LE . -

FUCO EXHIBIT FILING
Date of Hearing: ___ & [ -+013
Caseto. 12 -§04 -£L-unt
PUCO Case Caption:spn Ve flutteo 0 \r/u(
W:u o Decke Sneicy Ohis due for
Mwmafmwﬂ 1o i«ww%f

C X L adiyter Eﬁwx?ﬁ TaoF

List of exhibits bem%jled |
Doy QM[(/A_L - D rect 7?2@4 oy 9

FaL4Xpyf Ldlbué
M Cf"hma@,}/ {-)c 2A - QW&%&;%_& fo A reet

=s iy d) Presy Laudy
Q/M‘r\/‘(‘ EX. / . S‘IL /)w/a/]t: (1~ W /@wwmmﬁ I~
‘gi—f/‘ﬁL E% | - Tﬂ/er mnm/,ﬂqgéw;h/ /Zc{dd%

pof

nape
TR

- UROTHHRe]
T

D puw a3Ivg

ISeATIOR U

N

3
A:E;GMD

LEL S

K37338n 93 BT

-
-

Y3 39UI

npozdel

Jo UOTaAD
dd: cobeuwT
OO”‘?#

LS:Z W4 SZHArEIe.
Atd 99@113.\&3@3-@3;\133331

noo IeTndexr ey

~ poesodold 63Rd

Reporter's Signaturg:\A/VL4 {W ¢ '~

Date Stbmitted: A il

v

wopuyEng 10 @sd
Bl ®EED ¥
ge elv LHuiIea

&



Procceedings

BEFORE THE PUBLIC UTILITIES COMMISSION OF OHIO
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BEFORE
THE PUBLIC UTILITIES COMMISSION OF OHIO

In the Matter of the Application of Duke
Encrgy Ohio. inc., for Administration of
the Significantly Excessive Earnings Test
under Scction 4928, 143(F). Revised Code.
and Rule 4901:1-35-10. Ohio
Administrative Code.

Case No. 13-804-EL-UNC

R . R

STIPULATION AND RECOMMENDATION

INTRODUCTION

Rule 4501-1-30. Ohio Administrative Code (OQ.A.C.) provides that any two or more
partics to a proceeding may enter into a written stipulation covering the issues presented i such
a proceeding. The purpose of this document is to set forth the understanding and agreement of
the parties that have signed below (the Signatory Partics) and to recommend that the Public
Utititics Commission of Ohio (the Commission or PUCO) approve and adopt the Stipulation and
Recommendation (Stipulation), as pan of its Opinion and Order in this proceeding. resolving all
of the issues in the proceeding.

This Stipulation is supported by adequate data and information: represents a just and
reasonable resolution of the issues in this proceeding: violales no regulatory principle or
precedent: and is the product of serious bargaining among knowledgeable and capable Signatory
Partivs in a cooperative process and undertaken by the Signatory parties representing a wide
range of interests o resolve the aforementioned issues. For purposes of resolving the issues
raised by this proceeding, the Signatory parties stipulate. aeree. and recommend as set Torth

below,
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PARTIES

This Stipulation is entered into by and among Duke Encrgy Ohio, Ine. (Company) and
the Statf of the Public Utilities Commission of Ohio (Stlf)(collectively the Stipuliting Parties).

STIPULATION

In Case No. 11-3549-EL-SS0., er al.. the Commission approved an electric security plan
{ESP) for Duke Encrgy Ohio. Said ESP includes provision for the application of the significantly
excessive earnings test (SEET) and further establishes a 15 percent threshold below which the
Company's carnings shall be deemed not to be significantly excessive. In reliance upon the
SEET provisions included in its current ESP, Duke Energy Ohio bas calculated its carned return
on average electric common equity for the year ended December 31, 2012, 10 be a negative 2.76
percent. As the Company’s 2012 carncd return on average clectric common equity is
substantially below the S percent threshold, the Signatory Parties agree and stipulate that Duke
Energy Ohio did not have significantly excessive earmings in 2012,

The Signatory Parties stipulate, agfee. and recommend that the Commission admit the
Company’s Application and accompanying materials filed April 15, 2013, into the record of this
proceeding and issue an Opinion and Order in this proceeding determining that significantly
excessive earnings under Ohio Revised Code Section 4928.143(F) did not occur with respect 1o
the Company’s ESP in 2012,

PROCEDURAL ISSUES

This Stipulation is submitted for purposes ol this proceeding. The agreement of the
Signatory Parties reflected in this document 15 expressly conditioned upon its acceptance in its
entirety and without alteration by the Commission. The Signatory Parties agree that if the

Comnussion or any court of competent jurisdiction rejects all of any matertal part of this

SAAmE
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Stipulation, or otherwise materially modifies its terms. any adversely alfected Signatory Party
shall have the right to file an application for rchearing or motion for reconsideration. If such
application or motion is filed and the Cominission or court does not, on rehearing or
reconsideration, accept the Stipulation without material modification within forty-five days of
the filing of such mation, then anytime thereafter, the adversely affected Signatory Party may
terminate its Signatory Party status without penalty or cost and regain its rights as a non-
Signatory Party as if it had never exccuted the Stipulation by filing a notice with the Commission
and the other Signatory Parties. Unless the Signatory Party exercises its right to terminate its
status as a Signatory Party as described above, each Signatory Party agrees to and will support
the rcasonableness of this Stipulation before the Commission and in any appeal from the
Commission’s adoption and/or enforcement of this Slipulalior{ and will further cause its counsel
1o do the same. The Signatory Parties also recommend that the Commission accept and approve
the terms hereof as promptly as possible.

IN WITNESS WHEREOF, this Stipulation has been signed by the authorized agents of
the undersigned Parties this 6th day of June, 2013.

STAFF OF THE PUBLIC UTILITIES
COMMISSION OF OHIO

By: Dﬂ;ww-\,b ) A A ] ZHA
Devin D. Parram, Assistant Attorney Ueneral
its Attorney

DUKE ENERGY OHIO, INC.

Y

o Vs tiliete)
é—i eth H. Waits, Associate Genera] Counsel

its Altorney

559093
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Please state your name and your business address.
My name is Joseph P. Buckley. My business address is 180 E. Broad

Street, Columbus, Ohio 43215.

By who are you employed?

I am employed by the Public Utilities Commission of Ohio (PUCQO).

Would you please state your background?

1 received a Bachelor of Science Degree it Economics from the Ohio State
University and a Master's Degree in Business Administration from the
University of Dayton. In 2000, I earned the Certified in Financial
Management (CFM) designation, awarded by the Institute of Management
Accountants. Also I attended, The Annual Regulatory Studies Program
sponsored by The National Association of Regulatory Utility
Commissioners (NARUC) and The Training for Utility Management
Analyst also sponsored by NARUC. T have been employed by the PUCO
since 1987. Since that time I have progressed through various positions
and was promoted to my current position of Utility Specialist 3, in 2000. In
addition, I have worked on several joint Federal Communication
Commission (FCC) and NARUC projects and audits and served on the
Midwest ISO’s Finance Comunittee as Vice-Chairiman and Chairman.

Also, in 2011, I was awarded the professional designation Certified Rate of
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Return Analyst (CRRA) by the Society of Utility and Regulatory Financial
Analysts. This designation is awarded based upon experience and success-

ful completion of a written examination.

What is your involvement in this proceeding?

1 am responsible for determining if Duke Energy Ohio exceeded the com-
mon equity threshold to be used in its Significantly Excessive Earnings
Test (SEET). Duke Energy Ohio’s ESP established certain provisions for
the calculation of SEET and established for Duke Energy Ohio a SEET
threshold of 15%." Based on Staff’s review of the information provided in
Duke Energy Ohio’s SEET application Staff concurs with Duke Energy

Ohio that its return on common equity for 2012 does not exceed 15%.

What is the Staff’s recommendation fo the Commission in this proceeding?
The Staff recommends that the Commission find that Duke Energy Ohio’s

2012 earnings were not excessive.

Has Duke included in its calculation all the adjustments that were agreed
upon in Electric Security Plan and Stipulation (ESP) Case No. 11-3549-EL-

SSO?

In the Matter of the Application of Dide Energy Olio for Approval of an Electric Security Plan,

Case Ne. 11-3549-EL-8S0 (Stipulation and Recommendation) (October 24. 2011}
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Yes. Duke Energy Ohio filed, as detailed in the direct testimony of Com-
pany witness Peggy Laub, retuun on equity information that included the
adjustments. Duke Energy Ohio’s earnings were -2.76%, which are below

the 15% SEET threshold.

Has the Staff reviewed Duke’s 2012 earnings calculation and concur with
1ts results?

Yes. The Staff has reviewed Duke Energy Ohio’s calculations and support-
ing mformation and finds them to be in conformance with the SEET calcu-
lation provisions contained in Duke Energy Ohio’s ESP and are an accurate
representation of Duke Energy Ohio’s 2012 earnings.

Doe this conclude your testimony?

Yes, it does. However, I reserve the right to submit supplemental testi-
meony as described herein, as new information subsequently becomes avail-

able or in response to positions taken by other parties.
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1. INIRODUCTION AND PURPOSE
PLEASE STATE YOUR NAME AND BUSINESS ADDRESS,
My name is Peggy A. Laub. My business address is 139 East Fourth Street,
Cincinnati, Chio 45202.
BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?
I am employed by Duke Energy Business Services LLC, an affiliate service
company of Duke Energy Ohio, Inc., (Duke Energy Ohio or Company) as
Manager, Accounting in the Rates Department.
PLEASE SUMMARIZE YOUR EDUCATION AND PROFESSIONAL

. QUALIFICATIONS.

I eamed a Bachelor of Business Administration degres, with a major in
accounting, from the University of Cincinnati in 1984,

PLEASE SUMMARIZE YOUR WORK EXPERIENCE.

[n 1981, I began my carcer with The Cincinnati Gas & Electric Company, the
predecessor of Duke Energy Chio, as a co-operative education student in the
Accounting Department. In 1984, I was employed full-time in the Tax
Department. I progressed through various positions to Coordinator, State & Local
Taxes. In 1998, I was transferred to the Regulated Business Unit’s financial
group. In 2000, | was transferred to Fixed Assets Accounting and I was promoted
to manager in 2002. In May 2006, following the merger with Duke Energy
Corporation, | transferred to the Midwest U.S., Franchised Electric & Gas
accounting group, In November 2008, 1 transferred to Midwest Wholesale

Accounting as Manager, Accounting. In May 2010, I transferred to the Rate

PEGGY A. LAUB DIRECT TESTIMONY
|
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Department and to my current position as Manager, Accounting.
PLEASF, DESCRIBE YOUR DUTIES AS MANAGER, ACCOUNTING.
As Manager, Accounting, I am responsible for the preparation of financial and
accounting data used in retail rate filings and various other rate recovery
mechanisms for Duke Energy Ohio and Duke Energy Kentucky, Inc.
HAVE YOU PREVIOUSLY TESTIFIED BEFORE THE PUBLIC
UTILITIES COMMISSION OF OHIO (COMMISSION)?
Yes. Ihave previously testified in a number of cases before this and other regulatory
commissions.
WHAT IS THE PURPOSE OF YOUR DIRECT TESTIMONY IN THIS
PROCEEDING? |
I will first provide a brief overview of the Significantly Excessive Earnings Test
(SEET) and then [ will discuss the SEET calculation of Duke Energy Ohio and the
attachments supporting the calculation.

II. BACKGROUND
WHY IS IT NECESSARY FOR DUKE ENERGY OHIO TO SHOW THAT
IT DOES NOT HAVE SIGNIFICANTLY EXCESSIVE EARNINGS?
On May 1, 2008, the Governor signed into law Amended Substitute Senate Bill
No, 221 (SB 221). This bill amended various statutes in Title 49 of the Ohio
Revised Code (R.C.). Among provisions of SB 221 were changes to R.C.
4928.141, which requires electric utilities to provide customers with a default
standard service offer (SSO) for competitive retail electric service established

through either a market rate offer (MRO) or an electric security plan (ESP).

PEGGY A, LAUB DIRECT TESTIMONY
2
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Pursuant to R.C. 4928.142(D)}(4) and 4928.143(F), the Commission is required to
evaluate the earnings of each electric distribution utility’s approved MRO or ESP
to determine whether the adjustments in the MRO or ESP result in significantly
excessive earnings. R.C. 4928.143(E) addresses the issue of significantly
excessive earnings in the context of an ESP having a term longer than three years.
ARE DUKE ENERGY OHIO’S RATES FOR COMPETITIVE RETAIL
ELECTRIC SERVICE BASED ON AN ESP OR MRO?
Duke Energy Ohio is currenitly providing an SSO of competitive retail electric
services pursuant to an ESP that was approved by the Commission on November
22,2011, The terms of the ESP are set forth in a Stipulation and Recommendation
that the Commission modified slightly in its November 2011 Opinion and Order.
DID THE ESP STIPULATION THAT THE COMMISSION APPROVED
ON NOVEMBER 22, 2011, ADDRESS THE ADMINISTRATION OF THE
SEET TO DUKE ENERGY OHIO?
Yes. As set forth in Attachment H of the ESP Stipulation, the parties agreed that,
beginning in 2013, the Commission would implement the SEET by May 15 of
each year as follows:

[Duke Energy Ohio’s] return on ending common equity would be

computed using {Duke Energy Ohio’s] actual data reported on

FERC Form 1 financial statements for the calendar year at issue,

subject to only the following adjustments:

¢ Net Income

o Eliminate all impacts related to the purchase

PEGGY A. LAUB DIRECT TESTIMONY
3
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accounting recorded pursuant to the Duke
Energnyinef‘gy merger.

Eliminate all impacts of refunds to customers
pursuant to R.C, 4928.143(F).

Eliminate all impacts of mark-to-market accounting.
Eliminate alf impacts of material, non-recurring
gains/losses, including, but not limited to, the sale
or disposition of assets.

Eliminate ail impacts of material, non-recurring
revenue or expenses.

Eliminate all impacts of parent, affiliated, or
subsidiary companies and, to the extent reasonably
feasible and prudently justified in the opinion of
Duke Energy Ohio, eliminate the impacts of its
natural gas distribution business.

Only Rider ESSC revenue received while the
Company directly owns the Legacy Generation
Assets will be included in the SEET review. For the
SEET review involving the year in which the
Legacy Generation Assets are transferred, the
Company’s net income will be adjusted to exclude
the impact of all revenue collected from Rider

ESSC after the date of the transfer.

PEGGY A. LAUB DIRECT TESTIMONY
4
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» Common Equity
o Common Equity used in the calculation will be
the beginning and ending average common equity
of Duke Energy Chio on a stand-alone basis except
that a thirteen month average common equity
balance may be used for a review of the SEET for
the year in which the Company completes the
transfer of its Le gacy Generation assets.
o Equity will be adjusted to eliminate the acquisition
premium recorded to equity pursuant to the Duke
Energy/Cinetgy merger,
o Eliminate the cumulative effect of the Net Income
adjustments
DOES THE ESP STIPULATION IN CASE NO. 11-3549-EL-SSO, ET AL.,
DEFINE “SIGNIFICANTLY EXCESSIVE EARNINGS”?
Yes. The ESP Stipulation indicates that if Duke Energy Ohio’s actual annual
return on ending common equity, as adjusted pursuant to Attachment H of the
Stipulation, does not exceed 15%, the Company’s return ont commeon equity is not
“significantly in excess of the retun on common equity” of other publicly traded

companies facing comparable business and financial risks.

PEGGY A. LAUB DIRECT TESTIMONY
5
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WHAT GUIDELINES DID THE COMPANY FOLLOW WHEN
PREPARING ITS 2012 SEET FILING?
The Company has followed the guidelines found in the relevant provision of its
November 22, 2011, ESP Stipulation, which were upheld by the Commission’s
November 22, 2011, Finding and Order in Case No. 11-3549-EL-SSO, er al.
Additionally, to the extent not reflected in Attachment H of the ESP
Stipulation, the Company has incorporated into its SEET the Commission’'s
recommendations from Case No. 09-789-EL-UNC.!
PLEASE IDENTIFY THE ADDITIONAL RECOMMENDATIONS AS
IDENTIFIED BY THE COMMISSION IN CASE NO. 89-786-EL-UNC.
The Commission’s orders in that case generally defer to the Company’s ESP
Stipulation. For example, the Commission left the issue of eamings from off-
system sales to be determined on a case-by-case basis. Consistent with
Attachment H and the ESP Stipulation, the Company included all profits from
off-systemn sales in its earnings calculation. Because this issue was addressed in
the ESP Stipulation and the Company has already taken the most conservative
view by including such profits, there is no further need to address this issue.
As | discuss further below, the Commission also directed utilities to: (1)
base average equity balances on the average of the balances at the beginning and

at the end of the year (Commission’s Entry on Rehearing, page 6); (2) adjust out

! In the Matter of the Investigation into the Development of the Significanily Excessive Earnings Test
Pursuant to Amended Substitute Senate Bill 221 for Electric Utilities, Case No. 09-786-EL-UNC, Eniry on

Rehearing, at p. 7 (August 25, 2010).

340362

PEGGY A. LAUB DIRECT TESTIMONY
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all impacts from affiliates and other services (i.¢., gas distribution) (Commission’s
Finding and Order, page 12); and, (3) addresses deferrals and other certain
factors, as described in the Commission’s Finding and Order.” These directives
were also incorporated into Attachment H of the ESP Stipulation.
DID THE COMPANY HAVE ANY ESP-RELATED DEFERRALS IN 2012
THAT IMPACTED EARNINGS?
No.
WILL YOU DESCRIBE THE OTHER INFORMATION THAT THE
COMMISSION DIRECTED COMPANIES TO PROVIDE AS PART OF
THEIR SEET REVIEWS?
On page 29 of its June 30, 2010, Order, the Commission provided a list of factors
it identified as worthy of its consideration in any SEET review. The listed factors
include the following:
o the electric utility’s most recently authorized return on equity,
o the electric utility’s risk, including:

o whether the electric utility owns generation;

e whether the ESP includes a fuel and purchased power adjustment or

similar adjustments;
s the rate design and extent to which the electric utility remains subject to
weather and economic risk;

¢ capital commitments and future capital requirements;

2 In the Matter of the Investigation into the Development of the Significantly Excessive Earnings Test
Pursuant to Amended Substitute Senate Bill 221 for Electric Utilitfes, Case No. 09-786-EL-UNC,
Finding and Order at p. 29 (June 30, 2010).

PEGGY A. LAUB DIRECT TESTIMONY
7
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¢ indicators of management performance and benchmarks to other utilities;
e innovation and industry leadership with respect to meeting industry
challenges to maintain and improve the competitiveness of Ohio’s
economy, including research and development expenditures, investments
in advanced technology, and innovative practices; and
s the extent to which the electric utility has advanced state policy.
WHAT IS THE COMPANY’S MOST RECENTLY APPROVED RETURN
ON COMMON EQUITY?
The Company’s most recenﬂy approved return on common equity is 10.63% for
its jurisdictional electric distribution service in Ohio. This returmn was not
necessarily approved for general electric distribution rates but it was established
for use in determining the rate to be used in any riders requiring a rate of return,
DOES THE COMPANY OWN GENERATING RESOURCES?
The Company directly owned approximately 3,800 megawatts of fossil generation
at the end of calendar year 2012.
DOES THE COMPANY HAVE A RECOVERY MECHANISM FOR FUEL
COSTS IT INCURS AT ITS OPERATING PLANTS?
No.
DOES THE COMPANY HAVE A RECOVERY MECHANISM FOR
RECOVERY OF PURCHASE POWER EXPENSES?
Yes. The Company procures 100% of the competitive generation services
provided to its SSO load through an auction process approved in the ESP

Stipulation. The Company recovers the cost of this procured power via riders and

PEGGY A. LAUB DIRECT TESTIMONY
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passes all revenue through to the suppliers. Duke Energy Ohio makes no profit or
loss on power procured via the auction process that is ultimately delivered to its
SSO customers.

DESCRIBE THE COMPANY’S RATE DESIGN.

The Company’s rate design for noncompetitive service has been essentially the
same since its unbundled rates became effective on January 1, 2001. The ESP
Stipulation eliminated some riders that existed at the end of 2011 and added
certain new riders for competitive retail services. As a result, there are new rates
for competitive retail services based on allocation methods and rate design
processes that were agreed to in the Company’s ESP Stipulation and approved by
the Commission in that case. Depending on the rate class, some customers may
have energy based rates, demand based rates, or a combination of both. Al
customers have some form of a customer charge and some non-residential
customers have demand ratchets intended to encourage efficient use of resources.
For customers who shop, it is not possible for the Company to know the
essentially infinite number of rate design options that may be offered by their
competitive retail electric service (CRES provider).

DESCRIBE THE EXTENT TO WHICH WEATHER AND ECONOMIC
RISKS IMPACT THE COMPANY.

In its most recent approved retai] gas distribution rate case (Case No. 07-589-GA-
AlR, et al.), the Company was allowed to mitigate some of its weather risk by
moving a much larger share of non-commodity portion of its residential rate into a

monthly charge. Although weather can still impact the Company’s earnings, this

PEGGY A. LAUB DIRECT TESTIMONY
9
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“decoupling” of weather from non-commodity revenue goes a long way toward
mitigating that risk. The use of a mostly straight fixed-variable method of
decoupling is less common for electric companies; however, some regulators
provide for measures which can still decouple sales from earnings whether the
volatility in sales is driven by weather or economic factors. As part of the ESP
Stipulation, Duke Energy Ohio agreed to file an application to implement a
decoupling mechanism for its non-demand-metered customers, The Commission
approved the Company’s subsequent application toward that end in early 2012,
and the Company began accruing a deferral related to the decoupling mechanism.
The decoupling mechanism excludes all demand-metered sales but will mitigate
the impact of certain sales losses, particularly due to compliance with Ohio’s
encrgy efficiency mandates. [ should note that the approved decoupling
mechanism is based on weather-normalized sales; consequently, the Company is
still exposed to weather-related earnings risks.

WILL YOU ADDRESS THE CAPITAL COMMITMENTS AND CAPITAL
REQUIREMENTS?

As provided in the Company’s April 15, 2013, Application, the capital budget
requirements for future electric committed investments in Ohio for remainder of
the current ESP period are $258 million for 2013 and $204 million for 2014,

ARE YOU SPONSORING ANY INFORMATION REGARDING
MANAGEMENT PERFORMANCE AND BENCHMARKS TO OTHER
UTILITIES?

Yes. First, it is important to realize that there is no data that compares the Duke

PEGGY A, LAUB DIRECT TESTIMONY
10
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Energy Ohio operating company to its peers. As such, and in an effort to address
the Commission’s prior directive, reference is made to the information - on a
corporate-wide basis - that does not exist. Attachment PAL-7 is a summary of
how Duke Energy Corporation’s returns compare to some of its peers. The data
represented in this chart represents a comparison of total shareholder return (TSR)
which is defined as the sum of dividends and share appreciation divided by a
starting price. In this attachment, the first set of numbers shows the TSR for
stocks from January 1, 2010, through December 31, 2012. The second set of
numbers shows TSR for stocks purchased from January 1, 2011, through
December 31, 2012. The third set of numbers shows TSR for stocks purchased
from January 1, 2012, through December 31, 2012.

HAS THE COMPANY BEEN INNOVATIVE IN ADVANCING STATE
POLICY?

Yes. It is the state’s policy, among other things, to encourage demand-side
management, time-differentiated pricing, and implementation of advanced
metering infrastructure. R.C. Section 4928.02.

Since receiving the Commission’s approval to do so in December 2008,
the Company continues in its deployment of SmartGrid infrastructure in its
service territory. The Company has obtained approval for pilot testing of time-
differentiated rates and is providing service to a limited number of customers who
wiil respond to peak-time rebates, and differentiated price schedules. All of these
efforts serve to advance the state’s policy and wili encourage demand-side

management. Duke Energy Ohio is a leader in this area.

PEGGY A, LAUB DIRECT TESTIMONY
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IV, SPONSO B
PLEASE DESCRIBE ATTACHMENT PAL-1,

Attachment PAL-1 is a schedule showing that the Company’s return eamed on
average electric common equity for the year ended December 31, 2012, is
(2.76%).

PLEASE DESCRIBE ATTACHMENT PAL-2,

Attachment PAL-2 is a schedule showing the calculation of the Company’s
adjusted electric net income for the calendar year 2012. The source of the utility
operating income for the twelve months ended December 31, 2012, is the
Company’s 2012 FERC Form 1 report, pages 114 to 117. Pursuant to Attachment
H of the ESP Stipulation, purchase accounting recorded as a result of the Duke
Energy/Cinergy merger, all impacts of refunds to customers pursuant to R.C.
4928.143(F), all impacts of mark-to-market accounting, all impacts of material,
non-recurring gains/losses, all impacts of material, non-recurring revenue or
expenses, and all impacts of the natural gas were eliminated. As shown on the
attachment, no refunds were retumned to customers during the twelve months
ended December 31, 2012. Equity in earnings of subsidiary companies was also
eliminated so that the return earned on average common equity would be on a
Duke Energy Ohio stand-alone basis.

PLEASE DESCRIBE ATTACHMENT PAL-3.

Attachment PAL-3 is a summary of the items eliminated from net income. The
schedule shows, by Company account, the impact on net income of eliminating

purchase accounting, mark-to-market accounting, non-recurring gains and/or

PEGGY A. LAUB DIRECT TESTIMONY
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losses, material non-recurring revenues and expenses and the equity in earnings of
subsidiary companies.

PLEASE DESCRIBE ATTACHMENT PAL-4.

Attachment PAL-4 is an exhibit showing the calculation of the Company’s
average electric common stock equity as of December 31, 2012. The attachment
shows the common stock equity balances as of December 31, 2011, and
December 31, 2012, and the calculation of the average electric common equity
balance as of December 31, 2012, to be used in determining if Duke Energy Ohio
has significantly excessive earnings. Pursuant to the ESP Stipulation, the
following items were eliminated in calculating the ending balance for each
calendar year: (1) impacts of purchase accounting recorded pursuant to the Duke
Energy/Cinergy merger; (2) all impacts of mark-to-market accounting; and, (3) all
impacts of material, non-recurring gains and/or losses.

PLEASE DESCRIBE ATTACHMENT PAL-S.

Attachment PAL-5 is a schedule showing the calculation of a net plant allocation
factor used to allocate total average common equity to electric operations. The
gas and electric plant data is from the Company’s 2012 FERC Form 1, pages 200-
201. The schedule shows that based on net plant, 77.92% of the Company’s
average common equity should be allocated to electric operations.

PLEASE DESCRIBE ATTACHMENT PAL-6.

Attachment PAL-6 is a summary of assumptions used in this filing, most of which
are from paragraph 28 of the ESP Stipulation. I have discussed all of the other

relevant assumptions in my testimony.

PEGGY A. LAUB DIRECT TESTIMONY
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PLEASE DESCRIBE ATTACHMENT PAL.-7.
Attachment PAL-7 is a summary showing Duke Energy Corporation’s TSR in
comparison to some of its peer companies in the Philadelphia Utility Index.

V. CONCLUSION
DOES DUKE ENERGY OHIO HAVE SIGNIFICANTLY EXCESSIVE
EARNINGS THAT WOULD REQUIRE A REFUND TO CUSTOMERS?
No. As shown on At‘tachlﬁent PAL-I, Duke Energy Ohio’s return eamed on
average electric common equity is negative 2.76%. Since, the return on average
electric common equity is less than the 15% specified in the ESP Stipulation, the
Company does not have significantly excess earnings and, therefore, no refund to
customers is warranted.
WERE ATTACHMENTS PAL-1, PAL-2, PAL-3, PAL-4, PAL-5, PAL-6
AND PAL-7 PREPARED BY YOU OR UNDER YOUR SUPERVISION?
Yes.
DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

Yes.

PEGGY A, LAUB DIRECT TESTIMONY
14
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Duke Energy Ohio, Inc. Attachment PAL-1
Significanfly Excessive Eamings Test Page 1 0f1
Case Ne. 13-804
December 31, 2012

Qescription Source Amount
Inciuding Non-SSO Sales and ESP Deferrais
Adjusted Electric Net Income PAL-2 (B0,571,934)
Average Electric Common Equity PAL4 2,193,642,807

Return Eamed on Average Electric Common Equity

4/15/20138:41 AM
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Duiw Errigy Ohio, Inc.

Excessive Test
Sumsnary of Net income ENminations
December 31, 2512
12 monthe
Ended income Mrpacs on
Ascount MICR  Accountlong Qesor CH sana Elbuioation o Eitnct Netincomse
Purshas Acoounting
447208 Amort Per Trdg tnieng or Lisb Q Q a g
5011 Amant of Other Pur Acclg 7,755,000 (7,755,000
408508 Amon Exp - Acq Purch Adj 15.008.130 [9.008.190:
2781130 (25781 4300 R4l 122623
411048 502 CO8 - Purch Accty 0 )
411850 Sasvonat NOx COS - Purch Accly Q Q
'] g ] 2
HNX0 Coal Consumed Pureh Accig Ad 182,801 (182,801}
01988 Fuel Expense-Purch Accty 2,140,968 (2, 140,988)
-5k $02 Embssion Exp - Purch Aoctg 3,330,008 (32,326,038
500211 Seen NOx Emias Exp - Purch Acclg [ g
SE82 08 (5882005 4008 895 658910
Above-the-kine Inpact R4 11484 587, ke L)
425200 Amoet_Debt_Disg_Pur_Accig Ad) 458,182 {458,182
420000 Amort_Dubt_Prem_Pur_Accig Ad {40252 4022
zang 23910 -F- ) 15441
Total Purchane Acotunting Adustment (32447 845} RA447 848 LA 058 0854008
421530 Powr Trading MTM Gaing {8884, 464} B,064,484
421831 MTH Uneakzed Gain - Reserve 32896 {312,808)
421532 Power Tradiag MTM Geins-Riag 0 1]
421541 Gas MTM Gains {901,981) 801,081
21542 Eisctricity - MTM Gain 1C 15:846,013) 5,548,013
421543 Non Reg C MTM Gas Gain (8605 78,620
421531 MTM Urvest Gaine - EA '] a
Other Income [aIX°ri k=<1 lagren L4 LeIL LTS
428531 MTH Unredl Lose-Reserve 280,358 (20,388)
426432 Power Trading MTM Loss ¢ o
428533 Power Trading MTM Loss-NonReg (12.568.068) 12,508,998
428541 Gas MTM Loss {78, 76,520
420842 Elsciricity - MTM Loas ¥C {1,748,631} 1,748,837
428543 Non Reg IC MTM Gas Loss {901,081} 901,984
4286531 MTM Unresi Losses - EA's Q ]
O¥twr income Deductions (A013 728} SRS KT 3] (G805000
Nt Other Income and Deductions Aoe3 (32en 13224 24128
501128 Fusis Unraaiixed MTM Gain (400,289) 400,208
01128 Fusls Unrealized MTW Loss 31238 (Ra12a8
(.00 1800 a0 (S1080
Totml Mark-io-Markel g sl 41234} [rikbi:}
421100 Gan On Disposad Of Broperty w0027 {30021 {10,638) (19,399
421200 Loss On Dispossl OF Propenty 227 2 BO 147
478513 Qther Dedurtions - knpas [ a [} 0
426553 PPAE IMPAIRMENT [ 0 o 1}
420964 impairment of Goocwil [} Q Q 2
Tetsk Non-Recurring Gair ) Losses P T ] 200000 0556 (R.244y
450040 Defared D3M Costs 18,031,288 (18,051,265) (5,878,274) (10,352,901
408121 Taxes Property - Oparating {26,544 676) 28,544,878 (9,402,124) (17,142,562)
K01 Bad Osbt Expanse {14,442.902) 14,482,902 {5,129,544) {9,383,058)
CTA-Vedous  Opemtion 2,228 (22,229 383) 7871168 14,351,218
CTA-935100  Mairkanance Expanses a1 ®1) 7 524
CTA-403008  Depreciation 0,544 (00,544} 20870 52,274
GTA-Various  income Taxes - Other 346,304 {348.304) 122,681 223,643
CTA-various  Other Dedlctions 13,500 (13,938} 4597 8,002
CTA-431800 Nt itnrast Charges 101780 ALz 84370 s
Tolal Nor-Recurring Revenue f Expense H2rm 24212729} (12118.34% {200 500
4181 Equity in Eamings of Subsidiary Companses 2381988 (208,301,508, 285201 460\
Totad Elminations L2732 (ar.2ee.1as JLFCR ST 2818708

Attachnmmt PAL-3
Fagelofl
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Duke Energy Chio, Inc. Attachment PAL-5

Significantly Excessive Earnings Test S50f7
Net Plant Allocation Factor
December 31, 2012
{ ) Duke Energy Ohio, Inc. !
Description Gas Electric Total
Gross Plant 1,671,709,907  6,721,916,300  8,393,626,207
Accumulated Depreciation 443535557 2387287381  2.830.822.938
Net Plant 1228474350 4334628219 2562803269

Allocation Percentage 22.08% 77.92% 100.00%



Duka Energy Chio, inc.

Significantly Excessive Eamings Test

Summary of Assumptions

ur at tipulation in - -550:

1 Source of data Is actual data from FERC Form 1 for the calendar year at issue.
Adj n Net in r Stipulation In Case No. 11-3549-EL-5

2 Eliminate all impacts related to the purchase accounting recorded pursuant to the
Duke Energy / Cinergy Corp. Merger.

3 Eliminate all impacts of refunds to customers pursuant to R.C. 4928.143(F)

4  Eliminate all impacts of mark-to-market accounting.

5 Eliminate all Impacts of material, non-recurring gains / losses, including, but not
limited to, the sale or disposition of assets.

6 Eliminate all impacts of material, non-recurring revenue or expenses.

7 Eliminate all impacts of parent, affillated, or subsidiary companies and, to the
extent reasonably feasibie and prudently justified in the opinlon of Duke Energy
Chio, eliminate the impacts of its natural gas distribution business.

8 Only Rider ESCC revenue received while the Company directly owns the Legacy
Generation Assets will be included in the SEET review. for the SEET review
involving the year in which the Legacy Generation Assets are transferred, the
Company's net income will be adjusted to exclude the Impact of all revenue
collected from Rider ESSC after the date of transfer.

Adi ommon Equi r Stipulation | - -EL-

9 Common Equity used in the calculation wiil be the beginning and ending average
common equity of Duke Energy Ohio on a stand-alone basis (i.e., equity associated
with subsidiaries wifl be excluded and common equity will be allocated between
gas and electric service to the extent practicable} except that a thirteen month
average common equity balance may be used for a review of the SEET for the year
in which the Company completes the transfer of its Legacy Generation assets.

10 Eliminate the acquisition premium recorded to equity pursuant to the Duke /
Cinergy Corp. merger.

11 Eliminate the cumulative effect of the Net income adjustments.

Attachment PAL-6

Pagetlofl



Duke Energy Corporation Attachment PAL-7
Performance Benchrark
Total Shareholder Retum vs. Philadelphia Utility index

L
Percentile
Duke Rank Rank
From January 2010 to;
Mar-10 3.8% 13 @ 36.8%
Jun-10 -4.3% g @ 57.9%
Sep-10 7.5% 10 ® 52.6%
Dec-10 9.5% 0 @ 52.8%
Mar-11 13.2% g @ 57.9%
Jun-t1 18.9% p @ 57.9%
Sep-11 28.1% g ™ 72.2%
Dec-11 42.7% g ® 72.2%
Mar-12 37.8% 7 @ 64.7%
Jun-12 53.1% g ® 70.6%
Sep-12 450% p ™ 52.0%
Dec-12 44 6% 7 @ 64.7%
From January 2011 to:
Mar-11 3.3% g = 57.9%
Jun-11 8.6% 10 @ 52.6%
Sep-11 16.9% g 72.2%
Dec-11 30.3% 4 ® 83.3%
Mar-12 25.5% 5 @ 76.5%
Jun-12 39.8% 5 ® 76.5%
Sep-12 32.4% g @ 70.6%
Dec-12 32.0% 4 © 82.4%
From January 2012 ta:
Mar-12 -3.4% 14 ™ 27.8%
Jun-12 7.3% g ©® 55.6%
Sep-12 1.7% 14 © 27.8%
Dec-12 14% g O 55.8%

Note; (a) Prior to August 25, 2011, components of Philadeiphia Utility index ware: Ameren, AEP, AES, Constelation,
Centerpoint, Dominion, BTE, Consolidated Edison, Duke, Edison Infernational, Entergy, Exelon, First Enargy
NextEra, Northeast Uliliies, PG&E, PSEG, Progress Energy. Southem Company, Xcel.

Note: (b) On August 25, 2011, Progress Energy was replaced in the Philadelphia Utility Index (UTY) by Covanta.
At the complation of the merger with Exelon, Constellation Energy was replaced by El Pase Electric,
Per the LT! plan, Duke performance will be measured against the remaining UTY companies {excluding
Progress Energy Covanta, Constellation and El Paso).
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