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DUKE ENERGY KENTUCKY, INC.
Condensed Statements of Operations
(Unaudited)

Three Months Ended March 31,
(in thousands) 2015 2014
Operating Revenues
Electric $ 93,609 $ 99,835
Gas 55,325 59,945

Total operating revenues 148,934 159,780
Operating Expenses
Fuel used in electric generation and purchased power 40,445 53,763
Cost of natural gas 27,551 32,750
Operation, maintenance and other 33,865 33,645
Depreciation and amortization 12,166 10,965
Property and other taxes 3,435 3,259

Total operating expenses 117,462 134,382
Gains on Sales of Other Assets and Other, net 234 —
Operating Income 31,706 25,398
Other Income and Expenses, net 432 858
Interest Expense 3,654 4,123
Income Before Income Taxes 28,484 22,133
Income Tax Expense 10,586 7,790
Net Income $ 17,898 $ 14,343
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DUKE ENERGY KENTUCKY, INC.
Condensed Balance Sheets
(Unaudited)

(in thousands, except share amounts) March 31, 2015 December 31, 2014
ASSETS
Current Assets
Cash and cash equivalents $ 18,143 $ 11,307
Receivables (net of allowance for doubtful accounts of $198 at March 31, 2015 and
$187 at December 31, 2014) 1,879 2,248
Receivables from affiliated companies 20,734 25,567
Inventory 51,225 52,900
Regulatory assets 5,167 5,991
Other 22,465 31,551

Total current assets 119,613 129,564
Investments and Other Assets
Intangibles, net 38 44
Other 10,267 5,858

Total investments and other assets 10,305 5,902
Property, Plant and Equipment
Cost 1,724,645 1,711,836
Accumulated depreciation and amortization (700,281) (691,367)
Generation facilities to be retired, net 8,601 8,601

Net property, plant and equipment 1,032,965 1,029,070
Regulatory Assets and Deferred Debits
Regulatory Assets 47,562 47,694
Other 1,913 1,928

Total regulatory assets and deferred debits 49,475 49,622
Total Assets $ 1,212,358 $ 1,214,158
LIABILITIES AND COMMON STOCKHOLDER'S EQUITY
Current Liabilities
Accounts payable $ 25,576 $ 22,578
Accounts payable to affiliated companies 14,513 13,263
Notes payable to affiliated companies 4,420 37,609
Taxes accrued 19,447 14,483
Interest accrued 2,785 3,346
Current maturities of long-term debt 51,566 1,615
Regulatory liabilities 5,300 985
Other 16,939 17,365

Total current liabilities 140,546 111,244
Long-Term Debt 244,718 295,802
Long-term Debt payable to affiliated companies 25,000 25,000
Deferred Credits and Other Liabilities
Deferred income taxes 274,452 271,308
Investment tax credits 1,043 1,095
Accrued pension and other post-retirement benefit costs 8,671 9,469
Asset retirement obligations 8,248 8,122
Regulatory liabilities 52,112 52,730
Other 26,414 26,132

Total deferred credits and other liabilities 370,940 368,856
Commitments and Contingencies
Common Stockholder's Equity
Common Stock, $15.00 par value, 1,000,000 shares authorized and 585,333 shares
outstanding at March 31, 2015 and December 31, 2014 8,780 8,780
Additional paid-in-capital 167,494 167,494
Retained earnings 254,880 236,982

Total common stockholder's equity 431,154 413,256
Total Liabilities and Common Stockholder's Equity $ 1,212,358 $ 1,214,158
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DUKE ENERGY KENTUCKY, INC.
Condensed Statements of Cash Flows
(Unaudited)

Three Months Ended March 31,
(in thousands) 2015 2014
CASH FLOWS FROM OPERATING ACTIVITIES
Net income $ 17,898 $ 14,343
Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and amortization 12,308 11,119
Gains on sales of other assets and other, net (234) —
Deferred income taxes 101 5,526
Accrued pension and other post-retirement benefit costs 512 530
Contributions to qualified pension plans (55) —
(Increase) decrease in

Net realized and unrealized mark-to-market and hedging transactions (29) 248
Receivables (3,582) (3,378)
Receivables from affiliated companies 4,833 (2,850)
Inventory 1,932 7,211
Other current assets 5,098 (11,265)

Increase (decrease) in
Accounts payable 2,712 3,427
Accounts payable to affiliated companies 1,250 (5,899)
Taxes accrued 11,542 1,299
Other current liabilities 6,202 1,130

Other assets (2,871) (2,365)
Other liabilities (1,859) (754)
Net cash provided by operating activities 55,758 18,322

CASH FLOWS FROM INVESTING ACTIVITIES
Capital expenditures (15,320) (14,913)
Notes receivable from affiliated companies — 1,267
Other (4) (5)

Net cash used in investing activities (15,324) (13,651)
CASH FLOWS FROM FINANCING ACTIVITIES
Payments for the redemption of long-term debt (295) (336)
Notes payable to affiliated companies (33,189) 578
Other (114) (78)

Net cash (used in) provided by financing activities (33,598) 164
Net increase in cash and cash equivalents 6,836 4,835
Cash and cash equivalents at beginning of period 11,307 13,038
Cash and cash equivalents at end of period $ 18,143 $ 17,873
Supplemental Disclosures:
Significant non-cash transactions:

Accrued capital expenditures $ 3,033 $ 3,916
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DUKE ENERGY KENTUCKY, INC.
Condensed Statements of Changes in Common Stockholder's Equity
(Unaudited)

(in thousands)
Common 

Stock

Additional 
Paid-in 
Capital

Retained 
Earnings Total

Balance at December 31, 2013 $ 8,780 $ 167,494 $ 201,680 $ 377,954
Net income — — 14,343 14,343
Balance at March 31, 2014 $ 8,780 $ 167,494 $ 216,023 $ 392,297

Balance at December 31, 2014 $ 8,780 $ 167,494 $ 236,982 $ 413,256
Net income — — 17,898 17,898
Balance at March 31, 2015 $ 8,780 $ 167,494 $ 254,880 $ 431,154
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1. ORGANIZATION AND BASIS OF PRESENTATION

NATURE OF OPERATIONS 

Duke Energy Kentucky, Inc. (Duke Energy Kentucky) is a combination electric and gas public utility company that provides service in northern 
Kentucky. Duke Energy Kentucky’s principal lines of business include generation, transmission and distribution of electricity, as well as the 
sale of and transportation of natural gas. Duke Energy Kentucky is subject to the regulatory provisions of the Kentucky Public Service 
Commission (KPSC) and the Federal Energy Regulatory Commission (FERC). Duke Energy Kentucky’s common stock is wholly owned by 
Duke Energy Ohio, Inc. (Duke Energy Ohio), an indirect wholly owned subsidiary of Duke Energy Corporation (Duke Energy). 

BASIS OF PRESENTATION

These interim Condensed Financial Statements and Notes do not include all of the information and notes required by generally accepted 
accounting principles (GAAP) in the United States (U.S.) for annual financial statements. Accordingly, the Condensed Financial Statements 
and Notes should be read in conjunction with Duke Energy Kentucky’s Financial Statements and Notes for the year ended December 31, 
2014. These Condensed Financial Statements reflect all normal recurring adjustments that are, in the opinion of management, necessary to 
fairly present Duke Energy Kentucky’s financial position and results of operations. Amounts reported in the interim Condensed Statements of 
Operations are not necessarily indicative of amounts expected for the respective annual periods due to the effects of seasonal temperature 
variations on energy consumption, regulatory rulings, the timing of maintenance on electric generating units, changing commodity prices and 
other factors.

In preparing financial statements that conform to GAAP, management must make estimates and assumptions that affect the reported amounts 
of assets and liabilities, the reported amounts of revenues and expenses, and the disclosure of contingent assets and liabilities at the date of 
the financial statements. Actual results could differ from those estimates.

These financial statements reflect Duke Energy Kentucky’s proportionate share of East Bend Station for the three months ended March 31, 
2014. Duke Energy Kentucky became the 100 percent owner of East Bend Station on December 30, 2014. Refer to Note 2 for further 
discussion on the acquisition of the East Bend Station.

REVENUE RECOGNITION AND UNBILLED REVENUE

Revenues on sales of electricity and natural gas are recognized when service is provided or the product is delivered. Unbilled revenues are 
recognized by applying customer billing rates to the estimated volumes of energy delivered but not yet billed. Unbilled revenues can vary 
significantly from period to period as a result of seasonality, weather, customer usage patterns, customer mix, average price in effect for 
customer classes and meter reading schedules.

Duke Energy Kentucky sells, on a revolving basis, nearly all of its retail accounts receivable, including receivables for unbilled revenues, to an 
affiliate, Cinergy Receivables Company, LLC (CRC). As discussed further in Note 8, Duke Energy Kentucky accounts for the transfers of 
receivables to CRC as sales. Accordingly, the receivables sold are not reflected on the Condensed Balance Sheets. Receivables for unbilled 
revenues related to retail accounts receivable included in the sales of accounts receivable to CRC at March 31, 2015 and December 31, 2014 
were $16 million and $19 million, respectively.

Unbilled revenues, which are recorded as Receivables on the Condensed Balance Sheets and exclude receivables sold to CRC, primarily 
relate to wholesale sales and were not significant at March 31, 2015 or December 31, 2014.

NEW ACCOUNTING STANDARDS

The new accounting standards that were adopted for 2015 and 2014 had no significant impact on the presentation or results of operations, 
cash flows or financial position of Duke Energy Kentucky. 

The following new Accounting Standard Updates (ASU) were issued, but has not yet been adopted by Duke Energy Kentucky, as of March 31, 
2015.

ASC 606 — Revenue from Contracts with Customers. In May 2014, the FASB issued revised accounting guidance for revenue recognition 
from contracts with customers. The core principle of this revised accounting guidance is that an entity should recognize revenue to depict the 
transfer of promised goods or services to customers in an amount that reflects the consideration to which the entity expects to be entitled in 
exchange for those goods or services. The amendments in this update also require disclosure of the nature, timing and uncertainty of revenue 
and cash flows arising from contracts with customers.

For Duke Energy Kentucky, this revised accounting guidance is effective for interim and annual periods beginning January 1, 2017. However, 
the FASB is considering allowing companies to delay implementation for one year, Duke Energy Kentucky is currently evaluating 
requirements, and the ultimate impact of the revised accounting guidance has not yet been determined.

ASC 835 — Presentation of Debt Issuance Costs. In April 2015, the FASB issued revised accounting guidance for the presentation of debt 
issuance costs. The core principle of this revised accounting guidance is that debt issuance costs are not assets, but adjustments to the 
carrying cost of debt. 

This revised accounting guidance would be effective retroactively beginning January 1, 2016 for Duke Energy, but can be adopted earlier. 
Based on the amount of debt issuance costs reported as of December 31, 2014 in the Consolidated Balance Sheets, Duke Energy would 
record a reduction of $2 million in Regulatory Assets and Deferred Debits and Long-Term Debt. Duke Energy is currently evaluating whether 
implementation will occur prior to the first quarter of 2016.
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2. REGULATORY MATTERS

RATE RELATED INFORMATION

The KPSC approves rates for retail electric and natural gas service within the Commonwealth of Kentucky. The FERC approves rates for 
electric sales to wholesale customers served under cost-based rates, as well as sales of transmission service.

Regional Transmission Organization Realignment

Duke Energy Ohio and Duke Energy Kentucky transferred control of their transmission assets to effect a Regional Transmission Organization 
(RTO) realignment from Midcontinent Independent System Operator, Inc. (MISO) to PJM Interconnection, LLC (PJM), effective December 31, 
2011.

On December 22, 2010, the KPSC approved Duke Energy Kentucky’s request to effect the RTO realignment, subject to a commitment not to 
seek double-recovery in a future rate case of the transmission expansion fees that may be charged by MISO and PJM in the same period or 
overlapping periods. 

Upon its exit from MISO on December 31, 2011, Duke Energy Kentucky recorded a liability for its exit obligation and share of MISO 
Transmission Expansion Planning (MTEP) costs, excluding Multi-Value Projects (MVP). This liability was recorded within Other in Current 
Liabilities and Other in Deferred Credits and Other Liabilities on the Condensed Balance Sheets. 

The following table provides a reconciliation of the beginning and ending balance of recorded obligations related to the withdrawal from MISO.

(in thousands) December 31, 2014
Provision /

Adjustments
Cash

Reductions March 31, 2015
MISO withdrawal liability $ 20,217 $ 181 $ (281) $ 20,117

MVP

MISO approved 17 MVP proposals prior to Duke Energy Ohio and Duke Energy Kentucky’s exit from MISO on December 31, 2011. 
Construction of these projects is expected to continue through 2020. Costs of these projects, including operating and maintenance costs, 
property and income taxes, depreciation and an allowed return, are allocated and billed to MISO transmission owners.

On December 29, 2011, MISO filed a tariff with the FERC providing for the allocation of MVP costs to a withdrawing owner based on monthly 
energy usage. The FERC set for hearing (i) whether MISO’s proposed cost allocation methodology to transmission owners who withdrew from 
MISO prior to January 1, 2012 is consistent with the tariff at the time of their withdrawal from MISO, and, (ii) if not, what the amount of and 
methodology for calculating any MVP cost responsibility should be. On July 16, 2013, a FERC Administrative Law Judge (ALJ) issued an initial 
decision. Under this initial decision, Duke Energy Ohio and Duke Energy Kentucky would be liable for MVP costs. Duke Energy Ohio and 
Duke Energy Kentucky filed exceptions to the initial decision, requesting the FERC overturn the ALJ’s decision. After reviewing the initial 
decision, along with all exceptions and responses filed by the parties, the FERC will issue a final decision. Duke Energy Ohio and Duke 
Energy Kentucky fully intend to appeal to the federal court of appeals if the FERC affirms the ALJ’s decision. Duke Energy Kentucky cannot 
predict the outcome of these proceedings. 

In 2012, MISO estimated Duke Energy Kentucky’s MVP obligation over the period from 2012 to 2071 at $450 million, on an undiscounted 
basis. The estimated obligation is subject to great uncertainty including the ultimate cost of the projects, the annual costs of operation and 
maintenance, taxes and return over the project lives, the number of years in service for the projects and the allocation to Duke Energy 
Kentucky.

FERC Transmission Return on Equity and MTEP Cost Settlement

On October 14, 2011, Duke Energy Ohio and Duke Energy Kentucky submitted with the FERC proposed modifications to the PJM 
Interconnection Open Access Transmission Tariff pertaining to recovery of the transmission revenue requirement as PJM transmission owners. 
The filing was made in connection with Duke Energy Ohio's and Duke Energy Kentucky's move from MISO to PJM effective January 1, 2012. 
On April 24, 2012, the FERC issued an order accepting the proposed filing effective January 1, 2012, except that the order denied a request to 
recover certain costs associated with the move from MISO to PJM without prejudice to the right to submit another filing seeking such recovery 
and including certain additional evidence, and set the rate of return on equity of 12.38 percent for settlement and hearing. On April 16, 2015, 
the FERC approved a settlement agreement between Duke Energy Ohio, Duke Energy Kentucky and six PJM transmission customers with 
load in the Duke Energy Ohio and Duke Energy Kentucky zone. The principal terms of the settlement agreement are that, effective upon the 
date of FERC approval, (i) the return on equity for wholesale transmission service is reduced to 11.38 percent, (ii) the settling parties agreed 
not to seek a change in the return on equity that would be effective prior to June 1, 2017 and (iii) Duke Energy Ohio and Duke Energy 
Kentucky will recover 30 percent of the wholesale portion of costs arising from their obligation to pay any portion of the costs of projects 
included in any MTEP that was approved prior to the date of Duke Energy Ohio's and Duke Energy Kentucky's integration into PJM.
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OTHER REGULATORY MATTERS

FERC PJM Capacity Performance Proposal

In December  2014, PJM made filings with the FERC to revise the Tariff and Reliability Assurance Agreement to implement a Capacity 
Performance Resource (CP) and to amend sections of the Operating Agreement dealing with generation non-performance. The CP includes 
new performance-based penalties for non-compliance. The proposal would require that by June 1, 2020, all capacity purchased on behalf of 
the load through the base residual auction (BRA) or eligible for inclusion in Fixed Resource Requirement (FRR) capacity plans must meet the 
CP criteria. As an FRR entity, Duke Energy Kentucky would be subject to compliance standards through its FRR plans. Duke Energy Kentucky 
is requesting an exemption from CP standards for FRR entities. On April 10, 2015, PJM submitted a revised filing as requested by the FERC. 
On April, 24, 2015, FERC issued an order granting PJM’s request to delay the May 2015 BRA until the FERC rules on the merits of the CP 
proposal. If the proposal receives regulatory approval it could result in an adverse impact on Duke Energy Kentucky's future results of 
operations and cash flows. Duke Energy Kentucky cannot predict the outcome of this matter.

East Bend Station

On December 30, 2014, Duke Energy Kentucky acquired The Dayton Power and Light Company’s 31 percent interest in the jointly owned 
East Bend Station for approximately $12.4 million. Following the acquisition Duke Energy Kentucky owns 100 percent of the East Bend 
Station. The purchase price is reflected with the net purchase amount reflected as an increase to Property, Plant and Equipment on the 
Condensed Balance Sheets in accordance with FERC guidelines. Duke Energy Kentucky expects FERC to approve in 2015 for Duke Energy 
Kentucky to record the property, plant and equipment and accumulated depreciation equal to The Dayton Power and Light Company's 
historical cost. The KPSC approved the deferral of incremental operations and maintenance costs related to the additional ownership interest 
above amounts currently reflected in base rates.

Potential Plant Retirements

Duke Energy Kentucky periodically files Integrated Resource Plans (IRP) with the KPSC. The IRP provides a view of forecasted energy needs 
over a long-term (10 to 20-years) and options being considered to meet those needs. The IRP filed by Duke Energy Kentucky in 2011 included 
planning assumptions to potentially retire by 2015 the 163 megawatt Miami Fort Unit 6, which does not have the requisite emission control 
equipment, primarily to meet the United States Environmental Protection Agency (EPA) Mercury and Air Toxics Standard regulation. In 
December 2014, the KPSC approved Duke Energy Kentucky's plan to retire Miami Fort Unit 6. The net book value of Miami Fort Unit 6 as of 
March 31, 2015 is $9 million and is included in Generation facilities to be retired, net on the Condensed Balance Sheets. Duke Energy 
Kentucky expects the retirement to occur by June 1, 2015. 

3. COMMITMENTS AND CONTINGENCIES

ENVIRONMENTAL

Duke Energy Kentucky is subject to federal, state, and local regulations regarding air and water quality, hazardous and solid waste disposal, 
and other environmental matters. These regulations can be changed from time to time, imposing new obligations on Duke Energy Kentucky.

Remediation Activities

Duke Energy Kentucky is responsible for environmental remediation at various contaminated sites. These include some properties that are 
part of ongoing operations and sites formerly owned or used by Duke Energy Kentucky. These sites are in various stages of investigation, 
remediation and monitoring. Managed in conjunction with relevant federal, state and local agencies, activities vary with site conditions and 
locations, remediation requirements, complexity, and sharing of responsibility. If remediation activities involve joint and several liability 
provisions, strict liability, or cost recovery or contribution actions, Duke Energy Kentucky could potentially be held responsible for 
contamination caused by other parties, and may also benefit from insurance policies or contractual indemnities that cover some or all cleanup 
costs. Liabilities are recorded when losses become probable and are reasonably estimable. The total costs that may be incurred cannot be 
estimated because the extent of environmental impact, allocation among potentially responsible parties, remediation alternatives, and/or 
regulatory decisions have not yet been determined. Additional costs associated with remediation activities are likely to be incurred in the future 
and could be significant. Costs are typically expensed as Operation, maintenance and other in the Condensed Statements of Operations 
unless regulatory recovery of the costs is deemed probable.

Duke Energy Kentucky has accrued approximately $300 thousand for probable and estimable costs related to its various environmental sites. 
These amounts are recorded in Other within Deferred Credits and Other Liabilities on the Condensed Balance Sheets. Duke Energy Kentucky 
could incur additional losses in excess of its recorded reserves of up to approximately $60 thousand for the stages of investigation, 
remediation and monitoring for its environmental sites that have been evaluated. The maximum amount of the range for all stages of Duke 
Energy Kentucky’s environmental sites cannot be determined at this time. Actual experience may differ from current estimates, and it is 
probable that estimates will continue to change in the future.
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Coal Combustion Residuals

On April 17, 2015, the EPA published in the Federal Registry a rule to regulate the disposal of coal combustion residuals (CCR) from electric 
utilities as solid waste. The federal regulation classifies CCR as nonhazardous waste under the Resource Conservation and Recovery Act. 
The regulation applies to all new and existing landfills, new and existing surface impoundments, structural fills and CCR piles. The rule 
establishes requirements regarding landfill design, structural integrity design and assessment criteria for surface impoundments, groundwater 
monitoring and protection procedures and other operational and reporting procedures to ensure the safe disposal and management of CCR. In 
addition to the requirements of the federal CCR regulation, CCR landfills and surface impoundments will continue to be independently 
regulated by most states. Duke Energy Kentucky records an asset retirement obligation when it has a legal obligation to incur retirement costs 
associated with the retirement of a long-lived asset and the obligation can be reasonably estimated. Duke Energy Kentucky will record 
additional asset retirement obligation amounts in the second quarter of 2015. The estimated range of costs to comply with the CCR regulation 
is $35 million to $110 million. Cost recovery for future expenditures will be pursued through the normal ratemaking process with FERC and the 
KPSC, which permit recovery of necessary and prudently incurred costs associated with regulated operations. 

LITIGATION

Duke Energy Kentucky is involved in other legal, tax and regulatory proceedings arising in the ordinary course of business, some of which 
involve substantial amounts. Duke Energy Kentucky believes the final disposition of these proceedings will not have a material effect on its 
results of operations, cash flows or financial position. Duke Energy Kentucky expenses legal costs related to the defense of loss contingencies 
as incurred.

OTHER COMMITMENTS AND CONTINGENCIES 

General

As part of its normal business, Duke Energy Kentucky is party to various financial guarantees, performance guarantees and other contractual 
commitments to extend guarantees of credit and other assistance to various third parties. These guarantees involve elements of performance 
and credit risk, which are not fully recognized on the Condensed Consolidated Balance Sheets. The possibility of Duke Energy Kentucky 
having to honor its contingencies is largely dependent upon future operations of various investees and other third parties or the occurrence of 
certain events.

4. DEBT AND CREDIT FACILITIES

CURRENT MATURITIES OF LONG-TERM DEBT

At March 31, 2015, Duke Energy Kentucky had $50 million principal amount of 5.750% senior unsecured notes due March 2016 classified as 
Current maturities of long-term debt on the Condensed Balance Sheets. Duke Energy Kentucky currently anticipates satisfying this obligation 
with cash on hand and additional borrowings.

Short-Term Obligations Classified as Long-Term Debt

At March 31, 2015 and December 31, 2014, $27 million of tax-exempt bonds and $25 million of money pool borrowings were classified as 
Long-Term Debt and Long-Term Debt payable to affiliated companies, respectively, on the Condensed Balance Sheets. These obligations, 
which are short-term obligations by nature, are classified as long term due to Duke Energy Kentucky’s intent and ability to utilize such 
borrowings as long-term financing. As Duke Energy’s Master Credit Facility and other bilateral letter of credit agreements have non-cancelable 
terms in excess of one year as of the balance sheet date, Duke Energy Kentucky has the ability to refinance these short-term obligations on a 
long-term basis.

MASTER CREDIT FACILITY

Duke Energy has a Master Credit Facility with a capacity of $7.5 billion through January 2020. Duke Energy Kentucky has borrowing capacity 
under the Master Credit Facility up to a specified sublimit. Duke Energy has the unilateral ability at any time to increase or decrease Duke 
Energy Kentucky’s borrowing sublimit, subject to a maximum sublimit. At March 31, 2015, Duke Energy Kentucky had a borrowing sublimit of 
$125 million and available capacity of $100 million under Duke Energy’s Master Credit Facility. The amount available to Duke Energy 
Kentucky under the Master Credit Facility may be reduced to backstop issuances of commercial paper, certain letters of credit and variable-
rate demand tax-exempt bonds that may be put to Duke Energy Kentucky at the option of the holder. 

5. RELATED PARTY TRANSACTIONS

Duke Energy Kentucky engages in related party transactions, which are generally performed at cost and in accordance with the applicable 
state and federal commission regulations. Refer to the Condensed Balance Sheets for balances due to or due from related parties. Material 
amounts related to transactions with related parties included in the Condensed Statements of Operations are presented in the following table.

Three Months Ended March 31,
(in thousands) 2015 2014
Corporate governance and shared service expenses (a) $ 19,797 $ 15,019

(a) Duke Energy Kentucky is charged its proportionate share of corporate governance and other costs by an unconsolidated affiliate 
that is a consolidated affiliate of Duke Energy. Costs are primarily related to human resources, employee benefits, legal and 
accounting fees, as well as other third party costs. These amounts are recorded in Operation, maintenance and other within 
Operating Expenses on the Condensed Statements of Operations.
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In addition to the amounts presented above, Duke Energy Kentucky records the impact on net income of other affiliate transactions, including 
rental of office space, participation in a money pool arrangement with Duke Energy and certain of its subsidiaries, other operational 
transactions and its proportionate share of certain charged expenses. The net impact of these transactions was not material for each of the 
three months ended March 31, 2015 and 2014.

As discussed in Note 8, certain trade receivables have been sold by Duke Energy Kentucky to CRC, an unconsolidated entity formed by a 
subsidiary of Duke Energy. The proceeds obtained from the sales of receivables are largely cash but do include a subordinated note from 
CRC for a portion of the purchase price.

6. DERIVATIVES AND HEDGING

COMMODITY PRICE RISK

Duke Energy Kentucky has limited exposure to market price changes of fuel and emission allowance costs incurred for its retail customers due 
to the use of cost tracking and recovery mechanisms. Duke Energy Kentucky does have exposure to the impact of market fluctuations in the 
prices of electricity, fuel and emission allowances associated with its generation output not utilized to serve retail operations or committed load 
(off-system, wholesale power sales). Duke Energy Kentucky employs established policies and procedures to manage its risks associated with 
these market fluctuations using various commodity and financial derivative instruments, including swaps, futures, forwards and options.

Duke Energy Kentucky does not have any material outstanding commodity derivatives.

INTEREST RATE RISK

Changes in interest rates expose Duke Energy Kentucky to risk as a result of its issuance of variable and fixed rate debt. Duke Energy 
Kentucky manages its interest rate exposure by limiting its variable-rate exposures to a percentage of total debt and by monitoring the effects 
of market changes in interest rates. To manage risk associated with changes in interest rates, Duke Energy Kentucky may enter into financial 
contracts including interest rate swaps and U.S. Treasury lock agreements. Duke Energy Kentucky meets the criteria for regulatory accounting 
treatment, therefore, any contracts entered into are treated as undesignated and any pretax gain or loss recognized from inception to 
termination of the hedges are recorded as a regulatory liability or asset and amortized as a component of interest expense over the life of the 
debt. As a result there is no mark-to-market impact on earnings. The notional amount of interest rate swaps outstanding was $27 million at 
March 31, 2015 and December 31, 2014.

CREDIT RISK

Where exposed to credit risk, Duke Energy Kentucky analyzes the counterparties’ financial condition prior to entering into an agreement, 
establishes credit limits and monitors the appropriateness of those limits on an ongoing basis.

Duke Energy Kentucky’s industry has historically operated under negotiated credit lines for physical delivery contracts. Duke Energy Kentucky 
may use master collateral agreements to mitigate certain credit exposures. The collateral agreements provide for a counterparty to post cash 
or letters of credit to the exposed party for exposure in excess of an established threshold. The threshold amount represents an unsecured 
credit limit, determined in accordance with the corporate credit policy. Collateral agreements also provide that the inability to post collateral is 
sufficient cause to terminate contracts and liquidate all positions.

Duke Energy Kentucky also obtains cash or letters of credit from customers to provide credit support outside of collateral agreements, where 
appropriate, based on its financial analysis of the customer and the regulatory or contractual terms and conditions applicable to each 
transaction.

See Note 7 for additional information on fair value disclosures related to derivatives.

7. FAIR VALUE MEASUREMENTS

Fair value is the exchange price in an orderly transaction between market participants to sell an asset or transfer a liability at the measurement 
date. The fair value definition focuses on an exit price versus the acquisition cost. Fair value measurements use market data or assumptions 
market participants would use in pricing the asset or liability, including assumptions about risk and the risk inherent in the inputs to the 
valuation technique. These inputs can be readily observable, corroborated by market data or generally unobservable. Valuation techniques 
maximize the use of observable inputs and minimize the use of unobservable inputs. A midmarket pricing convention (the midpoint price 
between bid and ask prices) is permitted for use as a practical expedient.

Fair value measurements are classified in three levels based on the fair value hierarchy:

Level 1 — Unadjusted quoted prices in active markets for identical assets or liabilities that the reporting entity can access at the measurement 
date. An active market is one in which transactions for an asset or liability occur with sufficient frequency and volume to provide ongoing 
pricing information.

Level 2 — A fair value measurement utilizing inputs other than quoted prices included in Level 1 that are observable, either directly or 
indirectly, for an asset or liability. Inputs include (i) quoted prices for similar assets or liabilities in active markets, (ii) quoted prices for identical 
or similar assets or liabilities in markets that are not active, (iii) and inputs other than quoted market prices that are observable for the asset or 
liability, such as interest rate curves and yield curves observable at commonly quoted intervals, volatilities, and credit spreads. A Level 2 
measurement cannot have more than an insignificant portion of its valuation based on unobservable inputs. Instruments in this category 
include non-exchange-traded derivatives, such as over-the-counter forwards, swaps and options; certain marketable debt securities; and 
financial instruments traded in less than active markets.
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Level 3 — Any fair value measurement which includes unobservable inputs for more than an insignificant portion of the valuation. These 
inputs may be used with internally developed methodologies that result in management’s best estimate of fair value. Level 3 measurements 
may include longer-term instruments that extend into periods in which observable inputs are not available.

The fair value accounting guidance permits entities to elect to measure certain financial instruments that are not required to be accounted for 
at fair value, such as equity method investments or the company’s own debt, at fair value. Duke Energy Kentucky has not elected to record 
any of these items at fair value.

Transfers between levels represent assets or liabilities that were previously (i) categorized at a higher level for which the inputs to the estimate 
became less observable or (ii) classified at a lower level for which the inputs became more observable during the period. Duke Energy 
Kentucky’s policy is to recognize transfers between levels of the fair value hierarchy at the end of the period. There were no transfers between 
levels 1, 2 or 3 during the three months ended March 31, 2015 and 2014.

Valuation methods of the primary fair value measurements disclosed below are as follows.

Interest rate derivatives

Most over-the-counter interest rate contract derivatives are valued using financial models which utilize observable inputs for similar 
instruments and are classified as Level 2. Inputs include forward interest rate curves, notional amounts, interest rates and credit quality of the 
counterparties.

QUANTITATIVE DISCLOSURES

The following tables provide recorded balances for assets and liabilities measured at fair value on a recurring basis on the Condensed 
Balance Sheets. Derivative amounts in the table below exclude cash collateral.

March 31, 2015

(in thousands) 
Total Fair

Value Level 1 Level 2 Level 3
Derivative assets(a) $ 432 $ — $ — $ 432
Derivative liabilities(b) (6,970) (6) (6,964) —
Net (liabilities) assets $ (6,538) $ (6) $ (6,964) $ 432

December 31, 2014

(in thousands) 
Total Fair

Value Level 1 Level 2 Level 3
Derivative assets(a) $ 1,033 $ — $ — $ 1,033
Derivative liabilities(b) (6,678) — (6,678) —
Net (liabilities) assets $ (5,645) $ — $ (6,678) $ 1,033

(a) Included in Other within Current Assets on the Condensed Balance Sheets.
(b) Included in Other within Current Liabilities and Other within Deferred Credits and Other Liabilities on the Condensed Balance 

Sheets.

The following table provides a reconciliation of beginning and ending balances of assets and liabilities measured at fair value on a recurring 
basis where the determination of fair value includes significant unobservable inputs (Level 3).

Derivatives (net)
Three Months Ended March 31,

(in thousands) 2015 2014
Balance at beginning of period $ 1,033 $ 350
Total pretax realized or unrealized gains included in earnings:

Operating Revenues (406) 1,590
Purchases, sales, issuances and settlements:

Settlements 48 (1,795)
Total losses included on the Condensed Balance Sheet as regulatory asset or liability (243) (107)
Balance at end of period $ 432 $ 38
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OTHER FAIR VALUE DISCLOSURES

The fair value of long-term debt, including current maturities, is summarized in the following table. Judgment is required in interpreting market 
data to develop the estimates of fair value. Accordingly, the estimates determined are not necessarily indicative of the amounts Duke Energy 
Kentucky could have settled in current markets. The fair value of long-term debt is determined using Level 2 measurements.

March 31, 2015 December 31, 2014
(in thousands) Book value Fair value Book value Fair value
Long-Term debt, including current maturities $ 321,284 $ 347,446 $ 322,417 $ 348,254

At both March 31, 2015 and December 31, 2014, the fair value of cash and cash equivalents, accounts and notes receivable, and accounts 
and notes payable are not materially different from their carrying amounts because of the short-term nature of these instruments and/or 
because the stated rates approximate market rates.

8. VARIABLE INTEREST ENTITIES

A variable interest entity (VIE) is an entity that is evaluated for consolidation using more than a simple analysis of voting control. The analysis 
to determine whether an entity is a VIE considers contracts with an entity, credit support for an entity, the adequacy of the equity investment of 
an entity, and the relationship of voting power to the amount of equity invested in an entity. This analysis is performed either upon the creation 
of a legal entity or upon the occurrence of an event requiring reevaluation, such as a significant change in an entity’s assets or activities. A 
qualitative analysis of control determines the party that consolidates a VIE. This assessment is based on (i) what party has the power to direct 
the most significant activities of the VIE that impact its economic performance and (ii) what party has rights to receive benefits or is obligated 
to absorb losses that are significant to the VIE. The analysis of the party that consolidates a VIE is a continual reassessment.

NON-CONSOLIDATED VIEs

Duke Energy Kentucky had receivables of $20.2 million and $21.6 million from CRC at March 31, 2015 and December 31, 2014, respectively. 
These balances are included in Receivables from affiliated companies on the Balance Sheets. As discussed below, Duke Energy Kentucky 
does not consolidate CRC as it is not the primary beneficiary. 

Duke Energy Kentucky is not aware of any situations where the maximum exposure to loss significantly exceeds the carrying values shown.

No financial support was provided to this non-consolidated VIE during the three months ended March 31, 2015 or the year ended 
December 31, 2014, or is expected to be provided in the future, that was not previously contractually required.

CRC

On a revolving basis, CRC buys certain accounts receivable arising from the sale of electricity and/or related services from Duke Energy 
Kentucky. Receivables sold are securitized by CRC through a facility managed by two unrelated third parties. The proceeds Duke Energy 
Kentucky receives from the sale of receivables to CRC are typically 75 percent cash and 25 percent in the form of a subordinated note from 
CRC. The subordinated note is a retained interest in the receivables sold. Cash collections from the receivables are the sole source of funds 
to satisfy the related debt obligation. Depending on experience with collections, additional equity infusions to CRC may be required by Duke 
Energy to maintain a minimum equity balance of $3 million. Borrowing availability is limited to the amount of qualified receivables sold, which 
is expected to be in excess of the credit facility. The credit facility expires in November 2016 and is reflected on the Condensed Balance 
Sheets as Long-Term Debt.

CRC is considered a VIE because (i) equity capitalization is insufficient to support its operations, (ii) power to direct the most significant 
activities that impact economic performance of the entity are not performed by the equity holder, Cinergy Corp. (Cinergy) and (iii) deficiencies 
in net worth of CRC are not funded by Cinergy, but by Duke Energy. The most significant activity of CRC relates to the decisions made with 
respect to the management of delinquent receivables. Duke Energy consolidates CRC as it makes these decisions. Duke Energy Kentucky 
does not consolidate CRC.

The subordinated note held by Duke Energy Kentucky is stated at fair value. Carrying values of retained interests are determined by allocating 
carrying value of the receivables between assets sold and interests retained based on relative fair value. The allocated basis of the 
subordinated notes are not materially different than their face value because (i) the receivables generally turnover in less than two months, (ii) 
credit losses are reasonably predictable due to the broad customer base and lack of significant concentration and (iii) the equity in CRC is 
subordinate to all retained interests and thus would absorb losses first. The hypothetical effect on fair value of the retained interests assuming 
both a 10 percent and a 20 percent unfavorable variation in credit losses or discount rates is not material due to the short turnover of 
receivables and historically low credit loss history. Interest accrues to Duke Energy Kentucky on the retained interests using the acceptable 
yield method. This method generally approximates the stated rate on the notes since the allocated basis and the face value are nearly 
equivalent. An impairment charge is recorded against the carrying value of both retained interests and purchased beneficial interest whenever 
it is determined that an other-than-temporary impairment has occurred.

Key assumptions used in estimating fair value in 2015 and 2014 are detailed in the following table.

2015 2014
Anticipated credit loss ratio 0.5% 0.5%
Discount rate 1.2% 1.2%
Receivables turnover rate 11.3% 11.4%
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The following table presents gross and net receivables sold.

(in thousands) March 31, 2015 December 31, 2014
Receivables sold $ 62,999 $ 62,242
Less: Retained interests 20,290 21,560
Net receivables sold $ 42,709 $ 40,682

The following table presents sales and cash flows related to receivables sold.

Three Months Ended March 31,
(in thousands) 2015 2014
Sales
Receivables sold $ 146,183 $ 163,110
Loss recognized on sale 517 621
Cash flows
Cash proceeds from receivables sold $ 146,935 $ 159,057
Collection fees received 73 82
Return received on retained interests 255 391

Cash flows from the sale of receivables are reflected within Operating Activities on the Condensed Statements of Cash Flows.

Collection fees received in connection with the servicing of transferred accounts receivable are included in Operation, maintenance, and other 
on the Condensed Statement of Operations. The loss recognized on the sale of receivables is calculated monthly by multiplying the 
receivables sold during the month by the required discount which is derived monthly utilizing a three year weighted average formula that 
considers charge-off history late charge history, and turnover history on the sold receivables, as well as a component for the time value of 
money. The discount rate, or component for the time value of money, is calculated monthly by summing the prior month-end London Interbank 
Offered Rate (LIBOR) plus a fixed rate of 1.00 percent.

9. EMPLOYEE BENEFIT PLANS

DEFINED BENEFIT RETIREMENT PLANS

Duke Energy Kentucky participates in qualified and non-qualified defined benefit retirement plans and other post-retirement benefit plans 
sponsored by Duke Energy. Duke Energy allocates pension and other post-retirement obligations and costs related to these plans to Duke 
Energy Kentucky. For the three months ended March 31, 2015, Duke Energy made a $132 million contribution to its qualified pension plans, of 
which $55 thousand represents Duke Energy Kentucky's proportionate share.

Duke Energy uses a December 31 measurement date for its defined benefit retirement plan assets and obligations. 

Net periodic benefit cost disclosed in the tables below for the qualified, non-qualified and other post-retirement benefit plans represent the cost 
of the respective plan for the periods presented. However, portions of the net periodic benefit cost disclosed in the tables have been 
capitalized as a component of property, plant and equipment. Amounts presented in the tables below represent the amounts of pension and 
other post-retirement benefit costs allocated by Duke Energy for employees of Duke Energy Kentucky. Additionally, Duke Energy Kentucky is 
allocated its proportionate share of pension and other post-retirement benefit costs for employees of Duke Energy’s shared services affiliate 
that provides support to Duke Energy Kentucky. These allocated amounts are included in the governance and shared services costs 
discussed in Note 5.

Three Months Ended March 31,
2015 2014

(in thousands)

Qualified
Pension

Plans

Non-
Qualified
Pension

Plans

Other Post-
retirement

Benefit
Plans

Qualified
Pension

Plans

Non-
Qualified
Pension

Plans

Other Post-
retirement

Benefit
Plans

Service cost $ 355 $ — $ 28 $ 347 $ — $ 33
Interest cost on projected benefit obligation 985 2 76 1,025 2 95
Expected return on plan assets (1,427) — (12) (1,414) — (16)
Amortization of prior service cost (credit) 7 — (18) 11 — —
Amortization of loss 493 2 1 413 3 12
Other 20 — — 19 — —
Net periodic benefit costs $ 433 $ 4 $ 75 $ 401 $ 5 $ 124
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EMPLOYEE SAVINGS PLAN

Duke Energy Kentucky also participates in employee savings plans sponsored by Duke Energy. Most employees participate in a matching 
contribution formula where Duke Energy provides a matching contribution generally equal to 100 percent of employee before-tax and Roth 
401(k) contributions of up to 6 percent of eligible pay per period. 

As of January 1, 2014, for new and rehired non-union and certain unionized employees who are not eligible to participate in Duke Energy’s 
defined benefit plans, an additional employer contribution of 4 percent of eligible pay per pay period, subject to three-year vesting, is provided 
to the employee’s savings plan account. 

Duke Energy Kentucky’s expense related to its proportionate share of pretax employer contributions, as well as the additional 4 percent of 
eligible pay per pay period for employees not eligible to participate in a defined benefit plan, was $215 thousand and $192 thousand for the 
three months ended March 31, 2015 and 2014, respectively.

10. INCOME TAXES

Duke Energy Kentucky files income tax returns in the U.S. with federal and various state governmental authorities. The taxable income of 
Duke Energy Kentucky is reflected in Duke Energy’s U.S. federal income tax returns. Duke Energy Kentucky has a tax sharing agreement with 
Duke Energy where the separate return method is used to allocate tax expenses and benefits to Duke Energy Kentucky whose investments or 
results of operations provide these tax expenses and benefits. The accounting for income taxes essentially represents the income taxes that 
Duke Energy Kentucky would incur if it were a separate company filing its own tax return as a C-Corporation.

The effective tax rates for Duke Energy Kentucky are 37.2 percent and 35.2 percent for the three months ended March 31, 2015 and 2014, 
respectively. The increase in the effective tax rate is primarily due to a lower manufacturing deduction in the current year.

11. SUBSEQUENT EVENTS

For information on subsequent events related to regulatory matters and commitments and contingencies, see Notes 2 and 3. Management 
has evaluated these Unaudited Financial Statements and Notes for subsequent events up through May 22, 2015, the date the financial 
statements were available to be issued.


	Cover page
	Table of contents
	Income statement
	Balance sheet
	Cash flows
	Equity
	1. Organization and basis of presentation
	2. Regulatory matters
	3. Commitments and contingencies
	4. Debt and credit facilities
	5. Related party transactions
	6. Derivatives and hedging
	7. Fair value measurements
	8. Variable interest entities
	9. Employee benefit plans
	10. Income taxes
	11. Subsequent events

