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Credit Highlights

Overview
Key strengths Key risks 

Lower risk regulated electric and natural gas utility 
operations.

Greater exposure (about 65% of rate base) to the 
comparatively uncertain regulatory jurisdiction of 
Ohio.

Generally effective regulatory risk management 
achieved, in part, through regulatory diversity given its 
electric and gas operations in Ohio and Kentucky.

Ownership of fossil fuel-based generation indicates 
potential environmental risk.

About 900,000 electric customers and about 550,000 
natural gas customers, which provide stability to its 
cash flows.

Negative discretionary cash flow over our forecast 
period indicates external funding needs.

Our ratings on Duke Energy Ohio Inc. (DEO) are underpinned by our ratings on its parent, Duke Energy Corp. We consider DEO to be 
a strategically important subsidiary of Duke Energy. This assessment limits the issuer credit rating on DEO to the group credit profile 
of the parent.
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Our business risk assessment for DEO remains excellent. This primarily reflects the company's lower-risk regulated utility model, 
cash flow diversity, and effective management of regulatory risk. That said, a majority (60%) of DEO's more than 1.4 million 
customers are commercial and industrial companies, which suggests that any slowdown in economic activity could weaken DEO's 
revenue and cash flow.

DEO settled a $22.6 million electric distribution rate case increase. The settlement calls for DEO to implement a $22.6 million rate 
increase premised upon a 9.50% return on equity (50.50% of capital) and a 6.86% return on a $2.038 billion rate base. Several key 
riders would continue under the settlement, including the company's distribution investment rider, subject to certain predefined 
revenue requirement caps.

Outlook

The stable rating outlook on DEO reflects our stable outlook on parent Duke Energy and our expectation that the stand-alone 
financial measures for DEO will generally reflect the middle of the range for its financial risk profile category, such that funds from 
operations (FFO) to debt ranges from 15%-16% (assessed under our medial volatility financial benchmark table).

Downside scenario

We could lower our ratings on DEO within the next 12-24 months if we downgraded parent Duke Energy. We could also lower the 
ratings if DEO's stand-alone credit profile weakened, which could occur if stand-alone business risk increased or if stand-alone 
financial measures weakened such that FFO to debt were consistently below 13%.

Upside scenario

We could raise our ratings on DEO within the next 12-24 months if parent Duke Energy were upgraded and DEO's stand-alone 
financial measures were maintained such that FFO to debt were consistently above 15%, without incurring higher business risks.

Our Base-Case Scenario

Assumptions

• Consistent use of its regulatory mechanisms; 
• Negative discretionary cash flow;
• Capital spending averaging about $875 million annually from 2023 to 2024; and
• All debt maturities to be refinanced.

Key metrics

Duke Energy Ohio Inc.--Key Metrics*

2021a 2022e 2023f 2024f

FFO to debt (%) 14.6 14-15 15-16 15-16

Debt to EBITDA (x) 5.5 5-5.5 5-5.5 5-5.5

FFO cash interest coverage (x) 5.3 5.5-6 5.5-6 5.5-6

*All figures adjusted by S&P Global Ratings. a--Actual. e--Estimate. f--Forecast.
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Company Description

DEO is a vertically integrated utility that serves about 900,000 electric customers in Ohio and Kentucky. The company also has a 
regulated natural gas distribution business in both states, with about 550,000 customers. DEO has two subsidiaries: Duke Energy 
Kentucky Inc. (DEK) and KO Transmission (not rated). DEO conducts its operations in Kentucky through DEK. KO Transmission is a 
pipeline company that engages in the transportation of natural gas. DEO is subject to regulation by the Federal Energy Regulatory 
Commission (FERC), the Public Utilities Commission of Ohio (PUCO), and the Kentucky Public Service Commission (KPSC). DEO is a 
wholly owned subsidiary of Duke Energy and contributes roughly 7% of its parent's regulated cash flow.

Peer Comparison

 

Duke Energy Ohio Inc.--Peer Comparisons   
 Duke Energy Ohio Inc. Ohio Edison Co. Ohio Power Co.

Dayton Power & 
Light Co.

Foreign currency issuer credit rating BBB+/Stable/A-2 BBB/Stable/A-2 A-/Stable/-- BB/Negative/NR

Local currency issuer credit rating BBB+/Stable/A-2 BBB/Stable/A-2 A-/Stable/-- BB/Negative/NR

Period Annual Annual Annual Annual

Period ending 2021-12-31 2021-12-31 2021-12-31 2021-12-31

Mil. $ $ $ $

Revenue 2,037 1,664 2,899 664 

EBITDA 683 569 708 154 

Funds from operations (FFO) 546 473 588 129 

Interest 142 66 144 31 

Cash interest paid 128 63 127 25 

Operating cash flow (OCF) 546 533 587 127 

Capital expenditure 828 272 728 186 

Free operating cash flow (FOCF) (282) 261 (141) (59)

Discretionary cash flow (DCF) (282) (290) (241) (111)

Cash and short-term investments 13 75 3 14 

Gross available cash 13 75 3 14 

Debt 3,732 856 3,292 659 

Equity 4,464 1,361 2,846 782 

EBITDA margin (%) 33.5 34.2 24.4 23.2 

Return on capital (%) 4.6 15.8 6.7 6.0 

EBITDA interest coverage (x) 4.8 8.6 4.9 5.0 

FFO cash interest coverage (x) 5.3 8.5 5.6 6.2 

Debt/EBITDA (x) 5.5 1.5 4.7 4.3 
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Duke Energy Ohio Inc.--Peer Comparisons   
FFO/debt (%) 14.6 55.3 17.9 19.6 

OCF/debt (%) 14.6 62.3 17.8 19.2 

FOCF/debt (%) (7.6) 30.5 (4.3) (9.0)

DCF/debt (%) (7.6) (33.9) (7.3) (16.9)

Business Risk

Our assessment of DEO's business risk profile primarily reflects its lower-risk electric and natural gas utility operations. About 
65% of DEO's rate base is regulated by the PUCO and the company's rate plan for generation service extends through May 2025. In 
addition, while DEO has historically achieved constructive regulatory outcomes in Ohio, its exposure to the state is a factor that we 
will continue to monitor considering the historical regulatory decisions that adversely affected the credit quality of some of DEO's 
peers.

In Kentucky, the company benefits from the use of multiple cost-recovery mechanisms that limits its regulatory lag and has 
historically been able to set its rates under a forward test year construct. Specifically, the company benefits from an environmental 
surcharge mechanism that allows it to recover certain environmental costs and an energy efficiency rider that partially protects it 
from the reduced revenue associated with lower electricity usage due to the trend toward energy conservation.

We assess FERC's regulatory compact as credit supportive for DEO because the company benefits from formula rates with annual 
true-ups to recover prudently incurred costs for its electric transmission business.

We view the lower-risk nature of DEO's business, its cash flow diversity, and its focus on effective regulatory risk management as key 
factors contributing to our overall assessment of its business risk.

Financial Risk

We assess DEO's financial measures using our medial volatility table, which reflects its lower-risk regulated electric and natural 
gas utility operations and its effective management of regulatory risk. Under our base case scenario, we expect FFO to debt of 
about 15%-16% from 2023 to 2024. Our assumptions include capital spending averaging about $875 million annually in 2023 to 
2024, and the company’s recent electric distribution rate case in Ohio. Furthermore, we expect DEO to have negative discretionary 
cash flow throughout our forecast, which suggests a need for external funding. Overall, we view DEO's financial risk profile as 
consistent with the significant financial risk profile category.

Duke Energy Ohio Inc.--Financial Summary
Period ending Dec-31-2016 Dec-31-2017 Dec-31-2018 Dec-31-2019 Dec-31-2020 Dec-31-2021

Reporting period 2016a 2017a 2018a 2019a 2020a 2021a

Display currency (mil.) $ $ $ $ $ $

Revenues 1,944 1,923 1,957 1,940 1,858 2,037 

EBITDA 598 606 685 653 684 683 

Funds from operations (FFO) 553 516 585 570 560 546 

Interest expense 108 114 122 142 133 142 

Cash interest paid 92 98 106 120 124 128 
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Duke Energy Ohio Inc.--Financial Summary
Operating cash flow (OCF) 428 481 572 501 561 546 

Capital expenditure 468 676 810 930 808 828 

Free operating cash flow (FOCF) (40) (195) (238) (429) (247) (282)

Discretionary cash flow (DCF) (65) (220) (238) (429) (247) (282)

Cash and short-term investments 13 12 21 17 14 13 

Gross available cash 13 12 21 17 14 13 

Debt 2,301 2,524 2,810 3,356 3,700 3,732 

Common equity 2,996 3,163 3,445 3,683 3,935 4,464 

Adjusted ratios       

EBITDA margin (%) 30.8 31.5 35.0 33.7 36.8 33.5 

Return on capital (%) 7.1 6.2 7.0 5.8 5.4 4.6 

EBITDA interest coverage (x) 5.5 5.3 5.6 4.6 5.1 4.8 

FFO cash interest coverage (x) 7.0 6.3 6.5 5.8 5.5 5.3 

Debt/EBITDA (x) 3.8 4.2 4.1 5.1 5.4 5.5 

FFO/debt (%) 24.0 20.4 20.8 17.0 15.1 14.6 

OCF/debt (%) 18.6 19.1 20.3 14.9 15.2 14.6 

FOCF/debt (%) (1.7) (7.7) (8.5) (12.8) (6.7) (7.6)

DCF/debt (%) (2.8) (8.7) (8.5) (12.8) (6.7) (7.6)

Reconciliation Of Duke Energy Ohio Inc. Reported Amounts With S&P Global Adjusted Amounts (Mil. $)
 

Debt
Shareholder 

Equity Revenue EBITDA
Operating 

income
Interest 
expense

S&PGR 
adjusted

EBITDA
Operating 
cash flow Dividends

Capital 
expenditure

Financial year Dec-31-2021  
Company 
reported 
amounts

 3,296  4,464  2,037  659  327  111  683  559  -  848 

Cash taxes paid  -  -  -  -  -  -  (9)  -  -  -

Cash interest
paid

 -  -  -  -  -  -  (107)  -  -  -

Trade receivables 
securitizations

 190  -  -  -  -  -  -  (3)  -  -

Lease liabilities  19  -  -  -  -  -  -  -  -  -

Operating 
leases

 -  -  -  11  1  1  (1)  10  -  -

Postretirement 
benefit 
obligations/
deferred 
compensation

 24  -  -  -  -  -  -  -  -  -
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Reconciliation Of Duke Energy Ohio Inc. Reported Amounts With S&P Global Adjusted Amounts (Mil. $)
 

Debt
Shareholder 

Equity Revenue EBITDA
Operating 

income
Interest 
expense

S&PGR 
adjusted

EBITDA
Operating 
cash flow Dividends

Capital 
expenditure

Accessible cash 
and liquid 
investments

 (13)  -  -  -  -  -  -  -  -  -

Capitalized 
interest

 -  -  -  -  -  20  (20)  (20)  -  (20)

Share-based 
compensation 
expense

 -  -  -  6  -  -  -  -  -  -

Asset-retirement 
obligations

 107  -  -  4  4  4  -  -  -  -

Nonoperating 
income 
(expense)

 -  -  -  -  9  -  -  -  -  -

Debt: other  108  -  -  -  -  -  -  -  -  -

EBITDA - 
Gain/(loss) 
on disposals 
of PP&E

 -  -  -  (1)  (1)  -  -  -  -  -

EBITDA: other 
income/
(expense)

 -  -  -  4  4  -  -  -  -  -

D&A: 
Impairment 
charges/
(reversals)

 -  -  -  -  25  -  -  -  -  -

D&A: other  -  -  -  -  (4)  -  -  -  -  -

Interest expense: 
other

 -  -  -  -  -  6  -  -  -  -

Total adjustments  436  -  -  24  38  31  (137)  (13)  -  (20)

S&P Global 
Ratings adjusted Debt Equity Revenue EBITDA EBIT

Interest 
expense

Funds from 
Operations

Operating 
cash flow Dividends

Capital 
expenditure

  3,732  4,464  2,037  683  365  142  546  546  -  828 

Liquidity
We base our short-term 'A-2' rating on DEO on our long-term issuer credit rating. As of Sept. 30, 2022, we assess DEO’s stand-alone 
liquidity as adequate because we expect its liquidity sources will be more than 1.1x its uses for the next 12 months and meet its cash 
outflows even if its EBITDA declines by 10%. We believe the company's predictable regulatory framework provides it with cash flow 
stability, even in times of economic stress.

In addition, the company has the ability to absorb high-impact, low-probability events. This reflects its $775 million sublimit under 
parent Duke Energy’s $9 billion syndicated credit facility expiring March 2027. Furthermore, it is our view that DEO could scale back 
its capital spending, averaging about $400 million annually, during stressful periods, which indicates its limited need for refinancing 
under such conditions. In addition, our assessment also reflects the company’s generally prudent risk management, sound 
relationships with banks (comprising a diversified banking group), and generally satisfactory standing in the credit markets.
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Wholistically, these factors support our use of slightly lower thresholds to assess DEO's liquidity compared with the thresholds we 
use for typical corporate borrowers. Overall, we believe the company will likely be able to withstand adverse market circumstances 
over the next 12 months with sufficient liquidity to meet its obligations. The company's next large long-term debt maturity is in 
September 2023, with about $300 million coming due, and we expect it will proactively address this maturity well in advance of its 
scheduled due date. 

Principal liquidity sources

• Cash of about $9 million as of Sept. 30, 2022;
• Credit facility availability of $299 million and
• Cash FFO of about $640 million.

Principal liquidity uses

• Long term debt maturities of about $300 million as of Sept. 
30, 2022; and

• Maintenance capital spending of about $530 million.

Covenant Analysis
Compliance expectations

The company maintains a covenant requiring the debt-to-total capitalization ratio not to exceed 65%. We expect DEO to remain in 
compliance with this covenant during our outlook period.

Environmental, Social, And Governance

Environmental factors are a moderately negative consideration in our credit rating analysis of DEO. About 600 MWs or about 55% of 
its owned generation is coal-fired in its Kentucky service territory. This exposure is partially mitigated by the parent's strategy to 
reach net-zero emissions by 2050. The company's operations in Ohio include only transmission and distribution electric and gas 
service.

Group Influence

We consider DEO to be a strategically important subsidiary of Duke Energy. This reflects our view that DEO is unlikely to be sold; is 
important to the group's long-term strategy; has the long-term commitment of the group; and is reasonably successful at what it 
does.

Issue Ratings--Subordination Risk Analysis
Capital structure

DEO has about $3.7 billion in total long-term debt, including about $1.9 billion of first-mortgage bonds (FMBs), with the remainder 
mostly consisting of senior unsecured debt.

N/A—Not applicable. ESG credit indicators provide additional disclosure and transparency at the entity level and reflect S&P Global Ratings’ 
opinion of the influence that environmental, social, and governance factors have on our credit rating analysis. They are not a sustainability rating 
or an S&P Global Ratings ESG Evaluation. The extent of the influence of these factors is reflected on an alphanumerical 1-5 scale where 1 = 
positive, 2 = neutral, 3 = moderately negative, 4 = negative, and 5 = very negative. For more information, see our commentary “ESG Credit 
Indicator Definitions And Applications,” published Oct. 13, 2021.

- Climate transaction risks

ESG Credit Indicators

S-3 S-4 S-5 G-3 G-4 G-5E-5

- N/A - N/A

S-1 G-1E-3 S-2 G-2E-1 E-4E-2
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Analytical conclusions

We rate DEO's unsecured debt at the same level as our long-term issuer credit rating because it is the unsecured debt of a qualifying 
investment-grade regulated utility. Our 'A-2' short-term rating on the company reflects our long-term issuer credit rating on DEO.

Issue Ratings--Recovery Analysis
Key analytical factors

• We assign recovery ratings to FMBs, which--depending on the rating category and the extent of their collateral coverage--can 
cause us to notch our issue-level ratings above our issuer credit rating on a utility.

• DEO's FMBs benefit from a first-priority lien on substantially all of the utility's real property owned or subsequently acquired. 
Collateral coverage of over 1.5x supports a '1+' recovery rating and an issue-level rating two notches above the issuer credit 
rating.

Rating Component Scores

Foreign currency issuer credit rating BBB+/Stable/A-2

Local currency issuer credit rating BBB+/Stable/A-2

Business risk Excellent

Country risk Very Low

Industry risk Very Low

Competitive position Strong

Financial risk Significant

Cash flow/leverage Significant

Anchor a-

Diversification/portfolio effect Neutral (no impact)

Capital structure Neutral (no impact)

Financial policy Neutral (no impact)

Liquidity Adequate (no impact)

Management and governance Satisfactory (no impact)

Comparable rating analysis Neutral (no impact)

Stand-alone credit profile a-

Related Criteria

- General Criteria: Hybrid Capital: Methodology And Assumptions, July 1, 2019
- General Criteria: Group Rating Methodology, July 1, 2019
- Criteria | Corporates | General: Corporate Methodology: Ratios And Adjustments, April 1, 2019
- Criteria | Corporates | General: Reflecting Subordination Risk In Corporate Issue Ratings, March 28, 2018
- General Criteria: Methodology For Linking Long-Term And Short-Term Ratings, April 7, 2017
- Criteria | Corporates | General: Methodology And Assumptions: Liquidity Descriptors For Global Corporate Issuers, Dec. 16, 

2014
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- General Criteria: Country Risk Assessment Methodology And Assumptions, Nov. 19, 2013
- General Criteria: Methodology: Industry Risk, Nov. 19, 2013
- Criteria | Corporates | General: Corporate Methodology, Nov. 19, 2013
- Criteria | Corporates | Utilities: Key Credit Factors For The Regulated Utilities Industry, Nov. 19, 2013
- Criteria | Corporates | Utilities: Collateral Coverage And Issue Notching Rules For '1+' And '1' Recovery Ratings On Senior 

Bonds Secured By Utility Real Property, Feb. 14, 2013
- General Criteria: Methodology: Management And Governance Credit Factors For Corporate Entities, Nov. 13, 2012
- General Criteria: Principles Of Credit Ratings, Feb. 16, 2011

Ratings Detail (as of February 06, 2023)*

Duke Energy Ohio Inc.

Issuer Credit Rating BBB+/Stable/A-2

Senior Secured A

Issuer Credit Ratings History

26-Jan-2021 BBB+/Stable/A-2

15-Dec-2020 A-/Negative/A-2

20-Nov-2019 A-/Stable/A-2

20-May-2019 A-/Negative/A-2

Related Entities

Cinergy Corp.

Issuer Credit Rating BBB+/Stable/A-2

Duke Energy Carolinas LLC

Issuer Credit Rating BBB+/Stable/A-2

Senior Secured A

Senior Unsecured BBB+

Duke Energy Corp.

Issuer Credit Rating BBB+/Stable/A-2

Commercial Paper

Local Currency A-2

Junior Subordinated BBB-

Preferred Stock BBB-

Senior Unsecured BBB

Duke Energy Florida LLC

Issuer Credit Rating BBB+/Stable/A-2

Senior Secured A

Senior Unsecured BBB+

Duke Energy Indiana Inc.

Issuer Credit Rating BBB+/Stable/A-2

Senior Secured A

Senior Unsecured BBB+
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Ratings Detail (as of February 06, 2023)*

Duke Energy Kentucky Inc.

Issuer Credit Rating BBB+/Stable/A-2

Senior Unsecured BBB+

Duke Energy Progress LLC

Issuer Credit Rating BBB+/Stable/A-2

Senior Secured A

Florida Progress Corp.

Issuer Credit Rating BBB+/Stable/NR

Piedmont Natural Gas Co. Inc.

Issuer Credit Rating BBB+/Stable/A-2

Senior Unsecured BBB+

Progress Energy Inc.

Issuer Credit Rating BBB+/Stable/NR

Senior Unsecured BBB

*Unless otherwise noted, all ratings in this report are global scale ratings. S&P Global Ratings credit ratings on the global scale are 
comparable across countries. S&P Global Ratings credit ratings on a national scale are relative to obligors or obligations within that 
specific country. Issue and debt ratings could include debt guaranteed by another entity, and rated debt that an entity guarantees.
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