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

Nine Months Ended September 30,
(in thousands) 2019 2018
Operating Revenues
Electric $ 284,104 $ 284,090
Natural gas 73,432 69,163

Total operating revenues 357,536 353,253
Operating Expenses
Fuel used in electric generation and purchased power 92,670 107,579
Cost of natural gas 28,572 26,538
Operation, maintenance and other 106,505 102,626
Depreciation and amortization 60,621 46,369
Property and other taxes 11,881 11,156

Total operating expenses 300,249 294,268
Gains (Losses) on Sales of Other Assets and Other, net 150 (80)
Operating Income 57,437 58,905
Other Income and Expenses, net 4,951 5,232
Interest Expense 17,375 13,096
Income Before Income Taxes 45,013 51,041
Income Tax Expense 5,463 7,839
Net Income $ 39,550 $ 43,202
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DUKE ENERGY KENTUCKY, INC.
Condensed Balance Sheets
(Unaudited)

(in thousands, except share amounts) September 30, 2019 December 31, 2018
ASSETS
Current Assets
Cash and cash equivalents $ 3,039 $ 7,773
Receivables (net of allowance for doubtful accounts of $301 at 2019 and $221 at 2018) 7,749 9,450
Receivables from affiliated companies 13,038 29,195
Notes receivable from affiliated companies 85,169 —
Inventory 45,250 40,596
Regulatory assets 14,143 10,562
Other 11,021 11,960

Total current assets 179,409 109,536
Property, Plant and Equipment
Cost 2,645,492 2,517,897
Accumulated depreciation and amortization (958,889) (965,124)

Net property, plant and equipment 1,686,603 1,552,773
Other Noncurrent Assets
Regulatory assets 112,730 113,652
Operating lease right-of-use assets, net 9,241 —
Other 10,278 9,922

Total other noncurrent assets 132,249 123,574
Total Assets $ 1,998,261 $ 1,785,883
LIABILITIES AND EQUITY
Current Liabilities
Accounts payable $ 37,596 $ 45,759
Accounts payable to affiliated companies 21,467 17,503
Notes payable to affiliated companies — 38,875
Taxes accrued 12,976 18,143
Interest accrued 6,050 6,115
Current maturities of long-term debt 100,000 100,396
Asset retirement obligations 3,260 6,448
Regulatory liabilities 16,948 14,294
Other 21,767 19,291

Total current liabilities 220,064 266,824
Long-Term Debt 633,784 424,714
Long-Term Debt Payable to Affiliated Companies 25,000 25,000
Other Noncurrent Liabilities
Deferred income taxes 229,365 214,718
Asset retirement obligations 50,586 56,378
Regulatory liabilities 139,264 156,115
Operating lease liabilities 9,059 —
Accrued pension and other post-retirement benefit costs 29,510 21,734
Other 25,856 24,177

Total other noncurrent liabilities 483,640 473,122
Commitments and Contingencies
Equity
Common stock, $15.00 par value, 1,000,000 shares authorized and 585,333 shares
outstanding 8,780 8,780
Additional paid-in capital 217,494 217,494
Retained earnings 409,499 369,949

Total equity 635,773 596,223
Total Liabilities and Equity $ 1,998,261 $ 1,785,883
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DUKE ENERGY KENTUCKY, INC.
Condensed Statements of Cash Flows
(Unaudited)

Nine Months Ended September 30,
(in thousands) 2019 2018
CASH FLOWS FROM OPERATING ACTIVITIES
Net income $ 39,550 $ 43,202
Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and amortization 61,067 46,817
Equity component of AFUDC (1,703) (2,643)
(Gains) losses on sales of other assets (150) 80
Deferred income taxes 8,838 18,712
Accrued pension and other post-retirement benefit costs 283 1,056
Contributions to qualified pension plans (481) (72)
Payments for asset retirement obligations (7,294) (2,664)
(Increase) decrease in

Net realized and unrealized mark-to-market and hedging transactions — (235)
Receivables 4,364 (7,025)
Receivables from affiliated companies 16,157 6,996
Inventory (4,654) 3,069
Collateral assets (581) (4,537)
Other current assets (3,759) (11,369)

Increase (decrease) in
Accounts payable (9,238) (13,541)
Accounts payable to affiliated companies 3,964 (2,634)
Taxes accrued (5,167) (6,038)
Other current liabilities 1,535 (2,987)

Other assets (1,717) (5,234)
Other liabilities 793 5,166
Net cash provided by operating activities 101,807 66,119

CASH FLOWS FROM INVESTING ACTIVITIES
Capital expenditures (178,692) (196,601)
Notes receivable from affiliated companies (85,169) 14,671
Other (12,600) (19,228)

Net cash used in investing activities (276,461) (201,158)
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from the issuance of long-term debt 209,057 —
Payments for the redemption of long-term debt (169) (49)
Notes payable to affiliated companies (38,875) 102,357
Capital contributions from parent — 35,000
Other (93) (894)

Net cash provided by financing activities 169,920 136,414
Net (decrease) increase in cash and cash equivalents (4,734) 1,375
Cash and cash equivalents at beginning of period 7,773 1,687
Cash and cash equivalents at end of period $ 3,039 $ 3,062
Supplemental Disclosures:
Significant non-cash transactions:

Accrued capital expenditures $ 33,469 $ 39,125
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DUKE ENERGY KENTUCKY, INC.
Condensed Statements of Changes in Equity
(Unaudited)

Additional
Common Paid-in Retained Total

(in thousands) Stock Capital Earnings Equity
Balance at December 31, 2017 $ 8,780 $ 182,494 $ 320,140 $ 511,414
Net income — — 43,202 43,202
Contribution from parent — 35,000 — 35,000
Balance at September 30, 2018 $ 8,780 $ 217,494 $ 363,342 $ 589,616

Balance at December 31, 2018 $ 8,780 $ 217,494 $ 369,949 $ 596,223
Net income — — 39,550 39,550
Balance at September 30, 2019 $ 8,780 $ 217,494 $ 409,499 $ 635,773
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1. ORGANIZATION AND BASIS OF PRESENTATION

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 interim 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, 2018. These interim Condensed Financial Statements, in the opinion of Duke Energy Kentucky's management, reflect all 
normal recurring adjustments 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, 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.

INVENTORY

Provisions for inventory write-offs were not material at September 30, 2019, and December 31, 2018. The components of inventory are 
presented in the table below.

(in thousands) September 30, 2019 December 31, 2018
Materials and supplies $ 19,307 $ 19,608
Coal 11,866 14,356
Natural gas, oil and other fuel 14,077 6,632

Total inventory $ 45,250 $ 40,596

NEW ACCOUNTING STANDARDS

Except as noted below, the new accounting standards adopted for 2018 and 2019 had no material impact on the presentation or results of 
operations, cash flows or financial position of Duke Energy Kentucky. 

Leases. In February 2016, the Financial Accounting Standards Board issued revised accounting guidance for leases. The core principle of this 
guidance is that a lessee should recognize the assets and liabilities that arise from leases on the balance sheet. This resulted in a material 
impact on the presentation for the statement of financial position for the period ended September 30, 2019, and an immaterial impact to the 
results of operations and cash flows for the nine months ended September 30, 2019.

Duke Energy Kentucky elected the modified retrospective method of adoption effective January 1, 2019. Under the modified retrospective 
method of adoption, prior year reported results are not restated. For adoption, Duke Energy Kentucky has elected to apply the following 
practical expedients:

Practical Expedient Description
Package of transition practical expedients (for leases commenced 
prior to adoption date and must be adopted as a package)

Do not need to 1) reassess whether any expired or existing contracts
are/or contain leases, 2) reassess the lease classification for any
expired or existing leases and 3) reassess initial direct costs for any
existing leases.

Short-term lease expedient (elect by class of underlying asset) Elect as an accounting policy to not apply the recognition
requirements to short-term leases by asset class.

Lease and non-lease components (elect by class of underlying asset) Elect as an accounting policy to not separate non-lease components
from lease components and instead account for each lease and
associated non-lease component as a single lease component by
asset class.

Hindsight expedient (when determining lease term) Elect to use hindsight to determine the lease term.
Existing and expired land easements not previously accounted for as
leases

Elect to not evaluate existing or expired easements under the new
guidance and carry forward current accounting treatment.

Comparative reporting requirements for initial adoption Elect to apply transition requirements at adoption date, recognize
cumulative effect adjustment to retained earnings in period of
adoption and not apply the new requirements to comparative periods,
including disclosures.

Lessor expedient (elect by class of underlying asset) Elect as an accounting policy to aggregate non-lease components
with the related lease component when specified conditions are met
by asset class. Account for the combined component based on its
predominant characteristic (revenue or operating lease).
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Duke Energy Kentucky evaluated the financial statement impact of adopting the standard and monitored industry implementation issues. 
Under agreements considered leases, where Duke Energy Kentucky is the lessee, Right-of-use (ROU) assets and operating lease liabilities 
are now recognized on the balance sheet. Duke Energy Kentucky did not have a material change to the financial statements from the adoption 
of the new standard for contracts where it is the lessor. See Note 4 for further information.

No new accounting standards, issued but not yet adopted, are expected to have a material impact on Duke Energy Kentucky as of 
September 30, 2019.

2. REGULATORY MATTERS

RATE RELATED INFORMATION

The Kentucky Public Service Commission (KPSC) approves rates for retail electric and natural gas services within the Commonwealth of 
Kentucky. The Federal Energy Regulatory Commission (FERC) approves rates for electric sales to wholesale customers served under cost-
based rates, as well as sales of transmission service.

Natural Gas Base Rate Case

On August 31, 2018, Duke Energy Kentucky filed an application with the KPSC requesting an increase in natural gas base rates of 
approximately $11 million, an approximate 11.1% average increase across all customer classes. The increase was net of approximately $5 
million in annual savings as a result of the Tax Cuts and Job Act (Tax Act). The drivers for this case are capital invested since Duke Energy 
Kentucky’s last rate case in 2009. Duke Energy Kentucky also sought implementation of a Weather Normalization Adjustment Mechanism, 
amortization of regulatory assets and to implement the impacts of the Tax Act, prospectively. On January 30, 2019, Duke Energy Kentucky 
entered into a settlement agreement with the Attorney General of Kentucky, the only intervenor in the case. The settlement provided for an 
approximate $7 million increase in natural gas base revenue, a return on equity of 9.7% and approval of the proposed Weather Normalization 
Adjustment Mechanism. A hearing was held on February 5, 2019. The commission issued its Order approving the settlement without material 
modification on March 27, 2019. Revised customer rates were effective April 1, 2019.

Electric Base Rate Case

On September 3, 2019, Duke Energy Kentucky filed a rate case with the KPSC requesting an increase in electric base rates of approximately 
$46 million, which represents an approximate 12.5% increase across all customer classes. The request for rate increase is driven by 
increased investment in utility plant since the last electric base rate case in 2017. Duke Energy Kentucky seeks to implement a Storm Deferral 
Mechanism that will enable Duke Energy Kentucky to defer actual costs incurred for major storms that are over or under amounts in base 
rates. In response to large customers’ desire to have access to renewable resources, Duke Energy Kentucky is proposing a Green Source 
Advantage tariff designed for those large customers that wish to invest in renewable energy resources to meet sustainability goals. Duke 
Energy Kentucky is proposing an electric vehicle (EV) infrastructure pilot and modest incentives to assist customers in investing in EV 
technologies. Additionally, Duke Energy Kentucky is proposing to build an approximate 5.5 MW distribution battery energy storage system to 
be attached to Duke Energy Kentucky’s distribution system providing frequency regulation and enhanced reliability to Kentucky customers. 
The commission issued a procedural schedule with two rounds of discovery and opportunities for intervenor and rebuttal testimony. Duke 
Energy Kentucky anticipates that rates will go into effect in the second quarter of 2020. Duke Energy Kentucky cannot predict the outcome of 
this matter.

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, 
coal ash and other environmental matters. These regulations can be changed from time to time, imposing new obligations on Duke Energy 
Kentucky.

Remediation Activities

In addition to asset retirement obligations (AROs) recorded as a result of various environmental regulations, Duke Energy Kentucky is 
responsible for environmental remediation at various sites. These include certain 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, remediation activities vary based upon site condition and location, 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 environmental impacts caused by other 
potentially responsible 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 on the Condensed Statements of Operations unless 
regulatory recovery of the costs is deemed probable.

Duke Energy Kentucky has recorded approximately $670 thousand of probable and estimable costs related to its various environmental sites 
in Other within Other Noncurrent Liabilities on the Condensed Balance Sheets as of September 30, 2019, and December 31, 2018. Additional 
losses in excess of recorded reserves are expected to be immaterial for the stages of investigation, remediation and monitoring for the 
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.
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LITIGATION

Duke Energy Kentucky is involved in other legal, tax and regulatory proceedings arising in the ordinary course of business, some of which 
involve significant 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 included on the Condensed Balance Sheets. The possibility of Duke Energy Kentucky having to honor its 
contingencies is largely dependent upon future operations of various third parties or the occurrence of certain future events.

4. LEASES

As described in Note 1, Duke Energy Kentucky adopted the revised accounting guidance for Leases effective January 1, 2019, using the 
modified retrospective method of adoption, which does not require restatement of prior year reported results. Adoption of the new standard 
resulted in the recording of ROU assets and operating lease liabilities as follows:

(in thousands) As of January 1, 2019
ROU assets $ 9,566
Operating lease liabilities - current 307
Operating lease liabilities - noncurrent 9,259

As part of its operations, Duke Energy Kentucky leases space on communication towers, meters and office space under various terms and 
expiration dates. Certain Duke Energy Kentucky lease agreements include options for renewal and early termination. The intent to renew a 
lease varies depending on the lease type and asset. Renewal options that are reasonably certain to be exercised are included in the lease 
measurements. The decision to terminate a lease early is dependent on various economic factors. No termination options have been included 
in any of the lease measurements.

Duke Energy Kentucky has certain lease agreements, which include variable lease payments that are based on the usage of an asset. These 
variable lease payments are not included in the measurement of the ROU assets or operating lease liabilities on the Condensed Balance 
Sheets.

The following table presents the components of lease expense.

(in thousands) Nine Months Ended September 30, 2019
Operating lease expense(a) $ 1,475
Short-term lease expense(a) 708
Variable lease expense(a) 84
Finance lease expense

Amortization of leased assets(b) 169
Interest on lease liabilities(c) 2

Total finance lease expense 171
Total lease expense $ 2,438

(a) Included in Operations, maintenance and other on the Condensed Statements of Operations.
(b) Included in Depreciation and amortization on the Condensed Statements of Operations.
(c) Included in Interest Expense on the Condensed Statements of Operations.

Rental expense for operating leases, as reported under the old lease standard, was $2 million for the year ended December 31, 2018. This 
amount is included in Operation, maintenance and other on the Condensed Statements of Operations.
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The following table presents operating lease maturities and a reconciliation of the undiscounted cash flows to operating lease liabilities.

(in thousands) Twelve Months Ended September 30,
2020 $ 662
2021 673
2022 685
2023 697
2024 709
Thereafter 10,237
Total operating lease payments 13,663
Less: present value discount (4,374)
Total operating lease liabilities(a) $ 9,289

(a) Certain operating lease payments include renewal options that are reasonably certain to be exercised.

The following table presents future minimum lease payments under operating leases, which at inception had a non-cancelable term of more 
than one year, as reported under the old lease standard.

(in thousands) December 31, 2018
2019 $ 707
2020 666
2021 677
2022 689
2023 701
Thereafter 10,745
Total $ 14,185

The following table presents future minimum lease payments under finance leases, as reported under the old lease standard.

(in thousands) December 31, 2018
2019 $ 438
2020 219
2021 —
2022 —
2023 —
Thereafter —
Minimum annual payments 657
Less: amount representing interest (77)
Total $ 580

The following tables contain additional information related to leases.

(in thousands) Classification September 30, 2019
Assets

Operating Operating lease ROU assets, net $ 9,241
Total lease assets $ 9,241
Liabilities
Current

Operating Other current liabilities $ 230
Noncurrent

Operating Operating lease liabilities 9,059
Total lease liabilities $ 9,289
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(in thousands) Nine Months Ended September 30, 2019
Cash paid for amounts included in the measurement of lease liabilities(a)

Operating cash flows from operating leases $ 550
Operating cash flows from finance leases 2
Financing cash flows from finance leases 169

(a) No amounts were classified as investing cash flows from operating leases for the nine months ended September 30, 2019.

September 30, 2019
Weighted-average remaining lease term (years)

Operating leases 18
Weighted-average discount rate(a)

Operating leases 4.4%

(a) The discount rate is calculated using the rate implicit in a lease if it is readily determinable. Generally, the rate used by the lessor is 
not provided to Duke Energy Kentucky and in these cases the incremental borrowing rate is used. Duke Energy Kentucky will 
typically use its fully collateralized incremental borrowing rate as of the commencement date to calculate and record the lease. The 
incremental borrowing rate is influenced by the lessee’s credit rating and lease term and as such may differ for individual leases, 
embedded leases or portfolios of leased assets.

5. DEBT AND CREDIT FACILITIES

SUMMARY OF SIGNIFICANT DEBT ISSUANCES

In June 2019, Duke Energy Kentucky priced $210 million of unsecured debentures of which $95 million carry a fixed interest rate of 3.23% and 
mature October 2025, $75 million carry a fixed interest rate of 3.56% and mature October 2029, and $40 million carry a fixed interest rate of 
4.32% and mature July 2049. The $40 million tranche closed and funded in July 2019, and the remaining tranches closed in September 2019. 
The proceeds were used to refinance Duke Energy Kentucky's $100 million, 4.65% debentures, which matured October 2019, to pay down 
short-term intercompany debt and for general corporate purposes.

MASTER CREDIT FACILITY

In March 2019, Duke Energy amended its existing $8 billion Master Credit Facility to extend the termination date to March 2024. 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. The amount available to Duke Energy 
Kentucky under the Master Credit Facility may be reduced due 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. 

At September 30, 2019, Duke Energy Kentucky had a borrowing sublimit of $150 million and available capacity of $125 million under Duke 
Energy's Master Credit Facility. 

6. ASSET RETIREMENT OBLIGATIONS

Duke Energy Kentucky records an ARO 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. Certain assets have an indeterminate life, and thus the fair value of the retirement 
obligation is not reasonably estimable. AROs are primarily related to the retirement of natural gas mains, asbestos removal and closure of ash 
basins and landfills at fossil generation facilities. A liability for these AROs will be recorded when a fair value is determinable. 

The following table presents the changes to the liability associated with AROs.

(in thousands)
Balance at December 31, 2018 $ 62,826
Accretion expense(a) 1,791
Liabilities settled(b) (8,722)
Revisions to estimates of cash flows(c) (2,049)
Balance at September 30, 2019 $ 53,846

(a) All accretion expense relates to Duke Energy Kentucky's regulated operations and has been deferred in accordance with regulatory 
accounting treatment.

(b) Related to ash basin closure costs at the East Bend Station.
(c) Related to changes in cost estimates for ash impoundments.

Asset retirement costs associated with the AROs for operating plants and retired plants are included in Net property, plant and equipment and 
Regulatory assets within Other Noncurrent Assets, respectively, on the Condensed Balance Sheets. 
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7. RELATED PARTY TRANSACTIONS

Duke Energy Kentucky engages in related party transactions in accordance with the KPSC and FERC 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 on the 
Condensed Statements of Operations are presented in the following table.

Nine Months Ended September 30,
(in thousands) 2019 2018
Corporate governance and shared service expenses(a) $ 60,553 $ 60,562

(a) Duke Energy Kentucky is charged its proportionate share of corporate governance and other shared services costs, primarily related 
to human resources, employee benefits, information technology, legal and accounting fees, as well as other third-party costs from 
an unconsolidated affiliate that is a consolidated affiliate of Duke Energy. These amounts are recorded in Operation, maintenance 
and other on the Condensed Statements of Operations.

In addition to the amounts presented above, Duke Energy Kentucky has other affiliate transactions, including certain indemnification 
coverages through Duke Energy's wholly owned captive insurance subsidiary, 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. These transactions are incurred in the ordinary course of business and are eliminated in Duke Energy's Condensed Consolidated 
Financial Statements.

As discussed in Note 10, certain trade receivables have been sold by Duke Energy Kentucky to Cinergy Receivables Company, LLC (CRC), 
an indirect subsidiary of Duke Energy. The proceeds obtained from the sales of receivables are largely cash but also include a subordinated 
note from CRC for a portion of the purchase price. 

Intercompany Income Taxes

Duke Energy and its subsidiaries file a consolidated federal income tax return and other state and jurisdictional returns. Duke Energy Kentucky 
has a tax sharing agreement with Duke Energy for the allocation of consolidated tax liabilities and benefits. Duke Energy Kentucky had 
immaterial intercompany tax receivable or payable balances at September 30, 2019, and an intercompany income tax payable balance of $2 
million at December 31, 2018. See Note 13 for additional information on income taxes.

8. 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's outstanding commodity derivatives are financial transmission rights (FTR) with 
volumes of 2,774 gigawatt-hours and 1,786 gigawatt-hours as of September 30, 2019, and December 31, 2018, respectively.

See Note 9 for additional information on the fair value of commodity derivatives.

INTEREST RATE RISK

Duke Energy Kentucky is exposed to changes in interest rates as a result of its issuance or anticipated issuance of variable-rate and fixed-rate 
debt. Interest rate risk is managed by limiting variable-rate exposure to a percentage of total debt and by monitoring 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. The notional amount of interest rate swaps outstanding was $26.7 million at September 30, 2019, 
and December 31, 2018. Financial contracts entered into by Duke Energy Kentucky are not designated as hedges because they are 
accounted for under regulatory accounting. With regulatory accounting, the mark-to-market gains or losses are deferred as regulatory liabilities 
or regulatory assets, respectively. Regulatory assets and regulatory liabilities are amortized consistent with the treatment of related costs in 
the ratemaking process. The accrual of interest on swaps is recorded as Interest Expense on the Condensed Statements of Operations.

See Note 9 for additional information on the fair value of interest rate derivatives.

9. FAIR VALUE MEASUREMENTS

Fair value is the exchange price to sell an asset or transfer a liability in an orderly transaction between market participants 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 risks inherent in the inputs to the 
valuation technique. These inputs may 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 as defined by GAAP.

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.
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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 during the nine months ended September 30, 2019, and 2018.

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

Commodity derivatives

If forward price curves are not observable for the full term of the contract and the unobservable period had more than an insignificant impact 
on the valuation, the commodity derivative is classified as Level 3. The valuation technique and unobservable input for the FTR is regional 
transmission organization auction pricing and FTR price - per megawatt-hour, respectively.

Interest rate derivatives

Most over-the-counter interest rate contract derivatives are valued using financial models that 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.

September 30, 2019 December 31, 2018
Total Fair Total Fair

(in thousands) Value Level 2 Level 3 Value Level 2 Level 3
Derivative assets(a) $ 4,915 $ — $ 4,915 $ 6,056 $ — $ 6,056
Derivative liabilities(b) (5,602) (5,602) — (4,487) (4,487) —
Net assets (liabilities) $ (687) $ (5,602) $ 4,915 $ 1,569 $ (4,487) $ 6,056

(a) Included in Other within Current Assets and Other within Other Noncurrent Assets on the Condensed Balance Sheets. The amounts 
relate to FTRs.

(b) Included in Other within Current Liabilities and Other within Other Noncurrent Liabilities on the Condensed Balance Sheets. The 
amounts relate to interest rate swaps.

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)
Nine Months Ended September 30,

(in thousands) 2019 2018
Balance at beginning of period $ 6,056 $ 1,444
Purchases, sales, issuances and settlements:

Purchases 8,608 6,855
Settlements (5,864) (2,479)

Total (losses) gains included on the Condensed Balance Sheets as regulatory assets or liabilities (3,885) 2,632
Balance at end of period $ 4,915 $ 8,452

OTHER FAIR VALUE DISCLOSURES

The fair value and book value of long-term debt, including current maturities, is summarized in the following table. Estimates determined are 
not necessarily indicative of amounts that could have been settled by Duke Energy Kentucky in current markets. Fair value of long-term debt 
uses Level 2 measurements.

September 30, 2019 December 31, 2018
(in thousands) Book value Fair value Book value Fair value
Long-Term debt, including current maturities $ 758,784 $ 818,337 $ 550,110 $ 553,922

At both September 30, 2019, and December 31, 2018, the fair value of cash and cash equivalents, accounts and notes receivable, accounts 
payable, notes payable and commercial paper 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.
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10. VARIABLE INTEREST ENTITIES

Receivables Financing - CRC

CRC is a bankruptcy remote, special purpose entity that is an affiliate of Duke Energy Kentucky. As discussed below, Duke Energy Kentucky 
does not consolidate CRC as it is not the primary beneficiary. On a revolving basis, CRC buys certain accounts receivable arising from the 
sale of electricity, natural gas and related services from Duke Energy Kentucky. CRC borrows amounts under a credit facility to buy the 
receivables from Duke Energy Kentucky. Borrowing availability from the credit facility is limited to the amount of qualified receivables sold to 
CRC. The sole source of funds to satisfy the related debt obligation is cash collections from the receivables. 

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

The proceeds Duke Energy Kentucky receives from the sale of receivables to CRC are approximately 75% cash and 25% in the form of a 
subordinated note from CRC. The subordinated note is a retained interest in the receivables sold. Duke Energy Kentucky had receivables of 
$11.5 million and $23.1 million from CRC at September 30, 2019, and December 31, 2018, respectively. These balances are included in 
Receivables from affiliated companies on the Condensed Balance Sheets. The subordinated note held by Duke Energy Kentucky is stated at 
fair value. Duke Energy Kentucky's maximum exposure to loss does not exceed the carrying value.

The following table presents gross and net receivables sold.

(in thousands) September 30, 2019 December 31, 2018
Receivables sold $ 48,742 $ 66,308
Less: Retained interests 11,483 23,070
Net receivables sold $ 37,259 $ 43,238

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

Nine Months Ended September 30,
(in thousands) 2019 2018
Sales
Receivables sold $ 360,793 $ 351,495
Loss recognized on sale 1,835 1,649
Cash flows
Cash proceeds from receivables sold $ 370,283 $ 355,201
Collection fees received 180 176
Return received on retained interests 1,251 1,145

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

11. REVENUE

Duke Energy Kentucky earns substantially all of its revenues through the sale of electricity and natural gas.

Electricity Sales

Electric sales revenues are earned primarily through retail and wholesale electric service through the generation, transmission, distribution and 
sale of electricity. Duke Energy Kentucky generally provides retail electric service customers with their full electric load requirements and sells 
wholesale block sales of electricity into the market.

Natural Gas Sales

Natural gas sales revenues are earned through retail natural gas service through the transportation, distribution and sale of natural gas. Duke 
Energy Kentucky generally provides natural gas service customers with all natural gas load requirements. Additionally, while natural gas can 
be stored, substantially all natural gas provided by Duke Energy Kentucky is consumed by customers simultaneously with receipt of delivery.
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Disaggregated Revenues

Disaggregated revenues are presented as follows:

Nine Months Ended
(in thousands) September 30,
By market or type of customer 2019 2018
Electricity Sales
   Residential $ 106,454 $ 107,016
   General 113,739 108,755
   Industrial 46,217 42,871
   Wholesale(a) 10,393 4,748
   Other revenues 6,340 7,059
Total Electricity Sales revenue from contracts with customers $ 283,143 $ 270,449

Natural Gas Sales
   Residential $ 46,414 $ 44,243
   Commercial 19,803 18,874
   Industrial 3,785 2,628
   Other revenues 1,797 1,858
Total Natural Gas Sales revenue from contracts with customers $ 71,799 $ 67,603

Total revenue from contracts with customers $ 354,942 $ 338,052

Other revenue sources(b) $ 2,594 $ 15,201
Total revenues $ 357,536 $ 353,253

(a) Duke Energy Kentucky nets wholesale electric sales and purchases on an hourly basis. As such, the net position may result in 
fluctuations between positive and negative net revenues at the end of a reporting period.

(b) Other revenue sources includes revenues from derivatives, leases and alternative revenue programs that are not considered 
revenues from contracts with customers.

UNBILLED REVENUE

Unbilled revenues are recognized by applying customer billing rates to the estimated volumes of energy and natural gas 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, timing of rendering customer bills and meter reading schedules and the impact of weather 
normalization or margin decoupling mechanisms. Receivables on the Condensed Balance Sheets include amounts related to unbilled 
wholesale revenues of $680 thousand and $390 thousand at September 30, 2019, and December 31, 2018, respectively.

Duke Energy Kentucky sells nearly all of its retail accounts receivable, including receivables for unbilled revenues to CRC on a revolving 
basis. As discussed further in Note 10, Duke Energy Kentucky accounts for these transfers of receivables to CRC as sales. Accordingly, the 
receivables sold are not reflected on the Condensed Balance Sheets. Receivables for unbilled revenues included in the sales of accounts 
receivable to CRC were $17 million and $24 million at September 30, 2019, and December 31, 2018, respectively.

12. EMPLOYEE BENEFIT PLANS

Duke Energy maintains, and Duke Energy Kentucky participates in, qualified and non-qualified, non-contributory defined benefit retirement 
plans. Duke Energy's policy is to fund amounts on an actuarial basis to provide assets sufficient to meet benefit payments to be paid to plan 
participants. Duke Energy provides, and Duke Energy Kentucky participates in, some health care and life insurance benefits for retired 
employees on a contributory and non-contributory basis. 

Duke Energy uses a December 31 measurement date for its non-contributory defined benefit retirement plan assets and obligations. However, 
because Duke Energy believed it was probable in 2019 that total lump-sum benefit payments would exceed the settlement threshold, which is 
defined as the sum of the service cost and interest cost on projected benefit obligation components of net periodic pension costs, Duke 
Energy remeasured the plan assets and plan obligations associated with one of its qualified pension plans as of June 30, 2019, and 
September 30, 2019 (total lump-sum benefit payments exceeded the settlement threshold as of September 30, 2019). The discount rate used 
for the remeasurements was 3.5% and 3.2% as of June 30, 2019, and September 30, 2019, respectively. The cash balance interest crediting 
rate was 4.0% as of June 30, 2019, and September 30, 2019. All other assumptions used for the June 30, 2019, and September 30, 2019 
remeasurements were consistent with the remeasurement as of December 31, 2018. 
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As a result of the June 30, 2019, remeasurement, Duke Energy Kentucky recognized a remeasurement loss of $5 million, which is recorded in 
Other within Other Noncurrent Assets on the Condensed Balance Sheets as of June 30, 2019. The remeasurement loss, which represents a 
decrease in funded status, reflects an increase of $2 million in the fair value of plan assets and an increase of $7 million in the projected 
benefit obligation. As a result of the September 30, 2019, remeasurement, Duke Energy Kentucky recognized a remeasurement loss of $3 
million, which is recorded in Other within Other Noncurrent Assets on the Condensed Balance Sheets as of September 30, 2019. The 
remeasurement loss, which represents a decrease in funded status, reflects a decrease of $3 million in the projected benefit obligation. 

As the result of settlement accounting, Duke Energy Kentucky recognized settlement charges of $244 thousand and $78 thousand as a 
regulatory asset within Other Noncurrent Assets on the Condensed Balance Sheets as of June 30, 2019, and September 30, 2019, 
respectively. The settlement charges reflect the recognition of a pro-rata portion of previously unrecognized actuarial losses, equal to the 
percentage of reduction in the projected benefit obligation resulting from total lump-sum benefit payments as of September 30, 3019.

The following table includes the components of net periodic pension costs for qualified pension plans and other post-retirement benefit plans. 
Net periodic pension costs for non-qualified pension plans were immaterial for the nine months ended September 30, 2019, and 2018.

Nine Months Ended September 30,
2019 2018

Other Post- Other Post-
Qualified Retirement Qualified Retirement
Pension Benefit Pension Benefit

(in thousands) Plans Plans Plans Plans
Service cost $ 880 $ 113 $ 1,116 $ 152
Interest cost on projected benefit obligation 3,248 169 3,100 156
Expected return on plan assets (4,992) (54) (4,854) (51)
Amortization of actuarial loss 974 185 1,467 215
Amortization of prior service credit (75) (177) (75) (177)
Net periodic benefit costs $ 35 $ 236 $ 754 $ 295

13. INCOME TAXES

Duke Energy Kentucky’s taxable income is included in consolidated federal and state income tax returns filed by Duke Energy. Pursuant to a 
tax sharing agreement with Duke Energy, Duke Energy Kentucky records income tax amounts that would be incurred if it were a
C-Corporation separate filer.

The effective tax rates for Duke Energy Kentucky are 12.1% and 15.4% for the nine months ended September 30, 2019, and 2018, 
respectively. The decrease in the effective tax rate is primarily due to an increase in the amortization of excess deferred taxes.
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