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Credit Highlights

Overview
Key strengths Key risks 

Vertically integrated, low-risk, rate-regulated electric 
utility.

A very small customer base makes the company 
vulnerable to localized adverse weather events that 
could affect operations.

Effectively manages regulatory risks under a generally 
constructive regulatory environment.

A lack of regulatory diversity makes the company 
dependent on the Kentucky Public Service 
Commission to sustain its credit quality.

Several regulatory mechanisms, including the ability 
to recover environmental-related investments and to 
pass through fuel-related costs to customers, 
support the company's management of regulatory 
risk.

Power generation is primarily from coal, potentially 
exposing the company to environmental risks.

Our ratings on Duke Energy Kentucky Inc. (DEK) are underpinned by our ratings of its ultimate parent, Duke Energy Corp (Duke). DEK is 
a subsidiary of Duke Energy Ohio Inc., whose ultimate parent is Duke Energy Corp. We consider DEK as a strategically important 
subsidiary of Duke, meaning that we largely view DEK as unlikely to be sold and important to the group's long-term strategy. Because 
we assess DEK as not sufficiently insulated from its parent, the issuer credit rating on the company is in line with the group credit 
profile.
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In our assessment, DEK's effective regulatory risk management is partially offset by its coal-fired generation exposure. We expect the 
2020 implementation of the company's electric rate case under a forward test year construct to remain supportive of its credit quality 
and provide consistency to its profit measures. However, DEK's reliance on coal-fired generation constrains its business risk profile, 
which we assess as excellent, warranting our use of a negative comparable ratings analysis modifier to capture this risk.

DEK received approval for its recent request for its natural gas distribution rates. DEK was seeking approval to increase its natural gas 
base rates by approximately $15 million. On Dec. 28, 2021, Kentucky Public Service Commission approved a settlement authorizing 
DEK an approximate $9 million gas base rate increase. The approved settlement specifies a 9.38% return on equity for natural gas 
base rates, premised upon a 51.34% equity layer. New rates are effective January 2022.

Outlook

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

Downside scenario

We could lower our ratings on DEK over the next 12-24 months if we downgrade parent Duke Energy. We could also lower the ratings 
if DEK's stand-alone credit profiles weaken, which could occur if stand-alone business risk increases or if stand-alone financial 
measures weaken such that FFO to debt is consistently below 13%.

Upside scenario

We could raise our ratings on DEK over the next 12-24 months if we upgrade parent Duke Energy and the subsidiaries' stand-alone 
financial measures are maintained such that FFO to debt is consistently above 15%, without incurring higher business risks.

Our Base-Case Scenario

Assumptions

• Consistent use of its regulatory mechanisms.
• Capital spending averaging around $200 million annually through 2024.
• No dividend payments through 2023.
• Company refinances all debt maturities.

Key metrics

Duke Energy Kentucky Inc.--Key Metrics*

2021a 2022e 2023f

Debt to EBITDA (x) 5.6 5 5

FFO to debt (%) 15.1 16-16.5 16-16.5

FFO cash interest coverage (x) 6.5 6.5-6.6 6.5-6.6

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

DEK is an electric and natural gas public utility that generates, transmits, distributes, and sells electricity in northern Kentucky. The 
company generates electricity using coal and sells and transports natural gas. DEK is a subsidiary of Duke Energy Ohio Inc., whose 
ultimate parent is Duke Energy Corp.

Peer Comparison

 

Duke Energy Kentucky Inc.--Peer Comparisons   
 

Duke Energy 
Kentucky Inc.

Kentucky Power 
Co.

Louisville Gas & 
Electric Co.

Kentucky Utilities 
Co.

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

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

Period Annual Annual Annual Annual

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

Mil. $ $ $ $

Revenue 520 646 1,569 1,826 

EBITDA 175 171 681 867 

Funds from operations (FFO) 147 137 551 689 

Interest 30 38 91 123 

Cash interest paid 27 39 78 106 

Operating cash flow (OCF) 98 70 463 617 

Capital expenditure 165 164 466 560 

Free operating cash flow (FOCF) (67) (94) (3) 57 

Discretionary cash flow (DCF) (67) (94) (195) (193)

Cash and short-term investments 5 1 9 13 

Gross available cash 5 1 9 13 

Debt 973 1,178 2,492 3,040 

Equity 822 874 3,079 3,928 

EBITDA margin (%) 33.7 26.5 43.4 47.5 

Return on capital (%) 5.4 2.8 7.1 7.0 

EBITDA interest coverage (x) 5.9 4.5 7.5 7.1 

FFO cash interest coverage (x) 6.5 4.5 8.1 7.5 

Debt/EBITDA (x) 5.6 6.9 3.7 3.5 

FFO/debt (%) 15.1 11.6 22.1 22.7 

OCF/debt (%) 10.1 6.0 18.6 20.3 

FOCF/debt (%) (6.9) (7.9) (0.1) 1.9 

DCF/debt (%) (6.9) (7.9) (7.8) (6.4)
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Business Risk

Our assessment of DEK's business risk profile reflects the company's lower-risk electric and natural gas utility operations. The 
company serves about 260,000 electric and natural gas customers in northern Kentucky. DEK's small size and lack of regulatory 
diversity make it dependent on the Kentucky Public Service Commission to sustain its credit quality. In our view, the regulatory 
compact in Kentucky is generally constructive, as demonstrated by the use of multiple cost recovery mechanisms that reduce 
regulatory lag. Some examples of these mechanisms include an environmental surcharge rider that permits DEK to recover certain 
environmental-related investments, and an energy efficiency rider that partially insulates the utility from revenue lost because of 
energy conservation. Partially offsetting this, in our view, is DEK's vulnerability to localized adverse weather events that could affect 
operations.

DEK generates close to 100% of is power from its 600 megawatt (MW) coal-fired East Bend station, which indicates potential 
environmental and transition risk for DEK. Hence, we view DEK’s BRP as toward the lower end of the range and assess using a 
negative comparable ratings analysis modifier to capture these risks.

Financial Risk

We assess DEK's financial measures using our medial volatility table that reflects the company's lower-risk, vertically integrated 
electric and natural gas regulated utility operations and its effective management of regulatory risk. Under our base-case scenario, 
which includes capital spending averaging about $200 million through 2024, and no dividends payments until 2023, and continued 
use of its existing regulatory mechanisms, we expect FFO to debt of about 16% for the next two years, trending toward 17% beginning 
in 2024.

Debt maturities

As of Dec. 31, 2021

• 2023: $75 million
• 2025: $95 million
• 2026: $45 million

Duke Energy Kentucky 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 436 431 483 479 452 520 

EBITDA 123 121 144 158 164 175 

Funds from operations (FFO) 128 122 142 133 137 147 

Interest expense 20 18 23 28 28 30 

Cash interest paid 14 14 19 24 25 27 

Operating cash flow (OCF) 105 114 120 109 148 98 

Capital expenditure 100 179 275 247 226 165 

Free operating cash flow (FOCF) 5 (65) (155) (137) (78) (67)

Discretionary cash flow (DCF) (5) (65) (155) (137) (78) (67)

Cash and short-term investments 7 2 8 7 4 5 
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Duke Energy Kentucky Inc.--Financial Summary
Gross available cash 7 2 8 7 4 5 

Debt 464 550 692 843 928 973 

Common equity 437 511 596 645 718 822 

Adjusted ratios       

EBITDA margin (%) 28.2 28.0 29.9 32.9 36.4 33.7 

Return on capital (%) 8.8 7.7 7.1 6.0 5.5 5.4 

EBITDA interest coverage (x) 6.2 6.8 6.3 5.6 5.8 5.9 

FFO cash interest coverage (x) 10.2 9.7 8.3 6.5 6.4 6.5 

Debt/EBITDA (x) 3.8 4.6 4.8 5.3 5.6 5.6 

FFO/debt (%) 27.6 22.2 20.5 15.8 14.8 15.1 

OCF/debt (%) 22.7 20.6 17.3 13.0 16.0 10.1 

FOCF/debt (%) 1.1 (11.9) (22.4) (16.3) (8.4) (6.9)

DCF/debt (%) (1.1) (11.9) (22.4) (16.3) (8.4) (6.9)

Reconciliation Of Duke Energy Kentucky 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

 832  822  520  170  85  26  175  106  -  166 

Cash taxes paid  -  -  -  -  -  -  (2)  -  -  -

Cash interest
paid

 -  -  -  -  -  -  (26)  -  -  -

Trade receivables 
securitizations

 54  -  -  -  -  -  -  (8)  -  -

Lease liabilities  9  -  -  -  -  -  -  -  -  -

Operating 
leases

 -  -  -  2  0  0  (0)  1  -  -

Postretirement 
benefit 
obligations/
deferred 
compensation

 11  -  -  -  -  -  -  -  -  -

Accessible cash 
and liquid 
investments

 (5)  -  -  -  -  -  -  -  -  -

Asset-retirement 
obligations

 74  -  -  3  3  3  -  -  -  -
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Reconciliation Of Duke Energy Kentucky 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

Nonoperating 
income 
(expense)

 -  -  -  -  4  -  -  -  -  -

EBITDA: other 
income/
(expense)

 -  -  -  1  1  -  -  -  -  -

D&A: 
Impairment 
charges/
(reversals)

 -  -  -  -  2  -  -  -  -  -

D&A: other  -  -  -  -  (1)  -  -  -  -  -

Total adjustments  141  -  -  5  9  3  (28)  (8)  -  (0)

S&P Global 
Ratings adjusted Debt Equity Revenue EBITDA EBIT

Interest 
expense

Funds from 
Operations

Operating 
cash flow Dividends

Capital 
expenditure

  973  822  520  175  94  30  147  98  -  165 

Liquidity
As of March 31, 2022, we assess DEK's liquidity as adequate. We expect liquidity sources to be more than 1.1x uses, even with a 10% 
decline in EBITDA and anticipate it will also meet our other requirements for such a designation. DEK's liquidity benefits from its 
table cash flow generation, good standing in the credit markets, and prudent risk management practices.

Principal liquidity sources

• Cash balance of $9 million as of March 31, 2022;
• Committed credit facilities of $175 million as of March 

31, 2022; and
• Cash FFO of about $161 million.

Principal liquidity uses

• Notes payable and commercial paper outstanding of 
$103 million; and

• Assumed maintenance capital spending of about $126 
million.

Environmental, Social, And Governance
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Environmental factors are a negative consideration in our credit rating analysis of Duke Energy Kentucky Inc. The company is more 
exposed compared to peers given its heavy reliance on coal-fired generation. Approximately 56% of the company's total electric 
generation fleet capacity of roughly 1,076 MW is coal-based, which exposes it to the potential for changing environmental regulations 
that might require significant capital investments. This exposure is somewhat mitigated by the parent’s strategy to reach net-zero 
emissions by 2050.

Group Influence

We consider DEK as strategically important to Duke Energy. DEK 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

As of March 31, 2022, DEK has about $756 million of both long-term and short-term debt in its capital structure, most of which is 
unsecured.

Analytical conclusions

We rate DEK's senior unsecured debt 'BBB+', the same as our issuer credit rating on the company, because we view this instrument 
as debt issued by a qualifying investment-grade regulated utility. Our 'A-2' short-term ratings on DEK reflects our issuer credit rating 
on the company, consistent with our criteria.

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 transition 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-3E-1

To view a video tutorial, hold Ctrl and click this box 

Visio instructions 

1. To select a new score, click on a red box (e.g. E - 2), then click 
on Format Painter (Home tab) to copy the color. Next, click on the 
desired score. 

2. To unselect the old score, click a blank score box, click Format 
Painter, and click on the old score to clear it. 

3 . Select the red score boxes and click ‘ Bring to Front ’. 

4 . Replace the placeholder bullets with the E, S and G factors 
supplied by your analyst, ensuring text formatting remains as it is. 

5 . Remove any remaining placeholder bullets 

6 . If no factors are listed in one or two sections, insert: N/A and 
type ‘ N/A -- Not applicable. ’ at the start of the footnote. (If no factors 
are listed in all sections, use the NO FACTORS template instead.) 

7. File > Export > Change File Type > SVG

E-2 E-4 S-2 G-2

© S&P Global Ratings. All rights reserved. No reprint or dissemination without S&P Global Ratings' permission. See Terms of
Use/Disclaimer on the last page.

S&P GLOBAL RATINGS360 June 16, 2022       7

Duke Energy Kentucky Inc.



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 Negative (-1 notch)

Stand-alone credit profile bbb+

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
- 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 June 16, 2022)*

Duke Energy Kentucky Inc.

Issuer Credit Rating BBB+/Stable/A-2

Senior Unsecured BBB+
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Ratings Detail (as of June 16, 2022)*

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

29-Jan-2019 A-/Stable/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+

Duke Energy Ohio Inc.

Issuer Credit Rating BBB+/Stable/A-2

Senior Secured A

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+
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Ratings Detail (as of June 16, 2022)*

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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S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors.
S&P reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites,
www.standardandpoors.com (free of charge), and www.ratingsdirect.com and www.globalcreditportal.com (subscription), and may be
distributed through other means, including via S&P publications and third-party redistributors. Additional information about our ratings
fees is available at www.standardandpoors.com/usratingsfees.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their
respective activities. As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P
has established policies and procedures to maintain the confidentiality of certain non-public information received in connection with each
analytical process.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for
certain regulatory purposes, S&P reserves the right to assign, withdraw or suspend such acknowledgment at any time and in its sole
discretion. S&P Parties disclaim any duty whatsoever arising out of the assignment, withdrawal or suspension of an acknowledgment as
well as any liability for any damage alleged to have been suffered on account thereof.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are
expressed and not statements of fact. S&P’s opinions, analyses and rating acknowledgment decisions (described below) are not
recommendations to purchase, hold, or sell any securities or to make any investment decisions, and do not address the suitability of any
security. S&P assumes no obligation to update the Content following publication in any form or format. The Content should not be relied on
and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making
investment and other business decisions. S&P does not act as a fiduciary or an investment advisor except where registered as such. While
S&P has obtained information from sources it believes to be reliable, S&P does not perform an audit and undertakes no duty of due
diligence or independent verification of any information it receives. Rating-related publications may be published for a variety of reasons
that are not necessarily dependent on action by rating committees, including, but not limited to, the publication of a periodic update on a
credit rating and related analyses.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any
part thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or
retrieval system, without the prior written permission of Standard & Poor’s Financial Services LLC or its affiliates (collectively, S&P). The
Content shall not be used for any unlawful or unauthorized purposes. S&P and any third-party providers, as well as their directors, officers,
shareholders, employees or agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the
Content. S&P Parties are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results
obtained from the use of the Content, or for the security or maintenance of any data input by the user. The Content is provided on an “as is”
basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT
THE CONTENT’S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE
CONFIGURATION. In no event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive,
special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and
opportunity costs or losses caused by negligence) in connection with any use of the Content even if advised of the possibility of such
damages.
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