.8% 38.6% 37.7% 42.0% 40.0% 40.0% Long-Term Debt Ratio 40.0% (LT inlerest earned: 4.7x; lolal inleresl 
coverage: 4.7x) .. .. .. 59.9% 60.5% 61.3% 62.2% 61.4% 62.3% 58.0% 60.0% 60.0% Common Equity Ratio 60.0% 
Leases, Uncapitalized Annual renlals $7.6 mill. .. .. . . 2995.3 3042.9 3080.7 3153.5 3328.1 3415.5 3900' 4085 4270 Total Capital (Smill) 5100 
Pfd Stock None .. .. .. 3293.7 3511.9 3731.6 4007.6 4283.7 4565.2 4830 5060 5290 Net Plant ($mill) 5750 
Pension Assets-12/19 $908.0 mill. . . .. .. 4.4% 4.7% 5.2% 5.8% 5.9% 6.4% 6.5% 6.5% 6.0% Return on Total Cap'I 7.0% 

Oblig. $1001.4 mill. .. .. .. 6.1% 6.5% 7.4% 8.2% 8.4% 8.8% 8.5% 8.5% 8.5% Return on Shr. Equity 9.5% Common Stock 53,096,893 shs. 
as of 10/26/20 

. . .. .. 6.1% 6.5% 7.4% 8.2% 8.4% 8.8% 8.5% 8.5% 8.5% Return on Com Equity 9.5% 
MARKET CAP: S3.9 bill ion (Mid Cap) .. .. . . 3.7% 3.1% 3.5% 3.7% 3.7% 3.8% 3.5% 3.5% 3.0% Retained to Com Eq 4.0% 

CURRENT POSITION 2018 2019 9/30/20 . . .. .. 40% 53% 52% 55% 56% 56% 59% 61% 62% All Div'ds to Net Prof 59% 
(SMILL.) BUSINESS: ONE Gas, Inc. provides natural gas distribution seiv- & industrial, 10.3%; other, .6%. ONE Gas has arourd 3,600 em-Cash Assets 21.3 17.9 6.2 

Other 522.0 488.3 363.5 ices to more than lwo million cuslomers. There are lhree divisions: ployees. BlackRock owns 12.1 % of common stock; Tile Vanguard 
Current Assets 543.3 506.2 369.7 Oklahoma Natural Gas, Kansas Gas Seivice, and Texas Gas Seiv- Group, 10.1%; T. Rowe Price Associates, 7.0%; officers and direc-
Accts Payable 174.5 120.5 65.3 ice. The company p rchased 174 Bel ol nalural gas supply in 2019, lors, 1.9% (4/20 Proxy). CEO: Pierce H. Norton II. Incorporated: 
Debt Due 299.5 516.5 308.0 compared to 180 Bet in 2018. Total volumes delivered by customer Oklahoma. Acdress: 15 East Fillh Street, Tulsa, Okla~oma 74103. 
Other 224.9 235.7 202.4 (liscal 20 19): transportation, 56.6%; residential, 32.5%; commercial Tel.: 918-947-7000. lnlemel: www.onegas.com. 
Curren! Liab. 698.9 872.7 575.7 
Fix. Chg. Gov. 677% 567% 563% Earnings for ONE Gas ought to be a sam e per centage of capita l a ll ocated to 

ANNUAL RATES Past Past Est'd '17-'19 bit higher in 2021. (L ast year 's fou rth- whe re i t is a t present. 
ol change (pet sh) 10 Yrs. 5 Yrs. to '24-'26 qua rter figures w e re expect ed t o com e out Prospect s out to 2024-2026 appe ar en-
Revenues . . -2.5% 4.0% sh ortly after thi s r eport w ent to press.) couraging. ONE Gas ranks as the lead-
"Cash Flow" .. 7.0% 6.0% This i mprovem ent sh ould be m ade pos- ing n atura l gas dist ributor (as m easured Earnings -- 9.5% 6.5% 
Dividends . . 17.0% 7.0% sib le partly by t h e benefit o f n ew r a tes. by custome r count) in both Oklahoma and 
Book Value . . 2.5% 4.5% Other posi t i es include a n expanding cu s- Kan sas, and h olds t h e number-t hree posi -

Cal- QUARTERLY REVENUES (S mill.) Full tamer base a d a subdued effective i nco m e tion ID Texas. M o reove r, these m a rkets 

endar Mar.31 Jun.30 Sep.30 Dec.31 Year tax rat e. D epreciation & a m or t i zat ion ex- seem t o h av e decen t growth poss ib ili t ies 

2018 638.5 292.5 238.3 464.4 1633.7 pense stand& to incr ease som e, but t hi s and ar e l oca t ed in one of the m ost acti ve 

2019 661.0 290.6 248.6 452.5 1652.7 ought t o r efl ect n ecessa ry capi ta l invest- drilling region s in t h e U nited States. Al so, 
2020 528.2 273.3 244.6 453.9 1500 m en ts . A ssu m ing n o big COVID-19-rel at ed w i th h eal t h y finan ces, t h e compan y oug h t 
2021 590 310 255 460 1615 pro bl em s, the bottom li ne m ay grow to be ab le t o sati sfy its working capi ta l re-
2022 625 330 275 480 1710 around 3%, t o $3 .80 a sh ar e, ve rsu s our quirem ents, capita l expenditures, and 

Cal- EARNINGS PER SHARE• Full 20 20 estimate of $3.68. Turning to 2022, other obligation s for a while. 
endar Mar.31 Jun.30 Sep.30 Dec.31 Year sh a re net m ight rise a n other 5% , to $4.00, The quarterly dividend was just 
2018 1.72 .39 .31 .83 3.25 as operating mar g ins w iden furth er. raised 7.4%, to $0.58 a share. T h at was 

2019 1.76 .46 .33 .96 3.51 Leadership states that it looks for this brou gh t about, of course, by ONE Gas' 
2020 1.72 .48 .39 1.09' 3.68 year's capital expenditures, including sol i d capita l position. What's m ore, our 3-
2021 1.80 .50 .42 1.08 3.80 asset removal costs , to be around $540 to 5 -year p rojections show that addi t i on a l 
2022 1.85 .55 .47 1.13 4.00 million. (Th at woul d be a bove 2020's st eady increases m the distribut i n will 

Cal- QUARTERLY DIVIDENDS PAID 8• Full anti cipated r an ge of $500 million t o $5 25 t ake p lace. Th e payou t rat io during that 
endar Mar.31 Jun.30 Seo.30 Dec.31 Year million. ) R ou ghly 70% of the budget i s period ought t o be in the vicinity o f 60%, 

2017 .42 .42 .42 .42 1.68 dedicat ed t o system in t egrity and pipeline w h i ch i s r eason abl e. 

2018 .46 .46 .46 .46 1.84 r epl acem en t p rojects. Notab ly, the compa- These shares, though unfavo rably 
2019 .50 .50 .50 .50 2.00 ny proj ects t otal spend ing t o be $3 b illion ranked for Timeliness, hold good 
2020 .54 .54 .54 .54 2.16 (or $540 m i ll ion-$640 million annually ) long-term total re turn potential. 
2021 .58 between 202 1 and 2025, w ith rou ghly th e Frederich L. Harris, III February 5;.'.6, 2021 

(A) Diluted EPS. Excludes nonrecurring gain : I (8) Dividends historically paid in early March, I Company's Financial Strength A 
2017, S0.06. Next earnings report due early aune, Sept., and Dec. • Div dend reinvestment Stock's Price Stability 95 
May. Quarterly EPS for 2018 don't add up due plan. Direcl stock purchase plan. Price Growth Persistence 80 
to rounding. (C) In mill ions. Earnings Predictability 100 
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SOUTH JERSEY INDS. NYSE-SJI 
I RECENT 

PRICE 
23 66 I P/E 14 3 ( Tra iling: 15.4) 

, RATIO , Median: 19.0 

TIMELINESS 3 Ra~ed I 1/2()120 High: 27.1 29.0 29.0 31 .1 30.6 30.4 34.8 38.4 36.7 

3 Lowered 8128120 
Low: 18.6 21.4 22.9 25.3 25.9 21.2 22.1 30.8 26.0 

SAFETY LEGENDS 

TECHNICAL 5 Lowered2/12/21 - ~i!i~:d ~vi1~1~1!l t~te 
. . . . Relative ~rice Strength 

BETA 1.05 (1.00 = Markel) 2-for-1 splil 5/15 
" 

O~~~~:~ Yir~a indicates recession 18-Month Target Price Range • 
Low-High Midpoint (% to Mid) I /---- L--:-,. 11111,11111 ~ 

, 111111 . Ill 1 " ' I .,, , 
'" 1,1 '1 ; II 

$18-$5 1 $35 (45%) ~. 11 111 I '/ I 

2024-26 PROJECTIONS ,, ... 11 . •1 

--------Ann'I Total ~ ~- ....... · ... ······ Price Gain Return ········· 
High 50 (+110%\ 23% ....... 

·····•··· ... ······· • · .. 
Low 30 (+25% 10% ..... .. 
Institutional Decisions L. 

102020 202020 302020 Percent 15 
lo Buy 108 88 132 shares 10 

i1ttl i ioS,11 125 11 0 64 traded 5 
1111, , .. ,, ,1111 

tl llilrl lntlt Hld'~OOO) 78322 83521 85672 111 111 11111 1111 11111 11 1111111111 111111 1111 
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 

15.89 15.88 16.15 16,18 14.19 15.48 13.71 11.16 11.18 12.98 13.52 13.04 15.63 19.20 
1.25 1.75 1.60 1.74 1.86 2.10 2.23 2.34 2.48 2.67 2.42 2.67 2.79 2.91 
,86 1.23 1.05 1.14 1.19 1.35 1.45 1.52 1.52 1.57 1.44 1,34 1.23 1.38 
.43 .46 .51 .56 .61 .68 .75 .83 .90 ,96 1.02 1.06 1.10 1.13 

1.60 1 26 .94 1,04 1.83 2.79 3.20 4.01 4.84 5.01 4.87 3.50 3.43 3.99 
6.75 7.55 8.12 8.67 9.12 9.54 10,33 11.63 12.64 13.65 14.62 16.22 14.99 14.82 

57.96 58.65 59.22 59.46 59.59 59.75 60.43 63.31 65.43 68.33 70.97 79.48 79.55 85.51 
16.6 11.9 17.2 15.9 15.0 16.8 18.4 16.9 18.9 18.0 17.9 21.7 27,9 22.6 
.88 .64 .91 ,96 1.00 1.07 1.15 I.OB 1.06 ,95 ,90 1.14 1.40 1.22 

3.0% 3.2% 2.8% 3.1% 3.4% 3.0% 2.8% 3.2% 3.1% 3.4% 3.9% 3.6% 3.2% 3.6% 

CAPITAL STRUCTURE as of 9/30/20 828.6 706,3 731.4 887.0 959.6 1036.5 1243.1 1641 .3 
Total Debt $3271 .4 mill. Due in 5 Yrs $1045 mill. 87.0 93.3 97.1 104.0 99.0 102.8 98.1 116.2 
LT Debt $2531.6 mill. LT Interest $100 mill. 22.4% 10.8% .. .. 5.9% 42.0% .. .. 

10.5% 13.2% 13.3% 11.7% 10.3% 9.9% 7.9% 7.1 % 

Leases, Uncapitalized Annual rentals $1 .2 mill. 40.5% 45.0% 45.1% 48.0% 49.2% 38.5% 48.5% 62.4% 
Pension Assets-12/19 $312.5 mil l. 59.5% 55.0% 5<.9% 52.0% 50.8% 61.5% 51.5% 37.6% 

Oblig . $439.4 mill. 1048.3 1337.6 1507.4 1791,9 2043.9 2097.2 2315.4 3373.9 
Pfd Stock None 1352.4 1578.0 1859.1 2134,1 2448.1 2623.B 2700.2 3653.5 

Common Stock 100,590,307 shs. 8.9% 7.4% E.8% 6.4% 5.4% 5.4% 5.1% 4.4% 

as of 11 /1120 13.9% 12.7% 11.7% 11 .2% 9.5% 8.0% 8.2% 9.2% 
13,9% 12.7% 11.7% 11 .2% 9.5% 8.0% 8.2% 9.2% 

MARKET CAP: $2.4 bill ion (Mid Cap) 6.7% 5.8% 4.8% 4.3% 2.8% 1.6% .9% 1.7% 
CURRENT POSITION 2018 2019 9/30/20 52% 55% 59% 61% 71% 80% 89% 82% 

($MILL.) 
BUSINESS: South Jersey Industries, Inc. is a holding company. Cash Assets 30.0 6.4 1,0.1 

Other 633.2 646.1 344.7 The company distrit,ules nalural gas in New Jersey and Maryland. 
Current Assets 663,2 652.5 354.8 South Jersey Gas rev. mix '19: residential, 47%; commercial , 23%; 
Accts Payable 410.5 232.2 162.8 cogen. and electric ,en., 12%; industrial, 18%. Acq, Elizabethtown 
Debt Due 1004.4 1316.6 739.8 Gas and Elkton Gas, 7118. Nonu Iii. operations include Sou1h Jersey Other 165.9 183.1 201 .1 
Current Liab. 1580.8 1731.9 1103.7 Energy, Sou1h Jersey Resources Group, South Jersey Exploration, 

Fix, Chg, Gov, 112% 176% 216% Shares of South J e rsey Industries 
ANNUAL RATES Past Past Est'd '17-'19 have traded in a relatively narrow 
of change (per sh) 10 Yrs. 5 Yrs. to '24-'26 range over the p ast few months, fol-
Revenues 1.0% 8.0% 1.5% lowing a nice rally from late Septem-"Cash Flow" 4.5% 2.0% 5.5% 
Earnings 1.0% -4.0% 10.5% ber though early November. The com-
Dividends 7.5% 5.0% 4.0% pa ny posted a na r rower s ha re defic it for 
Book Value 5.5% 3.5% 5.0% the Septemb r qu a rter, and we expect a 
Cal- QUARTERLY REVENUES (S mill.) Full favo ra ble compa rison for the Dece mber 

endar Mar.31 Jun.30 Sep.30 Dec,31 Year te rm. A decli e in costs has supported the 
2018 521 ,9 227.3 302,5 589.6 1641.3 bottom line here . The compa ny was set to 
2019 637,3 266.9 261 ,2 463.2 1628,6 repor t ea rni gs fo r th e fo u rth qua rte r a s 
2020 534.1 260.0 261 ,5 519.4 1575 t hi s Issue \ e nt to press . All told , we 
2021 575 285 285 530 1675 project that s ha re net advanced roughly 
2022 610 310 310 570 1800 40%, to $1.60 fo r full -yea r 2020, despite a 
Cal- EARNINGS PER SHARE A Full top-line decline. 

endar Mar.31 Jun.30 Seo.30 Dec.31 Year We anticipate greater revenue and 
2018 1.19 ,07 d.27 .39 1.38 moderate bottom-line improvement 
2019 1.09 d.13 d.30 .46 1.12 for the company for full -year 2021. 
2020 1.15 d.01 d 06 ,52 1.60 Growth s hould continue from 2022 on-
2021 1.18 ,01 d.05 ,56 1.70 ward . Sout h J ersey's ut ility bus iness 
2022 1.25 .02 d.04 .62 1.85 ough t to furthe r benefit from a n expa ns ion 
Cal- QUARTERLY DIVIDENDS PAID 8• Full in the customer base. Infrastructure in-

endar Mar.31 Jun.30 Se• .30 Dec,31 Year vestments will a llow the compa ny to mod-
2017 .. .273 .273 ,553 1,10 e rnize its syste m a nd meet growing 
2018 .. .280 .280 ,567 1.13 dema nd for na tu ra l gas within its service 
2019 .. .287 .287 .582 1.16 te rritori es. In fras tructu re replace ment 
2020 .. .295 .295 .598 1.19 progra ms a ll ow the co mpa ny to earn an 
2021 a uthorized return on approved invest-

RELATIVE O 6 7 I DIV'D 
P/E RATIO I YLD 

34.5 33.4 24.2 
26.6 18.2 20.8 

,. .. ., 

----

,11J j .. " 11111 
I ' 1, 11 1• 

•..... 

lffi ~-
II 

201 9 2020 2021 
17.63 15.60 16.25 
2.56 2.65 2,85 
1.12 1,60 1.70 
1.16 1,19 1.25 
5.46 4,95 5,85 

15.41 16,35 17.00 
92.39 101.00 103.00 

28.3 15.6 Bold fig 

1.51 .80 Valui 

3.7% 4.8% estin 

1628,6 1575 1675 
103.0 160 175 

. . 21.0% 21.0% 
6.3% 10.2% 10.4% 

59.2% 61.0% 61.5% 
40.8% 39.0% 38.5% 
3493.9 4250 4550 
4073.5 4400 4750 

4.0% 5.0% 5.0% 
7.2% 9.5% 10.0% 
7.2% 9.5% 10.0% 
NMF 2.5% 2.5% 
104% 75% 74% 

Attachment DWD-2 
Page 6 of 8 

5.3%1iJml 
Target Price Range 
2024 2025 2026 

80 
60 -- 50 
40 
30 
25 
20 
15 

10 

% TOT. RETURN 1/21 
-7.5 

THIS VLARITH.· 
STOCK INDEX ... 1 yr. -22.4 26.6 -3yr. -12.6 29.4 -5 yr. 10.7 99.1 

2022 0 VALUE LINE PUB, LLC 24-26 
17.15 Revenues per sh 19.15 
3.10 "Cash Flow" per sh 3.95 
1,85 Earnings per sh A 2.50 
1.32 Div'ds Decl'd per sh 8 • 1.50 
6,65 Cap'I Spending per sh 7,85 

17,60 Book Value per sh c 21.50 
105,00 Common Shs Outst'g u 115.00 

res are Avg Ann'I P/E Ratio 16,0 
Line Relative PIE Ra1io ,90 
ates Avg Ann 'I Div'd Yield 3.8% 

1800 Revenues ($mill) 2200 
190 Net Profit (Smill) 280 

21,0% Income Tax Rate 21.0% 
10.6% Net Profit Marqin 12.7% 
62.0% Long-Term Debt Ratio 58.0% 
38.0% Common Equity Ratio 42.0% 

4900 Total Capital ($mill) 5875 
5100 Net Plant (Smill) 5800 
5.0% Return on Total Cap'I 6.0% 

10.5% Return on Shr. Equity 11.5% 
10.5% Return on Com Equity 11.5% 
3.0% Retained to Com Eq 4.5% 
73% All Div'ds to Net Prof 62% 

Marina Energy, South Jersey Energy Seivice Plus, and SJI Mid-
stream. Has about I , 100 employees. Off./dir, own less than 1 % of 
common; BlackRock, 15.5%; The Vanguard Group, 11.4% (3/20 
proxy). Pres. & CEO: Michael J. Renna. Chairman: Joseph M. 
Rigby. Inc.: NJ. Addr.: 1 South Jersey Plaza, Folsom, NJ 08037. 
Tel.: 609-561 -9000. Internet: www.sjindustries.com. 

ments. Regula tory initia tives shoul d a lso 
pay off. Mea nwhile , we look for bette r pe r-
form a nce on the nonuti li ty s ide . The Ener-
gy Group bus iness ought to be nefit from 
fue l s upply ma nagemen t contract s a nd a 
reorga nized wholesa le ma rketing portfo lio. 
So la r investmen t in support of t he New 
J ersey Energy Maste r P la n, as well as 
legacy energy production activity will like-
ly continue to boost t he pe rforma nce of the 
E nergy Se rvices line. Investment by the 
Mid st ream unit tn long-term co nt racted 
e ne rgy infrast ructure projects, such as the 
Penn East Pipeline, should bear fru it, t oo. 
This stock is ranke d to track the 
broade r market for the coming s ix to 
12 months. Looking fu rther out, we anti-
cipa te solid bottom-line growth fo r the 
compa ny over the pull to m id-decade. 
F rom t he recent quota t ion, t his stock of-
fers a tt ractive long-term tota l return 
pote ntial. Thi s is a ided by a fa irly healthy 
divide nd yield . In addit ion, South J ersey 
Industries has a bove-average marks for 
P rice Sta bility a nd E a rn ings Predi c-
t ability. Income-seek ing s ubscribe rs may 
wa nt to ta ke a closer look. 
Michael N apoli, CFA February 26, 2021 

(A) Based on economic egs. from 2007. GAAP I $0.84. Exel. nonrecur. gain (loss): '09, ($0.22); I due early May. (B) Div'ds paid early April, July, Company's Financial Strength B++ 
EPS: '08, $1.29; '09, $0.97; '10, 51.11 ; '11, "O, ($0.24); '11, S0.04; '12, (S0.03); '13, Oct., and late Dec. • Div. reinvest. plan avail. Stock's Price Stability 70 
$1.49; '12, $1.49; '13, $1 .28; '14, $1.46; '15, ($0.24); '14, ($0.11 ); '15, S0.08; '16, S0.22; '17, C) Incl. reg. assets. In 2019: $665.9 mill., Price Growth Persistence 15 
$1 .52; '16, $1 .56; '17, ($0.04); '18, $0.21; '19, ($1.27); '18, ($1 .17) ; '19, ($0.28). Next egs. rpt. ~7.21 per shr, (D) In mill. , adj. for split. Earnings Predictability 65 

fH~
0i~s~f~~eE~1rS·Nif·A~~~~~~IBr~Eeme~.A~~c~~~o~~e~a~ gM~Sb~1g·~i ~~~El~uf~e: p~~:~~~~n \~ s~rTctl~el;~~~eub~~~ib~~·l~~v~~~~n~~~~~rci!f~1;1'~~~ a1°~s:."~o k~nad~ • 11---"i ll t :,• 11=.. -. 1•~:t1Ul!!!l.lf l 

of it may be reproduced, resold. stored or transmitted in any printed, electronic or od7er lorm. or urnd for generating or marl<e~ng any printed or electronic pubHcation, seivice or product. 



SOUTHWEST GAS NYSE-swx 
I RECENT 

PRICE 61 83 I P/E 14 2 erailing: 15.5) 
, RATIO , Median: 18.0 

TIMELINESS 3 Lowered 1/8121 High: 37.3 43.2 46.1 56.0 64.2 63.7 79.6 86.9 86.0 

3 Lowere<l 1/4/91 
Low: 26.3 32.1 39.0 42.0 47.2 50.5 53.5 72.3 62.5 

SAFETY LEGENDS 

5 Lowere<l2/12/21 
- 0.50 x Dividends p sh 

TECHNICAL . . . . ~~i~ie b~r~!e~~~~7~e 
BETA .95 (1.00 = Markel) O~~~~~ ~r~a indicates recession 
18-Month Target Price Range il!.t i-1 '"•i" 

_
111

1 lql l 111' 
Low-High Midpoint (% to Mid) 

II • •II .• I I 11 '11' 11 

$49-$121 $85 (35%) ,, 111 ••· , l "I 

---- ----
2024·26 PROJECTIONS , 1. 111

111 ' Ii" ,,,,,---. 
-----Ann'I Total •l: .. ,i- 1" 

I ... ... ..<.: Price Gain Return ........ ·-·-·· · High 125 (+100%l 22% 11 .". "•" _:..;.,-- .... ·•·· .... . .. ...... ········ Low 85 (+35% 11 % u-Institutional Decisions 
102020 202020 302020 Percent 15 I 

to Buy 11 8 130 11 6 shares 10 II, ,,, 
toSell 155 123 137 traded 5 II"" "" ., , .. . 11,1 ' -'-' '" " ' ""' 111 1111 ,1111, 
Hld'~OOO) 475 11 48082 46991 1111111111 11 11 111111 11111111111 11111111111 1111 11111 1 Il l 11111 ,11 11 11 111 1111111111 11 
2005 2006 2007 2008 2009 201 0 2011 201 2 2013 2014 2015 2016 2017 2018 

43.59 48.47 50.28 48.53 42.00 40.18 41.07 41.77 42.08 45.61 52.00 51.82 53.00 54.31 
5.20 5.97 6.21 5.76 6.16 6.46 6.81 7.73 8.24 8.47 8.62 9.29 8.83 8.14 
1.25 1.98 1.95 1.39 1.94 2.27 2.43 2.86 3.11 3.01 2.92 3.1 8 3.62 3.68 
.82 .82 .86 .90 .95 1.00 1.06 1.18 1.32 1.46 1.62 1.80 t .98 2.08 

7.49 8.27 7.96 6.79 4.81 4.73 8.29 8.57 7.86 8.53 10.30 11 .15 12.97 14.44 
19.10 21.58 22.98 23.49 24.44 25.62 26.66 28.35 30.47 31 .95 33.61 35.03 37.74 42.47 
39.33 41.77 42.81 44.19 45.09 45.56 45.96 46.15 46.36 46.52 47.38 47.48 48.09 53.03 
20.6 15.9 17.3 20.3 12.2 14.0 15.7 15.0 15.8 17.9 19.4 21 .6 22.2 20.6 
1.10 .86 .92 1.22 .81 .89 .98 .95 .89 .94 .98 1.1 3 1.12 1.11 

3.2% 2.6% 2.6% 3.2% 4.0% 3.2% 2.8% 2.8% 2.7% 2.7% 2.9% 2.6% 2.5% 2.1% I 
CAPITAL STRUCTURE as of 9/30/20 1887.2 1927.8 l t50.8 2121.7 2463.6 2460.5 2548.8 2880.0 
Total Debt $2784.6 mill. Due in 5 Yrs $898.8 mill. 11 2.3 133.3 145.3 141.1 138.3 152.0 173.8 182.3 
LT Debt $2685. 7 mill. LT Interest $100.0 mill. 36.2% 36.2% 35.0% 35.7% 36.4% 33.9% 32.8% 25.3% 
(Total interest coverage: 3.6x) (50% ol Cap'I) 

6.0% 6.9% ;·.4% 6.7% 5.6% 6.2% 6.8% 6.3% Leases, Uncapitalized Annual rentals $13.0 mill. 
Pension Assets-12/19 $1027.8 mill. 43.2% 49.2% 49.4% 52.4% 49.3% 48.2% 49.8% 48.3% 

Oblig. $1405.7 mill. 56.8% 50.8% 50.6% 47.6% 50.7% 51.8% 50.2% 51.7% 
Pfd Stock None 2155.9 2576.9 2793.7 3123.9 3143.5 3213.5 3613.3 4359.3 

3218.9 3343.8 3486.1 3658.4 3891.1 4132.0 4523.7 5093.2 

Common Stock 56,464,880 shs. 6.4% 6.4% E.3% 5.7% 5.5% 5.8% 5.8% 5.2% 

as of 10/30/20 9.2% 10.2% 1(.3% 9.5% 8.7% 9.1% 9.6% 8.1% 
9.2% 10.2% 1C.3% 9.5% 8.7% 9.1 % 9.6% 8.1% 

MARKET CAP: S3.5 billion (Mid Cap) 5.3% 6.1% 6.1 % 5.0% 4.0% 4.1% 4.5% 3.6% 
CURRENT POSITION 2018 2019 9/30/20 43% 40% 41% 47% 54% 55% 53% 55% 

(SMILL.) 
BUSINESS: Soulhwest Gas Holdings, Inc. is the parent holding Cash Assets 85 .4 49.5 23.9 

Olher 754.4 810.4 708.9 company of Southwest Gas and Centuri Group. Southwest Gas is a 
Current Assets 839.8 859.9 732.8 regulated gas distnbutor seNing about 2. 1 million customers in 
Accts Payable 249.0 238.9 175.5 parts of Arizona, Ne ,ada, and California. Centuri provides construe-
Debt Due 185. 1 374.5 98.9 lion seNices. 2019 margin mix: residential and small commercial, Other 504.5 466.5 564.8 
Current Liab. 938.6 1079.9 839.2 84%; large commercial and industrial, 3%; transportation, t 3%. To-

Fix. Chg. Cov. 370% 340% 259% Shares of Southwest Gas have perked 
ANNUAL RATES Past Past Est 'd '17·'19 up in price in recent weeks, following 
of change Jper sh) to Yrs. 5 Yrs. lo '24·'26 a selloff that began in the first h alf of 
Revenues 1.5% 5.0% 3.0% November. T he compa ny reported favor-"Cash Flow" 4.0% 1.5% 6.5% 
Earnings 8.0% 4.5% 8.0% a ble com pa r isons in recent periods, and we 
Dividends 8.5% 9.5% 4.5% expect soli d resu lts for the fourt h qua rte r. 
Book Value 6.0% 6.5% 6.0% Sou thwest has be nefi ted from healthy re-
Cal· QUARTERLY REVENUES (S mill.) Full suits from it s Ce nturi infrastructu re serv-

endar Mar.31 Jun.30 Sep.30 Dec.31 Year ices segment in recent t imes. Results he re 
201 8 754.3 670.9 668. 1 786.7 2880.0 have been supported by increas ing 
2019 833.6 713.0 725.2 848.1 31 19.9 de ma nd from core custome rs, as it pro-
2020 836.3 757.2 791.2 900.3 3285 vided eme rgency restoration se rvices to its 
2021 875 825 850 950 3500 e lectric customers fo llowing regiona l 
2022 925 875 900 1000 3700 storms. Meanwhil e, t he compa ny's regu-
Cal· EARNINGS PER SHARE Ao Full la ted ut ility operations fu rthe r be nefited 

endar Mar.31 Jun.30 Sep.30 Dec.31 Year fro m hea lthy regiona l growth . For full-
2018 1.63 .44 .25 1.36 3.68 yea r 2020, we expect revenue of $3.285 bil-
2019 1.77 .41 .10 1.67 3.94 lion a nd earn ings pe r share of $4 .00. 
2020 1.31 .68 .32 1.69 4.00 Solid growth ought to continue from 
2021 1.70 .65 .32 1.78 4.45 2021 onward. The co mpa ny's ut ili ty aper-
2022 1.85 .75 .40 1.95 4.95 ation should fur t her be nefit from expa n-
Cal- QUARTERLY DIVIDENDS PAID 8•t Full sion in t he custome r base. This line co nt in-

endar Mar.31 Jun.30 Sep.30 Dec.31 Year ues to make infrastructure inst a lla tion 
2017 .450 .495 .495 .495 1.94 progr ess sup ort ing its t errito ry expan-
2018 .495 . 520 .520 .520 2.06 s ions in Nev da . Rate relief should a lso 
2019 .520 .545 .545 .545 2.16 provide s up ort here . The compa ny 
2020 .545 .570 .570 .570 2.26 depe nds on s uch a pproved revenue in -
2021 .570 creases to offse t ris ing expenses a nd a llow 

RELATIVE O 6 7 I DIV'D 
PIE RATIO I YLD 

92.9 81 .6 62.7 
73.3 45.7 57.0 

. 
1°1 11 ----

/' 1111111.11 • 

.. ... .. 

~11i1 
. II 

111 111 1111 
2019 2020 2021 

56.72 57.65 59.30 
9.40 9.65 10.35 
3.94 4.00 4.45 
2.18 2.26 2.37 

17.06 14.05 16.95 
45.56 47.35 50.00 
55. 01 57.00 59.00 
21.3 17.4 Bold fig 

1.13 .89 Valu, 

2.6% 3.3% estin 

31 19.9 3285 3500 
213.9 225 260 

20.5% 22.0% 21.0% 
6.9% 6.8% 7.4% 

47.9% 50.5% 50.5% 
52.1% 49.5% 49.5% 
4806.4 5450 5950 
5685.2 6150 6400 

5.4% 5.0% 5.5% 
8.5% 8.5% 9.0% 
8.5% 8.5% 9.0% 
3.9% 3.5% 4.0% 
54% 57% 54% 
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3.8%) r!1•••=-
!DI 
Target Price Range 
2024 2025 2026 

160 
. . ..... .. -. -.. 120 

100 --..... -..... - 80 -
60 
50 
40 
30 

20 

% TOT. RETURN 1/21 
- 15 

TH1S Vl ARITH.' 
STOCK NOEX 

1 yr. ·18.6 26.6 -
3yr. -11 .9 29.4 -5yr. 15.8 99.1 

2022 '° VALUE LINE PUB. LLC 24-26 
60.65 Revenues per sh 67.70 
11.05 "Cash Flow" per sh 13.75 
4.95 Earnings per sh A 6.50 
2.48 Div'ds Decl'd per sh 8• t 2.80 

18.85 Cap'I Spending per sh 26.15 
52.85 Book Value per sh 63.10 
61.00 Common Shs Outst'g c 65.00 

res are Avg Ann'I P/E Ratio 16.0 
Line Relative PIE Ratio .90 
ates Avg Ann 'I Div'd Yielrl 2.7% 

3700 Revenues (Smill) 4400 
295 Net Profit (Smill) 395 

21.0% Income Tax Rate 21.0% 
8.0% Net Profit Margin 9.0% 

50.0% Long-Term Debt Raijo 48.0% 
50.0% Common Equity Ra~o 52.0% 

6425 Total Capital ($mill) 7850 
6750 Net Plant (Smill) 8000 
5.5% Return on Total Cap·I 6.0% 
9.0% Return on Shr. Equity 9.5% 
9.0% Return on Com Equity 9.5% 
4.5% Retained to Com Eq 5.0% 
51 % All Div'ds to Net Pro! 46% 

tal throughput: 2.3 bil lion therms. Has 8,944 employees. Off. & dir. 
own .8% of common stock; BlackRock, Inc., 13.5%; T~e Vanguard 
Group, Inc., 10.3%; T.Rowe Price Assoc., Inc., 6.8% (3/20 Proxy). 
Chaimian: Michael J. Malarkey. Pres. & CEO: John P. Hester. Inc.: 
DE. Address: 8360 S. Durango Drive, P.O. Box 98510 Las Vegas, 
Nevada 89193. Tel.: 702-876-7237. Web: www.swgas.com. 

it to earn a satisfactory return on invest-
ment. Meantime, Centuri , the compa ny's 
infras tructure serv ices business, s hould 
fa re rela tively well. Th is operat ion de rives 
its revenue from the inst alla tion, replace-
men t, repa ir, and m a in tenance of energy 
distribu t ion systems. It ought to furth er 
benefit fro m the ongo ing need fo r ut ilities 
to rep lace t heir aging infrastructure. 
Centuri has a robust cli e nt base, ma ny 
with mul t iyear pipeline re place ment pro-
gra ms. Measures by Southwest Gas to con-
trol operating expenses should support 
profita bility, too. 
This stock is ranked to perform in 
line with the broader market aver-
ages for the coming six to 12 months. 
Looking further out, we a nticipa te hea lthy 
growth in revenues a nd earnings per sha re 
fo r the compa ny over th e pull to mid-
decade . From the recent quotation, these 
s ha res offe r attractive long-term tota l re-
turn pote nt ia l. The payout s hould contin ue 
to r ise in the years ahead, as well. South-
west Gas earns favo rab le marks for F ina n-
cia l Strength , Price S ta bility, a nd Ea rn-
ings Predictability. 
Michael Napoli, CFA February 26, 202 1 

(A) Diluted earnings. Exel nonrec gains I •t D1v'd reinvestment and s:ock purchase plan I Company's Financial Strength A 
(losses) '05, (t te), '06, 7e Next egs report avail (C) In m1lhons Stock's Price Stability 85 
due early March (8) D1v1dends h1stoncally paid (D) Totals may nol sum due lo rounding Price Growth Persistence 65 
early March, June, September, and December Earnings Pred1ctab1hty 95 
ICI 2021 Value Lme, Inc All r~hls ieserved Factual ncalenal IS obtamed lrom sources believed 10 be reliable and • provided wrthou1 wa rranlies of any kind -
THE PUBLISHER IS NOT RESP NSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN Th s publicallon IS slncl~ lor subscribers own, non-commercial, internal use No part • • 1!,Iw.11 -.!!:!1111"1•1•",•""~ 
of 11 may be reproduced, resold, stored or transmitted in aflY pnnted electronic or other form, or U5ed for generabng or marketing any pnnted or eleclromc pubhcat10n, seivice or product 



SPIRE INC. NYSE-SR 
I RECENT 

PRl:E 

TIMELINESS 4 Lowered 2119/21 High: 37.8 42.8 44.0 48 .5 
Low: 30.8 32.9 36.5 37.4 

SAFETY 2 Raised 6120/03 LEGENDS 

TECHNICAL 5 Lowered2/19/21 - ~i;i~:d ~vi1;,~~isr ~~le 
... , Relative ~rice Strength 

BETA .85 (1.00; Market) 0E~~~!~ V:,!a indicates recession 
18-Month Target Price Range 

I Low-High Midpoint(% to Mid) • $50-$116 $83 (30%) 11 , , 
"' 

11 1' ,,1' 1 

2024-26 PROJECTIONS ''t1t1, 1 1•'lill •"
1 111•1 -

63 97 [P/E 16 5(1railing:34.2) 
, RATIO , Median: 19.0 

55.2 61.0 71.2 82.9 81.1 
44.0 49.1 57.1 62.3 60.1 

" 111 •1,11• 11 ,II 1'11.to 11'1
11 

I ,,, 
, 1111 

------ ---

RELATIVE O 7 8 [ DIV'O 
P/E RATIO , YLO 

88.0 88.0 65.7 
71.7 50.6 59.3 

- - - --
111111 

'11111 I ,'a 
11· 

/V' 
,• 
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4.1%1r,n'I 
Target Price Range 
2024 2025 2026 

160 
120 
100 ----- -- --- 80 
60 
50 
40 
30 

Ann'I Total 1 ·•" ..... -... ."• •M:::x .......... .. ····•···• .. Price Gain Return ...... .. ..•. . ... ·········· .. 
20 High 120 f+90%l 20% '--

,.. ........ M • 

Low 90 +40% 12% - 15 
Institutiona l Decisions J % TOT. RETURN 1/21 

THIS VL ARITH.' 
102020 202020 302020 Percent 18 STOCK INDEX -to Buy 120 127 145 shares 12 

11: llffi 
I, 1 yr. ·24.6 26.6 -

loSell 116 130 121 traded 6 o 1111 ,, ,I 11 ,. 11 1,1 "' 1,1 I, 11, 11 .. , II 3 yr. 1.6 29.4 -Hld'•OOO) 42039 40679 40642 111,11 1111, 11(111111 (111 1111 1(111 1111(1 111111( (111 111((11 11 11 11111 11111 11 111 1111 II II Syr. 12.1 99.1 
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 201 8 2019 2020 2021 2022 10 VALUE LINE PUB. LLC I• 4-26 

75.43 93.51 93.40 100.44 85 .49 77.83 71.48 49.90 31.10 37.68 45.59 33.68 36.07 38.78 38.30 35.96 34.95 35.35 Revenues per sh A 58.20 
2.98 3.81 3.87 4.22 4.56 4.11 4.62 4.58 3.12 3.87 6.15 6.16 6.54 7.55 7.12 5.25 7.85 8.35 "Cash Flow" per sh 10.35 
1.90 2.37 2.31 2.64 2.92 2.43 2.86 2.79 2.02 2.35 3.16 3.24 3.43 4.33 3.52 1.44 3.85 4.15 Earnings per sh A 8 5.15 
1.37 1.40 1.45 1.49 1.53 1.57 1.61 1.66 1.70 1.76 1.84 1.96 2.10 2.25 2.37 2.49 2.60 2.72 Div'ds Decl 'd per sh c. 3.10 
2.84 2.97 2.72 2.57 2.36 2.56 3.02 4.83 4.00 3.96 6.68 6.42 9.08 9.86 16.15 12.37 11.25 11.30 Cap'I Spending per sh 11.45 

17.31 18.85 19.79 22.12 23.32 24.02 25.56 26.67 32.00 34.93 36.30 38.73 41 .26 44.51 45.14 44.13 52.45 54.80 Book Value per sh 0 72.00 
21 .17 21 .36 21.65 21 .99 22.17 22.29 22.43 22.55 32.70 43.18 43.36 45.65 48.26 50.67 50.97 51.60 52.50 53.50 Common Shs Ou1s1 'g E 55.00 

16.2 13.6 14.2 14.3 13.4 13.7 13.0 14.5 21 .3 19.8 16.5 19.6 19.8 16.7 22.8 NMF Bold fig res are Avg Ann'I P/E Ratio 20.5 
.86 .73 .75 .86 .89 .87 .82 .92 1.20 1.04 .83 1.03 1.00 .90 1.21 NMF Valu1 Line Relative PIE Ratio 1.15 

4.4% 4.3% 4.4% 3.9% 3.9% 4.7% 4.3% 4.1% 4.0% 3.8% 3.5% 3.1% 3.1% 3.1% 3.0% 3.4% estir iates Avg Ann'I Div'd Yield 3.0% 

CAPITAL STRUCTURE as of 12/31/20 1603.3 1125.5 1017.0 1627.2 1976.4 1537.3 1740.7 1965.0 1952.4 1855.4 1835 1890 Revenues (Smill) A 3200 
Total Debt $3324.5 mill. Due in 5 Yrs$1690.0 mill. 63.8 62.6 52.8 84.6 136.9 144.2 161.6 214.2 184.6 88.6 200 220 Net Profit (Smilll 285 
LT Debt $2517.6 mill. LT Interest $130.0 mill. 31.4% 29 .6% :5.0% 27.6% 31 .2% 32.5% 32.4% 32.4% 15.7% 12.3% 20.5% 21.0% Income Tax Rate 23.5% (Tolal inleresl coverage: 2.0x) 

4.0% 5.6% 5.2% 5.2% 6.9% 9.4% 9.3% 10.9% 9.5% 4.8% 10.9% 11.6% Net Profit Marcin 8.9% 
38.9% 36.1% 46.6% 55.1% 53.0% 50.9% 50.0% 45.7% 45.0% 49.0% 49.0% 49.0% Long-Term Debt Ratio 45.0% 

Leases, Uncapitalized Annual renlals $8.8 mill. 61.1% 63.9% :3.4% 44.9% 47.0% 49.1% 50.0% 54.3% 55.0% 51.0% 51.0% 51.0% Common Equity Ratio 55.0% 
Pension Assets-9/20 $897.9 mill. 937.7 941 .0 1359.0 3359.4 3345.1 3601 .9 3986.3 4155.5 4625.6 4946.0 5400 5750 Total Capi1al (Smill) 7200 

Oblig. $1401.3 mill. 928.7 1019.3 1776.6 2759.7 2941 .2 3300.9 3665.2 3970.5 4352.0 4680.1 5000 5300 Ne1 Plan1 (Smilll 6700 Pfd Stock $242.0 mill. Pfd Div'd $14.8 mill. 
8.1% 7.9% 3.3% 3.1 % 5.1% 4.9% 5.0% 6.3% 5.1% 2.9% 5.0% 5.5% Return on Total Cap'I 5.5% Common Stock 51,664,553 shs. 

as of 1/31/21 11 .1% 10.4% 5.0% 5.6% 8.7% 8.2% 8.1% 9.5% 7.3% 3.5% 7.5% 7.5% Return on Shr. Equ;ty 7.0% 
11.1 % 10.4% 5.0% 5.6% 8.7% 8.2% 8.1% 9.5% 7.9% 3.2% 7.5% 7.5% Return on Com Eauitv 7.0% 

MARKET CAP: S3.3 billion (Mid Cap) 4.9% 4.3% 1.0% 1.5% 3.7% 3.3% 3.3% 4.7% 2.7% NMF 2.0% 2.0% Retained to Com Eq 2.5% 
CURRENT POSITION 2019 2020 12/31/20 56% 59% 81 % 73% 58% 59% 60% 51 % 66% NMF 76% 73% All Div'ds to Net Prof 65% 

(SM ILL.) 
BUSINESS: Spire Inc., formerly known as lhe Laclede Group, Inc., laled operalions: residenlial, 68%; commercial and indus1rial, 22%; Cash Assels 5.8 4.1 3.5 

Olher 608.7 586.5 766.5 is a holding company for nalural gas u1ililies, which dislribules natu- lransportalion, 6%; olher, 4%. Has aboul 3,583 employees. Officers 
Curren! Assels 614.5 590.6 770.0 ral gas across Missouri, including !he cilies of SI. Louis and Kansas and directors own 3.0% of common shares; BlackRock, 12.0% 

Accts Payable 301.5 243.3 260.8 
City, Alabama, and Mississippi. Has roughly 1.7 million cus1omers. (1/21 proxy). Chairman: Edward Glotzbach; CEO: Suzanne Sither-

Debt Due 783.2 708.4 806.9 Acquired Missouri Gas 9/13, Alabama Gas Co 9/14. Utility therms wood. Inc.: Missouri. Address: 700 Markel S1reet, SI. Louis, Mis-
01her 384.1 497.5 479.0 sold and transported in fiscal 2020: 3.3 bill. Revenue mix for regu- souri 63101 . Tel. : 314-342-0500. Internet: www.spireenergy.com. 
Current iab. 1468.8 1449.2 1546.7 Spire began fiscal 2021 (which ends h o rizon to be some $3 bi llion , whi ch a p -
Fix. Chg. Gov. 272% 373% 380% September 30th) in strong shape. pear s achie va ble. 
ANNUAL RATES Past Past Est'd '18-'20 Firs t-quart e r earnin gs pe r s h are o f $ 1.65 We believe good things are -in store ol change (per sh) 10 Yrs. 5 Yrs. to '24-'26 

were 33% hig h e r than t h e year-ago fi gur e out to 2024-2026. The gas utilities boast Revenues ·8.0% .. 7.5% 
"Cash Flow" 4.5% 8.5% 7.5% of $ 1.24. Tha t was brought a bout partly by 1.7 millio n custome r s in Miss issippi , Al a-
Earnings 1.5% 4.5% 9.0% th e Gas Gtility divi s ion, s uppo rt e d by ba m a, a nd M issouri , providing a measure 
Dividends 4.5% 6.0% 4.5% hig he r Infrastructure Syste m R e p lacem e nt of r egional diversity. Moreover, th e oth e r Book Value 7.0% 5.5% 8.5% 

S u rcharge (ISR S ) re venues, an expand ed operation s, especia lly p ipe lines, h o ld Fiscal QUARTERLY REVENUES (S mill.)A Full cu stomer base, plus diminis h ed operating pro mis ing potentia l. Furt h e r expans io nary Year Fiscal 
Ends Dec.31 Mar.31 Jun.30 Sep.30 Year costs. Wh at's more, the Gas Marketing projects and t echnologica l enhancements 
2018 561.8 813.4 350.6 239.2 1965.0 u n it enjoye w ide r margin s, driven by fa- In customer service an d e lsewhere ou g ht 
2019 602.0 803.5 321.3 225.6 1952.4 vorable d e riva tive activity an d fair value to h elp, too . Lastly, Spire's dece nt finances 
2020 566.9 715.5 321 .1 251.9 1855.4 m easure m er_ts . R ig h t now, it appears that make acq uis it io ns possible. T he u sual 2021 512.6 732.4 335 255 1835 

t h e bottom line will jump to $3.85 a sh are risks inc lude unfo rtunate events like leaks 2022 530 748 346 266 1890 
Fiscal EARN INGS PER SHARE A a F Full for the fu ll year , ve r s u s fi sca l 2020's low an d pipe line rupt u res. Still, a t the prese nt 
Year Dec.31 Mar.31 Jun.JO Sep.30 Fiscal $ 1.44 total ( re flecting pa nde mic-re lated ef- configuration, a nnua l s h a re -net growth 
Ends Year fects). Assuming that busin ess co nd it ions m ight be in the r a nge of 6%-8% o e r the 3-
2018 2.39 203 .52 d.51 4.33 cooperate in fi scal 20 22, s hare n et stands to 5-yea r period . 
2019 1.32 3.04 d 09 d.74 3.52 to a dva nce to $4 .1 5 . Th e stock should draw the attention 2020 1.24 2.54 d1.87 d.45 1.44 The capital spending budget for this of some investors. Capita l apprec iat io n 2021 1.65 2.66 .22 d.68 3.85 
2022 1.75 2.74 .30 d.64 4.15 year is anticipated to be around $590 possibilities through mid-decad e look ap-

QUARTERLY DIVIDENDS PAID c • 
million. (T at's 7 .5 % lowe r· than the fiscal pealing. Consi d e r, a lso, the 18-month up-

Cal- Full 2020 a m o unt of abou t $638 million.) s ide potential. Another p lu s is the quarter-endar Mar.31 Jun.30 Seo.30 Dec.31 Year 
Funds a re being a llocated to s u ch seg- ly divide nd, which was jus t raised 4 .4 % . 

2017 .525 .525 .525 .525 2.10 m e n ts as infras tructure upgrades at the Notably, t h e y ie ld compares favorab ly to 
2018 .5625 .5625 .5625 .5625 2.25 utiliti es a nd new bus iness deve lopm e nt in - t h ose of othe r equities in Value Line's Nat-
2019 .5925 .5925 .5925 .5925 2.37 it iat ives. L eadershi p says that it expect s u ral Gas Utility Industry. 2020 .6225 .6225 .6225 .6225 2.49 total expe nditu res during t he 202 1-2025 Frederick L . Harris, III February 26, 2021 2021 .65 

(A) Fiscal year ends Sept 30th (B) Based on I due late Apnl (C) D1v1dends paid in early Janu-1 (E) In millions (F) Olly egs may not sum due Company's Financial Strength B++ 
diluted shares outstanding Excludes nonrecur- ar;, Apnl, July, and OctobBr • D1v1dend re,n- to rounding or change ,n shares outstanding Stock's Price Stability 95 
nng loss '06, 7e Excludes gain from d1scont1n- vestment plan available (D) In cl deferred Price Growth Persistence 60 
ued operations '08, 94e Next earnings report charges In '20 $1 ,171 6 mill , $22 71/sh Earnings Pred1ctab1ilty 50 
10 2021 Va lue Line, Inc All rights reserved Factual ma1enal IS obtained lrom socrces believed 10 be reliable and IS provided wrthout warran11es ol any k nd a 
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN This publ~alton is sir~!~ lor subscriber's own non-commerc~I internal use ~o pan • 11a.s111,--,""' :.. ~ ••c:!lll!l1/ • ,•,,,,::. 
of 11 may be reproduced, resold stored or transmitted in any pnnted, electronic or other lorm, 01 used !or genera1mg or marketing any pnnted or electronic publ1ca11on service or product 



Duke Energy Kentucky. Inc. 
Summary of Risk Premium Models for the 

Proxy Group of Seven Natural Gas Distribution Companies 

Proxy Group of 
Seven Natural Gas 

Distribution 
Companies 

Attachment DWD-3 
Page 1 of 13 

Predictive Risk Premium 
Model (PRPM) (1) 10.96 % 

Risk Premium Using an 
Adjusted Total Market 
Approach (2) 

Average 

10.33 % 

10.65 % 

Notes: 
(1) From page 2 of this Attachment. 
(2) From page 3 of this Attachment. 



Duke Energy Kentucky. Inc. 
Indica ted ROE 

Deriv~by the Predictive Risk Premium Model (1) 

[lJ [2J [3J [4J [SJ [6J [7J 

LT Average Spot Predicted 
Proxy Group of Seven Natural Gas Predicted Predicted Recommended GARCH Risk Risk-Free Indicated 
Distribution Companies Variance Variance Variance (2) Coefficient Premium (3) Rate (4) ROE (5) 

Atmos Energy Corporation 0.34% 0.29% 0.31 % 2.25 15 8.76% 2.73% 11.49% 
New Jersey Resources Corporation 0.38% 0.57% 0.47% 2.0412 12.27% 2.73% 15.00% 
Northwest Natural Holding Company 0.33% 0.31% 0.32% 1.5418 6.03% 2.73% 8.76% 
ONE Gas, Inc. 0.30% 0.44% 0.37% 4.3630 21 .15% 2.73% NMF 
South Jersey Industries, Inc. 0.39% 0.69% 0.54% 1.5878 10.73% 2.73% 13.46% 
Southwest Gas Holdings. Inc. 0.44% 0.35% 0.39% 1.375 2 6.71% 2.73% 9.44% 
Spire Inc. 0.71% 0.48% 0.60% 0.9448 7.00% 2.73% 9.73% 

Average 11.31% 

Median 10.61% 

Average of Mean and Median 10.96% 

Notes: 
(1) The Predictive Risk Premium Model uses historical data to generate a predicted variance and a GARCH 

coefficient. The historical data used are the equi ty risk premiums for the first available trading month as 
reported by Bloomberg Professional Service. 

(2) Given current market co nditions, I recommend using average of the the long-term average predicted variance 
and the spot variance. 

(3) ( l+(Column [3J * Column [4J)° 12
) -1. 

( 4) From note 2 on page 2 of Attachment DWD-4. 
(5) Column [SJ + Column [6J . 
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Line No. 

l. 

2. 

3. 

4. 

5. 

6. 

7. 

Duke Energy Kentucky, Inc.. 

Indicated Common Equity Cost Ra te 
Through Use of a Risk Premium Model 

Using an Adjusted Total Market Approach 

Prospective Yield on Aaa Rated 
Corporate B nds (1) 

Adjustment t Reflect Yield Spread 
Between Aaa Rated Corporate 

Bonds and A2 Rated Public 
Utility Bonds 

Adjusted Prospective Yield on A2 Rated 
Public Utility Bonds 

Adjustment to Reflect Bond 
Rating Diffe ence of Proxy Group 

Adjusted Prospective Bond Yield 

Equity Risk Premium (4) 

Risk Premi um Derived Common 
Equity Cost Rate 

Attachment DWD-3 
Page 3 of 13 

Proxy Group of 
Seven Natural Gas 

Distribution 
Companies 

3.44 % 

0.42 (2) 

3.86 % 

0.05 (3) 

3.91 % 

6.42 

10.33 % 

Notes: (1) Consensus forecast of Moody's Aaa Rated Corporate bonds from 
Blue Chip Financial Forecasts (see pages 10 and 11 of this 

(2) The average yield spread of A2 rated public utility bonds over Aaa 
rated corporate bonds of0.42% from page 4 of this Attachment. 

(3) Adjustment to reflect the A2/ A3 Moody's LT issuer rating of the 
Utility Proxy Group as shown on page 5 of th is Attachment. The 
0.05% upward adjustment is derived by taking 1/6 of the spread 
between A2 and Baa2 Public Utility Bonds (1/6 * 0.27% = 0.05%) as 
derived from page 4 of this Attachment. 

( 4) From page 7 of th is Attachment. 



Duke Energy Kentucky, Inc. 

Attachment DWD-3 
Page 4 of 13 

Interes t Rates and Bond Spreads for 
Moody's Corporate and Public Utility Bonds 

Selected Bond Yields - Moody's 

[1) [2) 

Aaa Rated A2 Rated Public 
Corporate Bond Utility Bond 

Mar-2021 3.04 % 3.44 % 
Feb-2021 2.70 3.09 

Jan-2021 2.45 2.91 

Average 2.73 % 3.15 % 

[3) 

Baa2 Rated 
Public Utility 

Bond 

3.72 % 
3.37 
3.18 

3.42 % 

Selected Bond Spreads 

A2 Rated Public Utility Bonds Over Aaa Rated Corporate Bonds: 
0.42 % (1) 

===== 

Baa2 Rated Public Utility Bonds Over A2 Rated Public Utility Bonds: 

Notes: 
(1) Column [2) - Column [1). 
(2) Column [3) - Column (2). 

Source of Information: 
Bloomberg Professional Service 

0.27 % (2) 
===== 



Duke Energy Kentucky. Inc. 
Compa rison of Long-Term Issuer Ratings for 

Attachment DWD-3 
Page 5 of 13 

Proxy Group of Seven Natural Gas Distribution Companies 

Proxy Group of Seven Natural Gas 
Distribution Compan ies 

Atmos Energy Corporation 
New Jersey Resources Corporation 
Northwes t Natural Holding Company 
ONE Gas, Inc. 
South Jersey Industries, Inc. 
Southwest Gas Holdings, Inc. 
Spire Inc. 

Average 

Notes: 

Moody's 
Long-Term Issuer Rating 

March 2021 

Long-Term 
Issuer 

Rating (1) 

Al 
Al 

Baa l 
A3 
A3 

Baa l 
Al/AZ 

A2/A3 

Num erical 
Weighting (2) 

5.0 
5.0 
8.0 
7.0 
7.0 
8.0 
5.5 

6.5 

Standard & Poor's 
Long-Term Issuer Rating 

March 2021 

Long-Term 
Issuer Rating Numerical 

(1) Weighting (2) 

A- 7.0 
NR 
A+ 5.0 

BBB+ 8.0 
BBB 9.0 
A- 7.0 
A- 7.0 

A- 7.2 

(1) Ratings are that of the average of each company's utili ty operating subsidiaries. 
(2) From page 6 of this Attachment. 

Source Information: Moody's Investors Service 
Standard & Poor's Global Util ities Rating Service 



Moody's Bond 
Rating 

Aaa 

Aal 

Aa2 

Aa3 

Al 

AZ 
A3 

Baal 

Baa2 

Baa3 

Bal 

Ba2 

Ba3 

Bl 

82 

83 

Numerical Assignment for 
Moody's and Standard & Poor's Bond Rati ngs 

Attachment DWD-3 
Page 6 of 13 

Numerical Bond Standard & Poor's 
Weighting Bond Rating 

1 AAA 

2 AA+ 

3 AA 

4 AA-

5 A+ 

6 A 

7 A-

8 BBB+ 

9 BBB 

10 BBB-

11 BB+ 

12 BB 

13 BB-

14 B+ 

15 B 

16 8-



Duke Energy Kentucky, Inc. 
Judgment of Equity Risk Premium for 

Attachment DWD-3 
Page 7 of 13 

Proxy Group of Seven Natural Gas Distribution Companies 

Proxy Group of 
Seven Natural Gas 

Line Distribution 
No. Companies 

1. Calculated equity risk 
premium based on the 
total market using 
the beta approach (1) 

2. Mean equity risk premium 
based on a study 
using the holding period 
returns of public utilities 
with A rated bonds (2) 

3. Predicted Equity Risk Premium 
Based on Regression Analysis 
of 798 Fully-Litigated Natural 
Gas Utility Rate Cases 

4. Average equity risk premium 

Notes: (1) From page 8 of this Attachment. 
(2) From page 12 f this Attachment. 
(3) From page 13 of this Attachment. 

7.99 

5.57 

5.69 

6.42 

% 

% 
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1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

Duke Energy Kentucky, Inc. 
Derivation of Equity Risk Premium Based on the Total Market Approach 

Using the Beta for the 
Proxy Gro up of Seven Natural Gas Distribution Companies 

Attachment DWD-3 
Page 8 of 13 

Proxy Group of 
Seven Natural Gas 

Distribution 
Equity Risk Premium Measure Companies 

Ibbotson-Based Equity Risk Premiums: 

libbotson Equity Risk Premium (1) 5.92 % 

Regression on Ibbotson Risk Premium Data (2) 8.83 

Ibbotson Equity Risk Premium based on PRPM (3) 9.40 

Equity Risk Premium Based on Value Line 
Summary and Index (4) 5.03 

Equity Risk Premium Based on Value Line 
S&P 500 Companies (5) 10.77 

Equity Risk Premium Based on Bloomberg 
S&P 500 Companies (6) 12.17 

Conclusion of Equity Risk Premium 8.69 % 

Adjusted Beta (7) 0.92 

Forecasted Equity Risk Premium 7.99 % 

Notes provided on page 9 of this Attachment. 



Duke Energy Kentucky. Inc. 
Derivation of Equity Risk Premium Based on the To tal Market Approach 

Using the Beta for t he 
Proxy Group of Seven Natural Gas Distribution Companies 

Notes: 

Attachment DWD-3 
Page9of13 

(1) Based on the arithmetic mean h istorical monthly returns on large company co mmon 
s tocks from Duff & Phelps 2021 SBBI® Yearbook minus the a rithmetic mean monthly 
yield of Moody's average Aaa and Aa corporate bonds from 1928-20 20. 

(2) This equity risk premi um is based on a regressio n of the monthly equity risk premiums of 
large company common stocks relative to Moody's average Aaa and Aa rated corpora te 
bond yields from 1928-2020 refe renced in Note 1 above. 

(3) The Predictive Risk Premium Model (PRPM) is discussed in the accompanying direct 
tes timony. The lbbots n equ ity risk premium based on the PRPM is derived by applying 
the PRPM to the mont ly risk premiums between Ibbotson large company common stock 
monthly returns and average Aaa and Aa corporate monthly bond yields, from January 
1928 through March 2021. 

(4) The equity risk premium based on the Value Line Summary and Index is derived by 
subtracting the average co nsens us forecast of Aaa corpo rate bonds of 3.44% (from page 
3 of this Attachment) from the proj ected 3-5 year total annual market return of8.47% 
(described fu lly in no te 1 on page 2 of Attachment DWD-4). 

(5) Using data from Value Line for the S&P 500, an expected total return of 14.21 % was 
derived based upon expected dividend yields and long-term earnings growth estimates 
as a proxy for cap ital app rec iatio n. Subtracting the average co nsensus forecast of Aaa 
corpo rate bonds of 3.44% resu lts in an expected equity risk premium of 10.77%. 

(6) Using data from the Bloomberg Professional Service for the S&P 500, an expected to tal 
return of 15.61 % was erived based upon expected dividend yields and long-term 
earnings growth estimates as a proxy for capital appreciation. Subtracting the average 
consensus forecast of Aaa corporate bonds of 3.44% results in an expected equity risk 
premium ofl2 .17%. 

(7) Average of mean and median beta from Attachment DWD-4. 

Sources of In formation: 
Stocks, Bonds, Bi lls, and Inflation - 2020 SBBI Yea rbook, John Wiley & Sons, In c. 
Industrial Manual and Mergent Bond Reco rd Monthly Update. 
Value Line Summary and Index 

Blue Chip Financial For casts, Apri l 1, 2021 and December 1, 2020 

Bloomberg Professional Service 
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Consensus Forecasts of U.S. Interest Rates and Key Assumptions 

-------------------------------------H is to ry----------------------------------------- Consensus Forecasts-Quarterly Avg. 
-------Average For Week Ending------ ----Average For Month--- latest Qtr 2Q 3Q 4Q IQ 2Q 3Q 

Interest Rates Mar26 Mar 19 Mar 12 Mar 5 Feb Jan Dec IQ 2021* 2021 2021 2021 2022 2022 2022 
Federal Funds Rate 0.07 0.07 0.07 0.07 0.08 0.09 0.09 0.08 0.1 0.1 0.1 0.1 0.1 0.1 
Prime Rate 3.25 3.25 3.25 3.25 3.25 3.25 3.25 3.25 3.3 3.3 3.3 3.3 3.3 3.3 
LIBOR, 3-mo. 0.20 0.19 0.18 0.18 0.19 0.22 0.23 0.20 0.2 0.3 0.3 0.3 0.3 0.3 
Commercial Paper, I-mo. 0.07 0.07 0.07 0.06 0.06 0.08 0.09 0.07 0.1 0.1 0.1 0.1 0.2 0.2 
Treasury bill , 3-mo. 0.02 0.02 0.04 0.04 0.04 0.08 0.09 0.05 0.1 0.1 0.1 0.1 0.1 0.2 
Treasury bi ll , 6-1110. 0.04 0.05 0.06 0.Q7 0.06 0.09 0.09 0.Q7 0.1 0.1 0.1 0.1 0.2 0.2 
Treasury bill , I yr. 0.07 0.07 0.09 0.08 0.07 0.10 0. 10 0.08 0.1 0.2 0.2 0.2 0.3 0.3 
Treasury note, 2 yr. 0. 14 0.15 0.16 0.1 4 0.1 2 0.13 0.14 0. 13 0.2 0.3 0.3 0.4 0.4 0.5 
Treasury note, 5 yr. 0.84 0.85 0.82 0.73 0.54 0.45 0. 39 0.6 1 0.8 0.9 1.0 1.) 1.1 1.2 
Treasury note, IO yr. 1.65 1.66 1.57 1.49 1.26 1.08 0.93 1.32 J.6 1.7 1.8 1.9 2.0 2.0 
Treasury note, 30 yr. 2.35 2.4 1 2.30 2.25 2.04 1.82 1.67 2.08 2.4 2.5 2.5 2.6 2.7 2.7 
Co rporate Aaa bond 3.1 5 3.23 3. 13 3.06 2.84 2.64 2.52 2.88 3.0 3.1 3.2 3.3 3.4 3.4 
Co rporate Baa bond 3.63 3.7 1 3.62 3.52 3.30 3.1 4 3.03 3.36 3.9 4.0 4.1 4.2 4.3 4.4 
State & Loca l bonds 2.75 2.74 2.72 2.77 2.63 2.65 2.70 2.68 2.7 2.9 3.0 3.0 3.1 3.2 
Home mortgage rate 3.1 7 3.09 3.05 3.02 2.8 1 2.74 2.68 2.88 3.2 3.3 3.4 3.5 3.6 3.7 

--- -- ----------- ----------- -----------··-H is to ry------------------------------------------- Consensus Forecasts-Quarterly 
2Q 3Q 4Q IQ 2Q 3Q 4Q IQ 2Q 3Q 4Q IQ 2Q 3Q 

Kev Assu11111tions 20 19 20 19 20 19 2020 2020 2020 2020 2021 ** 2021 2021 2021 2022 2022 2022 
Fed's AFE $ Index 11 0.4 I 10.6 110.5 .I I 1.4 11 2.4 107 .3 I 05 .2 103.4 104.0 103.9 103.9 103.6 103.5 103.4 
Real GDP 1.5 2.6 2.4 -5.0 -3 1.4 33.4 4.3 4.3 8.1 6.9 4.8 3.5 3.0 2.7 
GD P Price Index 2.5 1. 5 1.4 1.4 -1.8 3.5 2.0 2.2 2.1 2.1 2.0 1.9 2.1 2.2 
Consumer Price Index 3.5 1. 3 2.6 1.0 -3. 1 4.7 2.4 2.8 2.4 2.1 2.0 2.0 2.1 2.2 
PCE Price Index 2.5 1.4 1. 5 1.3 -1.6 3.7 1. 5 2.7 2.2 2.0 1.9 1.9 2.0 2.1 

Forecasts fo r interest rates and th e Federal Reserve' s Ma3or Currency Index represent averages fo r the quaner. Forecasts for Real GDP, GDP Price Index and Consumer Price 
Index are seasonally-adjusted annual rates of change (saar). Indi vid ual panel members' forecas ts are 0 11 pages 4 through 9. ~li storical data: Treasury rates from the Federal Re
serve Board ' s 1-1. 15; AAA-AA and A-BBB corporate bond yields from Bank of America-Merrill Lynch and are 15+ years, yield to mat urity; Stale and local bond yields from 
Bank of America-Merrill Lynch, A-rated, yield to mat urity; Mongage rates from Freddie Mac, JO-year, fi xed; U BOR quotes from Interco ntinental Exchange. All interest rate 
data are sourced from Haver Analytics. Hi storical data for Fed·s Major Currency Index are from FRSR 1-1 . 10. Histori cal data for Real GDP and GDP Chained Price Index are 
from the Bureau of Econom ic Analys is (BEA). Consumer Price Index (CPI) hi story is fro m the Department of Labor's Bureau of Labor Stati stics (BLS). *Interest rate data fo r 
IQ 202 1 based on historical data through the week ended March 26 . .. Data for IQ 202 1 for the Fed ' s AFE $ Index based on data through the week ended March 26. Figures for 
IQ 202 1 Real GDP, GDP Chained Pri ce Index and CPI and PCE Pric~ Index are consensus forecasts from the March 202 1 survey. 
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!Long-Range Survey: I 
The table below contains the results of our twice-annual long-range CONSENSUS survey. There are also Top IO and Bottom IO averages fo r each 
variable. Shown are consensus estimates fo r the years 2022 through 2026 and averages for the live-year periods 2022-2026 and 2027-203 1. Apply 
these projections cau tiously. Few if any economic, demograph ic and po liti cal fo rces can be evaluated accurately over such long time spans. 

Average For The Ye a r Five -Y,~a r Average s 

2 022 20 23 2024 2025 2026 2 022 -202 6 2027-2031 

I . Fede ral Funds Rate CONSENSUS 0. 1 0.3 0.7 1.2 1.5 0 .8 1.8 

To p I O Average 0.2 0.7 1.4 20 24 1. 3 25 
Bo llo m I O Average 0. 1 0. 1 0.2 0.4 0.6 0.3 1 2 

2 . Pr im e Rate CONSENS US 3.3 3 .5 3 .9 -1.3 -1 .6 3.9 -1 .9 

To p I O Average 3.4 3.7 4.4 5.0 5.4 44 54 
Bo llo m I O Average 3.2 3.2 3.3 3.5 3.8 3.4 4.5 

3 . LIBOR, 3-Mo. CONS EN S US 0.-1 0.6 I. I 1.5 1.8 I. I 2.2 

To p I O Ave rage 0.5 1. 0 1. 7 2 .2 2.6 1. 6 2.7 
Bo tto m I O Ave rage 0.3 0.3 0.5 0.8 I.I 0.6 1.6 

4 . Comme rc ial Paper, I - M o CON S ENSUS 0 .3 0.7 1.2 1.6 1.9 I. I 2. 1 

To p I O Ave rage 0.4 0.9 1. 6 2. 1 2 .4 1. 5 2 5 
Bo tt o m I O Ave rage 0.2 0.4 0.8 1.2 1. 5 0.8 1. 7 

5. Treasury Bi l l Yie ld, 3-Mo CONSENSUS 0.2 0 .-1 0 .8 1.2 1.5 0.8 1.9 

To p I O Ave rage 0.3 0.7 1. 5 2.0 2.4 1. 4 2 5 
Bo llo m I O Ave rage 0. 1 0. 1 0.2 0.5 07 0.3 1 3 

6 . Treas ury Bill Yie ld, 6-Mo CON S ENS US 0.2 0 .5 0. 9 1.3 1.6 0. 9 2 .0 

Top I O Average 03 0.8 1. 6 2. 1 2.5 1. 5 26 
Bottom I O Average 0. 1 02 0.3 0.5 0.8 0.4 1.4 

7 . Treasury Bill Yie ld, I -Yr CONSENS US 0 .3 0 .6 1.0 1.4 1.8 1.0 2. 1 

To p I O Average 05 1.0 1.7 2.3 26 1. 6 27 
B o tt o m I O Ave rage 0.2 0.3 0.4 0.7 09 05 1. 6 

8 . Tre as ury No te Yie ld, 2- Yr CONS ENSUS 0.4 0.8 1.2 1.6 1.9 1.2 2 .3 

To p I O Ave rage 0.7 1. 2 1. 9 2.4 2.8 1.8 2.9 
Bo tt o m I O Ave rage 0.2 0.3 0.6 0.8 I. I 0.6 1. 7 

9 . Treas ury No te Yie ld, 5- Yr CON S ENSUS 0.8 1.2 1.6 2.0 2.3 1.5 2.5 
To p I O Average I. I 1 6 2.3 2.8 3. 1 2. 1 3. 1 
Botto m I O Ave rage 0.5 0.7 1. 0 1. 2 1.4 1.0 1.9 

I 0 . Treas ury Note Yie ld, I 0 - Yr CONS ENSUS 1.3 I. 7 2 .0 2 .-1 2 .6 2.0 2 .8 

To p I O Ave rage 1 7 2.2 2.7 3. 1 34 2.6 3.5 
Bo tto m I O Ave rage 0.9 1. 2 1.4 1.7 1 8 1.4 2.2 

I I . Treas ury Bo nd Yield, 30-Yr CONS ENS US 2. 1 2.-1 2.8 3. 1 3 .-1 2.8 3 .6 

To p I O Average 2.5 3.0 3.5 4.0 4.2 3.4 4.3 
Bollo m I O Ave rage 1. 6 I 9 2.2 24 26 2. 1 29 

12 . Co rporate Aaa Bond Yie ld CONSENSUS 2 .8 3 .2 3.6 -1 .0 -' . 2 3 .6 -1 .5 
To p I O Ave rage 3. 1 3.6 4.2 4.6 4.9 4. 1 5.0 
Bo llo m I O Ave rage 2.4 2.8 3.0 3.3 3.6 3.0 3.9 

13 . Corpo rate Baa Bond Yie ld CONSENSUS 3.9 -1 .3 -1 .7 5.0 5 .2 4.6 5. -1 

To p I O Ave rage 4.3 4.7 5.2 5.6 59 5. 1 6.0 
Bo llo m I O Average 3.5 3.9 4. 1 4.3 4.5 4. 1 4.9 

14 . S1ate & Local Bo nds Yi e ld CONSENSUS 2 .8 3 . 1 3.4 3 .6 3 .8 3.3 3 .9 

To p I O Average 3. 1 35 3.8 4 1 4 3 3.8 43 
Bo tto m I O Average 2.5 2.8 2.9 32 3.4 2.9 3.6 

15 . Ho me M o rtgage Rate CONS ENS US 3 .2 3 .5 3 .9 -i .2 -1 .5 3 .9 4.7 

Top I O Average 3.5 39 44 49 5 2 4.4 52 

Bo llo m I O Ave rage 2.9 3.2 3.4 36 3.8 3.4 4.2 
A. Fed's AFE No minal $ Index CONSENSUS t 07.2 107.0 106 .5 10 6 .-1 106.6 10 6. 7 106.7 

To p I O Ave rage 109.0 108.9 108.8 108 9 109 5 109.0 I 10.2 
Bo tto m I O Average 105.4 105 .2 104.4 103.8 103.7 104.5 103.0 

Ye a r-Over-Year, ¾Change Five -Ye a r Average s 

2 022 2023 2024 2025 2026 20 22-20 26 20 27-2031 

B. Real GDP CON S ENSUS 3 .2 2.5 2 .3 2 .2 2. 1 2.4 2 .1 

To p I O Average 3.8 30 2.6 2.5 2.4 2.9 2.4 
Bo tt o m I O Ave rage 2.6 2. 1 1. 9 1. 9 1. 8 2. 1 1. 8 

C. GDP C ha ined Price Index CONSENSUS 1.9 2 .0 2. 1 2 . 1 2 . 1 2 .0 2. 1 

To p I O Average 2.2 2.3 2.3 2.3 2.3 2.3 2.3 
Bo tto m I O Ave rage 1. 7 1. 8 1. 9 1.9 1. 9 I 8 1.9 

D . o ns ume r Price Index C ONSENSUS 2. 1 2 .2 2 .2 2. 1 2 .2 2 . 1 2 .2 

To p I O Average 2.4 2.4 2.4 2.4 2.4 2.4 2.4 
Bo tt o m I O Average 1. 8 1 9 1.9 1.9 1 9 1. 9 1 9 

E. PCE Pri ce Index CONSENSUS 1.9 2 .0 2. l 2. 1 2 . 1 2 .0 2 . 1 

To p I O Ave rage 2.2 2.2 2.2 2 2 23 2.2 2.4 
Bottom 1 0 Ave rage 1.7 1 8 1.9 1.9 1. 9 1. 8 1. 9 
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1. 

2. 

3. 

4. 

5. 

6. 

Duke Energy Kentucky, In c. 

Derivation of Mea n Equity Risk Pre mium Based Studies 

Using Hold ing Period Returns and 

Projected Marke t Appreciation of the S&P Util ity Index 

Equity Risk Premium based on S&P Utility Ind ex 
Holding Period Returns (1): 

Historical Equity Risk Premium 

Regress ion of His torical Equity Risk Premium 
(2) 

Forecasted Equity Risk Premium Based on 
PRPM (3) 

Forecasted Equity Ris k Premium based on 

Projected Tota l Return on the S&P Utiliti es 
Ind ex (Value Line Data) (4) 

Forecasted Equity Ris k Premium based on 
Projected Total Return on the S&P Utiliti es 

Index (Bloomberg Da ta) (5) 

Average Equity Risk Prem ium (6) 
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Impli ed Equity Risk 
Premium 

4.16 % 

6.45 

4.77 

6.75 

5.72 

5.57 % 

Notes : (1) Based on S&P Public Utili ty Index monthly total returns a nd Moody"s Public Utility 
Bond ave rage monthly yields from 1928-202 0. Holding period r eturns a re 
calculated based pan income received (dividends and interest) plus the r elative 
change in the ma r e t value of a security over a one-yea r hold ing period. 

(2) This equity risk premium is based on a regress ion of the monthly equity risk 

premiums of the S&P Utili ty Index rela tive to Moody's AZ ra ted public utility bond 
y ields from 1928 - 2020 referenced in note 1 above. 

(3} The Predictive Risk Pre mium Model (PRPM) is appli ed to the risk premium of the 
monthly total returns of the S&P Utility Index and th e monthly yields on Moody's AZ 

rated public utility bonds from January 1928 - March 2021. 

(4) Using data from Va lue Line for the S&P Utilities Index, an expected re turn of 10.61% 
was d e rived based on expected dividend yie lds and long-term growth estimates as a 
proxy fo r marke t appreciation . Subtrac ting the expected AZ ra ted public utility 

bond yield of 3.86%. calculated on line 3 of page 3 of this Attachm ent results in a n 
equity risk premium of 6.75%. (10.61 % - 3.86% = 6.75%) 

(5) Us ing da ta from Bloombe rg Professional Service for the S&P Utilities Ind ex, an 
expected re turn of 9.58% was derived based on expected dividend yields a nd long
term growth estimates as a p roxy for market appreciation . Subtracting th e expected 
AZ ra ted public utility bond yield of 3.86%, calcula ted on line 3 of page 3 of this 

Attachm ent results in a n equity risk premium of 5.72%. (9.58% - 3.86% = 5.72%) 

(6) Average of lines 1 through 5. 
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Duke Energy Kentucky. Inc. 
Prediction of Equit;y Risk Premiums Relative to 

Moody's AZ Rated Uti lity Bond Yields 
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y = -0.4858x + 7 .5633 

R2 = 0.8703 

6.00 9.00 

• 
A2 Rated Moody's Bond Yield {%) 

Prospective AZ Prospective 
Rated Util ity Equity Risk 

Slope Bond (1) Premium 
-0.48579 3.86 % 5.69 % 

(1) From line 3 of page 3 of this Attachment. 

Source of Information: 
Regulatory Research Associates 
Bloomberg Profess ional Services 



Duke Energy Kentucky. Inc. 
Indicated Common Equity Cost Rate Through Use 

of the Traditional Capita! Asset Pricing Model (CAPM) and Empi rical Cap ital Asset Pricing Model (ECAPM) 

[1] [2] [3] [4] [S] (6] [7] [8] 

Indicated 
Value Line Traditional Common 

Proxy Group of Seven Natural Gas Adjusted Bloomberg Average Market Risk Risk-Free CAPM Cost ECAPM Cost Equity Cost 
Distribution Companies Beta Adjusted Beta Beta Premium (1) Rate (2) Rate Rate Rate (3) 

Atmos Energy Corporation 0.80 0.91 0.85 9.54 % 2.73 % 10.84 % 11.20 % 11.02 % 
New Jersey Reso urces Corporation 0.95 0.96 0.96 9.54 2.73 11.89 11.99 11.94 
Northwest Natu ra l Holding Company 0.80 0.83 0.82 9.54 2.73 10.55 10.98 10.77 
ONE Gas, Inc. 0.80 0.99 0.90 9.54 2.73 11.32 11.56 11 .44 
South Jersey Industries, Inc. 1.05 0.97 1.01 9.54 2.73 12.37 12.34 12.36 
Southwest Gas Holdings, Inc. 0.95 1.07 1.01 9.54 2.73 12.37 12.34 12.36 
Spi re Inc. 0.85 0.99 0.92 9.54 2.73 11.51 11.70 11.60 

Mean 0.92 11.55 % 11.73 % 11.64 % 

Median 0.92 11.51 % 11.70 % 11 .60 % 

Average of Mean and Median 0.92 11.53 % 11.72 % 11.62 % 

Notes on page 2 of this Attachment. 



Notes: 

Duke Enere;y Kentucky Inc. 
Notes to Accomp any the Application of the CAPM and ECAPM 
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(1) The market risk premium (MRP) is derived by using six different measures from three sources: Ibbotson, Value Line, and 
Bloomberg as illustrated below: 

Histo rical Data MRP Estimates: 

Meas ure 1: Ibbotson Arithmetic Mean MRP (1926-2020) 

Arithmetic Mean Monthly Returns for Large Stocks 1926-2020: 
Arithmetic Mean Income Returns on Long-Term Government Bonds: 
MRP based on Ibbotson Historical Data: 

Measure 2: Application of a Regression Analysis to Ibbotson Historical Data 
(1926-2020) 

Measure 3: Application of the PRPM to Ibbotson Historica l Data: 
(January 1926 - March 2021) 

Value Line MRP Estimates· 

Measure 4: Va lue Line Projected MRP (Thirtee n weeks ending April 02, 2021) 

Total projected return on the marke t 3-5 years hence*: 
Projected Risk-Free Rate (see note 2): 
MRP based on Value Line Summary & Index: 

*Forcasted 3-5 year capital appreciation plus expected dividend yield 

Measure 5: Va lue Line Projected Return on ~he Market based on the S&P 500 

Total return on the Market based on the S&P 500: 
Projected Risk-Free Rate (see note 2): 
MRP based on Value Line data 

Measure 6: Bloomberg Projected MRP 

Tota l return on the Market based on the S&P 500: 
Projected Risk-Free Rate (see note 2): 

MRP based on Bloomberg data 

Average of Va lue Line, Ibbotson, and Bloomberg MRP: 

12 .2 0 % 
5.05 
7.15 % 

9.54 % 

]0.46 % 

8.47 % 
2.73 
5.74 % 

14.21 % 
2.73 

11.48 % 

15.6 1 % 
2.73 

12.88 % 

9.54 % 

(2) For reasons explained in the direct testimony, the appropriate risk-free rate for cost of capital purposes is the ave rage fo recas t of 
30 year Treasury Bonds per the consensus of nearly SO economists reported in Blue Chip Financial Forecasts. (See pages 10 and 11 
of Attachment DWD-3.) The projection of the r isk-free rate is illustrated be low: 

Second Quarter 2021 
Third Quarter 2021 

Fourth Quarter 2021 
First Quarter 2022 

Second Quarter 2022 
Third Quarter 2022 

2022-2026 
20 27-2031 

(3) Average of Column 6 and Column 7. 

Sou rces of Information : 
Value Line Summary and Index 
Blue Chip Financ ial Forecasts, April 1, 2021 and December 1, 2020 
Stocks, Bonds, Bills, and Inflation - 2020 SBBI Yearbook, John Wiley & Sons, Inc. 
Bloomberg Professional Services 

2.40 % 
2.50 
2.50 
2.60 
2.70 
2.70 
2.80 
3.60 
2.73 % 
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Basis of Selection of the Group of Non-Price Regulated Companies 
Comparable in Total Risk to the Utility Proxy Group 

The criteria for selection of the proxy group of fo rty-eight non-price regulated 
companies was that the non-price regulated companies be domestic and reported in Value 
Line Investment Survey (Standard Edition). 

The Non-Price Regulated Proxy Group were then selected based on the unadjusted beta 
range of 0.64 - 0.94 and residual standard error of the regression range of 2.7297 - 3.2557 
of the Utility Proxy Group. 

These ranges a re based upon plus or minus two standard deviations of the unadjusted 
beta and standard error of the regression . Plus or minus two standard devia tions captures 
95.50% of the distribution of nadjusted betas and residual standard errors of the 
regression . 

The s tandard deviation of t e Utility Proxy Group's residual standard error of the 
regression is 0.1315. The standard deviation of the standard error of the regression is 
calculated as follows: 

Standard Deviation of the Std. Err. of the Regr. = Standard Error of the Regression 

w here : N = 

✓2N 

number of observations. Since Value Line betas are derived from weekly pr ice 
change observations over a period of five years, N = 259 

Th w.s, 0.13 15 = 2.9927 = 

Jw, 
2.9927 

22.7596 

Source of Information: Value Line, Inc., March 2021 
Value Line Inves tment Survey (Standard Edition) 



Duke Energy Kentucky. Inc. 
Basis of Selection of Comparable Risk 

Domestic Non-Price Regu lated Companies 

[1] [2] 

Value Line 

Proxy Group of Seven Natural Gas Adjusted Unadjusted 
Distribution Companies Beta Beta 

Atmos Energy Corporation 0.80 0.66 

New Jersey Resources Corporation 0.95 0.92 

Northwest Natural Holding Company 0.80 0.69 
ONE Gas, Inc. 0.80 0.67 

South Je rsey Industries, Inc. 1.05 1.00 
Southwest Gas Holdings, Inc. 0.95 0.88 

Spire Inc. 0.85 0.71 

Average 0.89 0.79 

Beta Range(+/- 2 std. Devs. ofBeta) 0.64 0.94 

2 std. Devs. of Beta 0.15 

Residual Std. Err. Range(+/- 2 std. 
Devs . of the Residual Std . Err.) 2.7297 3.2557 

Std. dev. of the Res. Std. Err. 0.13 15 

2 std . devs. of the Res. Std. Err. 0.2630 
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[3] 

Residual 
Standard 

Error of the 
Regression 

2.7453 
3.0205 
3.1454 
2.7077 
3.4767 
3.0244 
2.8287 

2.9927 

[4] 

Standard 
Deviation 

of Beta 

0.0685 
0.0754 
0.0785 
0.0676 
0.0868 
0.0755 
0.0706 

0.0747 

Source of Information: Valueline Proprietary Database, March 2021 
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Du!se Ener~ ~entucky, Inc. 
Proxy Group of Non-Price Regulated Companies 

Comparable in Tota l Risk to the 
Proxy Group of Seven Natural Gas Distribution Companies 

[1] [2] [3] [4] 

Residual 
Standard Standard 

Proxy Group of Forty-Eight Non- VL Adjusted Un adjusted Error of the Deviation of 
Pri ce Rei:;ulated Companies Beta Beta Regression Beta 

Apple In c. 0.90 0.81 3.1746 0.0792 
Abbott Labs. 0.95 0.88 2.7401 0.0684 
Assurant Inc. 0.90 0.84 2.%37 0.0737 
ANSYS, Inc. 0.85 0.74 2.8841 0.0720 
Booz Allen Hamilton 0.90 0.82 3.0468 0.0760 
Becton, Dickinson 0.80 0.66 2.8952 0.0722 
Brown-Forman 'B' 0.90 0.77 2.7453 0.0685 
Broadridge Fin' I 0.85 0.70 2.7332 0.0682 
Brady Corp. 1.00 0.93 3.0007 0.0749 
CAC I lnt' I 0.95 0.86 3.1684 0.0791 
Casey's Gen' I Sto res 0.90 0.78 3.2522 0.0812 
Cadence Des ign Sys. 0.90 0.79 3.0338 0.0757 
Cerner Corp. 0.90 0.84 2.7309 0.0681 
CSW Industrials 0.90 0.81 2.8884 0.0721 
Ques t Diagnostics 0.85 0.75 2.7411 0.0684 
Lauder (Estee) 0.95 0.85 2.8216 0.0704 
Exponent, Inc. 0.90 0.79 2.9131 0.0727 
Fastena l Co. 0.90 0.85 3.2203 0.0804 
Centex Corp. 0.95 0.91 2.7546 0.0687 
lnt' I Flavors & Frag 0.95 0.87 3.2238 0.0804 
lngredion Inc. 0.90 0.78 2.8793 0.0718 
Iron Mountain 0.90 0.82 3.0897 0.0771 
Hunt (J.B.) 0.95 0.86 2.8344 0.0707 
J&J Snack Foods 0.90 0.84 2.9208 0.0729 
Henry (Jack) & Assoc 0.85 0.71 2.7734 0.0692 
Ma nTech lnt' I 'A' 0.85 0.77 3.0653 0.0765 
McCormick & Co. 0.80 0.66 2.7887 0.0696 
Altria Group 0.90 0.83 2.9215 0.0729 
MSA Safety 1.00 0.94 3.0076 0.0750 
MSC I Inc. 0.95 0.87 2.9662 0.0740 
Motoro la Solutions 0.90 0.80 2.7926 0.0697 
Vai l Reso rts 0.95 0.88 3.1939 0.0797 
Maxim In tegrated 0.95 0.87 2.9404 0.0734 
Northrop Grnmman 0.85 0.71 2.9032 0.0724 
Old Dominion Freight 0.90 0.83 3.0708 0.0766 
PerkinElmer Inc. 0.95 0.86 2.8896 0.0721 
Philip Morris lnt' I 0.95 0.88 3.2481 0.0811 
Pool Corp. 0.85 0.75 3.2001 0.0799 
Post Hold ings 0.95 0.86 3.0105 0.0751 
RLI Corp. 0.80 0.64 2.9883 0.0746 
Ro ll ins, Inc. 0.85 0.73 2.9697 0.0741 
Se lective Ins. Group 0.85 0.77 3.0004 0.0749 
Sirius XM Holdings 0.95 0.91 2.7995 0.0699 
Bio-Techne Corp . 0.80 0.67 3.2475 0.0810 
Tetra Tech 0.90 0.84 3.0245 0.0755 
Waters Corp. 0.95 0.86 2.7531 0.0687 
West Pharmac. Svcs. 0.85 0.70 3.1887 0.0796 
Western Union 0.80 0.67 2.7346 0.0682 

Average 0.90 0.80 2.9609 0.0739 

Proxy Group of Seven Natural Gas 
Distr ibution Companies 0.89 0.79 2.9927 0.0747 

Source of Infor mation: Va lueline Propr ietary Database, March 2021 



Notes: 

Duke Energy Kentucky. Inc. 

Summary of Cost of Equity Models Applied to 
Proxy Group of Forty-Eight Non-Price Regula ted Companies 

Comparable in Total Risk to the 
Proxy Group of Seven Natural Gas Distribution Companies 

Principal Methods 

Discounted Cash Flow Model (DCF) (1) 

Risk Premium Model (RPM) (2) 

Capital Asset Pricing Model (CAPM) (3) 

(1) From page 2 of this Attachment. 
(2) From page 3 of this Attachment. 
(3) From page 6 of this Attachment. 

Attachment DWD-6 
Page 1 of 6 

Proxy Group of 
Forty-Eight Non-
Price Regulated 

Companies 

12 .. 60 % 

12.35 

11.59 

12.18 % 

12.35 % 

12.27 % 



Proxy Group of Forty-Eight 
Non-Price Regulated 
Comeanies 

Apple I nc. 
Abbott Labs. 
Assurant Inc. 
ANSYS, Inc. 
Boaz Allen Hamil ton 

Becton, Dickinson 
Brown-Forman 'B' 

Broadridge Fin'I 
Brady Corp. 
CACI lnt'I 
Casey 's Gen'] Stores 

Cadence Design Sys. 
Cerner Corp. 
CSW Industrials 
Quest Diagnostics 
Lauder (Estee) 
Exponent, Inc. 
Fastenal Co. 
Centex Corp. 
lnt'I Flavors & Frag 
lngred ion Inc. 
Iron Mountain 
Hunt(I .B.) 
J&I Snack Foods 
He nry (l ack) & Assoc 
ManTech lnt'l 'A' 

McCorm ick & Co. 
Altria Group 
MSA Safety 
MSCI Inc. 
Motorola Solutions 
Vail Resorts 
Maxim Integrated 
Northrop Grumman 
Old Domin ion Freight 
PerkinElmer Inc. 
Ph ilip Morris lnt'I 
Pool Corp. 
Post Holdings 
RLI Corp. 
Rolli ns. Inc. 
Selective Ins. Group 
Si rius XM Holdi ngs 
Bio-Techne Corp. 
Tet ra Tech 
Waters Corp. 
West Pharmac. Svcs. 
Western Union 

Source of In fo rmation: 
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Page 2 of6 

~uke En•![~ ~!i:DtY!;;k:t Im~ 
DCF Results for the Proxy Group of Non-Price-Regulated Compa nies Comparable in Total Risk to the 

Prox, Grouo of Seven Natural Gas Distribution Comoanies 

fll [21 [31 [4] [SJ 16] [7] [BJ 

Bloomberg's 
Value Line Zack's Five Five Year Yahoo! Finance Ave rage 

Projected Fi ve Year Projected Projected Projected Five Projected Five Adjusted Indicated 
Average Year Growth in Growth Rate in Growth Rate in Year Growth in Year Growth Dividend Common Equity 

Dividend Yield EPS EPS EPS EPS Rate in EPS Yield Cost Rate (ll 

0.64 % 14.SO % 11.00 % 9.50 % 14.69 % 12.42 % 0.68 % 13.10 % 
1.52 12.00 14.00 14.20 15.58 13.94 1.63 15.57 
1.96 11.50 NA NA 19.40 lS .45 2.11 17.56 

10.00 NA 12.05 8.00 10.02 NA 
1.76 12.50 10.60 NA 10.99 11.36 1.86 13.22 
1.33 9 .00 9 .00 9.54 12.00 9.88 1.40 11.28 
0.98 12.00 NA S.39 7.53 8.31 1.02 9.33 
1.56 10.50 NA 10.70 10.00 10.40 1.64 12.04 
1.68 8.00 7.00 7.33 7.00 7.33 1.74 9.07 

14.00 10.50 10.53 12.9 1 11.99 NA 
0.68 9.00 NA 15.8 1 7.85 10.89 0.72 11.6 1 

13.00 I 1.1 0 11.90 I 1.10 11.78 NA 
1.1 7 8.00 12.30 8.6 1 11.5 1 10.11 1.23 11.34 
0.42 8.50 NA NA 12.00 10.25 0.44 10.69 
2.0 1 10.00 26.50 (6 .93] 9 .22 15.24 2.16 17.40 
0.77 11.00 10.70 17 .23 2 1.10 15.0 1 0.83 IS.84 
0 .BS 12.00 NA 13.3 0 15.00 13.43 0.91 14.34 
2.34 8.00 9 .00 ID. IS 8.04 8.80 2.44 11.24 
1.35 10.50 4.70 10.25 15.80 10.31 1.42 11.73 
2.37 6.50 10.00 2 1.05 10.00 11.89 2.51 14.40 
2.99 6.00 NA 11.00 1.90 6.30 3.08 9 .38 
7.38 7.50 1.70 4.00 1.70 3.73 7.52 11.25 
0.74 6.50 15.00 17 .23 20.73 14.87 0.80 l S.67 
1.47 10.00 NA NA 6.00 8.00 l.S3 9.53 
1.2 1 10.50 10.90 12 .47 10.02 10.97 1.2 8 12.25 
1.74 12.00 S.10 5.06 4.53 6.67 1.80 8.47 
1.53 6.50 6.60 5.82 S.50 6.11 1.58 7.69 
7.66 6.50 4.00 2.70 4.42 4.41 7.83 12 .24 
1.07 6.50 NA 9 .00 18.00 11.1 7 1.1 3 12.30 
0.74 18.00 NA 12 .20 14.37 14.86 0.79 15.65 
1.59 7.00 9.00 11.30 5.88 8.30 1.66 9.96 

8.50 NA 86.86 69.80 55.05 NA 
8.00 10.00 11.30 18.44 11.94 NA 

1.92 7.00 NA 4.96 5.44 5.80 1.98 7.78 
0.37 9 .00 IS.30 16.18 15.89 14.09 0.40 14.49 
0.20 17.50 19.50 (6.87) 17.20 18.07 0.22 18.29 
S.65 S.00 8.30 10.39 11.42 8.78 5.90 14.68 
0.67 17.50 NA 17.00 17.00 17.17 0.73 17.90 

11.50 NA 20.30 3 1.20 21.00 NA 
0.90 12.50 NA NA 9.80 11.1 5 0.9S 12.10 
0.89 11.50 NA NA 8.20 9.85 0.93 10.78 
1.44 8.50 NA NA S.10 6.80 1.49 8.29 
0.96 24.50 14.80 26.96 12.93 19.80 1.06 20.86 
0.35 12.50 IS.OD 19.03 15.00 15.38 0.38 15.76 
0.5 1 13.50 IS.OD 13.85 15.00 14.34 0.55 14.89 

6.00 8.80 9 .03 7.17 7.75 NA 
0.24 17.00 22.60 17.2 1 22.60 19 .85 0.26 20.11 
3.99 6.00 NA 4.57 9.2S 6.6 1 4.12 10.73 

Mea n 12.95 % 

Median 12.24 % 

Average of Mean and Median 12.60 % 

NA= Not Ava ilable 
NMF= Not Meaningful Figure 

( 1) The applica tion of the DCF model to the domestic, non-price re:gluated comparable risk companies is identical to the application of the DCF to the Uti li ty Proxy Group. 
The dividend yield is derived by using the 60 day average pricf' and the spot indicated dividend as of March 31, 2021 . The dividend yield is then adjusted by 1/2 the 
average projected growth rate in EPS, which is calculated by averaging the 5 year projected growth in EPS provided by Value Line, www.zacks.com, Blaombe rg 
Professional Services, and www.yahoo.com (excl uding any negative growth ra tes ) and then adding that growth rate to the adjusted dividend yield. 

Value Line Investment Survey 
www.zacks.com Dow nloaded on 03 /3 1/ 202 1 
www.yahoo.com Downloaded on 03 / 31 / 2021 
Bloomberg Professional Services 



Duke Energy Kentucky, Inc. 

Ind icated Common Equity Cost Rate 
Through Use of a Risk Premium Model 

Using an Adjusted Total Market Approach 
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Proxy Group of Forty
Eight Non- Price 

Line No. Regulated Companies 

1. Prospective Yield on Baa2 Rated 
Corporate Bonds (1) 4.36 % 

2. Equity Risk Premium (2) 7.99 

3. Risk Premium Derived Common 
Equity Cost Rate 12.35 % 

Notes: (1) Average forecast of Baa2 corporate bonds based upon the consensus of nearly 

(2) 

50 economists rep rted in Blue Chip Financial Forecasts dated April 1, 2021 
and December 1, 2020 (see pages 10 and 11 of Attachment DWD-3). The 
estimates are detailed below. 

Second Quarter 2021 3.90 
Third Quarter 2021 4.00 

Fourth Quarter 2021 4.10 

First Quarter 2022 4 .20 
Second Quarter 2022 4.30 

Third Quarter 2022 4.40 
2022-2026 4.60 
2027-2031 5.40 

Average 4.36 

From page 5 of this Attachment. 

% 

% 



Duke Ene rgy Kentucky Inc. 
Co mpariso n of Long-Term Issuer Ratings for the 
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Proxy Group of Forty-Eight Non-P ri ce Regulated Companies of Comparable risk to the 
Proxy Group of Seven Na tural Gas Distribution Companies 

Proxy Group of Forty-Eight Non-
Price Regulated Companies 

Apple Inc. 
Abbott Labs. 
Assurant Inc. 
ANSYS, Inc. 
Booz Allen Hamilton 
Becton, Dickinson 
Brown-Forman 'B' 
Broadridge Fin'I 
Brady Corp. 
CAC I lnt' I 
Casey's Gen'I Stores 
Cadence Des ign Sys. 
Cerner Corp. 
CSW Industrials 
Quest Diagnostics 
Lauder [Estee) 
Exponent, Inc. 
Fastenal Co. 
Gentex Corp. 
lnt'I Flavors & Frag 
lngredio n Inc. 
Iron Mountain 
Hunt Q.8.) 
J &J Snack Foods 
Henry Uack) & Assoc 
ManTech Int'! 'A' 
McCormick & Co. 
Altria Group 
MSA Safety 
MSC! Inc. 
Motorola Solutions 
Vail Resorts 
Max im Integrated 
Northrop Grumman 
Old Dominion Freight 
PerkinElmer Inc. 
Philip Morris lnt 'I 
Pool Corp. 
Post Holdings 
RLI Corp. 
Rollins, Inc. 
Selective Ins. Group 
Sirius XM Hold ings 
Bio-Techne Corp. 
Tetra Tech 
Waters Co rp. 
West Pharmac. Svcs. 
Western Union 

Average 

Notes: 

Moody's 
Long-Term Issuer Rating 

March 2021 

Num erical 
Long-Term Weighting 

Issuer Rating (1) 

Aal 2.0 
A3 7.0 

Baa3 10.0 
NA 
NA 

Baa3 10.0 
Al 5.0 

Baa l 8.0 
NA 
NA 
NA 

Baa2 9.0 
NA 
NA 

Baa2 9.0 
Al 5.0 
NA 
NA 
NA 

Baa3 10.0 
Baal 8.0 
Ba3 13.0 
Baal 8.0 
NA 
NA 
WR 

Baa2 9.0 
A3 7.0 
NA 
Ba2 12.0 
Baa3 10.0 
82 15.0 

Baal 8.0 
Baa2 9.0 
NA 

Baa3 10.0 
AZ 6.0 
NA 
82 15.0 

Baa2 9.0 
NA 

Baa2 9.0 
NA 
NA 
NA 
NA 
NA 

Baa2 9.0 

Baa2 8.9 

(1) From page 6 of Attacf1ment DWD-3. 

Source of Informatio n: 
Bloomberg Professional Services 

Standard & Poor's 
Long-Term Issuer Rating 

March 2021 

Long-Te rm Issuer 
Rating 

AA+ 
A 

BBB 
NA 
NA 

BBB 
A-

BBB+ 
NA 
BB+ 
NA 

BBB+ 
NA 
NA 

BBB+ 
A+ 
NA 
NA 
NA 

BBB 
BBB 
BB-

BBB+ 
NA 
NA 
BB+ 
BBB 
BBB 
NA 
BB+ 
BBB-

BB 
BBB+ 
BBB+ 

NA 
BBB 

A 
NA 
B+ 

BBB+ 
NA 

BBB 
BB 
NA 
NA 
NA 
NA 

BBB 

BBB 

Numerical 
Weighting 

(1) 

2.0 
6.0 
9.0 

9.0 
7.0 
8.0 

11.0 

8.0 

8.0 
5.0 

9.0 
9.0 
n.o 
8.0 

11.0 
9.0 
9.0 

11.0 
10.0 
12.0 
8.0 
8.0 

9.0 
6.0 

14.0 
8.0 

9.0 
12.0 

9.0 

8.9 



Line No. 

l. 

2. 

3. 

4. 

5 

6. 

7. 

8. 

9. 

Duke Energy Kentucky, Inc. 
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Derivation of Equity Risk Premium Based on the Total Market Approach 

Using t he Beta for 

Proxy Group of Forty-Eight Non-Price Regulated Compa nies of Comparable risk to the 

Proxy Group of Seven Natural Gas Distribution Companies 

Equity Risk Premium Measure 

Ibbotson-Based Equity Risk Premiums: 

Ibbotson Equ ity Risk Premium (1) 

Regression on Ibbotson Risk Premium Data (2) 

Ibbotson Equ ity Risk Pr emium based on PRPM (3) 

Equity Ri sk Premium Based on Value Line 

Summary and Index (4) 

Equity Ri sk Premium Based on Value Line 

S&P 500 Companies (5) 

Equity Risk Premium Based on Bloomberg 

S&P 500 Com panies (6) 

Conclusion of Equity Risk Premium 

Adjusted Beta (7) 

Forecasted Equity Risk Pre mium 

Proxy Group of 
Forty-Eight Non

Price Regulated 
Companies 

5.92 % 

8.83 

9.40 

5.03 

10.77 

12.17 

8.69 % 

0.92 

7.99 % 

Notes: 

(1) From note 1 of page 9 f Attachment DWD-3. 

(2) From note 2 of page 9 f Attachment DWD-3 . 

(3) From note 3 of page 9 f Attachment DWD-3. 

( 4) From note 4 of page 9 f Attachment DWD-3. 

(5) From note 5 of page 9 of Attachment DWD-3. 

(6) From note 6 of page 9 of Attachment DWD-3. 

(7) Average of m ean and median beta from page 6 of thi s Attachment. 

Sources of Informat ion: 

Stocks, Bonds, Bills, and Infla tion - 2020 SBBI Yearbook, John Wiley & Sons, Inc. 

Value Line Summary and Index 

Blue Chip Fina ncial Fo recasts, April 1, 2021 a nd Decem ber 1, 2020 

Bloomberg Professional Services 
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[hike Energ:,:: Kent1.a;ky I•~ 
Trad itiona l CAPM and ECAPM Results for the Proxy Group of Non-Price- Regulated Compan ies Compa rable in Total Risk to th e 

Proxy Group of Seven Natural Gas Distribution Compani es 

[lj [2] [3] [4] [SJ [6] [7] [8] 

Proxy Group of Forty- Va lue Line Traditional Indica ted 
Eight Non-Price Regulated Adjusted Bloo mberg Average Market Risk Risk-Free Rate CAPM Cost ECAPM Cost Cornman Equity 
Comeanies Bern Beta Beta Premium (1) (2) Rate Rate Cost Rate (3) 

Apple Inc. 0.90 L02 0.96 9.54 % 2.73 % IL89 % 1L99 % 1L94 % 
Abbott Labs. 0.95 0.86 0.90 9.54 2.73 11.32 11.56 1L44 
Assurant In c. 0,95 0.98 0.97 9.54 2.73 1L99 12.06 12.02 
AN SYS, Inc. 0.85 0.97 0.91 9.54 2.73 1L41 11.63 11.52 
Boaz Allen Ham ilton 0,9 0 0.90 0,90 9.54 2,73 11.32 1LS6 1L44 
Becton, Dickin son 0.8 0 0,59 0.69 9.54 2. 73 9.31 10.05 9.68 
Brown•Forman 'B' 0.85 0.98 0.92 9.54 2.73 lLSl 11.70 11.60 
Broadridge Fin'I 0,85 0.83 0.84 9.54 2.73 10.75 IL13 10.94 
Brady Corp. 1.00 LOS 1.03 9,54 2. 73 12.56 12.49 12.52 
CACI lnt'I 0.95 LOO 0.97 9.54 2.73 11.99 12.06 12.02 
Casey's Gen' I Stores 0.85 0.91 0.88 9.54 2.73 IL13 1L41 11.27 
Cadence Des ign Sys. 0.9 0 0.98 0,94 9.54 2.73 11.70 11.84 11.77 
Ce rn er Corp. 0.90 0.89 0.89 9.54 2. 73 11.22 11.48 11.35 
CSW Industrials 0,85 L03 0.94 9.54 2.73 11.70 11.84 11.77 
Ques t Diagnost ics 0.85 0.96 0.91 9.54 2.73 1L41 11.63 1L52 
Lauder [Estee) 0.95 LOl 0.98 9.54 2. 73 12.08 12.13 12.10 
Exponent, Inc. 0.90 0.94 0.92 9.54 2.73 1 LSl 11.70 11.60 
Fas tena l Co. 0.90 0.97 0.93 9.54 2.73 1 L60 11.77 11.69 
Gentex Corp. 0.95 L07 1.01 9.54 2.73 12.37 12.34 12.36 
ln t' I Flavors & Frag 0,95 1.08 1.01 9.54 2.7 3 12.37 12.34- 12.36 
lngred ion In c. 0.9 0 0,93 0.91 9.54 2.73 11.41 11.63 1LS2 
Iron Mountai n 0.90 1.02 0.96 9.54 2.73 11.89 11.99 11.94 
Hunt(J .B.) 0.95 0.92 0.94 9.54 2.73 11.70 11.84 11.77 
J&J Snack Foods 0.90 0.77 0,84 9.54 2.73 10.75 11.13 10.94 
Henry (J ack) & Assoc 0.85 0.89 0.87 9.54 2.73 11.03 11.34 11.19 
ManTech ln t' I 'A' 0.85 112 0.99 9.54 2.73 12.18 12.20 12.19 
McCormi ck & Co. 0.85 0.69 0.77 9.54 2.73 10.08 10.63 10.35 
Altria Group 0.90 0.89 0,89 9.54 2.73 1L22 11.48 11.35 
MSA Safety 1.00 1.00 1.00 9.54 2,73 12.27 12.27 12.27 
MSCI Inc. 0.95 0.93 0.94 9.54 2.73 11.70 11.84 11.77 
Motoro la Soluti ons 0.90 0.95 0.92 9.54 2.73 1L51 ll.70 11.60 
Vail Reso rts 0.90 1.15 I.OZ 9,54 2.73 12.46 12.41 12.44 
Maxim Integrated 0.95 1.00 0.97 9.54 2.73 1L99 12.06 12.02 
Northrop Grumman 0.85 0.79 0.82 9.54 2.73 10.55 10.98 10.77 
Old Domini on Freight 0,90 0.98 0.94 9.54 2.73 11.70 11.84 11.77 
PerkinE lmer In c. 0.95 0,84 0.90 9.54 2.73 11.32 11.56 11.44 
Philip Morris lnt'I 0.95 0.9 2 0.94 9.54 2.73 11.70 11.84 1L77 
Pool Corp. 0.90 0.94 0,92 9.54 2.73 11.51 11.70 11.60 
Post Holdings 0.95 0,90 0.92 9.54 2.73 11.5 1 11.70 11.60 
RLI Corp. 0.80 0.89 0.84 9.54 2.73 10.75 11.13 10.94 
Rolli ns, In c. 0.85 0.69 0.77 9.54 2.73 10.08 10.63 10.35 
Selective Ins. Group 0.85 0.96 0.91 9.54 2.73 11.41 11.63 11.52 
Sirius XM Holdings 1.00 1.10 I.O S 9.54 2.73 12.75 12.63 12.69 
Bio-Techne Corp. 0.80 0.92 0.86 9.54 2.73 10.94 1L27 11.10 
Tetra Tech 0.90 LOS 0.98 9.54 2.73 12.08 12.13 12.10 
Waters Corp. 0.95 0.85 0.9 0 9.54 2.73 11.32 11.56 1L44 
West Pharmac. Svcs. 0.85 0.76 0.80 9.54 2.73 10.36 10.84 10.60 
Western Uni on 0.80 LOS 0.92 9.54 2.73 lLSl 11.70 11.60 

Mea n 0.92 1L47 % 11.67 % 11.57 % 

Med ian 0.92 11.51 % 11.70 % 11.60 % 

Average of Mea n and Medi an 0.92 11.49 % 1 L69 % 1 LS9 % == 

Notes: 

(1) From note 1 of page 2 of Attachment DWD-4. 
(2) From note 2 of page 2 of Attachment DWD-4. 
(3) Average ofCAPM and ECAPM cost rates. 



Line 
No . 

1. 

2. 

Duke Eneri:Y Kentucky. Inc. 
Derivation of Investment Risk Adjustment Based upon 

Ibbotson Associates" Size Premia for the Decile Portfolios of the NYSE/AMEX/NASDAO 

Duke Energy Kentucky, Inc. 

Proxy Group of Seven Natural Gas Distribution 
Companies 

Notes: 

[lJ 

Market CapiL.ilization on September 

$ 

$ 

30, 2020 (1) 
(millions) 

1,241.112 

4,574.713 

Largest 

Smallest 

(times larger) 

[AJ 

Decile 

1 
2 

3 
4 

5 

6 
7 
8 
9 

10 

3.7 X 

(2J 

Applicable Decile of 
the NYSE/ AMEX/ 

NASDAQ (2) 

7 

4 

[BJ 

Market 
Capitalization of 

Smallest Company 

(millions) 

$ 29,025.803 
13,178.743 

6,743.361 
3,861.858 
2,445.693 
1,591.865 

911 .586 
451.955 
190.019 

2.194 

[3J 

Applicable Size 
Premium (3) 

1.54% 

0.75% 

(CJ 

Market 
Capitalization of 
Largest Company 

(millions) 

$ 1,966,078.882 
28,808.073 
13,177.828 

6,710.676 
3,836.536 
2,444.745 
1,591.765 

911.103 
451.800 
189.831 

*From 2021 Duff & Phelps Cost of Capital Navigator 

(1) From page 2 of this Attachment. 

[4J 

Spread from 
Applicable Size 

Premium (4) 

0.79% 

[DJ 

Size Premium 
(Return in 
Excess of 
CAPM)* 

-0.22% 
0.49% 
0.71% 
0.75% 
1.09% 
1.37% 
1.54% 
1.46% 
2.29% 
5.01% 

(2) Gleaned from Columns [BJ and (CJ on the bottom of this page. The appropriate decile (Column [Al) corresponds 
to the market capitalization of the proxy group, which is found in Column [lJ . 

(:~J Corresponding risk premium to the decile is provided in Column [DJ on the bottom of this page. 

(4) Line No. 1 Column [3J - Line No. 2 Column [3J. For example, the 0.79% in Column [4J, Line No. 2 is derived as 
follows 0.79% = 1.54% - 0.75%. 



Company 

Duke Energy Ke ntucky, In c. 

Based upon Proxy Group of Seven 
Natural Gas Dis tributi on Com panies 

Proxy Group o f Seven Natura l Gas 
Distribution Comp~nies 
Atmos Energy Corporation 
New Je rsey Resources Corpo ration 
Northwest Na tura l Holding Company 
ONE Gas, In c. 
South Je rsey Industri es, Inc. 
Southwest Gas Holdings, Inc. 
Spire Inc. 

Average 

Duke Energy Kentucky In c. 
Market Capita lizati on o f Duke Energy Kentucky, In c. and the 
Proxy Group of Seven Natural Gas Distributi on Compa nies 

(1] (2] (3] 

Book Value pe r 
Common Stock Shares Share a t Fisca l Total Common Equity 
Outstanding a t Fi scal Year End 2020 a t Fi sca l Yea r End 

Exchange Year End 2020 (1) 2020 

(millions) 

NA 

NYSE $ 125.88 2 
NYSE 95.949 
NYSE 30.589 
NYSE 53 .167 
NYSE 100.592 
NYSE 57.193 
NYSE 51.612 

$ 73.569 

NA= Not Availab le 

Notes : (1) Column 3 / Co lumn l. 
(2) Co lumn 4 / Co lumn 2. 
(3 ) Co lumn 1 * Column 4. 

$ 

$ 

NA 

53.949 
19.226 
29.054 
42.006 
16.571 
46.771 
44.182 

35.966 

$ 

$ 

(millions) 

718.236 

6,791.203 
1,844.692 

888.733 
2,233.311 
1,666.876 
2,674.953 
2,280.3 00 

2,625.724 

( 4) Requested rate base multip lied by the req uested common equity ratio. 

[4] [5] 

Market-to-
Closing Stock Book Rati o o n 

Market Price o n Ma rch 31, 
March 31, 2021 2021 (2) 

(4) NA 

172.8 

$ 98.850 183.2 
39.870 207.4 
53.950 185.7 
76.910 183.1 
22.580 136.3 
68.710 146.9 
73.890 167.2 

$ 62.109 172.8 

(5) 

% 

% 

(6] 

Marke t 
Capita li zati o n on 

$ 

$ 

$ 

March 31, 2021 
(3) 

(millions) 

1,241.112 

12,443.483 
3,825.494 
1,650.277 
4,089.053 
2,271 .36 6 
3,929.726 
3,813 .595 

4,574.713 

(SJ The market-to-book ra ti o of Duke Energy Ke ntucky, Inc. on March 31, 2021 is assum ed to be equa l to th e ma rke t-to-book rati o of Proxy 
Group of Seven Na tural Gas Dis tribution Compa nies o n Ma rch 31, 2021 as ap propriate. 

(61 Column f31 multipli ed by Column fSl 

Source of Informatio n: 2020 Annual Forms l0K 
yahoo.finance.com 
Bloomberg Profess io nal 

(6) 

;g 
Ol 
() 
:::r 

cl ~ 
Ol ::, 
(0 -
ro CJ 
N ~ 
0 CJ ..... ' 
N-..J 



Date of Offe ring Transaction (1) 

11 / 18/ 19 Eq uity Offe r ing 
03/06/ 18 Eq ui ty Offe ring 
03/01/16 Eq uity Offering 

Average Divide nd 
Yir. lrl 

Proxy Group of Seven 
Natura l Gas 
Distribution 
Compan ies 3.74 

See page 2 of this Attachment for notes. 

Source oflnfonnation: Company SEC filings 

[Column 11 

Shares Issued 

28,750,000 
21,275,000 
10,637,500 

Average Projected 
EPS Grow tJ1 R.Jto 

% 5.94 % 

Duke Energy Kentucky Inc 
Derivation of the Flota tion Cost Adjustment to the Cost of Common Equity 

Equity Issuances since 2010 

[Column 21 [Column 31 [Column 41 [Column SJ [Column 6J 

Average Total Offering 
Market Price Offering Price Market Expe nse per Net Proceeds 

eer Share eer Share Pressure (2) Share ee r Sha re (3) 

88.65 85 .99 2.66 0.021 85 .9694 
75.86 74.07 1.79 0.02 1 74.0508 
73.35 69.84 3.5 1 0.038 69.8024 

Flotatjon Cost Adjustment 

Average DCF 
Cost Rate DCF Cost Rate Flotation Cost 

Adjusted Unadjusted for Adjusted for Adj ustme nt 
Dividend Yiold Flotat if.m (8] Flotati a n (9) (10) 

3.85 % 9.79 % 9.9 1 % 0.12 % 

[Column 71 [Column B] 

Gross Equity Issue Total Net Proceeds 
before Cos ts (4J s 

2,548,607,500 $ 2,·Hl,620,500 
1,613,921,500 s 1,575,43 1,800 

780,260,62 S $ 742,523,000 

4,942,869,625 4,789,57S.~00 

fCo lum n 91 

Total Flotation 
Costs (6) 

77,067,000 
38,489,700 
37,737,625 

1S3,294,325 

JColumn !OJ 

Flotation Cos t 
Percentage (7) 

3.02% 
2.3 8% 
4.84% 

3.10% 

~ 
Q) 
n 
~ 

"U ~ 
Q) :::, 

co -
(l) 0 
~ ~ 
0 0 ..... ' 
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Duke Energy Kentucky, Inc. 
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Derivation of the Flotation Cost Adjustment to the Cost of Common Equity 

(1) Company-provided. 

(2) Column 2 - Column 3. 

(3) Column 2 - the sum of col mns 4 and 5. 

(4) Column 1 * Column 2. 

(5) Columnl * Column 6. 

(6) Columnl * (the sum of columns 4 and 5). 

(7) (Column 7 - Column 8) divided by Column 7. 

(8) Using the average growth rate from Attachment DWD-2. 

(9) Adjustment for flotation costs based on adjusting the average DCF constant growth 
cost rate in accordance with the following: 

K = D(l +O.Sg) + 
P(I-F) g, 

where g is the growth factor and F is the percentage of flotation costs. 

(10) Flotation cost adjustment of 0.12% equals the difference between the flotation 
adjusted average DCF cost rate of 9.91 % and the unadjusted average DCF cost rate 
of 9.79% of the Utility Proxy Group. 

Source of Information: 

Company provided information 



Summary of Adjustment Clauses & Alternative Regulation/Incentive Plans 

Adjustment Clauses Alternative Reoulation / Incentive Plans 
Decoupling (F/P) Capital Investment Energy Efficiency Formula-Based Earnings 

Company Parent State Gas Commoditv 111 121 131 Other 141 Rates Sharina/PBR 
Atmos Energy ATO Colorado ✓ ✓ ✓ ✓ 

Atmos Energy ATO Kansas ✓ p ✓ ✓ 

Atmos Energy ATO Kentucky ✓ p ✓ ✓ ✓ 

Atmos Energy ATO Louisiana ✓ p ✓ ✓ ✓ 

Atmos Energy ATO Mississippi ✓ p ✓ ✓ ✓ ✓ 

Atmos Energy ATO Tennessee ✓ p ✓ ✓ ✓ 

Atmos Energy ATO Texas ✓ p ✓ ✓ ✓ ✓ 

Atmos Energy ATO Virginia ✓ p ✓ 

New Jersey Natural Gas NJR New Jersey ✓ F ✓ ✓ ✓ 

Northwest Natural Gas NWN Oregon ✓ p ✓ ✓ 

Northwest Natural Gas NWN Washington ✓ ✓ ✓ 

Kansas Gas Service OGS Kansas ✓ p ✓ v' 

Oklahoma Natural Gas OGS Oklahoma ✓ p ✓ ✓ ✓ ✓ ✓ 

Texas Gas Service OGS Texas ✓ p ✓ ✓ ✓ ✓ 

Elizabethtown Gas SJI New Jersey ✓ p ✓ ✓ ✓ 

South Jersey Gas SJ I New Jersey ✓ F ✓ ✓ ✓ 

Southwest Gas Corporation swx Arizona ✓ F ✓ ✓ ✓ 

Southwest Gas Corporation swx California ✓ F ✓ ✓ ✓ 

Southwest Gas Corporation swx Nevada ✓ F ✓ ✓ ✓ 

Alabama Gas Corporation SR Alabama ✓ p ✓ ✓ ✓ 

Spire Gulf Inc. (Mobi le Gas Corporation) SR Alabama ✓ p ✓ ✓ ✓ 

Spire Missouri East SR Missouri ✓ p ✓ ✓ 

Soi re Missouri West SR Missouri ✓ p ✓ ✓ 

Notes: 
Note: A mechanism may cover one or more cost categories; therefore, designations may not indicate separate mechanisms for each category. 

[1] Full or partial decoupling (such as Fixed Variable rate design, weather normalization clauses, and recovery of lost 
revenues as a result of Energy Efficiency programs) . Al l full or partial decoupling mechanisms include weather 
normalization adjustments . 

(2] Includes recovery of costs related to infrastructure replacement, system integrity/hardening, and other capital 
expenditures. 

(3) Utility-sponsored conservation , energy efficiency , or other demand side management programs. 

[4] Pension expenses, bad debt costs , storm costs , transmission/transportation costs , environmental , 
regulatory fee , government & franchise fees and taxes, economic development, and low income 
programs. 

Sources : Operating company tariffs ; Regulatory Research Associates . Alternative Ratemaking Plans in 
the US, April 16, 2020; Regulatory Research Associates , Adjustment Clauses: A State-by-State 
Overview, November 12, 2019; Edison Electric Institute, Alternative Regulation for Emerging Utility 
Challenges: 2015 Update, November 11, 2015 . 
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I. INTRODUCTION 

PLEASE ST A TE YOUR NAME AND BUSINESS ADDRESS. 

My name is Retha I. Hunsicker and my business address is 400 South Tryon 

Street, Charlotte, North Carolina, 28202 . 

BY WHOM ARE YOU EMPLOYED A..~D IN WHAT CAPACITY? 

I am employed by Duke Energy Business Services LLC (DEBS), as Vice

President Customer Connect-Solutions. DEBS provide 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 BRIEFLY DESCRIBE 

PROFESSIONAL EXPERIENCE. 

YOUR EDUCATION AND 

I hold a Bachelor of Science degree in Business Administration from Indiana 

Wesleyan University. Since 1981 , I have been employed by, and worked for, 

companies under what is now Duke Energy. I began my career with Public 

Service Indiana, the predecessor to Duke Energy Indiana, LLC, (Duke Energy 

Indiana) as an accounting assistant. Since then, I have held positions with 

increasing levels of responsibi lity. More recently , the roles I've held include 

Director, Business Standards and Integration, and General Manager, " mart 

Energy Systems & Processes. In 2012, I took the position of Regional Director, 

Customer Services, leading our Midwest contact centers, before promoting to 

Vice President, Customer Contact Operations in 2013 . I assumed my current role 

as Vice President, Customer Connect-Solutions in 2015. 
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PLEASE DESCRIBE YOUR DUTIES AS VICE PRESIDENT, CUSTOMER 

CONNECT-SOLUTIONS. 

I have executive ma agement oversight for the customer information system 

(CIS) consolidation project known as Customer Connect. Through this program, 

Duke Energy will complete the successful deployment of a new customer 

platform that will enable the functional capabilities needed to meet our strategic 

purpose of powering the lives of our customers by modernizing how we serve 

them. 

HA VE YOU PREVIOUSLY TESTIFIED BEFORE THE KENTUCKY 

PUBLIC SERVICE COMMISSION? 

Yes, I testified before the Kentucky Public Service Commission as a Company 

witness in Case No. 2019-0027 1. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THESE 

PROCEEDINGS? 

The purpose of my testimony is to discuss the Company's current CIS and explain 

why it is necessary to convert that CIS into a modern customer service platform. I 

discuss the new enhancements that will be available to customers, as well as the 

features that have already been implemented. I also discuss the Revert-to-Owner 

program, which repla es the Company ' s current Automatic Landlord program. 
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II. DISCUSSION 

BRIEFLY DESCRIBE THE PURPOSE OF A CIS AND DUKE ENERGY 

KENTUCKY'S CURRENT CIS. 

A CIS manages the billing, accounts receivable, and rates for the Company .and is 

the central repository for all customer information. A CIS also manages cu..,tomer 

profiles and integrati n of data to provide a holistic view of the custome . The 

CIS currently used by Duke Energy Kentucky was developed more than thirty 

years ago, beginning i 1987, and it was put in service in 1993. This CIS supports 

Duke Energy Kentucky, its parent, Duke Energy Ohio, Inc. and its sister utility, 

Duke Energy Indiana, LLC. 

Although state-of-the-art nearly thirty years ago, the current CIS was not 

designed to efficiently support new capabilities, including personalized 

experiences for customers, advanced pricing structures and billing options, and 

tools for customers to better manage their energy consumption. The Company has 

added functions and new technologies to the legacy system to try to meet the 

evolving customer needs and expectations, and this adds complexity to the current 

system. The CIS has been modified over the years, with the first such 

modification occurrin::, shortly after it was put in service, in 1999. And subsequent 

changes have been necessary in order to allow the Company to continue to adapt 

and serve our customer' s growing expectations and needs. 
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HOW HAS DUKE ENERGY KENTUCKY MODIFIED THE CURRENT 

SYSTEM? 

The Company has continued to add functions to the legacy system to try to meet 

business needs. But as we add newer technologies to the legacy system, the 

complexity continues to increase, thereby leading to more system disruptions and 

longer time to recover from outages. In some cases, the business has started 

looking for other options to meet needs, resulting in disjointed solutions and 

causing us to leverage multiple vendors. 

PLEASE DESCRIBE THE LIMITATIONS OF THE CURRENT CIS. 

The current CIS is a premises-based system, meaning it was developed to 

communicate with a meter attached to a premise, without regard to who may be 

consummg the services provided through the meter or how they may be 

consummg those services. For example, the current CIS does not allow the 

Company to maintain ~ustomer preferences through the life of their service when 

moving locations. Customer selections such as specific bi ll ing and payment 

programs and communication preferences often have to be re-established by the 

customer when moving from one location to another. With Customer Connect, the 

Company will maintain these customer preferences for the life of their service. 

Furthermore, such a 1·estrictive system prevents Duke Energy Kentucky from 

interacting with custo ers in a meaningful and continually relevant manner. For 

instance, much of the company' s customer base favors more modern 

communication channels, where information is almost immediately available; 
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A. 

however, the current CIS does not enable customers to employ their preferred 

channels, or methods, f communications. 

Continued investment to modify an antiquated technology platform is not 

practical or sustainable. CISs, like any other software solution, are subject to 

obsolescence. Upgrades cannot remedy the problems encountered with 

obsolescence and, like other technology and software, must be made periodically 

to meet customer expe tations. 

PLEASE DISCUSS HOW A MODERN CIS WILL BENEFIT DUKE 

ENERGY KENTUCKY'S CUSTOMERS. 

Customer Connect is Duke Energy's enterprise-wide initiative that will transform 

the way the Company interacts with and serves customers, ensuring a universal, 

simple and consistent xperience across channels. Many of the customer benefits 

from a modernized grid require new customer platform technologies that o not 

exist in the Company's current CIS, and the rapid pace and complexity of changes 

make it impossible to keep up by incremental modification of the existing CIS. 

The Customer Connect platform, Systems, Applications and Products in Data 

Processing (SAP), will have a billing and receivables system that will be aligned 

with the current market to enable efficient billing for customers that did 1101 exist 

when the legacy customer information systems were built. And its integrated 

operational and analytics platform will aggregate and understand cusitOmer 

preferences and beh viors, and leverage that understanding to personalize 

customer experiences and serve our customers as individuals. It is the 

modernization we nee , and the simplification customers deserve. 
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By consolidati g the older CISs into a new CIS, Duke Energy and, in turn, 

Duke Energy Kentucky , will be able to deliver a simpler and more efficient 

customer experience. Key customer benefits include the following: 

• Modern, Configurable Billing Engine - With the Company's existing 

CIS, many new rates are very time consuming and burdensome to 

implement due to the antiquated architecture of the system and the 

complexity of coding and testing the rates. In contrast, in the modern 

CIS, new rates will be configurable and much simpler to implement, 

improving the Compa11y's responsiveness to regulatory or market 

changes. 

• Customer-Centric Data Model - Customer Connect will have a 

customer-centric data model to enable a "one customer" view across 

Duke Energy. The Company will thus know the customer better and 

provide a more streamlined, personalized experience. 

• Holistic Customer Profile - In the current CIS, systems merely store 

basic customer information - name, phone, address, premise and 

historical usage, billing and payment information - preventing us from 

knowing customers beyond these basic attributes. Customer Connect 

will store all of that same information and more. The new platform 

will gather all of the relevant touchpoints that customers have: with 

Duke Ener::,y in real time - web visits, phone calls, power outages, 

outbound communications, product and service partic ipation, etc. - to 
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build out a holistic view of customers that can be leveraged to better 

serve them and personalize their experiences. 

• Integrated Analytics - The integrated analytics capabilities of the new 

platform will then leverage this customer profile data to personalize 

experience and better serve customers through every channel. For 

example, the new platform will predict the intent of customers when 

they call Duke Energy, thereby improving their experience in the 

interactive voice response unit (IVR) and routing them to the customer 

care specialist best suited to meet their needs. This same capability 

will be leveraged to prioritize what information is conveyed to the 

customer and convey that information in the medium preferred by the 

customer, whether it is via web, email or other channels, to ensure it is 

timely, relevant and valuable to him or her. These are just two 

examples of the multiple opportunities to leverage real-time analytics 

to improve our customers' everyday experiences with Duke Energy. 

• Multi-Company - In the current CIS, customers exist as separate 

entities across jurisdictions. When a customer moves from one 

jurisdiction to another, all information about that customer is lost -

account numbers, communication preferences, payment and credit 

history, product and service participation, etc. Customers do not 

understand why this happens and are frustrated by the experience. In 

the future , these types of account attributes will fo llow the customers 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

throughout their experience with Duke Energy as they move between 

locations and jurisdictions. 

WILL THE NEW SYSTEM ALLOW FOR MORE FLEXIBLE RATE 

DESIGN AND OTHER RA TE OFFERINGS? 

Yes, as mentioned above, the current CIS requires significant coding to 

implement new rates and pricing. New, modern CISs are much more 

configurable, reducing the amount of time to test and implement pricing changes 

and offerings. 

WILL CUSTOMERS SEE ANY BENEFITS PRIOR TO FULL 

DEPLOYMENT FOR DUKE ENERGY KENTUCKY? 

Yes, the Company has deployed new capabilities to customers each year, 2018-

2020, leading up to its full system deployments. 

PLEASE EXPLAIN WHAT HAS BEEN ACCOMPLISHED SO FAR AND 

WHAT CUSTOMERS CAN EXPECT AS THE NEW SYSTEM IS 

DEPLOYED. 

In June 2018, the first deliverable of the Customer Connect Program was 

successfully deployed, which provided the capabilities to begin to gather, store 

and analyze customer insights to create more satisfy ing interactions. Specifically, 

the Company began gathering all relevant touchpoints that customers are having 

with Duke Energy in real-time such as web visi ts, phone calls, power outages, 

outbound communications, and product and service participation. As described 

throughout my testi ony, the Company is working to better understand its 

customers so that we can serve them in the manner in which they have become 
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accustomed, and this deliverable was the first step in doing that. The Company 

also delivered enhanced communication capabilities which provide more 

personalized service with automated and targeted campaigns. These capabilities 

automate processes, increase effectiveness and provide metrics to gauge success. 

The integrate analytics platform is being used to provide real-time 

learnings to enhance the customer experience. One example of thjs is how the 

Company can use this newly available information to enhance operations during 

significant storm events. With this new platform, data can be visualized in new 

ways to uncover insights into experiences customers are having across the 

Company's phone, we and social media channels. The Company can also use the 

automated, targeted marketing campaigns to mcrease effectiveness of 

comrnurucation camp igns during major storm events and for other operational 

needs. 

In February 2019, leveraging insights from the holistic customer profile, 

the Company began sing the new platform to predict the intent of customers 

when they call. Currently, the Company has a variety of intent predictions 

configured in the billing, payment, outage and service areas and this and other 

information has been made more readily avai lable to customer care specialists, 

who are using it for context into why a customer may be calling and having more 

informed and productive conversations with customers. 

In May 2019, the Program implemented a new capability to better 

communicate with customers during major storms. The Company is now able to 

create targeted customer communication li sts by leveraging attributes that are 
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particularly relevant during major storms, such as the substation or operations 

center a customer is served by, or whether the customer or nearby customers are 

expenencmg an outage. These lists will be used to send more specific 

communications abo t the specific storm-related circumstances near the 

customer' s home or business. Additionally, in September 2019, these capabilities 

were expanded to incl de the ability to automate these email campaigns from the 

Customer Co1mect solution and allow them to be configured in advance and 

quickly executed in desired circumstances. 

In mid-2020, the Company introduced a universal bill format to help 

customers more easily view and understand their bill and energy usage. 

Positioning this relea e prior to full deployment not only delivered benefits to 

customers sooner, but also allowed the Company to more efficiently respond to 

increased call volume as customers became more familiar with the new bill 

format. 

In April 2021 , the Company began deploying the final components of the 

complete billing and receivables solution for Duke Energy Carolinas, with the 

final deployment for Duke Energy Kentucky on track to be delivered Spring 

2022. In addition to all billing and payment processes, the Company will provide 

customers with additional self-service capabilities and portals, new rate offering 

capabilities and advanced billing options. Furthermore, the Company will be able 

to prioritize the types of information the customer prefers to receive and the 

methods of conmrnnication by which they wish to receive the information, 
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Q. 

A. 

including via web, email and other channels to ensure it is timely, relevant and 

valuable to them. 

PLEASE ELABORATE ON THE NEW BILL FORMAT AND THE 

BENEFITS FOR CUSTOMERS. 

As I discussed earlier, the Company introduced a universal bill format as part of 

the Customer Connect Program that is easier for customers to read and 

understand. The Company ' s new bill format removed confusing content, 

simplified information and made the bill more digestible. Examples of new 

features include an e sy-to-understand usage graph, explanations of commonly 

used abbreviations and terms (ccf, riders, etc .), and easier to read contact 

information. Additionally , when Customer Connect is fully deployed for Duke 

Energy Kentucky in Spring 2022, customers will see the average monthly 

temperature added to t e usage graph. 

DOES THE NEW BILL FORMAT COMPLY WITH ALL KENTUCKY 

PSC REGULATIONS? 

Yes, the design of the new bill format complies with all regulations in 807 KAR 

5:006 Section 7(l)(a). An example of the more customer friendly bill format is 

attached as Attachment RIH-1. This bill format was previously introduced to the 

Commission as part of the Company's last electric base rate case proceeding in 

Case No. 2019-00271. 
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PLEASE EXPLAI~ HOW CUSTOMER EXPECTATIONS HA VE 

OUTPACED DUKE ENERGY KENTUCKY'S PRACTICES. 

A key objective for Customer Connect is to simplify experiences for customers. 

To do that, the Company needed to better understand the challenges customers 

experience when interacting with Duke Energy. The program team researched 

customer survey data and verbatims and conducted a thorough review of the 

Company's business rocesses and associated Commission rules. This research 

and analysis, combined with industry best practices, expected customer journeys, 

and capabilities of the new system determined how the Company needed to 

interact with its customers moving forward. A number of opportunities to improve 

the customer experience were identified, many of which will be easily 

implemented when the new system is fully deployed in early 2022 for Duke 

Energy Kentucky. For example, as discussed earlier, customers want to employ 

their preferred method of communication when interacting with Duke Energy. 

Customer Connect will allow customers to choose how and when they want to 

receive communicati ns. Customers have come to expect communications 

tailored to their specific desires, such as modern forms of communication, like 

text messages and email, and this is just one example of how customer 

expectations have outpaced the Company's processes. 
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A. 

PLEASE DESCRIBE HOW THE COMPANY IS IN CORPORA l'ING 

CUSTOMER NEEDS AND EXPECTATIONS THROUGHOUT THE 

DESIGN AND IMPLEMENTATION OF CUSTOMER CONNECT. 

Based on its cumulative experiences with the current CIS, the Company knew the 

selected platform would need to meet the following core needs: 

(1) configurabdity; (2) adaptability; and (3) a customer-centric platform. A simple 

mete1--to-cash replacement would not suffice. After conducting an extensive and 

rigorous procurement process, the Company is confident the selected suite of 

programs meets these core needs. The platform has been implemented by more 

than 760 utilities globally and the Company is taking advantage of the platform ' s 

capabilities. By selecting this platform, the Company and its customers will get 

the benefit of the pr ven technology as well as the ability to leverage best 

practices from these other utilities to keep pace with the needs and expectations of 

customers. Further, b cause this platform is being used globally by utilities and 

retailers, it is constantly evolving and being updated to accommodate the latest 

technologies and user interfaces to help ensure that customers continue to derive 

benefits from the system. 

The Company leveraged industry research to better understand customer 

expectations and used these insights as input to the functional and technical 

design. The Company fi rmly believes this platform provides an opportunity to 

further shape its future for the benefit of customers. 

Industry research confirms that customer expectations are changing; they 

are more fluid and customers benchmark us against other service companies such 
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as Amazon and FedEx, where there is transparency and awareness in their 

processes. For examp:le, customers have come to expect the capability to track 

packages and see, at any given moment, where the package is and when it is 

expected to be at their home. Duke Energy Kentucky understands its customers 

have come to expect the same thing from all service providers, including their 

utility, and is confident the solution selected gives the Company the technology it 

needs to meet this expectation. To that end, during the "design" phase, the 

Company took the opportunity to redesign outdated business processes that have 

been in place for more than 20 years. For example, the Company ' s curre t CIS 

requires customer care specialists to obtain information such as directions to a 

customer' s home and the location of the meter when completing a request to start 

or stop service. With the deployment of AMI meters, as well as common 

technologies, like GPS, obtaining this information is no longer necessary. 

Although this information is no longer needed for service orders, the Company ' s 

system and internal process have not evolved to allow for these efficiencies. 

The Company as and will continue to survey customers to understand the 

value they are receiving from the new system. For example, the Company 

performed consumer testing to gather customer feedback on the design of the 

Company's new bill format that was implemented as part of the Customer 

Connect Program. Fmihermore, in 2020, the Company undertook an effort to 

evaluate the newly des,igned processes and self-service features being delive ed as 

part of the Customer Connect program through a series of both moderated and 

unmoderated customer experience studies. Ten studies were completed focusing 
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on ensunng expene ces and processes are simple, intuitive, engagmg, and 

consistent. The studies included features such as the payment experience, billing 

and payment program enrollments and collateral , and payment assistance 

enrollment and management. Leveraging simulated customer experiences through 

prototypes of the self-service solution and testing environments, patiicipants 

engaged in task-based studies where behaviors were analyzed to understan what 

worked successfully in the experience and to identify improvement opportunities. 

Overall, results were avorable and indicated that customers were overarchingly 

satisfied and found value in the features and processes explored. Opportunities 

identified to further enhance the solution were prioritized and evaluated for timing 

of implementation. Crit ical areas explored as part of each study included the 

following: 

• Self-service features , navigation, and language 

• Transactional communications 

• Billing outputs and program management 

• Overall process and customer experience 

The studies primarily included residential customers. Non-residential customers 

were engaged in some studies, such as the business start service experience, 

multi-account business study, as well as landlord and property management 

customer studies. 
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Q. 
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Q. 

A. 

THE COMP ANY REQUESTED, AND THE COMMISSION APPROVED 

SEVERAL WAIVERS IN CASE NO. 2019-00271 FOR ITS ELECTRIC 

SERVICE. DOES THE COMPANY NEED ANY ADDITIONAL WAIVERS 

AS IT RELATES TO NATURAL GAS? 

The previously requested and authorized waivers wi ll also apply to the 

Company ' s natural gas operations. No additional waivers are being requested at 

this time. 

IS THE COMPANY SEEKING APPROVAL FOR THE REVER'f-TO

OWNER PROGRAM IN THIS CASE? 

Yes, the Company plans to replace its current Automatic Landlord Program with 

the Revert-to-Owner Program and is seeking approval of the program. 

PLEASE PROVIDE AN OVERVIEW OF THE COMP ANY'S 

AUTO MA TIC LANDLORD PROGRAM. 

The Company ' s Automatic Landlord Program is similar to the new Reve1i-to

Owner program in that it allows property owners, land lords and/or property 

management companies (collectively " landlords") to enter into an agreement with 

the Company that allows residential or non-res idential utility service to be 

automatically transferred into the name of the property owner, landlord or 

property management company when a tenant requests service to be taken out of 

their name. This program allows service to automatically reve11 without 

interruption of service, and does not require the property owner, landlord or 

property management company to notify the Company each time service is put in 

RETHA I. HUNSICKER DIRECT 
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Q. 

A. 

their name, and the automatic transfer does not occur if service in the tenant ' s 

name has been disconnected fo r non-payment. 

Enrollment and management of properties 111 the Automat,ic Landlord 

program reqmres Ian lords to contact the Company's customer care center to 

process their requests, which can be a source of frustration for those who may 

wish to complete their requests outside the Company's normal business hours or 

without having to spend time on the phone. 

HOW IS THE PROPOSED REVERT-TO-OWNER PROGRAM 

DIFFERENT FROM THE COMPANY'S EXISTING LANDLORD 

PROGRAM? 

The Revert-to-Owner program also provides the ability for landlords who own 

rental properties, including single family, multi-family and/or commercial 

prope1ties, to avoid a lapse in service by automatically placing electric, natural 

gas or lighting service in the land lord' s name when a tenant voluntarily vacates a 

property. The Customer Connect program is enhancing this program by adding a 

new web portal called the "Landlord Experience Portal" where landlords will 

have self-service ace ss to enroll , view, and manage their properties. The 

enhancements to this program and the new portal are another way the Company is 

providing more convenience and control for customers and making it easier for 

them to business with Duke Energy. 

RETHA I. HUNSICKER D[RECT 
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1 Q. WILL LANDLORDS CURRENTLY ENROLLED IN THE AUTOMATIC 

2 LANDLORD PROGRAM HA VE TO RE-ENROLL IN THE NEW 

3 REVERT-TO-OWNER PROGRAM? 

4 A. 

5 

6 Q. 

No, customers enrolled in the Automatic Landlord program will automatically be 

emolled in the Revert-to-Owner program. 

HOW WILL THE NEW LANDLORD EXPERIENCE PORT AL BENiEFIT 

7 CUSTOMERS? 

8 A. The new Landlord Experience Portal will provide a dashboard view for landlords 

9 of all prope1iies regi , tered with the Revert-to-Owner program. Through this 

10 digital portal, landlords will also have a view into the status of the utility service 

11 at their properties (e.g . on in tenant' s name, on in landlord ' s name, off, etc.) , and 

12 will be able to take action to initiate service orders, if needed. They will als have 

13 the ability to view and pay their bills, as well as add and remove properties as 

14 needed. Customer Care Specialists will continue to be available to assist landlords 

15 enrolled in Revert-to-Owner, as needed. 

16 Q. WHAT IS THE IMPLEMENTATION DATE FOR THE CUSTOMER 

17 CONNECT SYSTEM? 

18 A. The implementation of the Customer Connect System is ahead of schedule and is 

19 currently estimated to be in place for Duke Energy Kentucky in Spring 2022. 

20 Q. 

21 A. 

III. CONCLUSION 

DOES THIS CONCLUDE YOUR PRE-FILED DIRECT TESTIMONY? 

Yes. 

RETHA I. HUNSICKER DIRECT 
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( ., DUKE 
ENERGY® 

Billing summary 
Previous Amount Due 

duke-energy.com 

800.544 .6900 

Payment Received Jul 13 

Current Electric Charges 
Current Gas Charges 
Taxes 
Total Amount Due Aug 27 

Your usage snapshot 

kWh 
1600 
1400 
1200 
1000 
800 
600 
400 
200 

Electric usage history 
2019 

$258.21 

$258.21 

103.24 

118.23 
5.75 

$227.22 

2020 

01---~-~-~-~-~-~-~-~~-~-~-~-~ 
Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun Jul Aug 

Average temperature in degrees 

80" 80" 63° 42' 42° 39 38 52 55 64' i 8' 83' 0 

Current Month Jul 2019 12-Month Usage Avg Monthly Usage 

Electric (kWh) 1,287 1,253 16 128 

12-month usage based on most recent history 

Please return th is portion with your payment Thank you for ~our bLs1ness. 

(_., DUKE 
ENERGY. 
Duke Energy Return Mail 

PO Box 1090 

Charlotte, NC 28201 -1090 

-

1,241 

I 00()110277 42 

Account number 

Your Energy Bill 
Service address 

Attacill ment RIH-1 
Page I of7 

Page 1 of 4 

Bill date Aug 2, 2020 

For service Jun 30 - Jul 30 

3 1 days 

Account number 

e 
Thank you for your payment. 

Mail your payment at least 7 days before the due date or 
pay instantly at duke-energy.com/bill ing. Late payments 
are subject to a 5.0% late charge. 

$227.22 
by Aug 27 

After Aug 27, the amount 
due will increase to $238.58. 

$ _ _______ _ $ ______ _ 

Add here, to help others with Amount enclosed 
a contribution to WinterCare 

Duke Energy Payment Processing 
PO BOX 1326 

CHARLOTTE, NC 28201- 1326 

88 000330000305821000066500000009708210 



( -, DUKE 
ENERGY* 

We're here for you 

Report an emergency 

Electric/Gas outage 

duke-energy.com 
800.544.6900 

Electric 

Gas 

Convenient ways to pay your bill 

On li ne 

duke-energy .com/outages 
800.543.5599 

800 .634.4300 

duke-energy.com/bil li ng 

Automatica lly from your bank account duke-energy.com/autodraft 
Speedpay (fee applies) duke-energy.com/pay-now 

800.544.6900 
By mail payable to Duke Energy 

In person 

Help managing your account 
Register for free paperless. bi ll ing 

Update your account information 

Mobile website 

Correspond with Duke Energy 

P.O. Box 1326 

Charllotte, NC 28201 

Contact Duke Energy 

Online 
Ca ll (7 a.m. to 7 p.m.) 

For hearing impaired TDD/TTY 

P.O. Box 1326 
Charlotte, NC 28201-1326 

duke-energy. com/I ocation 

duke-energy .com/paperless 

duke-energy.com/my-account 

duke-energy.com/my-account 

duke-energy.com 

800 .544.6900 

800.648.6056 or 711 

Request the condensed or detailed bill format 

Ca ll (7a.m . to 7 p.m.) 800.544.6900 

Attaclti ment RIH-1 
Page 2 of7 

Page 2 of 4 

Account numbe1· 

Important to know 

Your next meter reading: Aug 28 
Please be sure we can safely access your 
meter for actua l readings. Don't worry if your 
digital meter flashes eights from time to time. 
That's a normal part of the energy measuring 
process. 

Your electric service may be disconnected if 
your payment is past due 
If payment for your electric service is past 
due, we may begin disconnection procedures. 
If your service is disconnected because of a 
missed payment, you must pay you r past
due balance in full , p!us a reconnection 
fee, before your service wil l be reconnected. 
The reconnection fee is $3.45 for electric 
service that may be reconnected re'notely , 
$7 5 for electric service that is not eligible 
to be reconnected remotely, and $25 for 
gas serv ice. In such situations where both 
electric and gas service are discon ected for 
non-payment, the reconnection fee wil l not 
exceed $88 for both. A security deposit may 
also be required . 

Electric service does not depend on 
payment for other products or services 
Non-payment for non-regulated products 
or services (such as surge protection or 
equ ipment service contracts) may resu lt in 
removal from the program but will not result 
in disconnection of electric serv ice. 

When you pay by check 
We may process the payment as a regu lar 
check or convert it into a one-time electronic 
check payment. 

Para nuestros cl ientes que hablan Espanol 
Representantes bi lingues estan disponibles 
para as isti rl e de lunes a viernes de 7 a.m. - 7 
p.m. Para obtener mas informaci6n o 
reportar problemas con su servicio electrico, 
favor de llamar al 800.544.6900. 



( ~ DUKE 
ENERGY .. 

duke-energy.com 
800.544.6900 

Your usage snapshot - continued 
Gas usage history 

CCF 2019 
175 
150 
125 
100 

75 
50 
25 
0 
Aug Sep Oct Nov Dec Jan Feb Mar Apr 

Average temperature in degrees 

May 

20l9 80' 80' 53·. 42'• 42• 39' 38 ' 52 ' 55 

2020 

Jun Jul Aug 

64 78' 83 

Current Month Jul 2019 12-Month Usage Avg Monthly Usage 

Gas (CCF) 138 147 1,779 

12-month usage based on most recent history 

Current electric usage for meter number -

Actual reading on Jul 30 
Previous reading on Jun 30 

171 78 
- 15891 

137 

Energy used 1287 KWH 

0 

Attachment RIH- I 
Page 3 of7 

Page 3 of 4 

Account number 

A kilowatt-hour (kWh) is a measure of the energy used by a 1,000-
watt appl iance in one hou r. A 10-watt LED lightbulb wou ld take 100 
hou rs to use 1 kWh. 

Current gas usage for meter number- () 

Actual reading on Jul 30 
Previous reading on Jun 30 

Gas used 

Billing details - Electric 

Duke Energy Delivery 

Service Delivery 

Customer Charge 

Energy Chrg 

1,287 .00 KWH @ 0.07796000 

Elec DSM Rider 

1,287.00 KWH @-0.003 14300 

Home Energy Assistance Prgm 

Rider PSM 

1,287.00 KWH @ 0.00007000 

Elec Fuel Adjustment 

1,287 .00 KWH @ -0.00468400 

Total Current Charge 

1958 
- 1820 

138 CCF 

$12.60 

100.33 

-4.05 

0.30 

0.09 

-603 

$ 103.24 

One centum cubic foot (CCF) is the amount of gas in a 100-cu bic
foot space. If you have a standard oven, it would take about 20 hours 
to use 1 CCF of gas. 

Your current rate is Residentia l Service. 



(_~ DUKE 
ENERGY~ 

duke-energy.com 
800.544.6900 

Billing details - Gas 
Customer Charge 

Gas Delivery Charge 

138.21 CCF @ 0.46920000 

Gas DSM Rider 

138.21 CCF @ 0.03073500 

Gas Cost Recovery 

138.2 1 CCF @ 0.23540000 

Home Energy Assistance Prag 

Total Current Charge 
I 

Billing details - Taxes 
Rate Iner for School Tax 

Total Taxes 

$16.50 

64.85 

4.25 

32.53 

0.10 

$5.75 

$118.23 

$5.75 

Attachment RIH-1 
Page 4 of7 

Page 4 of 4 

Account number 

Your current rate is Residential Service. 



( ~ DUKE 
ENERGY .. 

Billing summary 
Previous Amount Due 

duke-energy.com 

800.544.6900 

Payment Received Jul 13 

Current Electric Charges 
Current Gas Charges 
Taxes 
Total Amount Due Aug 27 

Your usage snapshot 

kWh 
1600 
1400 
1200 
1000 
800 
600 
400 
200 

Electric usage history 
2019 

$258.21 

$258.21 

103.24 
118.23 

5.75 
$227.22 

2020 

o--~-~-~-~-~-~-~-~--~-~-~-~ 
Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun Jul Aug 

Average temperature in degrees 

80" 80" 63' 42" 42' 39 38 52' 55" 64 78° 83' 0 

Cu rrent Month Jul 2019 12-Month Usage Avg.Monthly Usage 

Electric (kWh) 1,287 1,253 16 ,128 

12-month usage based on most recent history 

Please return this portion with your payment Thank you for your b~s1ness. 

( ~ DUKE 
ENERGY. 
Duke Energy Return Mail 

PO Box 1090 

Charlotte, NC 28201 -1090 

-

1,241 

210000027742 

Account number 

Attachment RIH-1 
Page 5 of7 

Your Energy Bill Page 1 of 3 

Service address Bil l date Aug 2, 2020 

For service Jun 30 - Ju l 30 

3 1 days 

Account number 

A 
V 
Thank you for your payment. 

Mail your payment at least 7 days before the due date or 
pay instantly at duke-energy.com/billing. Late payments 
are subject to a 5.0% late cha rge. 

$227.22 
by Aug 27 

After Aug 2 7, the amount 
due will increase to $238.58. 

$ _______ _ $ _____ _ _ 

Add here, to help others with Amount encltJsed 
a contribution to WinterCare 

Duke Energy Payment Process ing 

PO BOX 1326 

CHARLOTTE, NC 28201 -1326 

88 0003300003058210000 6 6500000009708210 



( ., DUKE 
ENERGY* 

We're here for you 

Report an emergency 

Electric/Gas outage 

duke-energy.com 
800.544.6900 

Electric 

Gas 

Convenient ways to pay your bill 

Online 

duke-energy .com/outages 
800 .543.5599 

800. 634.4300 

duke-energy .com/bi I Ii ng 

Automatically from your bank account duke-energy.com/autodraft 

Speedpay (fee applies) duke-- nergy .com/pay-now 
800 .544.6900 

By ma il payable to Duke Energy 

In person 

Help managing your account 
Register for free paperless bil ling 

Update your account information 

Mobile website 

Correspond with Duke Energy 

P. O. Box 1326 

Cha rlotte , NC 28201 

Contact Duke Energy 

Onl ine 
Ca ll (7 a.m. to 7 p.m.) 

For hearing impaired TDD/TTY 

P.O. Box 1326 
Charlotte, NC 28201 -1326 

duke-energy .com/location 

duke-energy .com/pa per less 

duke-energy.com/my-account 

duke-energy.com/my-account 

duke-energy.com 

800 .544.6900 

800.648.6056 or 711 

Request the condensed or detailed bill format 

Ca ll (7a .m. to 7 p.m.) 800.~i44.6900 

Attachment RI H- 1 
Page 6 of7 

Page 2 of 3 

Account number 

Important to know 

Your next meter reading: Aug 28 
Please be su re we can safely access your 
meter for actual read ings. Don't worry if you r 
digita l meter flashes eights from time to time. 
That's a normal part of the energy measuring 
process. 

Your electric service may be disconnected if 
your payment is past due 
If payment for your electric service is past 
due, we may begin disconnection procedures. 
If your service is disconnected because of a 
missed payment, you must pay you r past
due balance in full , plus a recon nection 
fee , before your serv ice wi ll be reconnected . 
The reconnection fee is $3.45 for electric 
service that may be reconnected remotely, 
$75 for electric service that is not eligible 
to be reconnected remotely , and $25 for 
gas serv ice. In such situations where both 
electric and gas service are disconnected for 
non-payment, the reconnection fee wil l not 
exceed $88 for both. A security deposit may 
also be required. 

Electric service does not depend on 
payment for other products or services 
Non-payment for non-regu lated products 
or services (such as surge protection or 
equ ipment service con tracts) may result in 
remova l from the program but wil l not result 
in disconnection of electric service. 

When you pay by check 
We may process the payment as a regu lar 
check or convert it into a one-time electronic 
check payment. 

Para nuestros clientes que hablan Espanol 
Representantes bilingues estan disponibles 
para asistirle de lunes a viernes de 7 a.m. - 7 
p.m. Para obtener mas informaci6n o 
reportar problemas con su servicio electrico, 
favor de llamar al 800.544.6900. 



( ~ DUKE 
ENERGY® 

duke-energy.com 

800.544.6900 

Your usage snapshot - continued 
Gas usage history 

CCF 2019 
175 
150 
125 
100 
75 
50 
25 
0 I I 

Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun 

Average temperature in degrees 
?019 80'· 80 63' 42· ~a 39' 38 52' 55' 64 

2020 

Jul Aug 

78' 83 

Current Month Jul 2019 12-Month Usage Avg Monthly Usage 

Gas (CCF) 138 147 1,779 

12-month usage based on most recent history 

Current electric usage fo r meter number-

Actua l read ing on Jul 30 
Previous read ing on Jun 30 

17178 
- 15891 

137 

Energy used 1287 KWH 

0 

Attachment RI H-1 
Page 7 of7 

Page 3 of 3 

Accou nt number 

A ki lowatt-hour (kWh) is a measure of the energy used by a 1,000-
watt appl iance in one hour. A 10 -watt LED lightbu lb would take 100 
hours to use 1 kWh. 

Current gas usage for meter number- C, 
Actua l reading on Jul 30 
Previous read ing on Jun 30 

Gas used 

1958 
- 1820 

138 CCF 

One centum cubic foot (CCF) is the amount of gas in a 100-cubic
foot space. If you have a standard oven , it wou ld take about 20 hours 
to use 1 CCF of gas. 
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I. [NTRODUCTION AND PURPOSE 

PLEASE ST A TE YOUR NAME AND BUSINESS ADDRESS. 

My name is Jeff L. Kem. My business address is 139 East Fourth Street, Cinci1mati, 

Ohio 45202. 

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY? 

I am employed by Duke Energy Business Services LLC (DEBS) as Rates and 

Regulatory Strategy Manager. 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 BRIEFLY SUMMARIZE YOUR EDUCATIONAL 

BACKGROUND AND PROFESSIONAL EXPERIENCE. 

I have a Bachelor' s egree in Quantitative Analysis from the University of 

Cincinnati. I began my career with the CinciJU1ati Gas & Electric Company 

(CG&E) as a rate anal., st in 1988 . I was employed by New York State Electric & 

Gas Company between 1993 and 1997, returning to CG&E in 1997 as a Senior Rate 

Analyst. In 1998, I became an administrator in Gas Operations. Since that time, I 

have held positions of increasing responsibility in Gas Operations, having 

responsibility for assuring adequate supply of gas for the retail customers of Duke 

Energy Kentucky and Duke Energy Ohio, Inc. In 2018 , I left the gas operations 

business unit and joined Pricing and Regulatory Solutions as Lead Rates and 

Regulatory Strategy A alyst. I was promoted to Rates and Regulatory Strategy 

Manager in 2020 . 

JEFF L. KERN DIRECT 
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Q. 

A . 

Q. 

A. 

Q. 

A. 

Q. 

A. 

PLEASE SUMMARIZE YOUR RESPONSIBILITIES AS RA TES AND 

REGULATORY STRATEGY MANAGER. 

I am responsible for performing analyses and studies to support new or r vised 

rates, providing oral and written testimony before regulatory agencies and other 

regulatory support, meeting with commission staff members in support of filings , 

rate changes, or tariff administration issues, assisting in administration of rat s and 

programs, preparing or coordinating preparation of required regulatory compliance 

filings, and leading projects related to new or revised rates. 

HA VE YOU PREVIOUSLY TESTIFIED BEFORE THE KENTUCKY 

PUBLIC SERVICE COMMISSION? 

Yes. I provided testimony in Case No. 2019-00271 , Duke Energy Kentucky ' s electric 

base rate case proceedi g. 

HAVE YOU PREVIOUSLY TESTIFIED BEFORE ANY OTHER 

REGULA TORY AGENCIES? 

I have testified before the Public Utilities Commission of Ohio and have submitted 

written testimony before the Federal Energy Regulatory Commission. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS 

PROCEEDING? 

I am responsible for Duke Energy Kentucky's proposed natural gas rate desig . My 

testimony will demonstrate that the rates Duke Energy Kentucky proposes are just 

and reasonable, that they reflect appropriate rate making principles, and that they 

result in an equitable basis for recovery of Duke Energy Kentucky ' s revenue 

requirements across it~ various customer classes and rate schedules. I describe 

JEFF L. KERN DIRECT 
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1 changes that have been made to the Company' s retail natural gas rate schedules, 

2 riders, and natural gas Service Regulations, and quantify the effect of these changes 

3 to our retail natural gas customers. I sponsor Schedules L, L-1 , L-2.1 , L-2.2, M, M-

4 2.1 through M-2.3 and N. I also sponsor Filing Requirements (FR) FR 16(1)(b)(3), 

5 FR 16(l)(b)(4), FR 16(8)(1), FR 16(8)(m) and FR 16(8)(n). The "L" series of 

6 schedules satisfy FR 16(l)(b)(3), FR 16(l)(b)(4), and FR 16(8)(1). The "M" series of 

7 schedules satisfies FR l 6(8)(m), and the "N" schedule satisfies FR 16(8)(n). Finally, 

8 I sponsor the content required in the Company's publication notice under 807 KAR 

9 5:001 Section 17, as reflected in FR 17(4). 

10 Q. 

11 A. 

12 

13 

14 Q. 

15 A. 

16 

17 Q. 

18 A. 

19 

20 

21 

22 

II. SCHEDULES AND FILING REQUIREMENTS 
SPONSORED BY WITNESS 

PLEASE DESCRIBE SCHEDULE L. 

Schedule L has four pai1s. The first part, identified as Schedule L, is my "Narrative 

Rationale for Tariff Changes." This schedule describes the changes to Duke Energy 

Kentucky ' s current tariffs and the reasons for those changes. 

PLEASE DESCRIBE SCHEDULE L-1. 

Schedule L-1 shows the rate schedules that Duke Energy Kentuck.-y proposes to 

implement. 

PLEASE DESCRIBE SCHEDULE L-2.1. 

Schedule L-2.1 contains Duke Energy Kentucky's current rate schedules indicating 

through Lmderlining and coding where changes occur in the proposed rate schedules. 

Note that the followi g schedule sheet numbers only receive an update to the 

Company' s address and/or the schedule' s filing and effective date. There are no 

substantive changes to these tariff schedules which include sheet numbers 1, 11 , 20, 

JEFF L. KERN DIRECT 
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12 
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23 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

21 , 22, 23 , 24, 27, 28, 29, 55, 59, 60, 61 , 62,70, 77, 80 and 83. 

PLEASE DESCRIBE SCHEDULE L-2.2. 

Schedule L-2.2 contains Duke Energy Kentucky's proposed rate schedules, showing 

the revisions that Duke Energy Kentucky proposes in this filing. Proposed changes 

are crossed out and underscored and coded by letter in the right-hand margin. 

PLEASE DESCRIBE SCHEDULE M. 

Schedule M is a one page, side-by-side comparison of Duke Energy Kentucky ' s 

test period revenues at current and proposed rates; Schedule M shows that Duke 

Energy Kentucky is roposing a 12. 7 percent increase in the Residential service 

class, a 14.8 percent increase in the General Service class, a 15.8 percent increase 

in the Firm Transportation-Large service class, and a 14.9 percent increase in the 

Interruptible Transportation service class. These average increases are based upon 

base rates which incl de the gas cost adjustment clause and other riders. There is 

also a Schedule M provided for base period revenues at current and propose rates. 

PLEASE DESCRIBE SCHEDULE M-2.1. 

Schedule M-2.1 shows test period base revenue dollars at current rates and the 

percentage distribution among the various rate classes, as well as a breakdown of 

total revenue. Schedule M-2.1 also shows the actual base revenue average rates per 

cubic feet of gas (Mcf) for each rate class. There is also a Schedule M-2.1 provided 

for base period base revenue dollars. 

PLEASE DESCRIBE SCHEDULES M-2.2 AND M-2.3. 

Schedule M-2.2, page 1, shows the test period bills in summary form, base revenues 

under current rates, current total revenues, and proposed base revenue increases, all 

JEFF L. KERN DlRECT 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

broken down by rate and revenue class. The billing determinants used on these 

schedules is normalized sales for the twelve months ended December 31 , 2022. 

Schedule M-2.2, pages 2 through 22, contains a detailed calculation of test period 

numbers using current rates as well as the proposed revenue increase, by rate and 

revenue class, as summarized on Schedule M-2.2 , page 1. Schedule M-2.3 is almost 

identical to M-2.2, pat:,e 1, except that it shows the revenue summary and detailed 

data calculated at the rates proposed in this case. 

PLEASE DESCRIBE SCHEDULE N. 

Schedule N shows monthly bill comparisons for various consumption levels under 

each of Duke Energy Kentucky"s primary tariff schedules, Rates RS , GS, IT, and 

FT-L. This schedule allows comparisons and assessment of how these changes 

impact customers' bills. 

PLEASE DESCRIBE FR 16(1)(b)(3). 

FR 16(1)(b)(3) shows the proposed tariffs in a form complying with 807 KAR 

5:011 Section 6. The effective dates of these tariffs are not less than 30 days from 

the date of the filing of the application in the present case. This filing requirement 

is met by the L series of schedules I previously described. 

PLEASE DESCRIBE FR 16(1)(b)(4). 

FR 16( 1 )(b )( 4) consists of Duke Energy Kentucky 's current tariffs in a comparative 

form showing proposed changes. The changes are reflected by underscoring 

additions and striking over deletions. This filing requirement is also met by the L 

series of schedules I prev iously described. 
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PLEASE DESCRIBE FR16(8)(1). 

FRI 6(8)(1) includes a narrative description and exp lanation of all proposed tariff 

changes. This filing requirement is also met by the L series of schedules I 

previously described. 

PLEASE DESCRIBE FR 16(8)(m). 

FR I 6(8)(m) shows the revenue summary fo r both the base period and the 

fo recasted period with supporting schedules that provide detailed billing analysis 

fo r all customer classes . These schedules show the amount of change requested in 

dollars and the resulting percentage increase fo r each customer classification and 

by each rate classifi cation to which the change will apply. In the present case, Duke 

Energy Kentucky proposes an overall revenue increase including riders of 13 .3 

percent, which breaks down as previously described. This fi ling requirement ·s met 

by the M series of schedules. 

PLEASE DESCRIBE FR 16(8)(n). 

FR 16(8)(n) shows the typical bill comparison under present and proposed rat s fo r 

customer classes, current and proposed rates fo r each customer class, and the rate 

schedule to which the change would apply. This fi ling requirement is met by the N 

schedules previously described. 

PLEASE DESCRIBE FR 17(4)(a). 

FR 17(4)(a) shows the proposed effective date and the date the proposed rates are 

expected to be fi led with the Commission. In this case the effective date is July 1, 

2021 and the dates the proposed rates are expected to be fi led are June 1, 202 1. 
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PLEASE DESCRIBE FR 17(4)(b). 

FR 1 7 ( 4 )(b) shows the present rates and proposed rates for each customer 

classification to which the proposed rates will apply. 

PLEASE DESCRIBE FR 17(4)(c). 

FR 17(4)(c) shows the amount of the change requested in both dollar amounts and 

percentage change fo r each customer classification to which the proposed rates will 

apply . 

PLEASE DESCRIBE FR 17(4Hd). 

FR17(4)(d) shows the amount of the average usage and the effect on the average 

bill for each customer classification to which the proposed rates will apply. 

PLEASE DESCRIBE FR 17(4)(e) THROUGH (j). 

FR17(4)(e) through (j ) are statements required for inclusion in the Company' s 

notice to customers, including that customers may examine the Company ' s 

application at its offices, at the Commission' s offices, or on its website. The 

statements include inst uctions for submittal of comments to the Commission and 

that the rates are only proposed and could be changed by the Commission, as well 

as instructions for intervention. As evidenced by the Company' s Notice, 

Attachment JLK-1 , these various statements are included. 
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III. RETAIL NATURAL GAS RATE SCHEDULES AND RIDERS 

A. RATE DESIGN AND MAJOR RETAIL NATURAL GAS RATE 
SCHEDULES 

HOW DID YOU DESIGN THE VARIO US RA TE SCHEDULES IN THIS 

CASE? 

I used the cost of service infotmation provided by Duke Energy Kentucky witness 

James E. Ziolkowski s a basis for the rate design. As more fully described in his 

testimony, the cost of service information provided for the allocation of costs to the 

various classes, separation of customer and demand components of cost, and further 

reduced subsidy/excess revenue by 40 percent. 

PLEASE DESCRIBE ANY OTHER CONSIDERATIONS THAT GUIDED 

YOUR RA TE DESIGN. 

First, Duke Energy Kentucky supports the general concept that rates charged to core 

markets, which includes customers in the residential, commercial, industrial and other 

public authority classes, should approximate the cost of providing these customers 

with service. This is because it is intrinsically fair that customers should pay rates that 

reflect the cost that the utility incurs to provide the service. Duke Energy Kentucky's 

proposed rates in this c se make reasonable movement toward reflecting the cost of 

service developed and sponsored by Mr. Ziolkowski . In particular, the Company 

proposes increased cust mer charges for rate schedules RS and GS to better align the 

charges with cost causation. 

WHAT ARE THE COMPANY'S MAJOR RETAIL NATURAL GAS RATE 

SCHEDULES? 

The Company 's maJor retail natural gas rate schedules include: Rate RS -
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Residential Service (Rate RS) ; Rate GS -General Service (Rate GS); Rate IT -

Interruptible Service (Rate IT); and Rate FT-L - Firm Transportation Service (Rate 

FT-L). Together, these rate schedules comprise a substantial portion of the 

Company' s retail natural gas revenue requirement. 

PLEASE DESCRIBE THE COMP ANY'S RATE DESIGN OBJECTIVES 

FOR RATES RS, GS, IT, AND FT-L. 

Given the overall percentage increase in this case, our rate design objective for 

these rate schedules is to generally increase the rates to maintain a similar structure 

that minimizes impacts to the class of customers while collecting the total revenue 

requirement. Aside from this, there are no significant structural changes to the rate 

schedules. In addition, as more fully described below, the Company has a Weather 

Normalization Adjustment (WNA) Rider applicable to Rates RS and GS. This rider 

normalizes the volumetric component of base revenues for Rates RS and GS 

customers ' bills, adjusting the bills to mitigate the volatility in natural gas 

consumptions due to abnormal weather during winter months . 

WHAT ARE THE PROPOSED CUSTOMER CHARGES? 

The proposed customer charge for each rate is as follows: for Rate RS, $19.00; for 

Rate GS, $58 .00; for Rate IT, $430.00; and for Rate FT-L, $430.00. Attachment 

JLK-2 sets forth the customer-related costs of providing service to the various 

customer classes. This information was obtained from the functional cost of service 

study provided by Mr. Ziolkowski. These customer charges better align the 

recovery of customer related costs with the fixed nature of these costs resulting in 

a better price signal to customers. 
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DO THE PROPOSED CUSTOMER CHARGES ALIGN WITH THE RA TE 

DESIGN PRINCIPLE OF GRADUALISM? 

Yes. As shown in attachment JLK-2, the cost of service study supports a res idential 

customer charge value of $31.44. However, the Company proposes a residential 

customer charge of $19.00. Similarly, the Rate GS customer charge is proposed to 

modestly increase from the current value of $50.00 to $58 .00, while the cost of 

service study supports a customer charge of $60.48. 

WHAT ARE THE ADMINISTRATIVE CHARGES PROPOSED FOR 

RATES FT-LAND IT? 

Customers may receiv service through a combination of Rates FT-Land IT and in 

this situation only receive one administrative charge on their bill. Therefore, the 

Company proposes the current administrative charge for both rates remain at 

$430.00, which is between the charges supported by the cost of service study of 

$323.99 for FT-Land $588.20 for IT. 

HA VE YOU PREPARED RA TE SCHEDULES FOR THE COMPANY'S 

NATURAL GAS RATES? 

Yes. Again, there are no significant structural changes. The design objective of the 

natural gas rates was to collect the revenue requirement while maintaining the 

existing structural characteristics of the rate schedules. More information is 

provided on Schedule L. 

B. WEATHER NORMALIZATION ADJUSTMENT 
RIDER (RIDER WNA) 

PLEASE DESCRIBE RIDER WNA? 

In this case, the Company proposes a normalized level of revenues and expenses 
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for a test period, which is designed to be the most reasonable estimate of the 

Company ' s operations during the time the rates are to be in effect. These 

normalized revenues and expenses include the assumption of normal weather 

conditions to el iminate unusual weather related fluctuations in the test period that 

may otherwise cause rates to be set too high or too low. Specifically, test period 

weather related sales volumes reflect normal levels of heating degree days. (A 

heating degree day value is calculated by taking the difference between average 

daily temperature and a base temperature value) . As described in Company witness 

Dr. Benjamin Walter Bohdan Passty ' s testimony, the average daily temperatures 

represent normal weather and are determined based on 30 years of past w~ather 

data. However, normal weather rarely occurs which can cause customers ' bills to 

fluctuate significantly from month to month and can result in the Company earning 

more or less than the authorized rate of return. In an effort to help reduce these 

fluctuations in custo1 er bills and Company earnings, the Company's WNA 

mechanism adjusts the volumetric component of base delivery charges on customer 

bills to reflect normal weather conditions. Although customers use gas all year 

round, the largest share of the Company ' s revenue is dependent on heating load. 

Heating load generally occurs during the months of November through April (i.e. , 

winter months) and, because it is highly correlated with temperature, can vary 

significantly when the temperature deviates from "normal." Under the WNA 

mechanism, when temperatures are colder than normal, volumetric sales will be 

higher than normal and the customer win receive a credit on their bill. When 

weather is warmer tha normal , volumetric sales will be lower than normal ; so, the 
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customer's bill includes a surcharge. The result is that customers ' bills during 

winter months should not fluctuate as significantly as they would without a WNA 

mechanism, and the C mpany should receive more stable base revenues. 

HOW IS THIS ADJUSTMENT PERFORMED? 

The equation fo r the WNA mechanism can be found on Rider WNA, Sheet No. 65 

in Schedule L-1. As etailed , the adjustment is based on the difference between 

actual and normal de ,ree days associated with a customer's billing period. This 

heating degree day deviation is combined with two class level parameters to 

calculate a delivery charge rate adjustment that is applied to the customer' s 

consumption fo r the billing period. The two class level parameters are called the 

Base Load (BL) and the Heat Sensitivity Factor (HSF). 

WHAT VALUES ARE PROPOSED FOR THE BL AND HSF? 

As discussed in Dr. Passty ' s testimony, the proposed values for BL and H'-"F are 

1.047887 Mcf and 0.015467 Mcf/DD, respectively, for Rate RS. For Rate GS, they 

are 9.159645 Mcf and 0.096462 Mcf/DD, respectively. As ordered by the 

Commission in Case 2018-00261 , these proposed values will be updated whenever 

the Company files a base rate case. Since these factors will only change through a 

base rate case, they are now included on Tariff Sheet No . 65. 
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DID THE COMP ANY PREP ARE A REPORT ON RIDER WNA 

SEASONAL RESULTS AS ORDERED BY THE COMMISSION? 

Yes. The report is provided as Attachment JLK-3 and shows that customers 

received a surcharge when weather was warmer than normal and a credit when 

weather was colder th n normal as expected. 

WERE THE WEATHER NORMALIZATION ADJUSTMENTS 

CONSISTENT WITH HEATING DEGREE DAY DATA? 

Yes. For the winter of 2019-2020, actual heating degree days (base 59) totaled 

2,991. Normal heating degree days are 3,372. This winter was much warme than 

normal and a WNA surcharge was experienced. For the winter of2020-2021 , April 

2021 data was not available at the time this testimony was being prepared so data 

is for November 2020 through March 2021. For this period, normal degree days are 

3,091 and actual degree days totaled 2,995. Weather was again warmer than 

normal, but not as warm as the previous winter so the surcharge was significantly 

smaller. During both of these winters there were individual months that were colder 

than normal, specifically November and December 2019 and February 2021. In 

each of these months, t e WNA resulted in a credit to customers. 

WERE CUSTOMER INQUIRIES AND COMPLAINTS REGARDING THE 

WEATHER NORMALIZATION ADJUSTMENT TRACKED DURING 

THE TWO WINTER SEASONS? 

Yes. During the winter of 2019-20, there were 4 inquiries and 2 complaints, while 

during the winter of2020-21 through March, there were no inquiries or complaints . 

Since there has been such minimal reaction from customers, the Company proposes 

JEFF L. KERN DIRECT 
13 



2 Q. 

3 A. 

to discontinue separately tracking inquiries and complaints regarding the W1'-JA. 

C. NEW RIDERS 

DOES THE COMPANY PROPOSE ANY NEW RIDERS IN THIS CASE? 

Yes. The Company proposes to implement a Governmental Mandate Adjustment 

4 mechanism (Rider OMA) which will enable the Company to implement and 

5 respond to governmental directives/mandates impacting the utility, including 

6 changes in federal or state tax rates and regulations promulgated by the U.S . 

7 Department of Transportation, Pipeline and Hazardous Materials Safety 

8 Admini stration (PHMSA). This is more fu lly described in the testimony of 

9 Company witnesses Sarah E. Lawler, John R. Panizza, and Brian R. Weisker. The 

10 rider would init ially be set at $0.0000 and would require the Company file a separate 

11 application to implement any adjustments to the Rider OMA in response to a 

12 governmental mandate, which will be subj ect to Commission determination of 

13 reasonableness. 

14 Q. 

15 

16 A. 

17 Q. 

18 

19 A. 

D. REVISED RIDERS AND MISCELLANEOUS CHARGES 

DOES THE COMP ANY PROPOSE TO ELIMINATE ANY TAJRIFF 

SCHEDULES IN THIS CASE? 

No. 

WHAT CHANGES ARE PROPOSED TO THE COMPANY'S CHARGES 

FOR RECONNECTION OF SERVICE? 

Duke Energy Kentucky proposes revision to the charges for reconnection of natural 

20 gas service as discussed below: 
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22 

( 1) The reconnection charge for service which has been disconnected 

due to enforcement of Rule 3, Sheet No. 25 , Billing and Payment 

shall be $90.00 . 

(2) The reconnection charge for service which has been disconnected 

within the preceding twelve months at the request of the customer 

shall be $90.00. 

(3) The reconnection charge for service which has been disconnected 

because of fraudulent use shall be $90.00. 

WHAT INFORMATION IS USED TO SUPPORT THE SERVICE 

RECONNECTION COSTS? 

Attachment JLK-4 shows the calculation of natural gas service reconnection and 

the Company ' s proposed value. 

DESCRIBE THE INFORMATION PRESENTED IN ATTACHMENT JLK-

4, CALCULATION OF RECONNECTION FEES. 

The reconnection fee alculations use a fully loaded labor rate for craft labor and 

estimated labor hours to complete reconnection service. The estimated completion 

times are based on management expertise and have not changed since the previous 

calculation in Case No. 2018-00261. 

IS THE COMPA~Y PROPOSING ADDITIONAL CHANGES TO 

MISCELLANEOUS CHARGES? 

Yes. The Company proposes to make changes to the Meter Pulse Service rate, Rate 

MPS . 
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WHAT CHANGES ARE MADE TO RA TE MPS? 

The Company proposes to increase the Meter Pulse Equipment and the Meter Index 

costs to $1,000 and $700, respectively, due to the increased cost to provide this 

equipment as supp011ed in Attachment JLK-5. This optional service is intended for 

large commercial and industrial customers who desire more detailed information 

about their natural gas usage. Currently, there are only 13 customers taking 

advantage of this voluntary service. 

IV. OTHER TARIFF CHANGES 

WHAT CHANGES ARE PROPOSED FOR THE FULL REQUIREMENTS 

AGGREGATION SERVICE RA TE, RA TE FRAS? 

Text is added to Rate FRAS to specify the nomination deadline for scheduling 

natural gas deliveries. The deadline is referenced to the North American Energy 

Standards Board (NAESB) timely nomination cycle rather than a specific time to 

avoid the need fo r tariff changes if NAESB implements changes to the nomination 

cycles in the future . 

WHAT CHANGES ARE PROPOSED FOR THE INTERRUPTIBLE 

MONTHLY BALANCING SERVICE, RA TE IMBS? 

The Company proposes changing the imbalance charge to $0.1 366 per MCF to 

reflect current charges from the interstate pipeline providing the storage service that 

is used to balance the system. Calculations to support the imbalance charge are 

provided in Attachment JLK-6. 
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ARE THERE ADDITIONAL CHANGES PROPOSED FOR THE 

INTERRUPTIBLE MONTHLY BALANCING SERVICE, RATE IMBS? 

Yes. There are two proposed revisions to the text of Rate IMBS. First, text 

regarding the daily trade deadline of two business days is deleted to remain 

consistent with chang s to Rate GTS, Gas Trading Service, described below. Text 

was also added to inc rporate a nomination deadline for IT suppliers consistent 

with the addition to Rate FRAS, Full Requirement Aggregation Service as 

discussed above. 

WHAT CHANGES ARE PROPOSED FOR THE GAS TRADING SERVICE, 

RATE GTS? 

The Company has developed a new system for managmg gas supply for 

transportation custom .rs as well as third party suppliers called Gas Transaction 

Information System (GTIS). While this new system allows for trades between 

suppliers, it does not specifically allow for the posting of offers for purchase, sale 

or trade, but instead permits suppliers to elect to have their imbalance pos·itions 

displayed. Therefore, obsolete language in Rate GTS has been deleted. The 

language regarding the daily trade deadline of two business days was also deleted 

to provide more flexibility to suppliers with no impact on the Company since the 

trades are only inter-pool transfers and do not change the volumes of gas delivered 

into the system. 
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17 

PLEASE EXPLAIN THE CHANGE TO THE COMPANY'S FRANCHISE 

FEE TARlFF. 

The change is textual in nature to enhance clarity. The tariff currently contemplates 

inclusion of any fee that a local government may impose on the company, not just 

a franchise fee. The change is to clarify the title to apply to any local government 

fee, and removes the language referring to fees based upon gross receipts as it 

relates to franchises. The Company currently has several different fee arrangements 

charged by municipalities beyond just those based upon gross receipts. There are 

flat fees , pure gross r ceipts fees , and gross receipt fees that include caps at a 

particular dollar amount. The textual change is intended to ensure there is flexibility 

for local governments in how they structure the fees they impose. 

V. CONCLUSION 

HOW DOES THE COMPANY PROPOSE THAT ITS TARIFFS, 

INCLUDING THE PREVIOUSLY DISCUSSED RATES AND CHARGES, 

BE IMPLEMENTED? 

We propose that the revised tariff, including the rates and charges complying with 

the Commission' s order in this Case, be established effective July 1, 2021 , for all 

customers. 
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Q. WERE SCHEDULES L, L-1, L-2, M, M-2.1 THROUGH M-2.3 AND N AS 

2 WELL AS, FR 16(1)(b)(3), FR 16(1)(b)(4), FR 16(8)(1), FR 16(8)(rn) AND FR 

3 16(8)(n), FR 17(4) AND ATTACHMENTS J LK-1, JLK-2, JLK-3, JLK-4, 

4 JLK-5, AND JLK-6 PREPARED BY YOU OR UNDER YOUR 

5 SUPERVISION? 

6 A. Yes. 

7 Q. IS THE INFORMATION CONTAINED IN THOSE SCHEDULES AND 

8 SUPPLEMENTAL FILING REQUIREMENTS ACCURATE TO THE BEST 

9 OF YOUR KNOWLEDGE AND BELIEF? 

10 A. Yes. 

11 Q. DOES THIS CONCLUDE YOUR PRE-FILED DIRECT TESTIMONY? 

12 A. Yes. 
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NOTICE 

Attachment JLK-J 
Page 1 of 9 

Duke Energy Kentucky, Inc. (" Duke Energy Kentucky" or "Company") hereby gives notice that, in an 
applicati on to be fi led no sooner than June I, 2021, Duke Energy Kentucky will be seeking approval by the 
Pub lic Service Commiss ion, Frankfo rt, Kentucky, of an adjustment of natural gas rates alild chargei; 
proposed to become effective on and after July I, 202 1. The Commiss ion has docketed this proceeding as 
Case No. 2021-001 90. 

The proposed gas rates are appli cable to the Company's service area including fo llowing communities: 
Alexandria Elsmere Ludlow 
Bellevue Erlanger Melbourne 
Boone County Fairv iew Newport 
Bracken County Falmouth Park Hills 
Bromley Florence Pend leton County 
Butler Fort Mitchell Ryland Heights 
Campbell County Fort Thomas Sil ver Gr-ave 
Cold Spring Fort Wright Southgate 
Covington Gallatin County Tay lor Mill 
Crescent Park Glencoe Union 
Crescent Springs Grant County Villa Hills 
Crestview Highland Heights Visa li a 
Crestview Hills Independence Walton 
Crittenden Kenton County Warsaw 
Dayton Kenton Vale Wilder 
Dry Ridge Lakes ide Park Woodlawn 
Edgewood Latonia Lakes Will iamstown 

DUKE ENERGY KE NT UCKY CU RRENT AND PROPOSED GAS RATES & S IGN IFICANT 
TEXT CHANGES 

Section VI - Billing and Payment 
(Gas Tariff Sheet No. 25) 

Current Budget Billing Plan Description: 
Annual Plan: 

The Annual Plan prov ides 11 months of equa l payments by using 12 months of customer's usage, 
dividing the usage by 11, and using th e result to calculate the bill. 
Month 12 is a settl e-up month between the billed amounts and customer bills based on actual usage 

- A bi ll message is sent after 6 months wi th a suggested new bill amount if the budget bill amount5 
compared to the actual bill amounts exceeds a Company set threshold; however, Customer must contact 
Company to change the amount. 

- The budget bill amount is changed as needed after the 12 month rev iew. 

Proposed Budget Billing Plan Description: 
Annual Plan: 

The Annual Plan prov ides 12 months of equal payments by using 12 months of customer's usage, 
di viding the usage by 12, and using the result to ca lculate the bill. 
Month 12 is a sett le-up month between the bi lled amounts and customer bills based on actual usage 

- A bi ll message is sent after 3, 6, and 9 months with new bil l amount if the budget bill amounts compared 
to the actual bill amounts exceeds a Company set threshold. 

- The budget bill amount is also changed as needed after the 12 month rev iew. 



Current Landlord Programs 
This is a new section. 

Proposed Landlord Programs 

Attachment JLK-1 
Page 2 of9 

The Company will prov ide a Revert-to-Owner program available to Landlords, property managers, or other 
property owners to provide continui ty in service when a tenant notifies the Company to discontinue service 
by automatically switching the account to the Landlord until a new tenant sets up service or the Landlord 
requests to di scontinue service. The program is not applicable in situations where a tenant has bee 
disconnected fo r nonpayment or the Company has been notified of a safety issue that warrants the 
termination of service. The provisions of the Automatic Landlord Transfer Agreement are outlined below. 

Eligibili ty and Enro llment 
I. An emai l address is required fo r enro llment. The Revert-to-Owner agreement may be emailed to the 

landlord , or accepted digitally th rough an online portal, known as the "Landlord Experience." 
2. Landlord may enro ll properties via se lf-service using the Company 's "Landlord Experience" online 

portal or provide in writing a list of properti es they wish to enroll in the program on a contract provided 
by the Company. 

3. Eligibili ty to enroll in the Revert-to-Owner program requires any delinquent balance assoc iated to the 
Landlord to be paid . 

4. The Landlord may add and remove properties from the program at any time either by se lf-servi ce using 
the "Landlord Experience" on line portal or by contacting the Company's customer service department, 
and will be responsible fo r all charges associated to the properti es enrolled while service is/was in their 
name. 

5. Landlords may remove properti es from the Revert-to-Owner program using the "Landlord Experience" 
online po11al or by contacting the Company's customer service department. 

6. The Landlord is responsible for notify ing the Company of any changes in mailing address . 
7. The Company shall maintain the di scretion to remove a Landlord from the program fo r failure to pay . 

Current Deposits: 

Section VII - Deposits 
(Gas Tariff Sheet No. 26) 

A sati sfactory pay ment record is defined as twe lve ( 12) months of service without being di sconnected fo r 
nonpayment and without the occurrence of fraud , theft , or bankruptcy. 

Proposed Deposits: 
A sati sfactory payment record is defined as having had twelve ( 12) months of service with no more than 
three fin al notices and no disconnections for nonpay ment. 

Residential Service - Rate RS 
(Gas Tariff Sheet No. 30) 

Customer Charge per month 
Base Rate fo r all Ccf 
GCA fo r all Ccf 
Total Rate (Base Rate + GCA ) for all Ccf 

Current Ra te 
$ 16.50 

$0.46920 
$0.3 551 0 
$0.82430 

Proposed Rate 
$ 19.00 

$0.57926 
$0.355 10 
$0.93436 



Customer Charge per month 
Base Rate for all Ccf 
GCA for all Ccf 

_General Service - Rate GS 
(Gas Tariff Sheet No. 31) 

Current Rate 

Total Rate (Base Rate + GC ) for all Ccf 

$50.00 
$0.29243 
$0.355 I 0 
$0.6475 3 

Attachme111t JLK-1 
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Proposed Rate 
$58.00 

$0 .39405 
$0.355 10 
$0.74915 

Full Requirements Aggregation Service - Rate FRAS 
(Gas Tariff Sheet No. 44) 

Current Balancing Requirements: 
Suppliers must deliver to the Company daily quantifies of gas in accordance with the provisions of Rate 
IMBS. 

Proposed Scheduling and Balancing Requ irements: 
Suppliers must deliver to the Company daily quantifies of gas in accordance with the provisions of Rate 
IMBS. 

No later than one hour prior to the North American Energy Standards Board (NAESB) dead line for the 
timely nomination cycle, Supplier shall submit a valid nomination through the Company's EBB of its total 
city gate quantities of gas scheduled for the fo llowing gas day. The Company will have no obligation to 
accommodate post-timely nominations, or changes thereto, that are made after the daily deadline. 

Interruptible Transportation Service - Rate IT 
(Gas Tariff Sheet No. 50) 

Customer Charge per month 
Base Rate fo r all Ccf 

Current Rate 
$430.00 

$0.09982 

Firm Transportation Service Rate FT-L 
(Gas Tariff Sheet No. 51) 

Customer Charge per month 
Base Rate for all Ccf 

Current Rate 
$430.00 

$0. 182 10 

Proposed Rate 
$43 0.00 

$0.11573 

Proposed Rate 
$430.00 

$0.2 1339 

Aggregation Serv ice for Interruptible Gas Transportation - Rate AS 
(Gas Tariff Sheet No. 55) 

Current Rate: 
Pooling se rvice avai lable to ( I) customers rece iving interruptible gas transportation service under Rate IT 
and special contract interruptible customers who are acting as their own pool operator for supply 
management purposes, and (2) poo l operators designated by Rate IT and special contract interruptible 
customers to manage gas supplies on their behalf and as a part of an aggregated customer poo l. For 
purposes of administering this tariff, the usages of all customers within a pool will be combined into a 
single pool usage number, which will be matched against the pool operator's total deliveries to its Rate IT 
and special contract interruptible transportation poo l. 

Proposed Rate: 
There are no proposed rate changes to thi s rate . 



Per Transacti on 

Current Character of Service: 

Ga · Trading Service - Rate GTS 
(Gas Tariff Sheet No. 57) 

Current Rate 
$5.00 
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Proposed Rate 
o proposed changes 

The Company will operate an electronic bulletin board (EBB) through which eligible pool operators can 
notice offers of gas supplies fo r purchase, sale, or trade. 

Daily imbalance trades or transfers must be completed within two (2) business days from the date that the 
trade or transfer applies. Monthly imbauance trades or transfers must be completed within two (2) business 
days following the end of the month. 

Transactions will be completed when the pool operato r(s) on both sides of a transaction key their acceptance 
into the EBB. When that occurs, all other would-be acceptors of the offer are locked out. The Company will 
adjust the daily/monthly accounts of both parties to a transaction in order to record the vo lume transfer 
embodied in the transaction. Any doll r payments, rece ipts, or exchanges of other consideration agreed 
upon between the parties to a transactio are outside the scope of this tariff and must be completed between 
the part ies themselves. 

Proposed Character of Service: 
The Company will operate an electronic bulletin board (EBB) through which eligible pool operators can 
perfo rm dai ly/monthly imbalance trades or transfers. All trades or transfers must be completed within two 
(2) business days fo llowing the end of the month. 

Transactions will be completed when the pool operator(s) on both sides of a transaction key their 
acceptance into the EBB. The Company will adjust the daily/monthly accounts of both parti es to a 
transaction in order to reco rd the vo l,ume transfer embodied in the transaction. Any dollar pay ments, 
receipts, or exchanges of other consideration agreed upon between the parties to a transaction are outside 
the scope of thi s tariff and must be completed between the part ies themselves. 

Interruptible Monthlv B:i lancing Service Ra.te IMBS 
(Gas Tariff Sheet No. 58) 

All Pools per Mcf 

Current Character of Service 

Current Rate 
$0.1097 

Proposed Rate 
$0. 1366 

For purposes of administering thi s tariff, the daily and monthly usage of all customers within an individual 
pool will be combined into single daily/monthly pool usage number, which will be matched against the pool 
operator's total daily/monthly deliveries to its ind ividual transportation poo l. 

Proposed Character of Service 
For purposes of administering thi s tariff, the daily and monthly usage of all customers within an individual 
pool will be combined into single daily/monthly pool usage number, which will be matched against the pool 
operator's total daily/monthly deliveries to its individual transportation poo l. No later than one hour prior to 
the AESB dead line fo r the timely nomination cycle, poo l operator shall submit a valid nomination through 
the Company's EBB of its total city gate quan tities of gas scheduled fo r the fo llowing gas day. The 
Company will have no obligation to accommodate post-timely nominations, or changes thereto, that are 
made after the daily deadline. 

Current Service Description: 
Daily imbalance trades/transfers made through the Company's EBB must be completed within two (2) 
business days from the date that the trade or transfer applies. Monthly imbalance trades to comply with the 



Attachment JLK-1 
Page5of9 

monthly balancing requirements of Rate lMBS must be completed within two (2) business days fo llowing 
the end of the month . 

Proposed Service Description: 
All daily and monthly imbalance trades or transfers must be completed within two (2) business days 
fo llowing the end of the month . 

Distributed Generation Service - Rate DGS 
(Gas Tariff Sheet No. 59) 

Administration Charge 
Minimum Capac ity Reservation Charge 
Fac ilities Charge 
Deli very Charge 

Current Rate 

$25.00 
$2.00 

Per Service Agreement 
Per Appli cable Service 

Tariff 

Main Extension Policy - Rider X 
(Gas Tariff Sheet No. 60) 

Current Rate: 

Proposed 
Rate 

No Proposed 
Rate 

Changes to 
thi s Rider 

Normal Extensions. An extension of o e hundred ( 100) feet or less sha ll be made by the Company to an 
ex isting distribution main without charg fo r a prospective customer who shall apply fo r and contract to use 
service fo r one year or more. 

Proposed Rate: 
There are no proposed rate changes to th is rider. 

Demand Side Management Cost Recovery Rider - Rider DSM 
(Gas Tariff Sheet No. 61) 

Current Rate 
PC + LR + PI + BA 

Proposed Rate 
DSM Charge No Pro posed Rate Changes to thi s Rider 

PC = DSM Program Cost Recover 
LR = Lost Revenue from Decreased Throughput Recovery 
Pl = DSM Program Incentive Recovery 
BA = DSM Balance Adjustment 

Demand Side Management Rate - Rider DSMR 
(Gas Tariff Sheet No. 62) 

DSMR per Ccf 
Home Energy Ass istance Program per bill 

Current Rate 
$0.04581 7 

$0.30 

Proposed Rate 
No Proposed Rate 

Changes to thi s Rider 

Weather Norm alization Adjustment Rider - Rider WNA 
{Gas Tariff Sheet No. 65) 

Base Load fo r RS 
Heat Sensitivity Factor fo r RS 
Base Load for GS 
Heat Sensitivity Factor fo r GS 

Current Factors 
1.106333 
0.01 5283 
9.745755 
0.0905 15 

Proposed Factors 
1.047887 
0.015467 
9.15 9645 
0.096462 



Current Rate: 

Governmental Mandate Adjustment - Rider GMA 
(Gas Tariff Sheet No. 66) 

This is a new tariff schedule. 

Proposed Rate: 
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Customers shall be assessed a surcharge or credit to enable the Com pany to fully recover all costs 
assoc iated with governmental mandates includ ing, but not limited to: I) changes in the state or federal 
corporate tax rate; and 2) for compl iance with regulat ions promulgated by the U.S. Department of 
Transportation Pipeline and Hazardous Materi als Administration, as approved by the Kentucky Public 
Service Commiss ion. The monthly bill mg amount calculated for each rate schedule for which this rider is 
eli gible shall increase or decrease by the billed usage multiplied by the applicable rate below. 

GMA Surcharge or Credit per Ccf 

Residential (Rate RS) 
General Service (Rate GS) 
Firm Transportation - Large (Rate FT-L) 
Interruptible Transportation (Rate IT) 

$0.00 I Month 
$0.00 I Month 
$0 .0000 I Ccf 
$0.0000 I Ccf 

Gas Cost Adjustment Clause - Rider GCA 
(Gas Tariff Sheet No. 70) 

Current Rate 
EGC + RA + AA + BA 

Proposed Rate 
GCA Rate No Proposed Rate Changes to thi s Rider 

EGC = Expected Gas Cost 
RA = Refund Adjustment 
AA = Actual Adjustment 
BA = Balance Adjustment 

Gas Cost Adjustment Transition Rider - Rider GCAT 
(Gas Tariff Sheet No. 77) 

Cu rrent Rate 
($0.0280) 

Proposed Rate 
Charge (Credit) per ccf o Proposed Rate Changes to this Rider 

Bad Check Charge 
(Gas Tariff Sheet No. 80) 

C rrent Rate 
$11.00 

Proposed Rate 
Bad Check Fee No Proposed Rate Changes to this Rider 

~ge for Reconnection of Service 
fGas Tariff Sheet No. 81) 

Reconnect charge for service which has been 
di sconnected due to enforceme nt of Rule 3 
Reconnect charge for serv ice which has been 
di sconnected within the preceding twelv months at the 
request of the customer 

If service is di scontinued because of fraudu lent use 

Current Rate 

$75.00 

$75.00 

$75.00 plus estimated 
gas used and expenses 

incurred by the 
Company 

Proposed Rate 

S90.00 

$90.00 

$90.00 plus estimated 
gas used and expenses 

incurred by the 
Company 



Current Rate: 
Local Franchise Fee 

Local Franchise Fee 
(Gas Tariff Sheet No. 82) 

Attachme1rtt JLK-1 
Page 7 of9 

There shall be added to the customer's bill , li sted as a separate item, an amount equal to the fee now or 
hereafter imposed by local legislative authoriti es, whether by ordinance, franchise or other means, which 
fee is based on the gross rece ipts collected by the Company from the sale of gas to customers within th 
boundaries of the particular legislative authority . Such amount shalr be added exclusively to bills or 
customers receiving service within the territorial limits of the authority imposing the fee . 

Proposed Rate: 
Local Government Fee 
There shall be added to the customer's bill , li sted as a separate item , an amount equal to the fee now or 
hereafter imposed by local leg islative uthoriti es, whether by ordinance, franchise or other means. Such 
amount sha ll be added exclusive ly to bi lls of customers receiving service within the territorial limits of the 
authori ty imposing the fee . 

Curtailment Plan for Management of Available Gas Supplies 
{Gas Tariff Sheet No. 83) 

Current Rate: 
In the event of an emergency which ne· ess itates curtailment of gas service, Duke Energy Kentucky, In c. 
shall curtail gas service to its customers in the manner set forth herein, except where the Public Service 
Commiss ion of Kentucky (Commissi n) or other authority having jurisdiction in the matter orders 
otherwise. 

Proposed Rate: 
There are no proposed rate changes to thi s rider. 

Meter Pulse Service - Rate MPS 
{Gas Tariff Sheet No. 84) 

Install ation of Meter Pulse Equipment 
If rep lacement of Meter lndex is necessary, additional charge of: 
If the Company is required to make addit ional visits to the meter 
si te due to the inability to gain access to the meter location or the 
necessary Communication Link has not been installed, or the 
Communication Link is not work ing properly, the Company may 
charge the customer fo r any additional trip to the meter site at the 
per visit rate of: 

Current Rate 
$860.00 
$635.00 

$60.00 

Proposed Rate 
$ 1,000 .00 
$700.00 

No Change 



IMPACT OF PROPOSED RATES 
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The forego ing rates refl ect a proposed increase in gas revenues of approximately $ 15,228,16 1 or 13.39% 
over current total gas revenues to Duke Energy Kentucky. The estimated amount of increase per customer 
class is as fo llows: 

Rate RS - Res identi al Service: 
Rate GS - Commercial Service 
Rate GS - Industri al Service 
Rate GS - Other Public Authority Service 
Rate FT-L - Firm Transportation Service 
Rate IT - Interruptible Transportation Service 
Charge fo r Reconnection of Service 
Interdepartmental 
Special Contracts 

Total 
Increase 

($) 

$9,95 8,41 9 
$3 ,532, 186 

$3 59,887 
$3 14,235 
$856,152 
$266,047 

$4,673 
$4,129 

-$67,567 

Total 
Increase 

(%) 

12.66% 
14.78% 
14.63% 
14.63% 
15.73% 
14.92% 
20.0% 

14.87% 
-26.17% 

The average monthly bill for each customer class to which the proposed 
approx imately as fo llows: 

rates wil l apply will increase 

Average Monthly Percent 
ccf/Bill Increase Increase 

($) (%) 
Rate RS - Residenti al Service: 57 8.77 12.7% 
Rate GS - Commercial Serv ice 363 44.89 14.8% 
Rate GS - Industrial Service I, 151 124.96 14.6% 
Rate GS - Other Public Authority Servi-e I, 138 123 .64 14.6% 
Rate FT-L - Firm Transportation Service 25 ,057 784.03 16.2% 
Rate IT - Interruptible Transportation S rvice 63 ,34 1 1,007.75 14.9% 
Rate lMBS - Interruptib le Monthly Balancing Service* 88,398 23 7. 79 24.5% 

* IMBS revenues are credited to sales customer through the GCA . 

The rates contained in thi s notice are the rates proposed by Duke Energy Kentucky; however, the 
Kentucky Public Service Commiss ion may order rates to be charged that di ffer from the proposed rates. 
contained in thi s noti ce. Such action may result in rates fo r consumers other than the rates in this notice . 

Any corporation, associati on, body poli tic or person with a substanti al interest in the matter may, 
by written request with in 30 days after publication of this noti ce of the proposed rate changes, request 
leave to intervene; intervention may be' granted beyond the 30 day period fo r good cause shown. Such 
motion shall be submitted to the Kentucky Publ ic Service Commission, P.O. Box 615 , 2 11 Sower 
Boulevard , Frankfort, Kentucky 40602-061 5, and shall set fo rth the grounds fo r the request including the 
status and interest of the party. If the Commi ss ion does not receive a written request fo r intervention 
within 30 days of the initial publication the Commiss ion may take final action on the application. 

l11tervenors may obtain copies of the application and other fi lings made by the Company by 
requesting same th rough email at DEKI ngu iri es@duke-energy.com or by telephone at (51 3) 287-4366. A 
copy of the application and other fi ling made by the Company is available for public inspection th ro ugh 
the Commiss ion' s website at http ://psc.ky.gov, at the Commiss ion ' s office at 2 11 Sower Boulevard, 
Frankfo rt, Kentucky, Monday th ro ugh Friday, 8:00 am. to 4:3 0 p.m., and at the fo llowing Company 
offi ces: 1262 Cox Road, Erl anger, Kentucky 4 1018 . Comments regarding the app lication may be submitted 
to the Public Service Commission through its we bsite, or by mail at the fo llowing Commiss ion address . 



For further information contact: 

PUBLIC SERVICE COMMISSION 
COMMONWEAL TH OF KE TUCKY 
P.O. BOX 6 15 
2 11 SOWER BOULEY ARD 
FRANKFORT, KE TUCKY 40602-0615 
(502) 564-3940 

DUKE ENERGY KENTUCKY 
1262 COX ROAD 
ERLANGER, KENTUCKY 4 101 8 
(5 13) 287-4366 
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Cost of Service Study Customer Component and Customer Charge Calculations 

(A) (B) (C) = {A)/ {B) (D) 

COSS Supported Proposed 

COSS Customer Test Period Customer Customer 

Rate Com~onent Customer Bills Charge Charge 

RS $ 35,525,915 1,130,041 $ 31.44 $ 19.00 

GS $ 5,082,039 84,032 $ 60.48 $ 58.00 
FT-L $ 353,802 1,092 $ 323.99 $ 430.0 

IT $ 155,286 264 $ 588.20 $ 430.00 
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Weather Normalization Adjust ment (WNA) 

Report 

May 2021 



Introduction 
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When setting rates, the Company uses normalized levels of revenues and expenses for a test period, 

which is designed to be the most reasonable estimate ofthe Company's operations during the test 

period. These normalized revenues and expenses include the assumption of norma l weather cond itions 

to eliminate unusual weather related fluctuations in the test period th at may otherwise cause rates to 

be set too high or too low. Specifically, test period weather related sales volumes reflect normal levels 

of heating degree days. (A heating degree day value is calculated by t aking the difference between 

average daily temperatu re and a base temperature value). The average daily temperatures represent 

normal weather and are determined based on 30 years of past weather data. 

However, normal weather rare ly occurs which can cause customers' bil ls to fluctuat e significantly from 

mont h to month and can result in the Company earning more or less than the authorized rate of return . 

To help reduce these fluctuations in cust omer bills and Company earnings, the Kentucky Public Service 

Commission approved the Weather Normal ization Adjustment (WNA) in Case 2018-00261. The WNA 

mechanism adjusts the volumetric component of base delivery charges on customer bills t o reflect 

normal weather conditions. Although customers use gas all year round, the largest port ion of customer 

use and therefore largest share of the Company's revenue collection is dependent on heating load. 

Heating load generally occurs during the months of November through April (i.e., winter months) and, 

because it is highly correlated with temperature, can vary significant ly when the temperature deviates 

from "normal." Under the WNA mechanism, when temperatures are colder than normal, volumetric 

sales will be higher than normal and the customer will receive a cred it on their bill. When weather is 

warmer than normal, volumetric sales will be lower than normal; so, th e customer' s bill includes a 

surcha rge. The result is that customers' bills during winter months should not fluctuate as significantly 

as they would without a WNA mechanism, and the Company should receive more normalized base 

revenues. 

Adjustments were first made to customer' s bills with Cycle 1 for November 2019. The WNA rema ins in 

effect each year from November through April. Th is report evaluates the results from the WNA Rider 

for the first two winters that it was in effect November 2019 -April 2020 and November 2020 - March 

2021. Please note that the data for April 2021 was not yet available at t he time of creating this repo rt . 

Weather 

Overall, the weather for the winter of 2019/20 was warmer than normal, resulting in lower weather 

related gas sa les than projected, although there were months that we re colder than normal. The 

weather was similar for the 2020/21 winter. The table below shows th e Actual HDD compared to 

Normal for each month of both winters. The HDD shown are the average of the HDD for each of the 21 

bill ing cycles during that month, therefore weather from the previous month is also included . For 

example, Cycle 1 for a given month is mostly comprised of the previous month, wh ile Cycle 21 is mo~tly 

the current month . The other cycles will be a mix of both months. 



Normal 

Billing Month HOD 

Nov 19 243 

Dec 19 596 

Jan 20 846 

Feb 20 790 

Mar 20 604 

Apr20 293 

Total Winter 19/20 3,372 
Nov 20 239 
Dec 20 614 

Jan 21 855 
Feb 21 790 

Mar 21 593 

Apr21 

Total Winter 20/21 3,091 

Impact of WNA 

Actual 
HOD 

288 

611 

608 

662 

553 

269 

2,991 

209 

536 

790 

872 

588 

2,995 

Variation 

18% Colder 

2% Colder 

28% Warmer 

16% Warmer 

8% Warmer 

8% Warmer 

11% Warmer 

12% Warmer 

13% Warmer 

8% Warmer 

11% Colder 

1% Warmer 

3% Warmer 
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As expected, customers received a surcharge when weather was warmer and a credit when weather 

was colder. The tables below show the impact of the WNA on Residential and Non-Residential 

customers. 

Residential (Rate RS) 
Number WNA Percentage 

of Surcharge/ Total Impact of 
Bill ing Month Customers (Credit) Revenue WNA 

Nov 19 93,628 ($323,743) $4,910,709 -7% 

Dec 19 94,179 ($75,390) $9,065,305 -1% 

Jan 20 94,405 $1,746,315 $11,146,847 16% 

Feb 20 94,534 $855,682 $10,713,487 8% 

Mar20 94,586 $335,601 $7,925,577 4% 

Apr20 94,565 $124,466 $4,960,690 3% 

Total Winter 19/20 $2,662,931 $48,722,615 5% 

Nov 20 94,836 $226,902 $4,757,748 5% 

Dec 20 95,051 $501,993 $9,743,752 5% 

Jan 21 95,293 $430,872 $13,002,635 3% 

Feb 21 95,707 ($608,293) $12,883,748 -5% 

Mar 21 95,605 $104,757 $9,463,083 1% 

Apr21 

Total Winter 20/21 $656,230 $49,850,965 1% 



Non-Residential (Rate GS) 

Number 
of 

Billing Month Customers 

Nov 19 7,155 

Dec 19 7,314 

Jan 20 7,345 

Feb 20 7,348 

Mar 20 7,349 

Apr20 7,282 

Total Winter 19/20 

Nov 20 7,120 

Dec 20 7,200 

Jan 21 7,275 

Feb 21 7,374 

Mar 21 7,351 

Apr21 

Total Winter 20/21 

WNA 
Surcharge/ Total 

(Credit) Revenue 

($95,730) $1,789,607 

($23,656) $3,654,505 

$563,408 $4,384,112 

$275,834 $4,178,023 

$112,196 $2,986,484 

$46,162 $1,703,297 

$878,215 $18,696,029 

$63,056 $1,558,428 

$159,537 $3,659,136 

$139,675 $4,999,211 

($195,525) $5,161,856 

$44,499 $3681,101 

$211,242 $19,059,732 
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Percentage 
Impact of 

WNA 

-5% 

-1% 

13% 

7% 

4% 

3% 

5% 

4% 

4% 

3% 

-4% 

1% 

1% 

Since winter weather makes month to mont h comparisons volatile by nature, comparing individual 

months yea r on year can better show WNA effect on volatility. The table below shows a comparison of 

total revenue for each month of Year 1 (November 2019 - April 2020) to the same month of Year 2 

(November 2020 - April 2021) both with and without the effect of the WNA. As the table shows, there 

is a reduction in year to year volati lity from 22% to 14%. The absolute value of the percentage change 

was used to calculate the average for each winter to eliminate the effect of offsetting year to year 

increases and decreases. 

Total Revenue with WNA Tota l Revenue without WNA 
Year 1 Year2 Percent Year 1 Year 2 Percent 

Change* Change* 

November $6,700,316 $6,316,176 6% $7,119,789 $6,026,218 15% 

December $12,719,810 $13,402,887 5% $12,818,856 $12,741,358 1% 

January $15,530,958 $18,001,846 16% $13,221,236 $17,431,299 32% 

February $14,891,511 $18,045,604 21% $13,759,994 $18,849,422 37% 

March $10,912,061 $13,144,184 20% $10,464,264 $12,994,928 24% 

April $6,663,987 $6,493,359 

Avg Variance 14% 22% 

* Absolute value of percentage change. 



Customer Inquiries and Complaints 
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Tracking was set up to make note of the number ofi inquiries or complaints received from customer 

regarding the WNA. During the first w inter there were 2 complaints and 4 inq1.Jiries. During the second 

winter there were no complaint s or inquiries through March 2021 . 

2019 2020 2021 

Inqui ry Complaint Inquiry Complaint Inquiry Complaint 

January 1 1 0 0 
February 1 0 0 0 

March 0 0 0 0 

April 0 0 

May 0 0 

June 0 0 

July 0 0 

August 1 1 0 0 

September 0 0 0 0 
October 0 0 0 0 

November 1 0 0 0 

December 0 0 0 0 



Duke Energy Kentucky, Inc. 

Calculation of Gas Service Reconnection Cost 

Base Labor 

Unproductive (t ime away - vacations, etc) 

Incentives (annual bonuses) 

Subtotal 

Fringes (benefits - health, retirement, etc) 

Payroll Tax 

Subtotal 

Fleet (cost of vehicles) 

Loaded Labor w/ Fleet 

Indirects (alloca ted costs of support functions) 

Total Cost Per Hour 

Gas Service Reconnection 

Contracted Rate for Gas Reconnection (Seasonal) 

Proposed Gas Service Reconnection Charge: 

23.9% 

3.2% 

40.1% 

6.9% 

46.9% 

4.5% 

69.0% 

Approximate Hours 

1.00 

$34.50 
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$8.23 Loads on Base - direct labor 

$1.38 Loads on Base plus Unprod 

$9.61 

$20.70 Loads on Base plus Unprod plus Incentive 

$1.56 Loads on Base - direct labor 

$66.37 

$45 .81 Load on Loaded Labor 

$112.19 

Cost 

$112.19 

$90.25 

$90.00 



Duke Energy Kentucky 

Calculation of Meter Pulse Service Charges 

Line No. Equipment Descriptions 

1 Installation of Meter Pulse Equipment : 

2 Pulser (1 of 2 options): 

3 Single Lead Metretek Pulser (#50116511) : 

4 Dua l Lead Metretek Pulser (#50130416) : 

5 Average Pulser Cost (Average Lines 3 & 4) 

6 Int rinsically Safe Barriers {ISB)(l of 2 options): 

7 115 Volt AC Power Opt ion : 

8 24 Volt DC Power Option : 

9 Average ISB Cost (Average Lines 7 & 8) 

10 Weather-proof Box 

11 Tota l Average ISB Cost: (Line 9 + Li ne 10) 

12 Labor Hourly Rate 

13 Estimated hours 

14 Tota l Labor (Line 12 x Line 13) 

15 Total Meter Pulse Equipment: (Li e 5 + Line 11 + Line 14) 

16ITariff Sheet Value Proposed : (Ba sed on Line 15) 

17 Meter Index if needed (1 of 2 opt ions): 

18 Life Lube Rotary Index (#50101099, #140013) 

19 Life Lube Rotary Index Conversion Ki t 

20 Average Meter Index Cost 

21 Labor Hourly !Rate 

22 Estimated hours 

23 Total Labor (Line 21 x Li ne 22) 

24 Tota l Meter Index (Line 20 + Line 23) 

25ITariff Sheet Value Proposed: (Based on Line 24) 

Cost 

$ 126.00 

$ 162.00 

$ 144.00 

$ 330.00 

$ 300.00 

$ 315 .00 

$ 100.00 

$ 415.00 

$ 128.04 

4.00 

$ 512.16 

$ 1,071.16 

$ 1,000.00 1 

$ 566.00 

$ 588.00 

$ 577.00 

$ 128.04 

1.00 

$ 128.04 

$ 705.04 

$ 700.00 I 
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Duke Energy Kentucky 
Pipeline Services 
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IT Balancing Charge Calculation based on Pipeline Rates Effective March 1, 2021 

Charges based on Daily Balancing 

Demand Charges 
Columbia Gas FSS 
FSS MDWQ 
Winter SST 
Summer SST 

Commodity Charges 
SST Inject• 
FSS Inject 
FSS Withdraw 
SST Withdraw 
KO ITS Commodity • 

Total 

Total IT & FT-L Annual l hroughput 2020 

Cost for Daily Balancing (All Options) 

Charges Based on Carry-Over Amounts 
Columbia Gas FSS 
FSS SCQ Summer (8%) 
FSS SCQ Winter (10%) 

Total Option 3 Annual Throughput 

Charge for Monthly Carry-over 

!Total Charge for Option 3 

• Commodity Charges include ACA of 

4,600 $3.7300 
4,600 $6.4280 
2,300 $6.4280 

340 ,282 
335 ,409 
331 ,932 
327,179 
327,179 

6,586 $0.0672 
8,233 $0.0672 

$0.0011 

Annual 
Cost 

12 $205,896.00 
6 $177,412.80 
6 $88 ,706.40 

$0.0169 $5 ,750.77 
$0.0150 $5,031 .14 
$0.0150 $4,978.99 
$0.0158 $5 ,169.43 
$0.0734 $24 ,014.95 

$516 ,960.47 

3,955,965 mcf 

$0.1307 permd 

7 $3,098.15 
5 $2 ,766.20 

$5 ,864.35 

987 ,929 mcf 

$0.0059 per md 

$0.1366 per mcf 



In the Matter of: 

COMMONWEAL TH OF KENTUCKY 
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I. INTRODUCTION 

PLEASE ST A TE YOUR NAME AND BUSINESS ADDRESS. 

My name is Sarah E. Lawler and my business address is 139 East Fomth Street, 

Cincinnati, Ohio 452 2. 

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAP A CITY? 

I am employed by Duke Energy Business Services LLC (DEBS), as Vice President, 

Rates and Regulatory Strategy for Ohio and Kentucky. DEBS provides various 

administrative and other services to Duke Energy Kentucky, Inc. , (Duke Energy 

Kentucky or Company) and other affi liated companies of Duke Energy Corporation 

(Duke Energy). 

PLEASE BRIEFLY DESCRIBE YOUR EDUCATION AND 

PROFESSIONAL EXPERIENCE. 

I earned a Bachelor of Science in Accountancy from Miami University, Oxford, 

Ohio, in 1993. I am also a Ce1tified Public Accountant. I began my career in 

September 1993 with Coopers & Lybrand, L.L.P ., as an audit associate and 

progressed to a senior audit associate. In August 1997, I moved to Kendle 

International Inc. , where I held various positions in the accounting department, 

ultimately being promoted to Corporate Contro ller. In August 2003 , I began 

working for Cinergy Corp. , the parent of Duke Energy Ohio, as External Reporting 

Manager, where I was responsible for the Company 's Securities & Exchange 

Commission filings . In August 2005 , I moved into the role of Manager, Budgets & 

Forecasts. In June 2006, following the merger between Cinergy Corp. and uke 

Energy, I became Manager, Financial Forecasting. In February 2015 , [ was 
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A. 

Q. 

A. 

promoted to Utility trategy Director, Midwest, where I was responsible for the 

preparation of business plans and other internal managerial reporting for Duke 

Energy Kentucky and Duke Energy Ohio. In December 2017, I assumed the role of 

Director, Rates and Regulatory Planning where I was responsible fo r the 

preparation of financi al and accounting data used in Duke Energy Kentucky and 

Duke Energy Ohio retail rate filings and changes in various other rate recovery 

mechanisms. In May 2020, I was promoted to my current role of Vice President, 

Rates & Regulatory Strategy where I am responsible for all state and federal 

regulatory rate matters involving Duke Energy Kentucky and Duke Energy Ohio. 

HA VE YOU PREVIOUSLY TESTIFIED BEFORE THE KENTUCKY 

PUBLIC SERVICE COMMISSION (COMMISSION)? 

Yes. I have previous!_ testified in a number of cases before the Commission and 

other regulatory commissions. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THESE 

PROCEEDINGS? 

On behalf of Duke Energy Kentucky, I provide some background for its request to 

increase natural gas base revenues and the drivers behind the Company ' s 

application. I also upport other requests including the reasonableness of 

calculating the Company ' s natural gas base rates on its rate base. I support the 

reasonableness of the Company' s proposed rate increase and sponsor Filing 

Requirement (FR) 16( l)(b)(l) to comply with the Commission' s filing 

requirements. Finally, I suppo11 the Company' s proposal to implement a 

governmental mandate adjustment mechanism (Rider GMA) which will enable the 
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A. 

Q. 

A. 

Q. 

A. 

Company to implement and respond to governmental directives/mandates 

impacting the utility. 

II. BACKGROUND AND DRIVERS FOR 
REQUESTED RATE INCREASE 

WHEN DID THE COMMISSION APPROVE DUKE ENERGY 

KENTUCKY'S CURRENT NATURAL GAS RATES? 

The Company' s current base rates for natural gas service were approved by the 

Commission on March 27, 2019, in Case No. 2018-00261 (2018 Rate Case). The 

test period in that proceeding was the forecasted twelve months ended March 31 , 

2020, and the rate base and capitalization used in that case was the thirteen-month 

average fo r the period ending March 31 , 2020. The current rates went into effect on 

March 29, 201 9. 

WHAT PERIOD JS DUKE ENERGY KENTUCKY USING FOR ITS 

FORECASTED TEST PERIOD IN THIS CASE? 

The Company' s Application in this case requests an increase in its overall natural 

gas base revenues ba ed on the forecasted twelve-month period January 1, 2022 

through December 31, 2022. 

WHY IS DUKE ENERGY KENTUCKY FILING A NATURAL GAS BASE 

RATE CASE AT THIS TIME? 

For the fo recasted test period, f e Company is proj ecting that the earned return on 

its investment in its natural gas system is not providing fair and reasonable 

compensation to its investors. As a result, the Company is requesting an 

approximate $ 15 mill ion increase in natural gas base revenues in order to provide 

fa ir and reasonable compensation to its investors. 
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Q. 

A. 

Since the time of the last natural gas base rate case, the Company has made 

significant capital investments in its natural gas delivery system infrastructure. The 

thirteen-month average of gross utility plant in the 2018 Rate Case was 

approximately $589 million. The thirteen-month average of gross utility plant in 

the forecasted test period for this case is $772 million. This represents an increase 

of approximately $183 mill ion in gross utility plant and results in an approximate 

$155 million increase in rate base. The return on this increased rate base trrnslates 

into an increased r venue requirement of approximately $14 million. That 

increased return and the associated approximate $5 million in increased 

depreciation and pr perty taxes are the primary drivers of the need for new 

customer rates. These increases are partially offset by approximately $4 million 

related to modest customer growth and slightly higher customer usage. 

Importantly, the Company has diligently controlled its operation and maintenance 

(O&M) expenses since the 20 18 Rate Case. This effort to control costs through 

efficiency and productivity gains has helped the Company mitigate the impact of 

the proposed rate incr ase in this case. 

PLEASE QUANTIFY THE COMPANY'S SUCCESS IN CONTROLLING 

ITS O&M EXPENSE SINCE ITS LAST NATURAL GAS BASE RATE 

CASE. 

The chart below best demonstrates the fact that the Company has successfully 

controlled its O&M costs over the last twelve years. The bars represent the 

Company ' s test year &M expense in its 2009 Rate Case, O&M expense approved 

in the 2018 Rate Case and that projected in this current case, respectfully . The 
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10 Q. 

11 

12 A. 

13 

14 

15 

horizontal line shows the Company's O&M, as reported in its Annual Reports filed 

with the Commissio . As this chart shows, the Company's O&M expense has 

remained relatively flat for the last twelve years and has remained below the rate of 

inflation. Importantly, O&M expenses included in customer rates have also 

remained below the rate of inflation and either flat or lower than actual O&M 

expense for the last twelve years. 

$30 
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The Company ' s efforts at managing its costs have enabled it to maintain natural 

gas customer rates that are competitive with our peer natural gas utilities 

operating within the Commonwealth of Kentucky. 

IS THE COST OF CAPITAL CONTRIBUTING TO THE OVERALL 

INCREASE? 

No. Since the 2018 Rate Case, the cost of capital has decreased slightly. The 

Company ' s current weighted average cost of cap ital approved in the 2018 Rate 

Case is 7.063%. The Company is requesting a weighted average cost of capital of 

7.060% in thi s current proceeding. Although the last case was settled with a 
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A. 

specified 9.7 percent return on equity, even with the return on equity of 10.30 

percent being proposed in this case, the overall rate ofreturn being requested in this 

case is lower than the rate of return settled upon in the 2018 Rate Case. This is 

being driven by the lower cost of debt, both short term and long term. The 

Company ' s long-term debt rate included in the approved rate ofreturn in the 2018 

Rate Case was 4.36 percent. The long-term debt interest rate for the forecasted test 

period in this case has fallen to 3.84 percent. The Company ' s short-term debt rate 

included in the approved rate ofreturn was 4.25%. The short-term debt interest rate 

for the forecasted test period in this case has fallen to 1.67%. The 2018 Rate Case 

included a capital structure of j ust under 51 percent equity which is consistent with 

that being requested in this case. 

PLEASE EXPLAIN DUKE ENERGY KENTUCKY'S CONTINUED USE OF 

RA TE BASE TO DETERMINE RA TES IN THIS PROCEEDING. 

Rate base represents the actual value of the physical plant used to provide utility 

service to customers. The Commission has the option to provide its regulated 

utilities a return on its capitalization supporting the rate base or to simply u~e rate 

base. The Commissio authorized Duke Energy Kentucky to use the rate base 

approach to determine its natural gas base rates as part of the 2018 Rate Case. The 

Commission also authorized Duke Energy Kentucky to use the rate base approach 

to determine its electric base rates in the Company' s most recent electric base rate 

case. The Company is proposing to continue using that approach in this proceeding. 
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HAS THE COMP ANY QUANTIFIED THE DIFFERENCE BETWEEN 

ESTABLISHING NATURAL GAS BASE RA TES THROUGH A RETURN 

ON CAPITALIZATION VERSUS THE RATE BASE METHODOLOGY? 

The filing requirements applicable to this case require a reconciliation of rate base 

to capitalization, FR 16( 6)( f). In this case, the estimated capitalization is higher than 

the rate base; so, appl, ing a return to a higher basis would produce a higher revenue 

requirement. In this case, using capitalization instead of rate base would produce a 

revenue requirement that is approximately $1 million higher on an annual basis 

than the amount the Company is seeking by using rate base. Attachment SEL-1 

shows the summary revenue requirement calculation, from Schedule A of the 

Application, using rate base in one column and capitalization in the other. In this 

case, using rate base produces a lower overall revenue requirement than using 

capitalization. 

III. GOVERNMENTAL MANDATE ADJUSTMENT MECHANISM 

PLESE DESCRIBE THE COMPANY'S PROPOSAL TO CREATE A 

GOVERNMENT AL MANDATE ADJUSTMENT MECHANISM (RIDER 

GMA). 

Duke Energy Kentucky is proposing to implement Rider OMA as part of this 

proceeding. The rider corresponds to the Company's obligation to adhere to 

governn1ental directives or mandates impacting the utility that are outside of its 

control. These mandates include changes in federal or state income tax rates, and 

those promulgated by federal governmental entities and agencies that require the 

Company to upgrade or replace our natural gas delivery infrastructure. Rider OMA 
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A. 

would act as either a credit or a charge to customers, depending upon the impact of 

the governmental mandate. Duke Energy Kentucky ' s proposed Rider GMA will be 

applicable to all natural gas customers. 

PLEASE EXPLAIN HOW THE COMPANY PLANS TO INCLUDE 

CHANGES IN FEDERAL OR STATE INCOME TAX RATES IN THE 

RIDERGMA. 

The Company proposes to include in Rider GMA any change in its cost of service 

resulting from increases or decrease in federal or state income tax expense resulting 

from changes in federa l or state income tax rates . The Company would revise the 

revenue requirement ~alculation agreed upon in its most recently approved natural 

gas base rate case by updating the federal and/or state income tax rates. The 

resulting change in revenue requirement (either positive or negative depending on 

whether it resulted fr ma tax rate increase or decrease) would be included in Rider 

GMA for recovery from or credit to all natural gas customers. 

The Company also proposes to include any changes in amortization of 

unprotected excess or deficient deferred income taxes in the Rider GMA. Because 

of the IRS tax normalization ru les outlined in Company witness John R. Panizza ' s 

testimony, any chang s in amortization of protected excess or deficient deferred 

income taxes would not be included in Rider GMA, but rather updated in the 

company ' s next natural gas base rate case. 
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Q. 

A. 

PLEASE EXPLAIN WHAT COSTS ASSOCIATED WITH UPGRADES OR 

REPLACEMENTS TO NATURAL GAS INFRASTRUCTURE THE 

COMP ANY PROPOSES TO INCLUDE IN RIDER GMA. 

As outlined in Company witnesses Amy B. Spiller's and Brian R. Weisker's 

testimony, the Company proposes to include costs associated with complian~e with 

regulations issued by the U.S. Department of Transportation, Pipeline and 

Hazardous Materials Safety Administration in Rider GMA. The Company would 

calculate a revenue re uirement to recover a return on the rate base associated with 

these incremental capital costs along with recovery of the associated depre iation 

and property tax expenses. Rate base would be calculated as gross plant in-service 

less accumulated depreciation less accumulated deferred income taxes associated 

with the plant in-service. The Company is not proposing to include any O&M 

expenses associated with these projects in Rider GMA. Any incremental O&M 

incurred would be proposed for recovery from customers in the Company,s next 

natural gas base rate case. 

PLEASE EXPLAIN HOW THE COMP ANY PROPOSES TO IMPLEMENT 

RIDERGMA. 

Upon approval of the tariff and mechanism in this proceeding, Duke Energy 

Kentucky will file a s parate application to implement any adjustments to Rider 

GMA in response to a i:,ovemmental mandate. This application would be subject to 

Commission determination of prudence and reasonableness. Significant pipeline 

replacement projects required by a government mandate but that do not constitute 

an ordinary extension of the existing system in the ordinary course of business 
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Q. 

A. 

would be accompanied by a certificate of public convenience and necessity 

(CPCN). Rider GMA charges or credits will not appear on a customer' s bill until 

such applications are approved by the Commission. Going forward , the Company 

will make annual applications with the Commission to update Rider GMA, 

reflecting any new proposed capital projects and the depreciation of previously 

approved capital projects as well as any changes to federa l and state income tax 

rates or changes to the amortization of unprotected excess or deficient deferred 

income taxes . The revenue requirement would then be allocated to customer lasses 

consistent with the cost of service study approved in the Company ' s most recent 

natural gas base rate case. 

HOW DOES THE COMP ANY PROPOSE TO CALCULATE THE RETURN 

ON CAPITAL INVESTMENTS INCLUDED IN RIDER GMA? 

The Company proposes to calculate the return on any incremental capital 

investments associated with a government mandate at the weighted average cost of 

capital approved in the Company ' s most recent natural gas base rate case. 

HOW WILL CUSTOMERS BE CHARGED OR CREDITED UNDER THIS 

MECHANISM? 

As outlined in the proposed tariff supported by Company witness Jeff L. Kern, 

customers taking service under rates RS and GS would be charged or credited a 

fixed monthly charge. Customers taking service under rates FT-Land IT wou ld be 

charged or credited on a volumetric per ccf basis. 
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IV. REASONABLENESS OF REQUEST 

1 Q. DO YOU BELIEVE THE COMP ANY'S REQUESTED RA TE RELIEF 

2 REASONABLE? 

3 A. Yes. Duke Energy Kentucky has done a good j ob of keeping its expenses down over 

4 the years; however, the need to continually invest it its natural gas delivery system 

5 creates a need for the Company to seek additional rate relief. In addition, the use of 

6 rate base for calculating the Company ' s revenue requirement is reasonable and 

7 consistent with prior Commission precedent. Finally, the approval of Rider GMA 

8 will allow the Company to recover its prudently incurred and reasonable pipeline 

9 replacement costs n cessary to comply with governmental directives and to 

10 implement changes in taxes directed by either the Federal or State government. This 

11 ensures that customers are paying no more and no less than the actual costs. 

12 Q. 

13 A. 

14 

15 Q. 

16 

17 A. 

18 

19 

20 

V. FILING REQUIREMENTS SPONSORED BY WITNESS 

PLEASE DESCRIBE FR 16(1)(b)(l). 

FR 16( 1 )(b )(1) is Duke Energy Kentucky ' s statement of the reasons fo r the 

proposed increase. 

VI. CONCLUSION 

HAVE YOU REVIEWED DUKE ENERGY KENTUCKY'S APPLICATION 

IN THESE PROCEEDINGS? 

Yes. I have also reviewed the testimony and attachments of all Company witnesses. 

I believe that the Company ' s total natural gas revenue requirement is properly 

computed, the costs of serv ice are properly allocated to customer classes, a d the 

rate design is equitable. 
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1 Q. 

2 

3 A. 

4 Q. 

5 

6 A. 

7 Q. 

8 A. 

DO YOU BELIEVE DUKE ENERGY KENTUCKY'S RA TE REQUEST IS 

REASONABLE? 

Yes. 

WERE ATTACHMENTS SEL-1 AND FR 16(l)(b)(l) PREPARED BY YOU 

OR UNDER YOUR SUPERVISION? 

Yes. 

DOES THIS CONCLUDE YOUR PRE-FILED DIRECT TESTIMONY? 

Yes. 
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Duke Energy Kentucky, Inc. 
Case No. 2021-00190 
Overall Financial Summary 

Line 
No. Description 

1 Basis for Return Component 

2 Operating Income 

3 Earned Rate of Return (Line 2 / Line 1) 

4 Required Rate of Return 

5 Required Operating Income (Line 1 x Li e 4) 

6 Operating Income Deficiency (Line 5 - Line 2) 

7 Gross Revenue Conversion Factor 

8 Revenue Deficiency (Line 6 x Line 7) 

Attachment SEL-1 
Page 1 of I 

Jurisdictional Revenue Reguirements 
Forecasted Period 

Rate Base Capitalization 

$468,321 ,206 $479,499,181 

$21 ,653,814 $21 ,705,038 

4.620% 4.530% 

7.060% 7.060% 

$33,063,477 $33,852,642 

$1 1,409,663 $12,147,604 

1.3346730 1.3346730 

$15,228,169 $16,213,079 
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I. INTRODUCTION AND PURPOSE 

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

My name is Bryan T. Manges and my business address is 4720 Piedmont Row 

Dr. , Charlotte, North Carolina 28210 . 

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY? 

I am employed by Duke Energy Business Services LLC (DEBS), as Director, Gas 

Utilities & Infrastructure Accounting. DEBS provides various adminjstrative and 

other services to Duke Energy Kentucky, Inc. , (Duke Energy Kentucky or 

Company) and other affiliated companies of Duke Energy Corporation (Duke 

Energy) . 

PLEASE BRIEFLY DESCRIBE YOUR EDUCATION AND 

PROFESSIONAL EXPERIENCE. 

I have a Bachelor of Science in Accounting from Clemson University and a 

Master ' s in Business Administration from The University of North Carolina at 

Charlotte. I am a Certified Public Accountant (CPA) in North Carolina. I was the 

Director of Corporat Accounting at Piedmont Natural Gas prior to Duke's 

acquisition of Piedmont in 2016 and transitioned to my current role shortly after 

the acquisition. I had been at Piedmont since 2008 in various positions m 

Accounting and Legal. At present, my title 1s Director, Gas Utilities & 

Infrastructure Accou ting . I am responsible for revenue accounting , gas 

accounting, and general accounting and reporting for Duke Energy's natural gas 

segment. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

PLEASE DESCRIBE YOUR RESPONSIBILITIES AS DIRECTOR, GAS 

UTILITIES & INFRASTRUCTURE ACCOUNTING. 

As Director, Gas Utilities & Infrastructure Accounting, I am responsible for the 

books of account and reporting the financial position and the results for the Gas 

Segment within Duke Energy including Duke Energy Kentucky ' s gas ope ations 

as well as Duke Energy Ohio ' s gas operations, Piedmont Natural Gas and various 

gas pipeline development projects within the segment. 

HA VE YOU PREVIOUSLY TESTIFIED BEFORE THE KENTUCKY 

PUBLIC SERVICE COMMISSION? 

No. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS 

PROCEEDING? 

My testimony in this proceeding addresses the various capital and operating 

expenditures and accounting adjustments to Duke Energy Kentucky ' s books of 

account in support of Duke Energy Kentucky ' s application in this proceeding. I 

sponsor the historic data in Schedule B-8 provided in satisfaction of Fi ling 

Requirement FR 16(8)(6 ); and Filing Requirements FR 12(2)(i), FR 16(7)(i), FR 

16(7)(k), FR 16(7)(m), FR 16(7)(n), FR 16(7)(0), FR 16(7)(p), and FR 16(7)(q). 

Finally, I also sponsor the historic data on Schedules I-1 through I-5 in response 

to FR 16(8)(i), and Schedule Kin response to FR 16(8)(k). 
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II. OVERVIEW OF DUKE ENERGY KENTUCKY'S ACCOUNTING 
RECORDS 

ARE YOU FAMILIAR WITH THE ACCOUNTING PROCEDURES AND 

BOOKS OF ACCOUNT OF DUKE ENERGY KENTUCKY? 

Yes. The books of account for Duke Energy Kentucky ' s regulated business follow 

the Uniform System of Accounts prescribed by the Federal Energy Regulatory 

Commission (FERC). 

ARE THE BOOKS OF ACCOUNT FOR THE NATURAL GAS BUSINESS 

OF DUKE ENERGY KENTUCKY PREPARED AT YOUR DIRECTION 

AND UNDER YOUR SUPERVISION? 

Yes. 

ARE THE CAPITAL AND OPERATING EXPENDITURES 

REPRESENTED ON DUKE ENERGY KENTUCKY'S BOOKS OF 

ACCOUNT ACCURATE AND REASONABLE? 

Yes. Duke Energy Kentucky has various budgeting, plaiming, and review 

procedures in place to establish and monitor the capital and opernting budgets, as 

well as actual expenditures. The system of internal accounting controls provides 

reasonable assurance that all transactions are executed in accordance with 

management's authorization and are recorded properly. 

The system of internal accounting controls is annually reviewed, tested , 

and documented by Duke Energy Kentucky to provide reasonable assurance that 

amounts recorded on the books and records of the Company are accmate and 

proper. In addition, independent certified public accountants perform an annual 

audit to provide assurance that internal accounting controls are operating 
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1 effectively and that Duke Energy Kentucky ' s financial statements are materially 

2 accurate . Duke Energy Kentucky will continue recording deferrals, per nom1al 

3 regulatory accounting standards, for riders that are subject to being trued-up. Over-

4 or under-recovery of costs are flowed through riders such as the gas cost adjustment 

5 clause; the Company records the an1otmts to be trued-up in future periods as 

6 regulatory assets or regulatory liabilities. 

7 Q. 

8 A. 

9 

10 

11 Q. 

12 A. 

13 

14 Q. 

15 A. 

16 

17 

18 Q. 

19 A. 

20 

21 Q. 

22 A. 

III. SCHEDULES AND FILING REQUIREMENTS 
PONSORED BY WITNESS 

PLEASE DESCRIBE B-8. 

Schedule B-8 contains the Comparative Balance Sheets for Duke Energy 

Kentucky for the most recent five calendar years, the base period and the forecasted 

period. 

PLEASE DESCRIBE FR 12(2)(i). 

FR 12(2)(i) consists f Duke Energy Kentucky 's detailed income statement and 

balance sheet fo r the period ended March 31 , 2021. 

PLEASE DESCRIBE FR 16(7)(i). 

FR 16(7)(i) consists of the Company ' s most recent Federal Energy Regulatory 

Commission (FERC) audit report, reporting the results of the Company ' s last 

FERC audit. 

PLEASE DESCRIBE FR 16(7)(k). 

FR 16(7)(k) consists of Duke Energy Kentucky ' s most recent FERC Form 1 and 

FERC Form 2. 

PLEASE DESCRIBE FR 16(7)(m). 

FR 16(7)(m) consists of Duke Energy Kentucky ' s current chart of accounts . 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

PLEASE DESCRIBE FR 16(7)(n). 

FR 16(7)(11) consists of the latest twelve months of the monthly management 

reports providing financial results of the Company ' s operations in comparison to 

the forecast. 

PLEASE DESCRIBE FR 16(7)(0). 

FR 16(7)( o) consists of management's monthly budget variance reports for Duke 

Energy Kentucky natural gas operations. 

PLEASE DESCRIBE FR 16(7)(p). 

FR 16(7)(p) consists of Duke Energy ' s most recent Form 10-K and Form 8-K as 

well as those forms for the last two years. Additionally, the Company 1s 

submitting copies of its Form 10-Qs that were fi led during the past six quarters. 

PLEASE DESCRIBE FR 16(7)(q). 

FR 16(7)( q) consists f the independent auditor's annual opinion report for Duke 

Energy Kentucky. The auditor did not note any material weaknesses in internal 

controls. 

PLEASE DESCRIBE THE INFORMATION YOU SUPPORT IN 

RESPONSE TO FR 16(8)(i), SCHEDULES 1-1 THROUGH 1-5. 

Schedule 1-1 contains comparative income statements for the Company. 

Schedules 1-2. l throu.,,h 1-5 contains comparative revenue and sales statistical 

information as required by the Comm ission's fi ling requirements. I support the 

historic information contained on these schedules. 
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1 Q. PLEASE DESCRIBE THE INFORMATION YOU SUPPORT IN 

2 RESPONSE TO FR l6(8)(k), THE K SCHEDULE. 

3 A. The information I sup ort in response to FR 16(8)(k) consists of the Consolidated 

4 Condensed Income Statement and other Comparative Financial Data as presented 

5 on pages 2, 4 and 5 of Schedule K for Duke Energy Kentucky. I provided this 

6 information to Ms. Motsinger for her use in preparation of the forecast. 

IV. CONCLUSION 

7 Q. WAS THE INFORMATION YOU SPONSORED IN SCHEDULES B-8, 1-1, 

8 1-2.1, 1-3, 1-4, 1-5 AND K AS ,vELL AS FR 12(2)(i), FR 16(7)(i), FR 16(7)(k), 

9 FR 16(7)(m), FR 16(7)(n), FR 16(7)(0), FR 16(7)(p), FR 16(7)(q), FR16(8)(i), 

l O AND FR 16(8)(k) PREPARED BY YOU OR UNDER YOUR DIRECTION 

11 AND SUPERVISION? 

12 A. Yes. 

13 Q. IS THE INFORMATION YOU SPONSORED IN THOSE SCHEDULES 

14 AND FILING REQUIREMENTS ACCURATE TO THE BEST OF YOUR 

15 KNOWLEDGE AND BELIEF? 

16 A. 

17 Q. 

] 8 A. 

Yes. 

DOES THIS CONCLUDE YOUR PRE-FILED DIRECT TESTIMONY? 

Yes. 

BRYANT. MANGES DIRECT 
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I. INTRODUCTION AND PURPOSE 

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

My name is Abby L. Motsinger and my business address is 550 South Tryon Street, 

Charlotte, North Carolina 28202. 

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY? 

I am employed by Duke Energy Business Services LLC (DEBS) as Director, 

Jurisdictional Forecasting. DEBS provides various administrative and other services 

to Duke Energy Kentucky, lnc., (Duke Energy Kentucky or Company) and other 

affiliated companies of Duke Energy Corporation (Duke Energy). 

PLEASE BRIEFLY SUMMARIZE YOUR EDUCATIONAL 

BACKGROUND AND PROFESSIONAL EXPERIENCE. 

I have a Bachelor of Business Administration degree in Finance from the 

University of Notre Dame, and a Masters of Accountancy degree from the 

University of North Carolina at Chapel Hill. In 2010, I joined Duke Energy as a 

senior Accounting Analyst in the Midwest Wholesale Accounting department. 

Subsequently, I held various positions of increasing responsibility within the 

Accounting departme t, including the Benefits and SEC Reporting groups. In 

2017, I became Investor Relations Manager. In May 2021 , I became Director, 

Jurisdictional Forecasting within the Financial Planning and Analysis 

Department. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

PLEASE SUMMARIZE YOUR RESPONSIBILITIES AS DIRECTOR, 

JURISDICTIONAL FORECASTING. 

I am responsible for overseeing the preparation of financial forecasts a d other 

financial analysis for Duke Energy's electric utilities, in addition to Duke 

Energy ' s Midwest gas utilities including Duke Energy Kentucky and Duke 

Energy Ohio. 

HA VE YOU PREVIOUSLY TESTIFIED BEFORE THE KENTUCKY 

PUBLIC SERVICE COMMISSION? 

No. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THESE 

PROCEEDINGS? 

My testimony describes the budgeting and forecasting process underly ing the 

projected data for the test year proposed in this Application. I also discuss the 

budget variance reports, which provide the variance analysis for the test period. I 

sponsor and support the forecasted operating revenues and expenses prior to 

proforma adjustments and the long-term financial forecast that were prepared 

under the direction and control of the Financial Planning and Analysis 

department. I spons r Filing Requirements (FR) 16(6)(a), 16(6)(d), 16(6)(e), 

16(7)(b), 16(7)(c), 16(7)(d), 16(7)(f), 16(7)(g), 16(7)(h), and 16(7)(0). In response 

to FR 16(8)(b), I sponsor certain information contained in Schedules B-2, B-2.1, 

B-2.2, B-2.3, B-2.4, B-2.5, B-2.6, B-2.7, B-3, B-3.1, B-3.2, and B-4 that are co-

sponsored by Duke Energy Kentucky witness David Raiford. I sponsor the 

information containe in B-5 and B-5.1 and certain information contained in 

ABBY L. MOTSINGER DIRECT 
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1 Schedule B-8 that is also supported by Duke Energy Kentucky witness Mr. Bryan 

2 Manges. In response to FR 16(6)(a), 16(6)(b) and 16(8)(d), I sponsor Schedules 

3 D-2.1 through D-2.14, and D-2.25. I also sponsor the forecasted data on 

4 Schedules I-1 through I-5 in response to FR 16(8)(i), and Schedule Kin response 

5 to FR 16(8)(k). 

6 Q. 

7 

8 A. 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 Q. 

19 

20 A. 

21 

22 

II. THE BUDGETING AND FORECASTING PROCESS 

DESCRIBE THE SOURCE OF THE FORECASTED FINANCIAL DATA 

USED IN THESE PROCEEDINGS. 

The forecasted data used in these proceedings is based on Duke Energy 

Kentucky 's 2020 actual data and its 2021 annual budget. This is because the 

Company is using a base period that spans two calendar years and is comprised of 

actual data for 2020 and both actual and budgeted data for 202]. The Company is 

also using a fully forecasted test period that, for this proceeding, spans the twelve

month period ending December 31, 2022. The budget and forecast were reviewed 

and approved by Duke Energy Kentucky 's executive management and Duke 

Energy's Board of Directors. Updates to the forecast may occur for material 

changes that occur that were not known at the time of Board approval. Those 

changes are reviewed by executive management. 

HOW DID YOU USE THE 2021 ANNUAL BUDGET RESULTS FOR THE 

BASE AND FORECASTED PERIODS IN THIS PROCEEDING? 

The base period is the twelve months ending August 31, 2021 and consists of six 

months of actual dat through February 2021 and the remaining six months of 

budgeted data. The forecasted test period is the twelve months ending December 
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Q. 

A. 

31, 2022. The Company's 2020 actual data and 2021 budget was the starting point 

for the preparation of both the base and forecasted periods. A simplistic high-level 

summary of that approach is as follows. First, I revised the 2021 annual budget 

for a limited number of updated assumptions. Next, I extended the revised 2021 

budget to December 31, 2022 using the Company ' s standard forecasting 

methodology, which I describe later in my testimony when I explain how I 

prepared the financial forecasts . Finally, I updated the revised budget and the 

forecasted test period with actual data through February 2021. 

DESCRIBE THE BUDGETING AND FORECASTING PROCESS THAT 

YOU USED TO DEVELOP THE TEST PERIOD IN THESE 

PROCEEDINGS. 

Each entity (or group) that performs work throughout the organization is assigned 

a responsibility center, which is specific to a single payroll company. The 

responsibility centers use guidelines provided by Duke Energy's Budgeting and 

Business Support or0 anization within the Financial Planning and Analysis 

Department. The responsibility centers represent detailed responsibility budgets 

consisting of expense items, certain types of revenues, and construction budgets 

for capital projects. T e information is consolidated, along with sales and revenue 

data, into a corporate budget and is reviewed by various levels of management. 

One or more iterations of the annual budget are typically required before final 

approval by executive management and the Board of Directors. This "bottom-up" 

approach is reasonable and has been an effective process for managing costs. 
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Q. 

A. 

Q. 

A. 

DESCRIBE THE GUIDELINES PROVIDED BY THE BUDGETING AND 

BUSINESS SUPPORT ORGANIZATION IN DEVELOPING DUKE 

ENERGY KENTUCKY'S ANNUAL RESPONSIBILITY (OPERATING 

AND MAINTENANCE) CENTER BUDGET. 

The guidelines provided by the business support organization are a detailed set of 

instructions for creating a responsibility center budget. For example, there are 

detai led instructions for budgeting employee labor data, such as the escalation 

rates for union and non-union labor expenses and fringe benefit loading rates. 

Detailed instructions for non-labor related expenses, such as transportation and 

information technology expenses, are included. There are instructions for 

handling contract lab r and supplies. The Company follows internal capitalization 

guidelines when identifying a capital versus expense item. Budget coordinators are 

required to use these assumptions and/or instructions in projecting their future 

departmental expens .s. These operating and maintenance (O&M) budgeting 

guidelines are reflect .ct in the budgets and forecasts that are submitted to Duke 

Energy Kentucky ' s executive management and Duke Energy 's Board of Directors 

for approval and are also reflected in the forecasted financial data in these 

proceedings. 

WHAT OTHER STEPS ARE INVOLVED IN DEVELOPING THE 

CORPORATE BUDGET? 

In addition to the O&M expenses and capital data provided by the budgeting 

process, other forecasted information is required as follows: 

1. Operating revenues; 

2. Projected p rchased natural gas and other natural gas supply cost ; 
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9 Q. 

III. 

3. Depreciation; 

4. Property taxes; 

5. Other Income and Expense, primarily allowance for funds used during 
construction (AFUDC); 

6. Financing assumptions, including short- and long-term debt rates, 
dividend policy, issuances and redemptions, accounts receivable sales 
and capital leases; and 

7. Tax rates and tax depreciation. 

METHODOLOGY FOR THE FORECASTED DATA 

PLEASE DESCRIBE HOW THIS FORECASTED INFORMATION WAS 

10 USED FOR THE CORPORATE BUDGET AND LATER REVISED 

11 AND/OR EXTENDED THROUGH THE BASE AND FORECAST 

12 PERIODS. 

13 A. 

14 

15 Q. 

16 

17 A. 

I will do so by describing the three primary financial statements beginning with 

the income statement. 

A. INCOME STATEMENT 

PLEASE DESCRIBE HOW THE OPERATING REVENUES \-VERE 

FORECASTED. 

The first step in preparing the operating revenues for the 2021 annual budget was 

18 to obtain a forecast of the projected natural gas sales on a thousand cubic feet 

19 basis (MCF) from Duke Energy Kentucky witness Benjamin Walter Bohdan 

20 Passty, Ph.D., Lead Load Forecasting Analyst, who prepared the load forecasts on 

21 a monthly basis. T e forecasts are updated at least annually. The Load 

22 Forecasting and Fundamentals organization also provides the number of 

23 customers for each customer class. The projected revenues for the annual budget 

24 and the long-range forecast for MCF sales were calculated by applying the tariff 

ABBY L. MOTSINGER DIRECT 
6 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

Q. 

A. 

Q. 

A. 

Q. 

A. 

charges to these sales forecast numbers for all natural gas residential customers. 

The projected revenue for natural gas non-residential customers was calculated by 

applying average reafizations to their respective MCF sales forecasts. 

ARE THE REVENUE PROJECTIONS BASED ON WEATHER 

NORMALIZED LOAD FORECASTS? 

Yes. As described by Dr. Passty, a thirty-year (30) historical period was sed as 

the basis for calculating normal weather. This is the same methodology that 

management relies o for preparing its budgets and forecasts , and for financial 

presentations to the Board of Directors, credit rating agencies, and the investment 

community. 

HOW WERE OTHER REVENUES PROJECTED? 

Other revenue categories, such as reconnection charges, minimum use contract 

revenues etc. , for Duke Energy Kentucky ' s 2021 and 2022 annual budgets are 

projected based on historical trends or are provided by the individual budget 

centers. 

HOW DID YOU OBTAIN THE PURCHASED NATURAL GAS EXPENSE 

FOR THE INCOME STATEMENT PORTION OF THE ANNUAL 

BUDGET? 

The level of purchased gas expense is derived from the projected cost per unit of 

the natural gas consumed and the volume of the consumption determined by the 

natural gas sales fo recasts. Duke Energy Kentucky witness Mr. Brian 'Weisker 

provided the natural gas supply mixture and purchased natural gas expense. 
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Q. 

A. 

Q. 

A. 

DESCRIBE HOW DEPRECIATION EXPENSE IS INCLUDED IN THE 

FORECAST. 

The forecasted depreciation for current and projected new natural gas plant was 

calculated by multiplying the original cost of current and projected new natural 

gas plant by the Company account level depreciation rates from Schedule B-3.2. 

This calculation was performed for the base and forecasted periods. Duke Energy 

Kentucky witness Mr. David Raiford provided me with the actual balances of the 

current natural gas plant along with the current depreciation rates. Then the 

Natural Gas Business Unit works with operational teams and provides budgeted 

capital expenditures. A similar process was used to obtain the depreciation 

expense for the five-year forecast, using budgeted capital expenditures. 

DESCRIBE HOW OPERATION AND MAINTENANCE EXPENSES ARE 

INCLUDED IN THE FORECAST. 

The O&M expenses, including benefits and payroll taxes, were obtained from the 

2021 annual budget by the various responsibili ty centers, using the bottom-up 

approach that I described above. Duke Energy Kentucky's proportionate share of 

the shared services ex enses and the corporate center O&M expenses are assigned 

and/or allocated from the service company to Duke Energy Kentucky and are also 

derived using the same bottom-up approach. The allocated share is derived by the 

application of appropriate allocations based on the service company allocation 

factors, and in accord nee with various Commission-approved service agreements 

as discussed in the di rect testimony of Duke Energy Kentucky witness, Mr. Jeff 

Setser. For labor-related expenses, I used the projected annual labor cost rate 
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Q. 

A. 

Q. 

A. 

increases provided by Duke Energy Kentucky witness Mr. Jake Stewart to budget 

2021 and 2022 union and non-union employee labor expense. Union labor cost 

increases were assumed to be between 1 percent and 3 percent, depending on the 

agreements. For 2021, non-union labor cost increases were reduced from 3.5 to 

2.5 percent due to COVID (including both merit increases of 2 percent and an 

allowance for salary increases for promotions of 0.5 percent). Non-union labor 

cost increases are ass med to return to 3.5 percent in 2022 (including both merit 

increases of 3 percent and an allowance for salary increases for promotions of 0.5 

percent). I also used the fringe benefit loading rates (25.70 percent for 2021 and 

2022) and payroll tax (7.65 percent in each year) loadings. Non-labor expenses 

for 2021 and 2022 were forecasted by the responsibility centers based on their 

knowledge and expectations for various costs. 

HOW WAS O&M EXTENDED THROUGH THE FORECASTED 

PERIOD? 

As mentioned above, O&M budgets were supplied by the responsibility centers 

for 2021 and 2022 per the company's Budget Guidelines. The basis for the 2022 

budget is the 2021 budget adjusted for various O&M expenses that are expected 

to diverge from that b dget in 2022. 

HOW DID YOU OBTAIN PROPERTY TAX EXPENSE? 

The property tax expense was obtained from the 2021 annual budget and was 

prepared as described by Duke Energy ' s Tax Department. Duke Energy Ke tucky 

witness Mr. John Panizza supplied the property tax expenses for the forecasted 

financial test period data, based on the capital projections. 
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2 A. 
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5 Q. 

6 A. 
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9 Q. 

10 A. 

11 

12 

13 

14 

15 

16 

17 Q. 

18 

19 A. 

HOW DID YOU OBTAIN INTEREST EXPENSE? 

Duke Energy ' s Treasury Department provided the long-term debt balances and 

long- and short-term interest rates for the 2021 annual budget and the 2022 

forecast. 

HOW DID YOU OBTAIN "OTHER INCOME AND EXPENSE"? 

"Other income and xpense" is a below-the-line item and is derived from a 

combination of sources. The amount of funds fo r the AFUDC was derived from 

the capital forecasts prepared for the 2021 annual budget. 

HOW DID YOU OBTAIN THE INCOME TAX EXPENSE? 

Mr. Panizza provided the appropriate income tax rates and the amortizatiion of 

investment tax credit (ITC) and Excess Deferred Income Taxes (EDITs). The 

income tax expense was deriv.ed using Utilities International (UI) Planner or 

"proprietary forecasting" software for each month of the 2021 annual budget 

period and the 2022 f recast, by applying statutory income tax rates to applicable 

taxable book income and adjusting the resulting applicable income taxes by the 

ITC and EDIT amortization amounts. 

B. BALANCE SHEET STATEMENT 

HOW WERE INITIAL BALANCES ESTABLISHED FOR THE BALANCE 

SHEET? 

The final month of actual data for the base period was the February 2021 

20 balances. Duke Energy Kentucky witness, Mr. Raiford supplied the net book 

21 value for the existing natural gas and common plant and construction work in 

22 progress for the period ending February 2021. I used the proprietary forecasting 
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1 software to calculate the depreciation expense and net natural gas and common 

2 plant and construction work in progress balances for the forecasted period. 

3 Q. WHAT OTHER INFORMATION WAS USED TO ESTABLISH THE 

4 BASE AND FORECASTED BALANCE SHEETS? 

5 A. Mr. Weisker provided the capital expenditures for the forecasted portion of the 

6 base period and for the forecasted test period. All of the forecasted capital data 

7 was prepared for the 2021 annual budget and was completed for a five-year 

8 period as typically do e. 

9 The other assumptions were the dividend policy, the projected changes in 

10 long-term debt, the amount of capital lease and equipment lease payments, and 

11 the sale of accounts receivable for both the 2021 annual budget and the 2022 

12 forecasts . 

C. CASH FLOW STATEMENT 

13 Q. HOW DID YOU PREPARE THE CASH FLOW STATEMENT FOR THE 

14 2021 ANNUAL BUDGET? 

15 A. The cash flow statement is generated by Duke Energy ' s proprietary forecasting 

16 software tools. It is derived from corresponding inputs from the income statement 

17 and changes in the balance sheet. 
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1 Q. 

2 
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5 A. 
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7 
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10 

11 Q. 

12 

13 

14 A. 

15 Q. 

16 A. 

IV. REASONABLENESS OF THE 
FORECASTED TEST PERIOD DATA 

DO YOU HAVE AN OPINION AS TO WHETHER THE FORECASTED 

TEST PERIOD FINANCIAL DATA IS REASONABLE,. RELIABLE, 

MADE IN GOOD FAITH, AND THAT ALL BASIC ASSUMPTIONS USED 

IN THE FORECAST HA VE BEEN IDENTIFIED AND JUSTIFIED? 

Yes, the forecasted test period financial data is reasonable, reliable and made in 

good faith, based on 11 the information available as of the time of this filing. In 

my opinion, as Director, Jurisdictional Forecasting, the budgeting and forecasting 

processes are adequate, reasonable, and reliable. My testimony has identified all 

the basic assumptions in the forecast. These assumptions are justified by my 

testimony and the testimony of the other witnesses I have identified. 

DOES THE FORECAST CONTAIN THE SAME ASSUMPTIONS AND 

METHODOLOGIES USED IN FORECASTED DATA PREPARED FOR 

USE BY MANAGEMENT? 

Yes. 

V. SCHEDULES AND FILING REQUIREMENTS 
SPONSORED BY WITNESS 

PLEASE DESCRIBE FR 16(6)(a). 

FR 16(6)(a) is the forecasted period in the form of pro forma adjustments to the 

17 base period. Our ass mptions and methodologies have been described m my 

18 testimony as well as other witnesses in this case. 
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12 



1 Q. 

2 A. 

3 

4 Q. 

5 A. 

6 

7 Q. 

8 A. 

PLEASE DESCRIBE FR 16(6)(b). 

FR 16(6)(b) requires that the forecasted adjustments are limited to the twelve 

months immediately following the suspension period. 

PLEASE DESCRIBE FR 16(6)(d). 

FR 16( 6)( d) requires that there be no revisions to the forecast after filing. The 

Company will comply with this requirement. 

PLEASE DESCRIBE FR 16(6)(e). 

FR 16(6)(e) provides that the Commission may require the utility to prepare an 

9 alternative forecas t based upon a reasonable number of changes in the variables, 

10 assumptions and other factors used as the basis for the utility's forecast. The 

11 Company will comply with this if requested. 

12 Q. PLEASE DESCRIBE FR 16(7)(b). 

13 A. FR 16(7)(b) consists of the Company ' s most recent capital construction budget 

14 containing a minimum three (3) year forecast of construction expenditures. 

15 Q. PLEASE DESCRIBE FR 16(7)(c). 

16 A. FR 16(7)(c) is a summary of the assumptions used to prepare the forecasted test 

17 period data. Our assumptions and methodologies have also been described in my 

18 testimony and the testimony of other witnesses I identified earlier. 

19 Q. 

20 A. 

21 

22 Q. 

23 A. 

PLEASE DESCRIBE FR 16(7)(d). 

FR 16(7)(d) is Duke Energy Kentucky's annual and monthly budget for the 

twelve-months preceding the filing date, the base period and forecasted period. 

PLEASE DESCRIBE FR 16(7)(0, 

FR 16(7)(t) includes s ecific information for each major construction project that 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

constitutes five (5) percent or more of the annual construction budget within the 

three (3) year forecast. This information includes the date the project was or is 

estimated to be started, the estimated completion date, and the total estimated cost 

of construction by y ar exclusive and inclusive of AFUDC or interest during 

construction credit, and the most recent available total costs incurred exclusive 

and inclusive of AFUDC. 

PLEASE DESCRIBE FR 16(7)(g). 

FR 16(7)(g) includes n aggregate of the information included in FR 16(7)(t) for 

all construction projects that constitute less than five (5) percent of the annual 

construction budget within three (3) years of the forecast. 

PLEASE DESCRIBE FR 16(7)(h). 

FR 16(7)(h) is Duke Energy Kentucky 's financial forecast corresponding to the 

three-year capital bud et. This includes an income statement, a balance sheet, a 

statement of cash flow, and certain other required financial and statistical 

information. 

PLEASE DESCRIBE FR 16(7)(0). 

FR 16(7)(0) consists of management's monthly variance reports for the twelve 

months prior to the b se period, each month of the base period and subsequent 

months as available. These reports are self-explanatory and include explanations 

on the variances. 
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1 Q. PLEASE DESCRIBE THE INFORMATION YOU SUPPORT IN 

2 SCHEDULES B-2, B-2.1, B-2.2, B-2.3, B-2.4, B-2.5, B-2.6, B-2.7, B-3,. B-3.1, 

3 B-3.2, AND B-4. 

4 A. 

5 

6 Q. 

7 A. 

Mr. Raiford provided me with the actual data that I used to compile the forecasted 

data contained in these schedules. 

PLEASE DESCRIBE SCHEDULE B-5. 

Schedule B-5 is a summary of the jurisdictional working capital calculation based on 

8 the Commission's traditional methodology. The calculation includes inventory 

9 balances and prepaym nts. 

10 Q. PLEASE DESCRIBE SCHEDULE B-5.l. 

11 A Schedule B-5.1 reflect the itemized miscellaneous working capital items £ r both 

12 the base and forecasted periods. 

13 Q. PLEASE EXPLAIN THE MATERIALS AND SUPPLIES INVENTORY ON 

14 SCHEDULE B-5.1. 

15 A The materials and su plies shown on Schedule B-5.1 represent the 13-month 

16 average for the forecasted period and the end of period balance for the base period. 

17 These supplies consist primarily of supplies kept on hand in the Company's 

18 storerooms. These investments assure that adequate supplies are available to provide 

19 reliable service to customers. The 13-month average of material and supplies 

20 included in natural gas working capital for the forecasted test period is $422,179. 

21 Q. PLEASE EXPLAIN THE GAS ENRICHERS LIQUIDS AND GAS STORED 

22 UNDERGROUND INVENTORIES ON SCHEDULE B-5.1. 

23 A. The gas enricher liquids and gas stored underground inventories shown on Schedule 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

B-5.1 represent the 13-month average for the forecasted period and the end of period 

balance for the base period. The 13-month average balances of gas enricher liquids 

and gas stored underground inventories included in natural gas working capital for 

the forecasted test peri dare $1,785,156 and $1,692,954, respectively. 

PLEASE DESCRIBE THE B-8 SCHEDULE AND THE INFORMATION 

YOU SUPPORT. 

Schedule B-8 is the comparative balance sheet. I sponsor the forecasted data 

contained in this sched le. 

PLEASE DESCRIBE SCHEDULE D-2.1. 

Schedule D-2.1 adjusts base period revenue to the level included in the forecasted 

test period. The adjustment results in a net revenue increase of $5,444,770. 

PLEASE DESCRIBE SCHEDULE D-2.2. 

Schedule D-2.2 adjus ts base period purchased gas cost expenses to the level 

included in the forecasted test period. The effect of the adjustment on Duke 

Energy Kentucky' s natural gas operations is an increase in pre-tax operating 

expenses of $5 ,070,846. 

PLEASE DESCRIBE SCHEDULE D-2.3. 

Schedule D-2.3 adjusts base period other production expenses to the level 

included in the forecasted test period . The effect of the adjustment on gas 

operations is a decrease in pre-tax operating expenses of $87,408. 

PLEASE DESCRIBE SCHEDULE D-2.4. 

Schedule D-2.4 adjusts the base period for other gas supply expense to the 

forecasted period. The effect of the adjustment on natural gas operations is a 
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2 Q. 

3 A. 
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5 

6 Q. 

7 A. 

8 

9 

10 Q. 

11 A. 

12 

13 

14 Q. 

15 A. 

16 

17 

18 Q. 

19 A. 

20 

21 

22 Q. 

23 A. 

decrease in pre-tax operating expenses of $26,660. 

PLEASE DESCRIBE SCHEDULE D-2.5. 

Schedule D-2.5 adjusts base period transmission expenses to the level included in 

the forecasted test period . The effect of the adjustment on natural gas operations is 

an increase in pre-tax operating expenses of $115,162. 

PLEASE DESCRIBE SCHEDULE D-2.6. 

Schedule D-2.6 adjusts base period distribution expenses to the level included in 

the forecasted test period . The effect of the adjustment on natural gas operations is 

an increase in pre-tax operating expenses of $337,547. 

PLEASE DESCRIBE SCHEDULE D-2.7. 

Schedule D-2.7 adjusts base period customer accounts expenses to the level 

included in the foreca ted test period. The effect of the adjustment on natural gas 

operations is an increase in pre-tax operating expenses of $1,990,460. 

PLEASE DESCRIBE SCHEDULE D-2.8. 

Schedule D-2.8 adjust base period customer service and information expenses to 

the level included in t e forecasted test period. The effect of the adjustment on 

natural gas operations is an increase in pre-tax operating expenses of $43,843. 

PLEASE DESCRIBE SCHEDULE D-2.9. 

Schedule D-2.9 adjust. base period sales expense to the level included in the 

forecasted test period. The effect of the adjustment on natural gas operations is an 

increase in pre-tax operating expenses of $47,036. 

PLEASE DESCRIBE SCHEDULE D-2.10. 

Schedule D-2.10 adjusls base period administrative and general expenses to the 

ABBY L. MOTSINGER DIRECT 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

level included in the forecasted test period. The effect of the adjustment on natural 

gas operations is a decrease in pre-tax operating expenses of $1,203,155. 

PLEASE DESCRIBE SCHEDULE D-2.11. 

Schedule D-2.11 adjusts base period other operating expenses to the level 

included in the forecasted test period. The effect of the adjustment on natural gas 

operations is a decrease of pre-tax operating expenses of $1,489,563. 

PLEASE DESCRIBE SCHEDULE D-2.12. 

Schedule D-2.12 adjusts base period depreciation expense to the level included in 

the forecasted test period. The effect of the adjustment on natural gas operations is 

an increase in pre-tax operating expenses of $665 ,032. 

PLEASE DESCRIBE SCHEDULE D-2.13. 

Schedule D-2.13 adjusts base period taxes other than income taxes to the level 

included in the foreca~ted test period. The effect of the adjustment on natural gas 

operations is an increase in pre-tax operating expenses of $664,213. 

PLEASE DESCRIBE SCHEDULE D-2.14. 

Schedule D-2.14 adjusts base period income taxes to the level included in the 

forecasted test period. The effect of the adjustment on natural gas operations is an 

increase in income tax xpense of $505. 

PLEASE DESCRIBE SCHEDULE D-2.25. 

Schedule D-2.25 is an adjustment to annualize revenue m the forecas ted test 

period. The overall effect of the adjustment on natural gas operations is to 

decrease revenues in the forecasted test period by $515,124. 
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1 Q. PLEASE DESCRIBE SCHEDULES 1-1 THROUGH 1-5. 

2 A. Schedule 1-1 contains comparative mcome statements fo r the Company. 

3 Schedules 1-2.1 through 1-5 contains comparative revenue and sales statistical 

4 information as required by the Commission' s fi ling requirements. 

5 Q. 

6 A. 

PLEASE DESCRIBE SCHEDULE K. 

Schedule K contains comparative financial and statistical information, as required 

7 by the Comm ission's fi ling requirements. I provided the condensed income 

8 statement, on page 2, and the mix of sales and fu el on page 5, fo r the base period 

9 and the forecasted test period. 

X. CONCLUSION 

10 Q. WAS THE INFORMATION YOU SPONSOR IN FR 16(6)(a), 16(6)(d), 

11 16(6)(e), 16(7)(b) , 16(7)(c), 16(7)(d), 16(7)(f) , 16(7)(g), 16(7)(h), 16(7)(0), 

12 16(8)(b), 16(8)(d), 16(8)(i), AND 16(8)(k), SCHEDULES B-2, B-2.1, B-2.2, B-

13 2.3, B-2.4, B-2.5, B-2 .. 6, B-2.7, B-3, B-3.1, B-3.2, B-4, B-5,B-5.1, AND B-8, D-

14 2.1 THRU D-2.14, AND D-2.25, AS WELL AS SCHEDULES 1-1 THROUGH 

15 1-5, AND SCHEDULE K PREPARED BY OR SPONSORED AND 

16 SUPPORTED BY YOU? 

17 A. Yes. 

18 Q. IS THE INFORMATION CONTAINED IN THOSE SCHEDULES 

19 ACCURATE TO THE BEST OF YOUR KNOWLEDGE AND BELIEF? 

20 A. 

21 Q. 

22 A. 

Yes. 

DOES THIS CONCLUDE YOUR PRE-FILED DIRECT TESTIMONY'? 

Yes. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

I. INTRODUCTION AND PURPOSE 

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

My name is John R. Panizza and my business address is 550 South Tryon Street, 

Charlotte, North Carolina 28202. 

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY? 

I am employed by Duke Energy Business Services LLC (DEBS) as Director, Tax 

Operations. 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 BRIEFLY SUMMARIZE YOUR EDUCATIONAL 

BACKGROUND AND PROFESSIONAL EXPERIENCE. 

I have a Bachelor of Science degree in Accounting from Montclair State 

University and a M ster' s in Taxation from Seton Hall University. I am a 

Certified Public Ace untant in the state of New Jersey. My professional work 

experience began in 1989 as an auditor with KPMG. From 1993 to 2002, I held a 

number of financial positions primarily at two companies, in telecommunications 

and automotive (AT&T Corp., and Collins & Aikman Inc.). In 2002, I joined 

Duke Energy and have held a number of financial positions of increasing 

responsibilities, inclu ing various accounting and tax related positions. In March 

2018, after a three-year rotation primarily in Corporate Accounting, I moved back 

into the mle of Director, Tax Operations, a position that I had previously held. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

PLEASE SUMMARIZE YOUR RESPONSIBILITIES AS DIRECTOR, 

TAX OPERATION . 

As Director, Tax Operations, I have overall responsibility for corporate tax 

compliance, and acco nting for Duke Energy . The Duke Energy Tax Operations 

Department prepares and files federal , state, and local income tax returns for 

Duke Energy. The department also files tax returns for various joint ventures if 

Duke Energy is the de~ignated tax matters partner. 

The Tax Department maintains and reconciles Duke Energy ' s tax accounts 

and is responsible for the reporting and disclosure of tax-related matters, to the 

extent required. 

HA VE YOU PREVIOUSLY TESTIFIED BEFORE THE KENTUCKY 

PUBLIC SERVICE COMMISSION? 

Yes. I provided testimony in Case No. 2019-00271 , Duke Energy Kentucky' s last 

electric base rate case proceeding and Case No. 2018-00261, Duke Energy 

Kentucky 's last natural gas base rate case proceeding. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS 

PROCEEDING? 

My testimony addresses Duke Energy Kentucky ' s income tax expense presented 

in this filing and certain other tax matters . I sponsor Schedule B-6 and Schedule 

E-1 and E-2 in response to Filing Requirements FR 16(8)(b) and FR 16(8)(e) 

respectfully. I discuss the impact of the Tax Cuts and Job ' s Act (Tax Act) on 

Duke Energy Kentucky's natural gas operations. I also provided certain addi tional 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

tax information to other witnesses for their use in certain calculations for the base 

period and the forecasted period. 

II. SCHEDULES SPONSORED BY WITNESS 

PLEASE DESCRIBE SCHEDULE B-6. 

Schedule B-6 includes the Accumulated Deferred Investment Tax Credit, 

Accumulated Deferre Income Tax (ADIT) and Excess Deferred Income Tax 

(EDIT) balance information. 

PLEASE DESCRIBE SCHEDULE E-1. 

Schedule E-1 is the calculation of adjusted jurisdictional federal and state taxable 

income and federal and state income tax expense for the base period under current 

income tax rates and f r the fo recasted period at income tax rates in effect for that 

period. Included within this calculation is an amortization of excess deferred 

income taxes. 

PLEASE DESCRIBE SCHEDULE E-2. 

Schedule E-2 is for the calculation of jurisdictional federal and state taxable 

income and federal and state income tax expense. Since the utility taxes are 100% 

jurisdictional, this schedule is not applicable. 

WHAT TAX INFORMATION DID YOU PROVIDE TO OTHER 

WITNESSES? 

I provided Duke Energy Kentucky witness Ms. Abby L. Motsinger with the 

property tax expense fo r the forecasted financial data. These expenses are based 

on projected property tax rates applied to the most recent valuations as approved 
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by the Kentucky Department of Revenue (KDR), updated for projected additions, 

retirements, and additional depreciation. 

I also provided Ms. Motsinger and Mr. Brown with the income tax rates 

and the amortization of the investment tax credit and EDITs for both the 

forecasted portion of the base period consisting of the six months ending August 

31, 2021, and the forecasted test period ending December 31, 2022. 

I reviewed Ms. Motsinger and Mr. Brown' s calculation of deferred income 

taxes for the base period and the forecasted period, I provided the amount of tax 

depreciation she used for this calculation, and I support the methodology she used 

for calculating deferred income taxes. 

III. TAXACT 

PLEASE BRIEFLY DESCRIBE THE TAX ACT. 

On December 22, 2017, President Donald Trump signed the Tax Act into Law. 

This legislation represents the most significant revision to the Federal Tax Code 

in the last thirty years. The voluminous Tax Act brought comprehensive change to 

the individual, corporate and international tax law. The headline change to the 

corporate tax code was a reduction of the statutory corporate tax rate from 35 

percent to 21 percent, ut this reduction in rate was accompanied by many other 

provisions that serve to broaden the tax base and to "pay for" the effect of the 21 

percent tax rate. Most provisions of the Tax Act took effect beginning January 1, 

2018. 
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A. 

Q. 

A. 

Q. 

A. 

WHAT WAS THE PURPOSE BEHIND THE PASSAGE OF THE TAX 

ACT? 

The purpose of the Tax Act was to stimulate business investments, create jobs and 

grow the economy. expectation that the financial health of the Company be 

unharmed by tax reform is reasonable and is consistent with these policy 

objectives and serves as a theme of my testimony. 

WHAT WERE THE KEY PROVISIONS OF THE TAX ACT AS IT 

RELATES TO DUKE ENERGY KENTUCKY? 

Most changes to the corporate tax code apply to all U.S. corporations equally; 

while a limited set of others affect regulated utilities uniquely. For utilities in 

general, and for Duke Energy Kentucky in particular, the key provisions of the 

Tax Act that affect customer rates are as follows: (1) reduction of the corporate 

tax rate from 35 percent to 21 percent; (2) retention of net interest expense 

deductibility; (3) elimination of bonus depreciation; ( 4) elimination of the 

manufacturing deduction; and (5) normalization of EDITs resulting from the Tax 

Act. 

HAS DUKE ENERGY KENTUCKY INCORPORATED THE IMPACTS 

OF THE TAX ACT IN ITS RATES? 

Yes. In its llast natural gas base rate case, Case No. 2018-00261, Duke Energy 

Kentucky incorporated the impacts of the Tax Act into its natural gas base rates. 

In this case, the Company is not proposing any changes. 
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Q. 

A. 

HAS THE COMPANY QUANTIFIED THE REMAINING BALANCE OF 

THE PROTECTED AND UNPROTECTED EDITS FOR NATURAL GAS 

OPERATIONS? 

Yes. The total projected balance of the EDITs for the Company' s natural gas 

operations as of December 31, 2022 before ratemaking adjustments is as follows : 

Protected EDITs (Federal) 

Unprotected EDITs (Federal) 

Unprotected EDITs (State) 

Total EDITs 

$30,377,496 

$ 169,028 

$ 409,562 

$30,956,086 

As discussed in the testimony of Company witness Jay P. Brown, an 

adjustment of $1 ,686,110 was made to the EDIT balances resulting in a final 

EDIT balance of $29,269,976. The protected EDITs represent the remeasurement 

of property related deferred tax liabilities resulting from accelerated tax 

depreciation and the balance is prorated as required by the tax normalization rules 

set forth in Treasury Regulation §1.167(1)-1. The unprotected EDITs 

(Federal)represent the remeasurement of all other property and non-property 

related deferred tax liabilities and assets and the balance is based on a 13-month 

average of the test period . The Unprotected EDITs (State) represent the 

remeasurement of state deferred taxes as a result of the red uction of the Kentucky 

state income tax rate from 6% to 5% and the balance is based on a 13-rnonth 

average of the test period. 
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Q. 

A. 

PLEASE EXPLAIN HOW THE COMPANY IS PROPOSING TO 

ADDRESS POTENTIAL FUTURE CHANGES TO THE FEDERAL OR 

STATE CORPORATE INCOME TAX RATE? 

As part of this proceeding, the Company is proposing a new mechanism, the 

Governmental Mandate Adjustment (Rider GMA) that, among other things, will 

be used to address any future changes in the federal or state income tax rate. Duke 

Energy Kentucky witness Sarah E. Lawler explains in her Direct Testimony the 

mechanics of Rider G MA. As it relates to changes in income tax rates, to the 

extent the new administration acts on its desire to increase the corporate tax rate 

from its current 21 percent, the Rider GMA will allow the Company to collect the 

incremental difference and also adjust the unprotected balances of the EDITs that 

are currently included in natural gas base rates to ensure the Company is 

recovering the correct amount of taxes . An increase in the corporate tax rate from 

the current 21 percent would mean that the income tax expense included in base 

rates is understated and the current level of EDITs calculated for customers has 

been overstated. Just as the Commission determined that Duke Energy 

Kentucky 's natural gas rates should be corrected outside of a base rate proceeding 

to reflect the appropriate level of tax obligations following the Trump 

Administration' s Tax Act, so too should the Company ' s rates reflect the correct 

tax rate adjusted under the Biden Administration. The Rider GMA would be the 

mechanism to enable that correction should it come to fruition. The Rider GMA 

would also remain active in the future for any other changes to state or federal 
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5 A. 

6 Q. 

7 A. 
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16 Q. 

17 

18 A. 

19 

income taxes, both i creases and decreases, so that customers are always paying 

no more or no less than current tax rates. 

IS THE COMPANY PROPOSING TO INCLUDE CHANGES IN 

PROTECTED EDIT BALANCES IN RIDER GMA? 

No. 

WHY NOT? 

A public utility must compute the income tax component of its cost of service by 

following IRS tax normalization rules. To be compliant with the consistency 

requirements of tax n rmalization rules, book depreciation, tax expense, excess 

deferred income tax, and accumulated deferred income taxes should be treated 

consistently when cal ulating rates. Because the Company is not proposing to 

include changes to t ese other components in Rider GMA, the changes in 

protected EDIT cannot be included in Rider GMA either. Rather the Company 

will update protected EDIT balances at the time of its next natural gas base rate 

case. 

IV. INCOME TAX EXPENSE 

WHAT TAX RATE DID THE COMPANY USE TO CALCULATE ITS 

TEST PERIOD FEDERAL INCOME TAX EXPENSE? 

The Company used the statutory Federal corporate income tax rate of 21 % for 

both the base period and forecasted period. 

JOHN R. PANIZZA DIRECT 
8 



1 Q. 

2 

3 A 

4 

5 Q. 

6 

7 A 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 Q. 

WHAT TAX RATE DID THE COMPANY USE TO CALCULATE ITS 

TEST PERIOD STATE INCOME TAX EXPENSE? 

The Company used the composite statutory Kentucky corporate income tax rate 

of 5% for both the base period and the forecast period. 

WHAT IS THE COMBINED FEDERAL AND STATE STATUTORY 

INCOME TAX RATE APPLICABLE DURING THE TEST PERIOD? 

The combined statutory federal and state statutory income tax rate for Duke 

Energy Kentucky , which is expected to be in effect during the base period and for 

the forecasted period is 24.925 %. This rate includes the corporate statutory 

federal income tax rate of 21 % and the composite statutory Kentucky corporate 

income tax rate of 5%. State income taxes are deductible in computing the federal 

tax liability and this deduction is considered in computing the overall effective tax 

liability. I provided this information to Ms. Motsinger for her use in calcufating 

the revenue requirement. I also provided him with the amount of income tax 

expense for the base period and the forecasted test period, based on these income 

tax rates. 

V. PROPERTY TAX EXPENSE 

HOW DID DUKE ENERGY KENTUCKY CALCULATE THE PROPERTY 

18 TAX EXPENSE FOR THE FORECASTED TEST PERIOD? 

19 A We calculated the property tax expense based on the assessed value of Duke 

20 Energy Kentucky 's property located in Kentucky with adjustments for anticipated 

21 property tax rate increases, additions, retirements and additional depreciation. As 

22 in past years, Duke Energy Kentucky will attempt to negotiate proper assessment 
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1 values with the Kentucky Department of Revenue (KDR). The Company will 

2 notify the Commission of the result of its negotiations with the KDR for the 2021 

3 tax year so the Commission can determine whether to adjust Duke Energy 

4 Kentucky' s property tax expense for the forecasted test period. 

VI. CONCLUSION 

5 Q. WAS THE TAX INFORMATION YOU SUPPLIED FOR SCHEDULE B-6 

6 AND SCHEDULES E-1 AND E-2, AND THE TAX INFORMATION YOU 

7 SUPPLIED TO OTHER WITNESSES, PREPARED UNDER YOUR 

8 DIRECTION AND SUPERVISION? 

9 A. 

10 Q. 

11 A. 

Yes. 

DOES THIS CONCLUDE YOUR PRE-FILED DIRECT TESTIMONY? 

Yes. 
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I. INTRODUCTION AND PURPOSE 

PLEASE ST ATE YOUR NAME AND BUSINESS ADDRESS. 

My name is Benjamin Walter Bohdan Passty. My business address is 550 South 

Tryon Street, Charlotte, North Carolina 28202. 

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY? 

I am employed by Du e Energy Business Services LLC (DEBS) as a Lead Load 

Forecasting Analyst in the Load Forecasting group. 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 BRIEFLY SUMMARIZE YOUR EDUCATIONAL 

BACKGROUND AND PROFESSIONAL EXPERIENCE. 

I received a Bachelor of Atis degree in Economics and a Bachelor of Science 

Degree in Mathematics from Trinity University in 2002, a Master of Arts degree 

in Economics from N rthwestern University in 2003 , and a Doctor of Philosophy 

in Economics from Northwestern University in 2008. 

I joined Duke Energy Corp. in July 2013 as a Lead Forecaster in the Load 

Forecasting Department. My current tit le is Lead Load Forecasting Analyst. 

ARE YOU A MEMBER OF ANY PROFESSIONAL ORGANIZATIONS? 

I am a dues-paying member of the Charlotte Economics Club, a local chapter of 

the National Association for Business Economists. 

BENJAMIN PASSTY Ph.D. DIRECT 
I 



1 Q. 

2 

3 

4 A. 

5 

6 

7 

8 

9 

10 

11 

12 Q. 
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18 
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22 

PLEASE BRIEFLY DESCRIBE YOUR DUTIES AND 

RESPONSIBILITIES AS LEAD FORECASTER IN THE LOAD 

FORECASTING GROUP. 

My primary responsibility is to develop Duke Energy's long-term electric and gas 

forecasts for portions of its Midwest service area, currently Kentucky, Ohio and 

Indiana. These forecasts and analyses are provided to departments throughout 

Duke Energy and are used for budgeting, generation planning, and regulatory 

filings, such as long-term forecast reports, integrated resource plans, and rate 

cases. In addition to my primary duties, I regularly support special proj ects, 

requmng statistical a alysis and forecasting, including assessment of c rrent 

economic conditions. 

HA VE YOU PREVIOUSLY TESTIFIED BEFORE THE KENTUCKY 

PUBLIC SERVICE COMMISSION? 

Yes. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS 

PROCEEDING? 

My testimony presents and explains Duke Energy Kentucky ' s long-term energy 

and demand forecast prepared and utilized in the Company's rate case filing. This 

includes a discuss ion of the level of normal weather utilized in the preparation of 

the forecast. I sponsor Filing Requirement (FR) l 6(7)(h}( 5). I also discuss certain 

information that I supplied to Duke Energy Kentucky witnesses Ms. Abby L. 

Motsinger and Mr. Jeff L. Kern for their use in preparing additional testimony. 
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II. LOAD FORECAST 

DID YOU PREPARE THE COMPANY'S NATURAL GAS VOLUME 

FORECAST? 

Yes, I did. 

HOW IS DUKE E~ERGY KENTUCKY'S NATURAL GAS VOLUME 

FORECAST DEVELOPED? 

Generally speaking, the Natural Gas Volume Forecast is developed in three steps: 

first , a service area ec nomic forecast is obtained; second, a customer forecast is 

obtained; next, an energy forecast is prepared. 

PLEASE DESCRIBE HOW THE SERVICE AREA ECONOMIC 

FORECAST IS OBTAINED. 

The economic forecast for northern Kentucky and the greater Cincinnati region is 

obtained from Moody Analytics ' (a nationally recognized economic forecasting 

firm) portal Economy.com (Moody's) . Based upon its forecast of the national 

economy, Moody ' s prepares a forecast of key economic concepts specific to the 

greater Cincinnati area, including the portion of northern Kentucky served by 

Duke Energy Kentucky. This forecast provides detailed projections of 

employment, income, wages, industrial production, inflation, prices, and 

population. This info mation serves as a key input into the energy forecast 

models. 

The Duke Enei·gy Kentucky service area is located in northern Kentucky 

adjacent to the city of Cincinnati, which is contained within the service area of 

Duke Energy Ohio, another subsidiary of Duke Energy. The economy of northern 
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Kentucky is contained within the Cincinnati Primary Metropolitan Statistical Area 

(PMSA) and is an inte0 ral part of the regional economy . 

HOW IS THE CUSTOMER FORECAST OBTAINED? 

A high-level customer growth forecast is delivered to me by Duke Energy's 

Natural Gas Sales and Delivery Segment that calculates the forecast. I calculate 

growth rates from this fo recast, applying them to 11istorical data to produce 

forecasts for a more detailed set of customer classes, as well as dividing between 

"full serv ice" customers and "firm transportation" customers by "sharing them 

out" at percentages that are in-line with recent historical shares and growth rates. 

HOW IS THE ENERGY FORECAST DEVELOPED? 

The energy fo recast proj ects the natural gas load required to serve Duke Energy 

Kentucky ' s retail customer classes - residential, commercial, indl'.1strial, 

government or other public authority (OPA). The projected energy requirements 

for Duke Energy Kentucky ' s retail customers are determined through econometric 

analysis. Econometric models are a means of representing economic behavior 

through the use of statistical methods, such as regression analysis, which 

attributes historically measured changes in sales to variation in a series of 

predictive variables . 

WHAT ARE THE PRIMARY FACTORS AFFECTING NATURAL GAS 

USAGE? 

The primary driver in all models is weather as measured via heating degree days . 

Some of the maj or economic drivers are the number of residential customers and 

economic act ivity measures detailed below. For the residentia l sector, t e key 

BENJAMIN PASSTY Ph.D. DIRECT 
4 



1 

2 

.., _, 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

Q. 

A. 

factors are the population of the area, the average household income, and real 

energy prices. For the commercial sector, the key factors include total (non-farm) 

employment and real energy prices. The governmental sector model includes 

government employment, as we:l l as energy prices. In the industrial sector-and a 

certain group of intenuptible customers are modeled this way- the key fac tors 

include a weighted average of manufacturing employment and real manufacturing 

GDP and real energy prices. 

Generally, energy use increases with higher economic activity. As energy 

prices increase, energy usage tends to decrease due to customers ' conservation 

activities, although the relationship is not statistically significant for models of all 

classes of customers. 

HOW ARE THESE FACTORS IMPLEMENTED IN THE EQUATIONS 

USED TO PROJECT THE ENERGY REQUIREMENTS OF DUKE 

ENERGY KENTUCKY'S RETAIL CUSTOMERS? 

The forecasting models are exposed to historical data for these variables. Then, 

estimated coefficients are used along with projected data to calculate future 

energy consumption conditional on forecasts of these economic and weather 

conditions. While many economic and weather variables are relevant to the entire 

greater Cincinnati area, the Duke Energy Kentucky sales forecast is developed by 

maintaining specific forecasting models for sales only to Duke Energy Kentucky 

customers in the residential , commercial, industrial , government or OP A. 
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ARE THERE ANY ADJUSTMENTS MADE TO THE ALLOCATED 

FORECASTS DERIVED FROM THE ECONOMETRIC MODELS? 

The Company sometimes adjusts the forecast fo r anticipated increases in load due 

to a major new custo er or a significant expansion at a current customer's site. 

The 2022 Test Year L ad Forecast did include an adjustment fo r a large logistics 

fac ility located near the CVG airport. The natural gas volume delivered to this 

customer was added to the industrial class. 

IS DUKE ENERGY KENTUCKY'S LOAD FORECASTING 

METHODOLOGY SIMILAR TO THAT EMPLOYED AT THE TIME OF 

THE COMPANY'S LAST NATURAL GAS BASE RATE CASE? 

Yes, the econometric forecasting methodology used to create the Load Forecast is 

basically the same as that used by the Company in prior cases. 

ARE YOU FAMILIAR WITH OTHER NATURAL GAS UTILITIES' 

LONG-TERM LOAD FORECASTS? 

Yes, I am. 

ARE THE FACTORS THAT ARE USED BY DUKE ENERGY 

KENTUCKY IN FORMULATING ITS NATURAL GAS LOAD 

FORECASTS SIMILAR TO THE FACTORS USED BY OTHER 

UTILITIES IN THEIR LOAD FORECASTS? 

Yes. While other util ities might use a variety of load forecasting approaches ., such 

as econometric, end-use, trend analysis, or time series analysis, nearly all of the 

utilities I am familiar with use the same factors considered by Duke Energy 

Kentucky, to varying degrees. Commonly used factors include: weather data, 
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population, income, industrial production or output measures, employment, and 

price information. Price forecasts for alternate fue ls including natural gas and fuel 

oil are often used as well. I am aware of survey data indicating that many large 

utilities utilize an approach consistent with this methodology. 

HOW DOES MANAGEMENT JUDGMENT FIT INTO THE LOAD 

FORECASTS? 

Under any approach to load forecasting, judgment is an essential element. Each 

utility must use the approach that, in its judgment, best suits its particular 

situation, taking into account the various factors. Examples of this would be 

advice from the sales team about conditions on the ground that are related to 

regional growth, or a vice from the managers of energy efficiency and demand 

side management programs that provide incentives for customers to reduce energy 

usage . 

PLEASE DESCRIBE ATTACHMENT BWP-1. 

Attachment BWP-1 is a summary of Duke Energy Kentucky ' s naturnl gaS, sales 

forecast and five-year growth rates forecast. The projected arurnalized rate of 

growth in total retail sales for the five-year period 2022 to 2027 is 1.8% per year. 

HOW WOULD YOU CHARACTERIZE THE LONG-TERM TREND IN 

YOUR EXPECT ATlONS FOR THAT GROWTH RA TE IN RETAIL 

SALES? 

The level of sales and the growth are higher than they would have been in earlier 

cycles of our forecast, which Duke Energy Kentucky refreshes annually. Three 

reasons for the higher results are: (1) volumes generally exceeding what was 
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predicted in earlier forecast cycles; (2) an increase in the growth rate of expected 

customers; and, (3) the inclusion of volume that would be sold to a particular, 

large customer. The economic data that was supplied to us displayed fairly rapid 

growth in the short term, including rapid growth in the number of households in 

the service territory. Finally, the timing of the historical data used for this fo ecast 

meant that there was not a big impact of COVID-related shutdowns, as natural gas 

volumes are typically highest in January and February, meaning any decrease in 

usage fo r March and April would have had little impact on the modeling. 

III. DEGREE DAY DAT A USED IN THE FORECAST 

HOW IS WEATHER MEASURED FOR PURPOSES OF THE 

FORECAST? 

Weather is expressed i terms of Heating Degree Days and Cooling Degree Days. 

WHAT IS A HEATING DEGREE DAY AND A COOLING DEGREE 

DAY? 

A Heating Degree Day (HDD) is calculated using a base temperature measured on 

the Fahrenheit scale and occurs when the daily average temperature is below the 

base (it is zero otherwise). HDD measures the difference of the daily average 

temperature and the base temperature. The formula is : 

Heating Degr e Days = Base Temperature - Daily Average Temperature 

A Cooling Degree Day (CDD) is also calculated using a base temperature 

measured on the Fahrenheit scale. However, it occurs when the daily average 

temperature is above the base. CDD measures the difference of the daily average 

temperature and the base temperature. The formula is: 
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Cooling Degree Days = Daily Average Temperature - Base Temperature 

Any negative result of these calculations is taken to be zero. These generally do 

not affect the gas volumes forecasts. 

PLEASE EXPLAIN "NORMAL" WEATHER. 

The natural gas forecast projects Duke Energy Kentucky ' s natural gas volume 

sales for the test period. In order to project this- since our econometric models 

include weather as an independent variable- one must make a judgment about the 

weather conditions expected to occur during the test period. This is known as 

"normal" weather. These expected weather conditions are forecast from historical 

weather data. This usage of an average of prior actual weather to predict what 

future weather patterns are likely to be experienced is an industry sta dard 

methodology. 

PLEASE DESCRIBE HOW DUKE ENERGY KENTUCKY 

CALCULATED NORMAL WEATHER? 

Duke Energy Kentucky uses a rolling 30-year period to calculate the Normal 

Weather in its electric and natural gas forecasts. 

DOES THE NATIONAL OCEANIC AND ATMOSPHERIC 

ADMINISTRATION (NOAA) PROVIDE NORMAL WEATHER DATA 

FOR DUKE ENERGY KENTUCKY'S SERVICE AREA? 

Yes. NOAA is responsible for monitoring climate conditions in the Unjted States. 

Additional informati n about NOAA is available at their web site at 

www.noaa.gov. The standard time period prescribed by the United Nations World 

Meteorological Organization for measuring climate conditions is 30 years, and 
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NOAA updates its calculations fo r the United States fo r these 30-year periods at 

the end of each decade. The most current 30-year period used by NOAA is l 981-

20 10. NOAA's climat normal for the next 30-year normal weather period (1991-

2020) has not yet been released as of this writing. 

Because of its infrequent updates, Duke Energy Kentucky ' s forecast does 

not use the NOA.A.. calculations. Rather, the Company uses more 

contemporaneous weather data in performing its forecasts, rolling in the latest 

year available when computing the forecast. 

WHAT YEARS ARE USED TO CALCULATE THE ROLLING 30-YEAR 

WEATHER NORMAL FOR THE MOS'f RECENT DUKE ENERGY 

KENTUCKY NATURAL GAS FORECAST? 

The years 1990-20 19 were used to calculate normal weather. As a new year of 

weather data- subj ect to a delay-becomes available, it is our practice to r 11 off 

the oldest year and replace it. The natural gas volumes forecast is refreshed once 

annually, most recently during the second half of 2020. 

WHAT HAS BEEN THE LONG-TERM TREND IN HDD AND CDD FOR 

COVINGTON, KENTUCKY? 

With respect to cooling, the years 1980-2020 appear to hint at a slight upward 

trend. There is a slight decreasing trend in heating degree days over the same 

peri od- also consistent with wanner temperatures- and these both are robust to 

stati stical testing for a non-zero long-term trend. The graph in attachment BWP-2 

shows these charts. 
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WHAT HAS BEEN THE TREND IN HDD AND CDD FOR COVINGTON, 

KENTUCKY, OVER THE LAST TEN YEARS? 

The years 2011 -2020 are slightly warmer than the previous years in the sample. 

Statistical work suggests a warming trend during those years, although it cannot 

rule out that this trend emerges from random temperature variation. The data on 

winter heating degree days show a small decline upon visual inspection. 

HOW DO THE ACTUAL ANNUAL HEATING DEGREE DAYS FOR THE 

RECENT 10-YEAR NORMALS FOR COVINGTON, KENTUCKY, 

COMPARE TO 30-YEAR NORMALS? 

See Attachment BWP-2 for a graph comparing the annual degree days in heating 

to the forecasts of the 30-year normal scheme, as well as the ten-year normal 

scheme and the NOAA static 30-year normal. The ten-year normal calls for 

slightly warmer winter weather than the thirty-year normal. Annual weather is 

much more variable than the degree to which the various normal projections vary 

from each other. 

DID YOU MEASURE HOW RELIABLE THE VARIO US WEATHER 

NORMALS ARE? 

Yes. One way to compare the relationship between the expected normal level of 

degree days to the actual number of degree days is to use a statistic known as the 

Mean Percent Error (MPE). MPE indicates whether the measure of normal degree 

days contains any bias to over-estimate or under-estimate the actual weather 

conditions. If MPE is positive, this indicates that there is a bias for the measure of 

normal to be higher than the actual. The formula to calculate MPE is the sum of 
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(Normal Degree Day minus Actual Degree Days) divided by Actual Degree 

Days. The sum is then divided by the number of observations. Mathematically: 

Where Y = No1mal Almual Degree Days 

and Y = Actual Annual Degree Days 

A difficulty with using this sum to compare the options for weather 

normalization is data availability: because so many years are required to compute 

the thirty-year weather normal, this statistic basically compares normal over a 

narrow sample space, implying a large standard error relative to any measurement 

difference. Because standard errors shrink for larger samples, the standard error of 

a 30-year forecast for normal weather should have a confidence interval that is 40 

percent as large as the confidence interval around 10-year estimates. Beca se so 

many years are requi ed for calculating the 30-year normal, it is really only 

possible to compare accuracy for years beginning with 2011 (which implies too 

small a sample for conclusive statistical testing). An informal comparison of the 

two forecasts for degree days shows slightly greater mean square error fo r the 

weather in years beginning with 2011 when using the 30-year normal instead of 

the 10-year normal. 

IV. WEATHER NORMALIZATION ADJUSTMENT 

PLEASE BRIEFLY DESCRIBE THE COMPANY'S WEATHER 

NORMALIZATION ADJUSTMENT MECHANISM. 

The Weather Normalization Adjustment mechanism is intended to eliminate the 

impact of unexpected weather fluctuations on the volume of energy sold during 
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the test period. It involves applying a calculation to change the volumetric sales 

based on the extent to which weather diverges from normal weather via 

parameters estimated separately for each class of customers. There are two 

parameters: a Base Load estimate (BL), and a sensitivity to heating degree days 

estimate, (HSF). The HSF represents the extent to which a change in heating 

degree days predicts a hange in the volume of sales. 

PLEASE EXPLAIN YOUR CALCULATION OF THE BL and HSF FOR 

THE MECHANISM. 

The most recent estimates were computed using 36 months of data (from January 

2018 through December 2020) and are based on the meter read cycle. We 

estimate a linear model that predicts how volume sales billed to customers vary 

with weather conditions as measured through heating degree days and weighted to 

match the billing cycle for the time period of the sales. The factors that Mr. Kern 

presents were separately computed for each rate class. 

The BL Factor equals the estimated intercept of this model, intuitively the 

volume of sales that can be expected in a month with negligible weather (as 

measured by heating degree days), while the HSF represents the weather 

coefficient, i.e . the de.::,ree to which a change in heating degree days predicts a 

change in the volume of sales. The standard errors of these coefficients were 

sufficiently low that all are statistically significant. The proposed values for BL 

and HSF are 1.047887 Mcf and 0.015467 Mcf/DD, respectively, for Rate RS . For 

Rate GS , they are 9.1 59645 Mcf and 0.096462 Mcf/DD, respectively. Mr. Kern 

also requested a "Correlation Factor"-commonly referred to as the "R-Squared" 
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1 by statisticians-which gives the extent to which variation in sales is explained by 

2 these models, and all of these were quite high, above 0.95. 

3 Q. 
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V. FILING REQUIREMENTS AND INFORMATION SPONSORED BY 
WITNESS 

PLEASE DESCRIBE FR 16(7)(h)(S). 

FR 16(7)(h)(5) consists of the load forecast, which I described earlier in my 

testimony. 

DID YOU SUPPLY ANY INFORMATION TO OTHER WITNESSES IN 

THIS PROCEEDING? 

Yes, I supplied Ms. Motsinger with the gas Mcf sales for the forecasted portion of 

the base period, consisting of the twelve months ending August 31 , 2021, and the 

forecasted test period, consisting of the twelve months ending December 31 , 

2022. 

DO YOU BELIEVE THE FORECAST IS A REASONABLE AND 

ACCURATE DEPICTION OF THE COMPANY'S ANTICIPATED 

FUTURE GAS SALES VOLUMES? 

Yes. 

VI. CONCLUSION 

WERE FR 16(7)(h)(5), THE INFORMATION YOU PROVIDED TO MS. 

17 MOTSINGER AND ATTACHMENTS BWP-1 THROUGH BWP-2 

18 PREPARED BY YOU OR UNDER YOUR SUPERVISION? 

19 A. 

20 Q. 

21 A. 

Yes. 

DOES THIS CONCLUDE YOUR PRE-FILED DIRECT TESTIMONY? 

Yes. 
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Attachment BWP-1 
Page I of I 

DUK E ENERGY KENTUCKY 

SERVICE AREA ENERGY FORECAST (Volume in MCF) (a) 

(1) 12) (3) (4) (5) (6) (7) 

(1+2+3+4+5+6) 

STREET-HWY 

LIGHTING/ID/ TOTAL 

YEAR RESIDENTIAL COMMERCIAL INDUSTRIAL OEU OPA OTHER CONSUMPTION 
-5 2016 5,594,915 3,339,845 1,805,038 1,515,518 527,900 12,783,216 
-4 2017 5,770,315 3,352,552 1,815,524 1,553,210 526,874 13,018,474 
-3 2018 6,093,049 3,752,706 1,734,771 1,582,943 503,694 13,667,163 
-2 2019 6,271,841 3,793,429 2,080,879 1,696,359 518,980 14,361,488 
-1 2020 6,187,366 3,757,350 1,797,058 1,642,312 418,484 13,802,570 

0 202] 6,228,383 3,462,668 2,110,718 1,639,727 517,794 13,959,291 

1 2022 6,287,199 3,608,240 2,218,801 1,676,419 518,371 14,309,030 
2 2023 6,367,716 3,737,054 2,478,825 1,710,045 518,697 14,812,337 

3 2024 6,576,298 3,846,430 2,476,316 1,734,931 520,991 15,154,966 
4 2025 6,720,598 3,893,018 2,447,126 1,753,892 519,762 15,334,395 

5 2026 6,793,312 3,911,612 2,459,512 1,774,284 520,280 15,459,000 

6 2027 6,898,203 3,934,874 2,465,605 1,795,418 520,775 15,614,876 

(a) Figures in years -5 through -1 are weath er-normalized history 

(b) Figures. in year Oare forecast values 
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I. INTRODUCTION 

PLEASE STATE YOUR NAi'VIE AND BUSINESS ADDRESS. 

My name is Lesley G. Quick, and my business address is 400 South Tryon Street, 

Charlotte, North Carolina, 28202. 

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY? 

I am employed by Duke Energy Carolinas LLC (Duke Energy Carolinas) as Vice 

President of Strategic Planning, Governance and Technology within Customer 

Services. Duke Energy Carolinas is a subsidiary of Duke Energy Corporation 

(Duke Energy) that provides various services to Duke Energy Kentucky, Inc. (Duke 

Energy Kentucky or the Company) and other affiliated companies of Duke Energy . 

PLEASE BRIEFLY DESCRIBE YOUR EDUCATION AND 

PROFESSIONAL EXPERIENCE. 

I obtained a bachelor' s degree in Financial Management from Clemson University 

in 2002. I started with Duke Energy two weeks after graduation and have remained 

an employee for the past 19 years. Since 2002, I have worked for the Company in 

a variety of roles, each with increasing responsibility, in Finance, Rates and 

Regulatory Compliance, Corporate Strategy, Customer Solutions products and 

services, and Revenue Services. I assumed my current position in Customer 

Services in 2020. 

PLEASE DESCRIBE YOUR DUTIES AS VICE PRESIDENT OF 

STRATEGIC PLANNING, GOVERNANCE, AND TECHNOLOGY. 

My responsibilities include the ove rsight, leadership, integration and 

implementation of strategic business planning governance, change management, 
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audit and compliance, technology support, and Consumer Affairs. I provide 

direction and leadership in the development of organizational business plans to 

ensure alignment and achievement of objectives, regulatory compliance and 

reporting, key performance indicators and operational metrics . Core to this role is 

strategic planning for the Company ' s Customer Services organization. 

HA VE YOU PREVIOUSLY TESTIFIED BEFORE THE KENTUCKY 

PUBLIC SERVICE COMMISSION? 

Yes. I have previously testified in Case No. 2019-00271 before the Kentucky Public 

Service Commission (Commission) and other regulatory commissions. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THESE 

PROCEEDINGS? 

The purpose of my tes1timony is to highlight Duke Energy Kentucky's exceptional 

service to our customers and how that translates to customer satisfaction. I also 

describe some of the steps the Company is taking to further improve the experience 

and satisfaction of our customers when they engage with us. Finally, I support the 

Company ' s current lat fee policy. 

II. OVERVIEW OF CUSTOMER SERVICES 

PLEASE DESCRIBE THE COMP ANY'S CUSTOMER SERVICE GOAL. 

One of the Company ' s most important goals is to provide excellent customer 

service. Customer service is a factor in the policies, programs, and decisions that 

the Company implemelilts. 
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PLEASE BRIEFLY DESCRIBE HOW THE COMPANY MEASURES 

EXCELLENCE IN CUSTOMER SERVICE. 

As discussed by Witness Spiller, the Company has implemented a comprehensive 

ecosystem of tools to gain insights into customers' pain points, allowing the 

Company to monitor, adjust, and continue improving the customer experience. The 

Company ' s proprietary relationship study, CX Monitor, surveys customers to 

measure advocacy and satisfaction. It measures customer satisfaction with key 

experiences they have had with Duke Energy Kentucky over the past 12 months, 

and asks for prompt c stomer feedback, which is reviewable by the Company in 

near real-time. Exam !es of these experiences may be a payment experience or 

reporting a safety concern . Customers provide a score for each experience they have 

had on a '0-10' scale and are able to provide open-ended verbatim comments 

detailing the primary reason(s) for their score. The value of the CX Monitor over 

other surveys is that it asks our own customers about their perceptions, which can 

be compared against their actual experiences. Duke Energy Kentucky has been able 

to leverage the data to generate insights, which has helped it prioritize investment 

to drive customer satisfaction. The Company has also implemented Fastrack 2.0, a 

proprietary post-transaction measurement program. Fastrack 2.0 measures the 

quality of interactions customers have with the Company, helping the evaluation of 

its customer performance. 

The results oft e Company reacting to these customer insights are reflected 

in the latest J.D. Power Natural Gas Utility Residential Customer Satisfaction 

Study, showing a continued trend of improving scores. 
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HOW CAN A CUSTOMER RAISE A COMPLAINT? 

The Company's customers have numerous avenues to voice complaints. As I 

previously mentioned, CX Monitor and Fastrack are two key proprietary surveys 

utilized by the Company on an ongoing basis to track customer feedback. At the 

end of each survey, customers have the opportunity to provide additional comments 

regarding any outstanding question(s) they have that still need to be answered or 

issue(s) they have with the Company that still need to be resolved. These comments 

tum into high priority Hot Alerts which are forwarded to the Consumer Affairs 

team to resolve. A member of the Company' s customer service staff directly 

contacts the customer to ensure satisfactory resolution of their question or issue. 

Separately, a Hot Alert may be triggered by an automated key word software review 

of survey verbatims which may indicate customer frustration or a poor experience, 

even if the customer did not directly ask for follow up. 

In addition, the "I Can Help" system allows customers to raise issues and 

inquiries directly with Company employees. This tool allows employees to 

immediately begin the process of resolving a problem, as well as track resolution 

of these issues. 

Overall, the Company provides an array of options for customers to report 

issues, and the Company ' s history reflects seriousness in addressing complaints and 

inquiries, either formal or informal. Duke Energy Kentucky is steadfast in its efforts 

to improve and maintain a high level of customer service. Recently , however, the 

Company has focused on being proactive rather than reactive. In 2019, the 

Company created the Customer Resolution Tool, a web-based application built to 
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Q. 

A. 

prevent escalations and complaints. The tool is utilized by Senior Customer Care 

Specialists, team leads and supervisors in Customer Care Operations to create cases 

when work order timeframes have not been met or customers have had to make 

repeat calls. The focus is on work orders related to field work, engineering, gas 

emergencies, and repairs. The goal is to identify and resolve customer issues before 

the customer feels compelled to escalate their concern by lodging a complaint. 

Thus, while the Company continues to seek feedback from customers 

through various survey instruments, Duke Energy Kentucky is also making it easier 

for them to do so and driving improvements to fo llow-up and close the loop. But 

most importantly, the Company is using innovative tools to reduce complaints and 

the need for customers to ever escalate an issue. 

HOW DOES THE COMPANY UTILIZE CUSTOMER CARE CENTERS, 

ITS CALL CENTER OPERATION? 

Duke Energy Kentucky has the ability to utilize two Customer Care Centers in the 

Midwest to support o r Duke Energy Kentucky utility operations and serve our 

customers. These two Midwest customer care centers are located at 139 East Fourth 

Street, Cincinnati, Ohio, and at 1000 East Main Street, Plainfield, Indiana, 

respectively. Customer Care specialists are available from 7:00 a.m. to 7:00 p.m. 

Monday through Friday for normal business. Additionally, during the COVID-19 

pandemic, most Customer Care specialists transitioned to a remote working 

environment to con tin e serving customers safely. Finally, we also utilize vendor 

call centers in Alabama, North Carolina, and West Virginia to supplement our 

Midwest customer care centers. 
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Q. 

A. 

Additionally, Duke Energy maintains its Social Media Customer Care 

program, which operates Monday through Friday from 8:00 a.m. to 5:00 p.m. 

assisting customers o the Duke Energy enterprise social media channels which 

consist of Facebook, Twitter, Linkedln, and Instagram. Utilizing resources from 

the Consumer Affairs organization, employees assist customers in a private, one

on-one conversation using Messenger to address any questions or issues that they 

may be having. The frequent inquiries received on social media are related to 

billing, payment and website. 

PLEASE DESCRIBE HOW DUKE ENERGY KENTUCKY'S SOCIAL 

MEDIA PROGRAM HAS EVOLVED TO KEEP PACE WITH 

CUSTOMERS' CHANGING EXPECTATIONS. 

Duke Energy Kentucky customers utilize the Duke Energy enterprise social 

channels to contact the Company for account-related and service inquiries. The 

social media channels continue to grow and as of May 2021, more than 630,000 

followers on its Facebook, Twitter, Instagram, and Linkedln pages. Using social 

media allows the Company to proactively post warning and safety information to 

quickly reach as many customers and stakeholders as possible, engage with 

customers who have safety-related or account questions, and monitor how 

messages are being received and responded to . 

HOW HAS DUKJE ENERGY KENTUCKY MODERNIZED ITS 

COMMUNICATION CAPABILITIES FOR CUSTOMERS? 

The Company has made available a free mobile app for customers to utilize for 

managing their accou t. The mobile app allows, residential and small business 
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customers to easily manage their account from anywhere in the U.S. The app was 

developed based on customers ' most requested features - with it, customers can: 

view and pay their bill , use the app to set reminders, schedule automatic payments 

or view their billing history, monitor their energy use over time so they can better 

manage it, and receive personalized offers that help them save. The app uses the 

same log-in as a customer' s current account and has an option to use fingerprint or 

facial recognition for a fast , secure sign-in. The app gives customers a seamless 

way to manage their account, however as a safety precaution, customers 

experiencing a gas outage, smelling natural gas, or suspecting a leak are always 

directed to call the Company or call 911 in an emergency. 

III. TRANSFORMING THE CUSTOMER EXPERIENCE 

PLEASE DESCRIBE THE COMPANY'S EFFORTS TO ENHANCE 

CUSTOMER SATISFACTION. 

Duke Energy Kentucky is working hard across the business to further improve the 

customer experience. ln the Customer Services organization, we are doing our part 

to transform the customer experience by making strategic, value-based inves ments 

for the benefit of our customers. 

PLEASE PROVIDE EXAMPLES OF WAYS YOUR ORGANIZATION IS 

HELPING TO TRANSFORM THE CUSTOMER EXPERIENCE. 

Two key examples are enhancements to our interactive voice response (IVR) 

system and the future deployment of a new customer information system (CIS) 

called Customer Connect. 
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PLEASE DESCRIBE THE IVR SYSTEM. 

Duke Energy launched an effort to replace the existing IVR system across all 

jurisdictions with advanced technology focused on transforming the caller's 

experience. The IVR d sign reflects learnings from customer feedback and industry 

best practices that led to several key areas of focus, which include: 1) proactively 

identifying the customers and why they are calling the Company; 2) a tailored 

customer experience imilar to what they receive from other consumer p oduct 

companies; and 3) less menu options to complete their request in the IVR. Options 

available after the deployment of the new IVR include call intent prediction, easy 

self-serve options, customer call back, and a post-call survey. The call intent 

prediction functionality predicts the reason the customer is calling the Company. 

For example, "I see you have a pending service order scheduled for tomorrow. Is 

this why you are calli g?" The Company recognizes customers want the ability to 

self-serve while navigating seamlessly through the IVR. The self-service 

functionality , such as requesting a payment arrangement, has been improved 

supporting a positive customer experience. New self-serve options include allowing 

customers the ability to update their phone number and requesting their account 

number through the IVR. 

An increased number of calls during a specific timeframe may result in 

longer than usual hold times to speak with a specialist. The new IVR provides 

customers the option to continue holding until a specialist is available or have their 

place in line reserved allowing us to return their call at the phone number of their 

choice. The Company' s ongoing focus to understand "the voice of the customer" 
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has been expanded to the new IVR with the implementation of the post-call s rvey. 

The post-call survey offers customers the option to provide feedback on their 

experience. 

PLEASE DESCRIBE THE NEW CIS. 

Duke Energy Kentucky witness Retha Hunsicker provides greater detail regarding 

the legacy CIS and the new CIS in her direct testimony. In summary, Duke Energy 

has begun conversion of its antiquated and incompatible customer information 

systems into a single and modern customer service platform, known as Customer 

Connect. Through this onversion, the Company will be able to deliver a customer 

experience that will simplify, strengthen, and advance our ability to serve our 

customers. The platform will be leveraged to provide real-time insights to enhance 

the customer experienc . 

IV. LATE PAYMENT FEE POLICY 

PLEASE EXPLAIN THE COMPANY'S CURRENT LATE-PAYMENT FEE 

POLICY. 

Duke Energy Kentucky ' s late-payment fee policy encourages timely customer 

payments to assist in managing the overall financial burden on all customers that 

occurs from bad debt and collection costs as well as serving an important role in 

the bill collection strategy .1 The late-payment fee policy is enacted when a customer 

payment is not received within twenty-one (21) days from the date the bill is mailed 

by the Company. If not paid before close of business on day twenty-one (21), the 

1 In the Matter of Adjustment of Gas and Electric Rates of Louisville Gas and Electric Company, Case No. 
1990-00158, Order at 72-74 (Ky. PSC Dec. 21 , 1990). 
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monthly bill plus 5%, is due and payable to the Company as outlined in the 

Company ' s tariffs. 2 

ARE LATE PAYMENT FEES COMMON BUSINESS PRACTICE? 

Yes. Duke Energy Kentucky is not unique in assessing a late-payment fee . In fact, 

it is common practice across not only many natural gas and other regulated utilities 

but most commercial industries as well as local, state, and federal government 

entities impose a late fee for untimely payments. 

WHY IS IT IMPORTANT FOR CUSTOMERS TO PAY TIMELY? 

Customers who pay on time are less expensive to serve, which is a benefit to all 

customers. On-time payments help avoid incremental costs related to bill 

collection, bad debt, and disconnections of service. Timely payment is critical to 

managing carrying costs and cash flow associated with providing natural gas 

service. Overall, on-ti e payments are a benefit to all customers. 

HOW DO LATE-PAYMENT FEES HELP REDUCE COSTS FOR OTHER 

CUSTOMERS? 

Collected late-payment fees reduce the expense shared by all customers stemming 

from the additional costs associated with customers' untimely payments or u paid 

bills. Only customers whose payment has not been received by their due date are 

assessed the fee. The collection of the late payment fee assists in reducing the 

2 See e.g., KY. P.S.C. Gas No. 2, Two-Hundred -Sixth Revised Sheet No. 30. 
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1 incremental delinquency-related costs included in the cost of service, s ch as 

2 collections, bad debt, or disconnections. 

3 Q. WHAT IS THE AMOUNT OF REVENUE REFLECTED IN THE TEST 

4 YEAR ASSOCIATED WITH THE LATE-PAYMENT FEES? 

5 A. Late-payment fees are treated as a reduction to the overall uncollectible expense. 

6 The late-payment fees reflected in the revenue requirement of this proceeding 

7 reduce the overall uncollectible expense by $369,396 as shown on workpaper 

8 WPD-2.15 to Schedule D-2.15 and discussed in more detail by Company witness 

9 Jay P. Brown. 

V. CONCLUSION 

10 Q. DOES THIS CONCLUDE YOUR PRE-FILED DIRECT TESTIMONY? 

11 A. Yes. 
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