
Duke 
Energy@ 

139 East Fourth Street, R. 25 At I/ 
P. 0. Box 960 
Cincinnati, Ohio 45201-0960 
Tel 513-419-1837 
Fax: 513-419-1846 
~- dianne. kuhnelll~dukeeneruv.com 

Dianne B Kuhnell 
Senior Paralegal 

VIA HAND DELIVERY 

July 16,2009 

Mr. Jeff Derouen 
Executive Director 
Kentucky Public Service Commission 
21 1 Sower Blvd 
Frankfort, KY 40601 

Re: In the Matter of Application of Duke Energy Kentucky, Inc. For An Adjustment 
of Gas Rates 
Case No. 2009-00202 

Dear Mr. Derouen: 

Enclosed are an original and ten copies of Duke Energy Kentucky’s Responses to 
Please note that the Commission Staffs First Data Requests in the above-referenced case. 

responses are contained in five volumes. 

Also enclosed is a Petition for Confidential Treatment for several individual responses being 
sent under seal. The redacted version of these responses is included in the filing and the unredacted 
version is included in the sealed envelope stamped “Confidential.” 

Please date stamp and return the extra copies of the Table of Contents, Petition and cover 
letter in the enclosed self-addressed overnight envelope. 

Very truly yours, I 

Dianne €3. Kuhnell 
Senior Paralegal 

cc: Hon. Dennis G. Howard (w/encl.) 
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puBLlc SERVICE 

COMMISSION 

COMMONWEALTH OF KENTUCKY 

BEFORE THE PTJBLJC SERVICE COMMISSION 

In the Matter of: 

AN ADJUSTMENT OF THE GAS RATES 
OF D‘CJKE ENERGY KENTUCKY, INC. 1 CASE NO. 2009-00202 

) 

PETITION OF DUKE ENERGY KENTUCKY, INC. 
FOR CONFIDENTIAL TWATMENT OF INFORMATION 

CONTAINED IN ITS FIRST SET OF RESPONSES TO DISCOVERY 
PROPOUNDED BY COMMISSION STAFF 

Duke Energy Kentucky, Inc. (Duke Energy Kentucky or Company), pursuant to 807 

KAR 5:001, Section 7, respectfully requests the Kentucky Public Service Commission 

(Commission) to classify and protect certain information in responses to Staffs Data Request 

Nos. 26, 34, 36 47 and 49 contained in the Commission’s data requests, as set forth in the 

Commission’s Order dated June 19,2009. 

The information in response to Data Request No. 26 for which Duke Energy 

Kentucky seeks confidential treatment includes sensitive information regarding the 

Company’s cash balances in the several bank accounts. The disclosure of details in respect of 

bank accounts could unfairly provide Duke Energy Kentucky’s competitors with the 

Company’s plans for future investments. Furthermore, account numbers maintained by 

financial institutions are confidential and proprietary in nature such that they should be 

protected from public dissemination. 

The response to Data Request No. 34 includes employee benefit studies, analyses or 

surveys assembled by an outside vendor and utilized by the Company. The information 

reflected in these documents is confidential, and Duke Energy Kentucky agreed not to 
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disclose said information to third parties absent the vendor’s consent. Moreover, the 

information, if disclosed, would provide competitors with an unfair advantage in their efforts 

to develop and implement compensation and employee benefit plans offered to, among 

others, prospective employees. 

The attachment to the response to Data Request No. 36 lists executive compensation 

for the Company’s executive leaders, including individuals whose compensation is not 

otherwise sub,ject to disclosure under federal requirements. This information is confidential 

and its disclosure threatens reasonable privacy considerations. Furthermore, its disclosure 

would undeniably provide competitors with an unfair advantage in their negotiations, 

particularly with respect to negotiations involving prospective employees. 

The attachments to the response to Data Request No. 47 contains federal income tax 

information filed by the Corporation for Duke Energy Ohio and its affiliates and state income 

tax information filed by Duke Energy Kentucky as well as franchise fees paid during the test 

year. The level of detail in these documents could readily provide competitors with an unfair 

advantage in that these returns provide a concise summary of business and financial activities 

over a calendar year. With respect to franchise fees, the disclosure of this information would 

likely provide competitors with an unfair advantage. Again, this information is a concise 

format detailing the structure of Duke Energy Kentucky and financial aspects of its 

operations. 

The response to Data Request No. 49 requests written policies for professional 

services, including those services retained in the context of the attorney-cIient relationship. 

Disclosure of this information could provide a distinct competitive advantage to vendors in 
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soliciting and securing new contracts for services to Duke Energy Kentucky, not to mention 

its affiliates. 

In support of this Petition, Duke Energy Kentucky states as follows: 

1. The Kentucky Open Records Act exempts from disclosure certain commercial 

information. KRS 61.878(1)(c). To qualify for this exemption and, therefore, maintain the 

confidentiality of the information, a party must establish that the disclosure of the 

commercial information would permit an unfair advantage to competitors of that party. 

Public disclosure of the information identified herein would, in fact, prompt such a result for 

the reasons set forth below. 

2. The Confidential Information contained in the attachment provided in response to 

Data Request No. 26 includes sensitive information regarding the Company’s cash balances 

in the several bank accounts utilized by the Company. If released, this information could 

provide Duke Energy Kentucky’s competitors with its plans for future investments. Thus, 

such information must be exempt from disclosure. Moreover, bank account numbers reflect 

proprietary information that must be shielded from public disclosure. 

3. The Confidential Information contained in response to Data Request No. 34 

includes, but is not limited to, employee benefit studies, analyses or surveys assembled by an 

outside vendor and utilized by the Company. The Company has an agreement with the 

vendor that it will only release the information contained in the vendor’s documents to 

entities approved by the vendor as it contains sensitive employee statistics and analyses. 

Furthermore, the Confidential Information, if disclosed, would provide competitors with an 

unfair advantage in their efforts to develop and implement compensation and employee 

benefit plans offered to, among others, prospective employees. 
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4. The Confidential Information contained in the attachment in response to Data 

Request No. 36 supports the request for executive compensation of the executive officers of 

the Company. The list of executive officers includes individuals whose professional 

compensation is not subject to disclosure under federal reporting requirements. Thus, this 

information is sensitive and proprietary information that, if disclosed, would undeniably 

present competitors with an advantage in their negotiations. 

5. The Confidential Information contained in response to the response to Data 

Request No. 47 contains federal income tax information filed by the Corporation for Duke 

Energy Ohio and its affiliates and state income tax information filed by Duke Energy 

Kentucky as well as franchise fees paid during the test year. The level of detail in these 

documents could readily provide competitors with an unfair advantage in that these returns 

provide a concise summary of business and financial activities over a calendar year. With 

respect to franchise fees, the disclosure of this information would likely provide competitors 

with an unfair advantage. Again, this information is a concise format detailing the structure 

of Duke Energy Kentucky and financial aspects of its operations. 

6. The Confidential Information contained in response to Data Request No. 49 

contains written policies for professional services, including those secured in the context of 

the attorney-client relationship. This information, if disclosed, could provide a distinct 

competitive advantage to vendors in soliciting and securing new contracts for services to 

Duke Energy Kentucky, not to mention its affiliates. 

7. All of the Confidential Information referenced in Paragraphs 2 through 6 above 

is distributed within Duke Energy Kentucky and Duke Energy Corporation (collectively 
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referred to as Duke Energy) only to those employees who must have access for business 

reasons and it is generally recognized as confidential and proprietary in the energy industry. 

8. The information for which Duke Energy Kentucky is seeking confidential 

treatment is not known outside of Duke Energy. 

9. Duke Energy Kentucky does not object to limited disclosure of the Confidential 

Information described herein, provided such disclosure is pursuant to an acceptable 

protective agreement and limited to those intervening Parties with a legitimate interest in 

reviewing the same. 

10. Duke Energy Kentucky has taken steps to only seek confidential treatment of the 

sensitive information contained in the responses, and in the interest of disclosure is only 

seeking confidential treatment of specifically identified information. 

11. In accordance with the provisions of 807 KAR 5:001 Section 7, Duke Energy 

Kentucky is providing the Commission with one copy of the Confidential Material 

highlighted and ten copies without the confidential information. 

WHEREFORE, Duke Energy Kentucky, Inc. respectfully requests that the 

Commission classify and protect as confidential the specific information described herein. 
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Respectfully submitted, 

DUKE ENERGY KENTIJCKY 

Rocco b’Ascenz6 (92796) 
Senior Counsel 
Amy R. Spiller (85309) 
Associate General Counsel 
139 E. Fourth Street, 25 AT I1 
P.O. Box 960 
Cincinnati, OH 4520 
(513) 419-1852 (telephone) 
(513) 419-1846 (facsimile) 
e-mail: rocco.d’ascenzo@duke-energy.com 

CERTIFICATE OF SERVICE 

The undersigned hereby certifies that a copy of the Petition of Duke Energy 

Kentucky, Inc. For Confidential Treatment of Information Contained in Its First Set of 

Responses To Discovery Propounded By Commission Staff was hand-delivered, on this 

1 cph-ay  of July 2009. 

Hon. Dennis Howard 
Office of Attorney General 
TJtility Intervention and Rate Division 
1024 Capital Center Drive 
Frankfort, Kentucky 4060 1 
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VERIFICATION 

State of Ohio 1 
) 

County of Hamilton ) 

The undersigned, Stephen R. Lee being duly sworn, deposes and says that I am 

employed by the Duke Energy Corporation affiliated companies as Director, Financial 

Forecasting; that on behalf of Duke Energy Kentucky, Inc., I have supervised the 

preparation of the responses to the foregoing responses to information requests; and that 

the matters set forth in the foregoing response to information requests are true and 

accurate to the best of my knowledge, information and belief after reasonable inquire. 

A 

Stephen R. Ldee, Affiant \ 

Subscribed and sworn to before me by Stephen R L,ee on this ay of July, 

2009. 

Mv Commission ExDires: 
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VERIFICATION 

State of North Carolina ) 

County of Mecklenburg ) 
1 

The undersigned, David L,. Doss being duly sworn, deposes and says that I am 

employed by the Duke Energy Corporation affiliated companies as General Manager of 

Accounting; that on behalf of Duke Energy Kentucky, Inc., I have supervised the 

preparation of the responses to the foregoing responses to information requests; and that 

the matters set forth in the foregoing response to information requests are true and 

accurate to the best of my knowledge, information and belief after reasonable inquire. 

David 1;. boss ,  Affibt  

Subscribed and sworn to before me by David L. Doss on this /O"day of July, 

?,()GO. 

My Commission Expires: /2/7/2(7/3 
c s  
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VERIFICATION 

State of Ohio ) 
) 

County of Hamilton ) 

The undersigned, John J. Finnigan, Jr., being duly sworn, deposes and says that I 

am employed by the Duke Energy Corporation affiliated companies as Vice-president, 

Government and Regulatory Affairs; that on behalf of Duke Energy Kentucky, Tnc., I 

have supervised the preparation of the responses to the foregoing responses to 

information requests; and that the matters set forth in the foregoing response to 

information requests are true and accurate to the best of my knowledge, information and 

belief after reasonable inquire. 

Subscribed and sworn to before me by John J. Finnigan, Jr. on this /d!?-day of 
0 0  

0 k 

July, 2009. 

! 
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VERIFICATION 

State of Ohio ) 
) 

County of Hamilton ) 

The undersigned, Gary J. Hebbeler being duly sworn, deposes and says that I am 

employed by the Duke Energy Corporation affiliated companies as General Manager, 

Gas Engineering; that on behalf of Duke Energy Kentucky, Inc., I have supervised the 

preparation of the responses to the foregoing responses to information requests; and that 

the matters set forth in the foregoing response to information requests are true and 

accurate to the best of my knowledge, information and belief after reasonable inquire. 

Gary J. dbgeler ,  Affiant 

Subscribed and sworn to before me by Gary J. Hebbeler on this k &day of 

July, 2009. 
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VERIFICATION 

State of North Carolina ) 
) 

County of Mecklenburg ) 

The undersigned, Stephen G. De May, being duly sworn, deposes and says that I 

am employed by the Duke Energy Corporation affiliated companies as Vice President 

and Treasurer of Duke Energy Corporation; that on behalf of Duke Energy Kentucky, 

Inc., I have supervised the preparation of the responses to the foregoing responses to 

information requests; and that the matters set forth in the foregoing response to 

information requests are true and accurate to the best of my knowledge, information and 

belief after reasonable inquire. 

Subscribed and sworn to before me by Stephen G. De d y  on this /O*day of 

July, 2009. 

NOT@ PUBLIC 

My Commission Expires: /2/7,,2~7/3 
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VERIFICATION 

State of Ohio ) 
1 

County of Hamilton ) 

The undersigned, Brenda R. Melendez being duly sworn, deposes and says that I 

am employed by the Dulte Energy Corporation affiliated companies as Manager, 

Accounting; that on behalf of Duke Energy Kentucky, Inc., I have supervised the 

preparation of the responses to the foregoing responses to information requests; and that 

the matters set forth in the foregoing response to information requests are true and 

accurate to the best of my laowledge, information and belief after reasonable inquire. 

&L?.dL& K. >%&?,,/A d Brenda R. Melendez, Affiant 

Subscribed and sworn to before me by Brenda R. Melendez on this 7 day of 

July, 2009. 
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VERIFICATION 

State of Ohio ) 
) 

County of Hamilton ) 

The undersigned, Robert M. Parsons being duly sworn, deposes and says that I am 

employed by the Duke Energy Corporation affiliated companies as Rates Manager; that 

on behalf of Duke Energy Kentucky, Inc., I have supervised the preparation of the 

responses to the foregoing responses to information requests; and that the matters set 

forth in the foregoing response to information requests are true and accurate to the best of 

my knowledge, information and belief after reasonable inquire. 

Ro86rt M. Parsons, Affiant 
IS 5- 

Subscribed and sworn to before me by Robert M. Parsons on this day of 

July, 2009. 

NOTARY P~JBLIC 

PATTYA. SELM 
My Commission Expires: Notary Public, State of Ohio 

My Commission Expires 0945.2014 
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VERIFICATION 

State of Ohio 1 
1 

County of Hamilton ) 

The undersigned, James E. Ziolltowslti being duly sworn, deposes and says that I 

am employed by the Duke Energy Corporation affiliated companies as Rates Manager; 

that on behalf of Duke Energy Kentucky, Inc., I have supervised the preparation of the 

responses to the foregoing responses to information requests; and that the matters set 

forth in the foregoing response to information requests are true and accurate to the best of 

my knowledge, information and belief after reasonable inquire. 

J d e s  E. Ziolltb/wslti, Affiant 

Subscribed and sworn to before me by James E. Ziolltowski on this day of 

July, 2009. 

A 

NOTARY P~JBLIC 

My Commission Expires: 
r4 
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VERIFICATION 

State of Ohio ) 
1 

County of Hamilton ) 

The undersigned, Jay R. Alvaro being duly sworn, deposes and says that I am 

employed by the Duke Energy Corporation affiliated companies as Vice President - Total 

Rewards; that on behalf of Duke Energy Kentucky, Inc., I have supervised the 

preparation of the responses to the foregoing responses to information requests; and that 

the matters set forth in the foregoing response to information requests are true and 

accurate to the best of my knowledge, information and belief after reasonable inquire. 

Subscribed and sworn to before me by Jay R. Alvaro on this 1 5 fday of July, 

2009. 

NOTARY PUBLE 
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VERIFICATION 

State of Ohio 1 
1 

County of Hamilton ) 

The undersigned, Julia S. Janson being duly sworn, deposes and says that I am 

employed by the Duke Energy Corporation affiliated companies as President - Duke 

Energy Ohio, Inc. and Duke Energy Kentucky, Inc.; that on behalf of Duke Energy 

Kentucky, Inc., I have supervised the preparation of the responses to the foregoing 

responses to information requests; and that the matters set forth in the foregoing response 

to information requests are true and accurate to the best of my knowledge, information 

and belief after reasonable inquire. 

Subscribed and sworn to before me by Julia S. Janson on this &p F day of July, 

2009. 

OW Public, State of Ohio 
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Duke Energy Kentucky, Hnc. 
Case No. 2009-00202 

First Set Staff Data Requests 
Date Received: June 19,2000 

STAFF-DR-01-001 

REQUEST: 

Provide a copy of the current bylaws. Indicate any changes made to the bylaws since 
Duke Kentucky’s last gas rate case. 

RESPONSE: 

See Attachment STAFF-DR-0 1-00 1. 

PERSON RESPONSEBL,E: Julia S. Jansoii 



THE uNroIv LIGHT, HEAT AND POWER COMPANY 

RY-LAWS 

ADOPTED BY SHAREHOLDERS, APRIL 27,1948 
AMENDED BY BOARD OF DIRECTORS, MAY 3,1950 
AMENDED BY SELAREHQLDERS, MAY 2,1984 
AMENDED BY SHAREHOLDERS, MAY 3,1989 
AMENDED BY SHAREHOLDERS, .JUNE 16,1995 
AMENDED BY SHAREHOLDERS, MAY 8,1996 

AMENDED BY SHAREHOLDERS, MAY 26,1999 
AMENDED BY SHAREHOLDERS, JULY 23,2003 

AMENDED EFFECTIVE JULY 24,1997 

AMENDED EFFECTrVE APRIL 3,2006 
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BY-LAWS 
OF 

THX UNION LIGHT, HEAT AND POWER COMPANY 

ARTICLE I 

Offices 

Section I .  Ofices. The registered ofice of the Corporation shall be located in the City 
of Louisville, Jefferson County, Commonwealth of Kentucky. The Corporation may establish 
branch offices and conduct and carry on business at such other places within or without the 
Commonwealth of Kentucky as the Board of Directors may from time to time fix or designate, and 
any business conducted or carried on at such other place or places shall be as binding and effectual 
as if transacted at the registered office of the Corporation. 

ARTICLE LI 
Shareholders' Meetings 

Section I .  Annual Meeting. The annual meeting of the shareholders may be held either 
within or without the Commonwealth of Kentucky, at such place, time, and date designated by the 
Board of Directors, for the election of directors, the consideration of the reports to be laid before the 
meeting and the transaction of such other business as may be brought before the meeting. 

Section 2. Notice of Annual Meeting. Notice of the annual meeting shall be given in 
writing to each shareholder entitled to vote thereat, at such address as appears on the records of the 
Corporation at least ten (10) days, and not more than forty (40) days prior to the meeting. 

Section 3. Special Meetings. Special meetings of the shareholders may be called at any 
time by the Chairman, Vice Chairman, Chief Executive Officer, Chief Operating Officer, or 
President, or by a majority of the members of the Board of Directors acting with or without a 
meeting, or by the persons who hold in the aggsegate one-fifth of all the shares outstanding and 
entitled to vote thereat, upon notice in writing, stating the time, place and purpose of the meeting. 
Business transacted at all special meetings shall be confined to the objects stated in the call. 

Section 4. Notice of Special Meeting. Notice of a special meeting, in writing, stating 
the time, place and purpose thereof, shall be given to each shareholder entitled to vote thereat, not 
less than ten (10) nor more than thirty-five (35) days after the receipt of said request. 

Section 5. Waiver of Notice. Notice of any shareholders' meeting may be waived in 
writing by any shareholder at any time before or after the meeting. 

Section 6. Quorum. At any meeting of the shareholders, the holders of a majority of 
the shares of stock of the Corporation, issued and outstanding, and entitled to vote, present in 
person or by proxy, shall constitute a quorum for all purposes, unless otherwise specified by law or 
the Articles of Incorporation. 

If, however, such majority shall not be present or represented at any meeting of the 
shareholders, the shareholders entitled ta vote, present in person or by proxy, shall have power to 
adjourn the meeting fiom time to time without further notice, other than by announcement at the 
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meeting, until the requisite amount of voting stock shall be present. At any such adjourned 
meeting, at which a quorum shall be present, any business may be transacted which might have 
been transacted at the nieeting as originally called. 

Section 7. Viofii7g. At any meeting of the shareholders, every shareholder having the 
right to vote shall be entitled to vote in person, or by proxy appointed by an instrument in writing 
subscribed by such shareholder and bearing a date not more than eleven ( I  1) months prior to said 
meeting, unless some other definite period of validity shall be expressly provided therein. 

Each shareholder shall have one ( I )  vote for each share of stock having voting power, 
registered in his or her name on the books of the Corporation, at the date fixed for determination of 
persons entitled to vote at the meeting or, if no date has been fixed, then at the date of the meeting. 
Cumulative voting shall be permitted only as expressly required by statute. 

A complete list of shareholders entitled to vote at the shareholders' meetings, arranged 
in alphabetical arder, with the address and the number of voting shares held by each, shall be 
produced on the request of any shareholder, and such list shall be prima facie evidence of the 
ownership of shares and of the right of shareholders to vote, when certified by the Secretary or by 
the agent of the Corporation having charge of the transfer of shares. 

Section 8. Written Consent of Shareholders in Lieu of Meeting. Any action required 
or permitted by statute, the Restated Articles of Incorporation of the Corporation, or these By- 
Laws, to be taken at any annual or special meeting of shareholders of the Corporation, may be 
taken withaut a meeting, without prior notice, and without a vote, if a written consent in lieu of a 
meeting, setting forth the actions so taken, shall be signed by all the shareholders entitled to vote 
thereon. Any such written consent may be given by one or any number of substantially 
concurrent written instruments of substantially similar tenor signed by such shareholders, in 
person or by attorney or proxy duly appointed in writing, and filed with the records of the 
Corporation. Any such written consent shall be effective as of the effective date thereof as 
specified therein. 

ARTICLE III 

Board of Directors 

Section 1. Number of Directors, Tenure, Vacancies. The business and affairs of the 
Corporation shall be managed and controlled by a Board of Directors (who need not be 
shareholders) consisting of not less than three ( 3 )  persons and not more than seven (7), the exact 
number of which may be fixed or changed either by the affirmative vote of the majority of the 
shares represented and entitled to vote at any meeting of the shareholders called for the purpose of 
electing directors, or by the affirmative vote of the majority of the directors then in office at any 
stated or special meeting of the Board of Directors; provided, however, that the board may be 
subject to certain limitations as expressly provided for under and pursuant to Kentucky Revised 
Statutes $271B.8-030(2), or such similar successor governing statute. Directors shall be elected 
annually by the shareholders at the annual meeting, and each director shall hold office until his 
successor shall have been elected and qualified. Any director may resign at any t h e .  Vacancies 
occurring in the Board of Directors shall be filled by the remaining members of the board. A 
director thus elected to fill any vacancy shall hold office for the unexpired tern of his predecessor 
and until his successor is elected and qualifies. Any director may be removed at any time by the 
affirmative vote of a majority of the stock then issued and entitled to vote at a special meeting of 
shareholders called for the purpose. 
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Section 2. Annual Organizatiou Meeting. Immediately after each annual election, the 
newly elected directors may meet forthwith (either within or without the State of Kentucky) for the 
purpose of organization, the election of officers arid the transaction of other business. If a majority 
of the directors be then present no prior notice of such meeting shall be required to be given. The 
place and time of such first meeting may, however, be fixed by written consent of all the directors, 
or by three ( 3 )  days written notice given by the Secretary of the Corporation. 

Section 3. Regular Meetings Regular meetings of the Board of Directors may be held 
at such time and place (either within or without the State of Kentiicky), and upon such notice, as the 
Board of Directors may from time to time determine. 

Section 4. Special Meetings. Special meetings of the Board of Directors may be called 
by the Chairman, Vice Chairman, Chief Executive Officer, Chief Operating Officer, or President, 
or may be called by the written request of two (2) members of the Board of Directors. 

Section 5. Notice of Meetings Notice of meetings shall be given to each director in 
accordance with Article X, Section I , of these By-Laws. 

Secfion 6. Quorum. A majority of the Board of Directors shall constitute a quorum for 
the transaction of business, but a majority of those present at the time and place of any meeting, 
although less than a quorum, may adjourn the same from time to time, without notice, until a 
quorum be had. The act of a majority of the directors present at any such meeting at which a 
quorum is present shall be the act of the Board of Directors. 

Section 7. Compensation of Directors. Each director of the Corporation (other than 
directors who are salaried officers of the Corporation or of The Cincinnati Cm & Electric Company 
or any of its affiliates) shall be entitled to receive as compensation for services such amounts as 
may be determined from time to time by the Board of Directors in form either in fees for attendance 
at the meeting of the Board of Directors, or by payment at the rate of a fixed sum per month, or 
both. The same payment may also be made to anyone other than a director officially called to 
attend any such meeting. 

Section 8. Executive Committee. The Board of Directors may, by resolution passed by 
a majority of the whole Board, designate annually three (3) of their number to constitute an 
Executive Committee, who to the extent provided in the resolution, shall exercise in the intervals 
between the meetings of the Board of Directors the powers of the Board in the management of the 
business and a i r s  of the Corporation. 

The Executive Committee may act by a majority of its members at a meeting or by a 
writing signed by all of its members. 

All action by the Executive Committee shall be reported to the Board of Directors at its 
meeting next succeeding such action. 

Non-employee members of such Executive Committee shall be entitled to receive such 
fees and compensation as the Board of Directors may determine. 

Section 9. Other Committees. The Board of Directors may also appoint such other 
standing or temporary committees from time to time as they may see fit, delegating to such 
committees all or any part of their own powers. The members of such committees shall be entitled 
to receive such fees as the Board may determine. 



Section IO. Actions of Board. Unless otherwise provided by the Restated Articles of 
Incorporation of the Corporation or these By-Laws, any action required or permitted to be taken 
at any meeting of the Board of Directors of the Corporation, or of any committee(s) thereof, rnay 
be taken without a meeting, if all the members of the Board of Directors, or of such 
committec(s), as the case may be, consent thereto in writing, and such writing(s) is filed with the 
minutes of proceedings of the Board of Directors, or of such committee(s), of the Corporation. 
Any such witten consent to action of the Board of Directors, or of such committee(s), shall be 
effectuated by the signature of the member lastly consenting thereto in writing, unless the consent 
otherwise specifies a prior or subsequent effective date. 

ARTICLE IV 
Officers 

Section 1. 0)cer . s .  The officers of the Corporation shall consist of a President, a 
Secretary, a Treasurer, and may consist of a Chairman of the Board, a Chief Executive Officer, a 
Controller, one or more Vice Presidents, one or more Assistant Secretaries, one or more Assistant 
Treasurers, and such other officers as the board shall from time to time deem necessary, all of 
whom shall be elected by the board, and shall hold office until their successors are duly elected and 
qualified. 

Any two of the offices of Vice President, Secretary and Treasurer may be combined in 
one person unless otherwise prohibited by statute, the Articles of Incorporation, or these By-Laws. 
All vacancies occurring among any of the above offices shall be filled by the Board of Directors. 
Any officer may be removed with or without cause by the affirmative vote of a majority of the 
number of Directors at any meeting of the Board of Directors. 

Section 2. Subordinate Oficers. The Board of Directors may appoint such other 
officers and agents with such powers and duties as they shall deem necessary. 

Section 3. The Chairman of the Board The Chairman of the Board shall be a director 
and shall preside at all meetings of the Board of Directors and, in the absence or inability to act of 
the Chief Executive Officer, meetings of shareholders and shall, subject to the Board’s direction 
and control, be the Board’s representative and medium of communication, and shall perform such 
other duties as may from time to time be assigned to the Chairman of the Board by the Board of 
Directors. The Chairman of the Board shall direct the long-term strategic planning process of the 
Corporation and shall also lend his or her expertise to such other officers as may be requested from 
time to time by such officers. The Chairman shall be a member of the Executive Committee. 

Section 4. The Vice Chairman. The Vice Chairman of the Board, if there be one, shall 
be a director and shall preside at meetings of the Board of Directors in the absence or inability to act 
of the Chairman of the Board or meetings of shareholders in the absence or inability to act of the 
Chief Executive Officer and the Chairman of the Board. The Vice Chairman shall perform such 
other duties as may kom time to time be assigned to him or her by the Board of Directors. The 
Vice Chairman shall be a member of the Executive Committee. 

Section 5. The Chief Executive Uflcer. The Chief Executive Officer shall be a director 
and shall preside at all meetings of the shareholders, and, iri the absence or inability to act of the 
Chairman of the Board and the Vice Chairman, at all meetings of the Board of Directors. The 
Chief Executive Officer shall korn time to time report to the Board of Directors all matters w i t h  
his or her knowledge which the interests of the Corporation may require be brought to their notice. 



The Chief Executive Officer shall be the chairman of the Executive Committee and ex officio a 
member of all standing committees. 

Section 6. The Chief Operating Oficer. The Chief Operating Officer of the 
Corporation. if there be one, shall have general and active management and direction of the affairs 
of the Corporation, shall have supervision of all departments and of all officers of the Corporation, 
shall see that the orders and resolutions of the Board of Directors and of the Executive Committee 
are carried into effect, and shall have the general powers and duties of supervision and management 
usually vested in the office of a Lilief Operating Officer of a corporation. Unless otherwise 
provided, a11 corporate officers and functions shall report directly to the Chief Operating Officer, if 
there be one, or, if not, to the Chief Executive Officer. 

Section 7. The President. The President shall have such duties as may be delegated by 
the Board of'Directors, Chief Executive Officer or Chief Operating OFficer. 

Section 8. The Vice Presidents. The Vice Presidents shall perform such duties as the 
Board of Directors shall, from time to time, require. In the absence or incapacity of the President, 
the Vice President designated by the Board of Directors or Executive Committee, Chief Executive 
Officer, Chief Operating Oficer, or President shall exercise the powers and duties of the President. 

Section 9(a). The tYecretary The Secretary shall attend all meetings of the Board of 
Directors, of the Executive Committee and of the shareholders and act as clerk thereof and record 
all votes and the minutes of all proceedings in a book to be kept for that purpose, and shall perform 
like duties for the standing committees when required. 

The Secretary shall keep in safe custody the seal of the Corporation, and, whenever 
authorized by the Board of Directors or the Executive Committee, f i x  the seal to any instnunent 
requiring the same. 

The Secretary shall see that proper notice is given of all meetings of the shareholders of 
the Corporation and of the Board of Directors and shall perfarm such other duties as may be 
prescribed from time to time by the Board of Directors, Chief Executive Oficer, Chief Operating 
Officer or President. 

@) Assistant Secretaries. At the request of the Secretary, or in his or her absence or 
inability to act, the Assistant Secretary or, if there be more than one, the Assistant Secretary 
designated by the Secretary, shall perform the duties of the Secretary and when so acting shall have 
all the powers of and be subject to all the restrictions of the Secretary. The Assistant Secretaries 
shall perform such other duties as may from time to time be assigned to them by the Board of 
Directors, Chief Executive Officer, Chief Operating Officer, President, or Secretary. 
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Section ZO(a). The Treasurer. The Treasurer shall be the financial officer of the 
Corporation, shall lceep full and accurate accounts of all collections, receipts and disbursements in 
books belonging to the Corporation, shall deposit all moneys arid other valuables in the mne and to 
the credit of the Corporation, in such depositories as may be directed by the Board of Directors, 
shall disburse the fimds of the Corporation as may be ordered by the Board of Directors, Chief 
Executive Officer, Chief Operating Officer, or President, taking pruper vouchers therefor, and shall 
render to the Chief Executive Officer, Chief Operating Officer, or President, and directors at all 
regular meetings of the Board, or whenever they may require it, and to the annual meeting of the 
shareholders, an account of all his or her transactions as Treasurer and of the financial condition of 
the Corporation. 

The Treasurer shall also perform such other duties as the Board of Directors may from 
time to time require. 

If required by the Board of Directors, the Treasurer shall give the Corporation a bond in 
a form and in a sum with surety satisfactory to the Board of Directors for the faithful performance 
of the duties of his or her office and the restoration to the Corporation in the case of his or her 
death, resignation or removal from office of all books, papers, vouchers, money and other property 
of whatever kind in his or her possession belonging to the Corporation. 

(3) Assisfanf Treasurers. At the request of the Treasurer, or in his or her absence or 
inability to act, the Assistant Treasurer or, if there be more than one, the Assistant Treasurer 
designated by the Treasurer, shall perform the duties of the Treasurer and when so acting shall have 
all the powers of and be subject to all the restrictions of the Treasurer. The Assistant Treasurers 
shall perform such other duties as may from time to time be assigned to them by the Board of 
Directors, Chief Executive OfFcer, Chief Operating Officer, President, or Treasurer. 

Section I 1  (a). The Controller. The Controller shall have control over all accounts and 
records of the Corporation pertaining to moneys, properties, materials and supplies. He or she shall 
have executive direction over the bookkeeping and accounting departments and shall have general 
supervision over the records in all other departments pertaining to moneys, properties, materials and 
supplies. He or she shall have such other powers and duties as are incident to the office of 
Controller of a corporation and shall be subject at all times to the direction and control of the Board 
of Directors, Chief Executive Officer, Chief Operating Officer, President and a Vice President. 

(b) Assistant Cuntrullers, At the request of the Controller, or in his or her absence or 
inability to act, the Assistant Controller or, if there be more than one, the Assistant Controller 
designated by the Controller, shall perform the duties of the Controller and when so acting shall 
have all the powers of and be subject to all the restrictions of the Controller. The Assistant 
Controllers shall perform such other duties as may from time to time be assigned to them by the 
Board of Directors, Chief Executive Officer, Chief Operating Officer, President, or Controller. 



C;1se No. 2009-00202 
ST \ I'l*~-DR-O 1-00 I 

Page I I of I6 

ARTICLE V 

Indemnification of Directors, Officers, Employees, and Agents 

Section I .  Definitions. As used in this Article: 

A. "Corporation" includes any domestic or foreign predecessor entity of the 
Corporation in a merger or other transaction in which the predecessor's existence ceased upon 
consummation of the transaction. 

€3. "Director" means an individual who is or was a Director of the Corporation or 
an individual who, while a Director of the Corporation, is or was serving at the Corporation's 
request as 8 director, officer, partner, trustee, employee, or agent of another foreign or domestic 
corporation. partnership, joint venture, trust, employee benefit plan, or other enterprise. A Director 
shall be considered to be serving an employee benefit plan at the Corporation's request if his or her 
duties to the Corporation also impose duties on, or otherwise involve services by, him or her to the 
plan or to participants in or beneficiaries of the plan. "Director" includes, unless the context 
requires otherwise, the estate or personal representative of a Director. 

c. "Expenses" include counsel fees. 

D. "Liability" means the obligation to pay a judgment, settlement, penalty, fine 
(including an excise tax assessed with respect to an employee benefit plan), or reasonable expenses 
incurred with respect to a proceeding. 

E. "Official capacity" means: 

(1) When used with respect to a Director, the office of Director in the 
Corporation, and 

When used with respect to an individual other ttm a Director, as 
contemplated in Section 6 ,  the office in the Corporation held by the officer or the employment or 
agency relationship undertaken by the employee or agent on behalf of the Corporation. "Oficial 
capacity" shall not include service for any other foreign or domestic corporation or any partnership, 
joint venture, trust, employee benefit plan, or other enterprise. 

"Party" includes an individual who was, is, or is threatened to be made a named 
defendant or respondent in a proceeding. 

"Proceeding" means any threatened, pending, or completed action, suit, or 
proceeding, whether civil, criminal, administrative, or investigative and whether formal or informal. 

(2) 

F. 

G. 

Section 2. Indemnijkation. 

A. Except as provided in subsection 0) of this Section, the Corporation shall 
indemnifj an individual made a party to a proceeding because he or she is or was a Director against 
liability incurred in the proceeding if: 

(1) He or she conducted himself or herself in good faith; and 

(2) He or she reasonably believed: 

(a) In the case of conduct in his or her official capacity with the Corporation, 
that his or her conduct was in its best interest; and 

(b) In all other cases, that his or her conduct was at least not opposed to its 
best interests; and 



(3) In the case of any criminal proceeding, he or she had no reasonable cause to 

A Director's conduct with respect to an employee benefit plan for a purpose he 
or she reasonably believed to be in the interests of the participants in and beneficiaries of the plan 
shall be conduct that satisfies the requirement of subsection A(2)(b) of this Section. 

The termination of a proceeding by judgment, order, settlement, conviction, or 
upon a plea of nolo contendere or its equivalent shall not be, of itself, determinative that the 
Director did not meet the standard of conduct described in this Section. 

believe his or her conduct was unlawfUl. 

B. 

C. 

D. The Corporation may not indemnify a Director under this Section: 

(1) In connection with a proceeding by or in the right of the Corporation in 
which the Director was adjudged liable to the Corporation; or 

In connection with any other proceeding charging improper personal 
benefit to him or her, whether or not involving action in his or her official capacity, in which he or 
she was adjudged liable on the basis that personal benefit was improperly received by him or her. 

Indemnification permitted under this Section in connection with a proceeding 
by or in the right of the Corporation shali be limited to reasonable expenses incurred in connection 
with the proceeding. 

(2) 

E. 

Section 3. Mandatory Indemnification. Unless limited by the Articles of 
Incorporation, the Corporation shall indemnify a Director who was wholly successful, on the merits 
or otherwise, in the defense of any proceeding to which he or she was a party because he or she is or 
was a Director of the Corporation against reasonable expenses incurred by him or her in connection 
with the proceeding. 

Section 4. Advance for Expenses. 

A. The Corparation may pay for or reimburse the reasonable expenses incurred by 
a Director who is a party to a proceeding in advance of final disposition of the proceeding if: 

(1) The Director furnishes the Corporation a written af€iiation of his or her 
good faith belief that he or she has met the staxidard of conduct described in Section 2; 

(2) The Director furnishes the Corporation a written undertaking, executed 
personally or on his or her behalf, to repay the advance if it is ultimately determined that he or she 
did not meet the standard of conduct; and 

(3) A determination is made that the facts then known to those making the 
determination would not preclude indemnification under this article. 

The undertaking required by subsection A(2) of this Section shall be an 
unlimited general obligation of the Director but shall not be required to be secured and may be 
accepted without reference to financial ability to make repayment. 

Determinations and authorizations of payments under this Section shall be 
made in the manner specified in Section 5. 

B. 

C. 

Section 5. Determination and Authorization of Indemnification 



A. The Corporation shall not indemnify a Director under Section 2 of this Article 
unless authoiized in the specific case after a determination has been made that indemnification of 
the Director is permissible in the circumstances because he or she has met the standard of conduct 
set forth in Section 2. 

€3. The determination shall be made: 

(1) By the Board of Directors by majority vote of a quonun consisting of 
Directors no1 at the time parties to the proceeding; 

(2) If a quorum cannot be obtained under subsection B(1) of this Section, by 
majority vote of a cormnittee duly designated by the Board of Directors (in which designation 
Directors who are parties may participate), consistirig solely of two or more Directors not at the 
time parties to the proceeding; 

(3) By special legal counsel: 

(a) Selected by the Board of Directors or its committee in the manner 
prescribed in subsection R( 1) and (2) of this Section; or 

If a quorum of the Board of Directors cannot be obtained under 
subsection B(1) of this Section and a committee cannot be designated under subsection B(2) of this 
Section, selected by majority vote of the full Board of Directors (in which selection Directors who 
are parties may participate); or 

(4) By the shareholders, but shares owned by or voted under the control of 
Directors who are at the time parties to the proceeding shall not be voted on the determination. 

C. Authorization of indemnification and evaluation as to reasonableness of 
expenses shall be made in the same manner as the determination that indemnification is 
permissible, except that if the determination is made by special legal counsel, authorization of 
indemnification and evaluation as to reasonableness of expenses shall be made by those entitled 
under subsection B(3) of this Section to select counsel. 

(b) 

Section 6. Indemnification of OfJicers, Employees, and Agents. Unless the 
Corporation's Articles of lncorporation provide otherwise: 

A. An officer of the Corporation who is not a Director shall be entitled to 
mandatory indemnification under Section 3, and is entitled to apply for court-ordered 
indemnification under the Kentucky Business Corporation Act, in each case to the same extent as a 
Director; 

The Corporation may indemnify and advance expenses under this Article to an 
officer, employee, or agent of the Corporation who is not a Director to the same extent as to a 
Director; and 

The Corporation may also indemnify and advance expenses to an officer, 
employee, or agent who is not a Director to the extent, consistent with public policy, that may be 
provided by the Articles of Incorporation, By-Lam, general or specific action of the Board of 
Directors, or cantract. 

B. 

C. 
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Sccfion 7. Insurunce. The Corporation may purchase and maintain insurance on behalf 
of an individual who is or was a Director, officer, employee, or agent of the Corporation, or who, 
while a Director, officer, employee, or agent of the Corporation, is or was serving at the request of 
the Corporation as a director, officer, partner, trustee, employee, or agent of another foreign or 
domestic carporation, partnership, joint venture, trust, employee benefit plan, or other enterprise, 
against liability asserted against or incurred by him or her in that capacity or arising from his or her 
status as a Director, officer, employee, or agent, whether or not the Corporation would have power 
to indemnii3, him or her against the same liaoility under either Sectioil2 or 3. 

Section 8. Application of this Article. 

A. The indemnification and advancement of experses provided by, or granted 
pursuant to, this Article shall not be deemed exclusive of any other rights to which those seeking 
indemnification or advancement of expenses may be entitled under the By-Laws, any agreement, 
vote of sliaeholders or disinterested Directors, or otherwise, both as to action in his or her official 
capacity md as to action in another capacity while holding such office. 

This Article shall not limit the Corporation's power to pay or reimburse 
expenses incurred by a Director in connection with his or her appearance as a witness at a 
proceeding at a time when he or she has not been made a named defendant or respondent to the 
proceeding. 

B. 

ARTICLE VI 

Capital Stock 

Section 1. Form and fiecution of Certificates. The certificates for shares of the 

f Incorporation, as shall be 



Section 4. Closing of Transfr Books or Taking Record ofshareholders. The Board of 
Directors may fix a time not exceeding forty (40) days preceding the date of any mectuig of 
shareholders or any dividend payment date or any date for the allotment of rights as a record date 
for the determination of the shareholders entitled to notice of such meeting or to vote thercat or to 
receive such dividends or rights as the case may be; or the Board of Directors may close the books 
of the Corporation against transfer of shares during the whole or any parf af such period. 

Section 5. Lost Stock (Jert8cates. In the case of a lost stock certificate, a new’ stock 
certificate may be issued in its place upon proof of such loss, destruction or mutilation and upon the 
giving of a satisfactory bond of indemnity to the Corporation and/or to the transfer agent and 
registrar of such stock, if any, in such sum and under such terms as the Board of Directors may 
provide. 

ARTICLE VU 

Dividends 

Dividends may be declared by the Board of Directors (or the 
Executive Committee, if there be one and the authority to declare dividends is delegated to the 
Executive Committee by the Board of Directors) and paid in cash, shares, or other property out of 
the annual net income to the Corporation or out of its net assets in excess of its capital, computed in 
accordance with the state statute and subject to the conditions and limitations imposed by the 
Articles of Incorporation. 

No dividends shall be paid to the holders of any class of shares in violation of the rights 
of the holders of any other class of shares. 

Before payment of any dividends or making distribution of‘ any profits, there may be set 
apart out of the excess of assets available for dividends such sum or sums as the Board of Directors 
(or Executive Committee, if there be one and the authority to declare dividends or make 
distributions is delegated to the Executive Committee) from time to time in its absolute discretion 
thirlks proper as a reserve fund for any purpose. 

Section 1. Dividends. 

ARTICLE VIII 

Fiscal Year 

Section I .  Fiscal Year. The fiscal year of the Corporation shall begin on the fist  day 
of January and terminate on the --first day of December in each year. 

ARTICLE lX 
Contracts, Checks, Notes, etc. 

Section 1. Contracts, Checks; Notes, etc. All contracts and agreements authorized by 
the Board of Directors and all bonds and notes shall, unless otherwise directed by the Board of 
Directors or unless otherwise required by law, be signed by (1) either the Chairman, Vice 
Chairman, Chief Executive Officer, Chief Operating Officer, President, or a Vice President, and (2) 
any one of the following officers: Secretary or Assistant Secretary, Treasurer or Assistant 



Treasurer. The Board of Directors may by resolution adopted at any meeting designate officers of 
the Corporation who may in the name of the Corporation execute checks, drafts and orders for the 
payment of money in its behalf and, in the discretion of the Board of Directors, such officers may 
be so authorized to sign such checks singly without necessity for counter-signature. 

ARTiCLE X 

Notice and Waiver of Notice 

Section 1. Notice and Waiver of Notice. Any notice required to be given by these By- 
Laws to a Director or officer may be given in writing, personally served or through the United 
States Mail, or by telephone, telegram, cablegram or radiogram, and such notice shall be deetned to 
be given at the time when the same shall be thus transmitted. Any notice required to be given by 
these By-Laws may be waived by the person entitled to such notice. 

ARTICLE XI 

Corporate Seal 

Section 1. Corporate Seal. The corporate seal of the Corporation shall consist of a 
metallic stamp, circular in form, bearing in its center the word "Seal", and on the outer edge the 
name of the Corporation. 

ARTICLE XI1 

Amendment 

Section 1. Amendment. These By-L,aws may be amended or repealed at any meeting of 
the shareholders of the Corporation by the affirmative vote of the holders of record of shares 
entitling them to exercise a majority of the voting power on such proposal, or, without a meeting, 
by the written consent of the holders of record of shares entitling them to exercise a two-thirds 
majority of the voting power on such proposal. 
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REQUEST: 

Provide the current organization chart, showing the relationship between Duke Kentucky 
and any affiliates. Show the relative positions of all entities and affiliates with which 
Duke Kentucky routinely has business transactions. 

IUSPONSE: 

See Attachment STAFF-DR-0 1-002. Duke Energy Kentucky routinely has business 
transactions with its affiliated utility operating companies, Duke Energy Ohio, Duke 
Energy Indiana, and Duke Energy Carolinas, as well as with Duke Energy Business 
Services. These transactions are pursuant to service agreements filed with the Kentucky 
Public Service Commission. 

Duke Energy Kentucky may also provide to or receive services from other affiliated 
companies that are parties to the utility/non-utility service agreement. Copies of all 
service agreements are included in Duke Energy Kentucky’s Cost Allocation Manual 
contained in Volume 10 of the Company’s Application in this proceeding. 

PERSON RESPONSIBL,E: Julia S. Janson 



DUKE ENERGY CORPORATION 
CORPORATE STRUCTURE 

Duke Energy Corporation (DE 5 3 2005) 

Duke Energy Registration Services, Inc (IOO%)(DE 11 18 1998) 
I (see Appendix A for subsidiaries) 

Bison Insurance Company Limited (10Q%)(Bermuda 12 11 1968) 
I NorthSouth Insurance Company Limited (100%)(Bermuda 12 2 2002) 

Cinergy Corp (1 OO%)(DE 6 30.1993) 
I (see Appendix B for subsidiaries) 

Duke Energy Carolinas, LLC (1 00%)(NC 1 1 27 1963) 
I-...-. (see Appendix C for subsidiaries) 

Duke Energy Corporate Services, Inc (DE 06 26 2008) 
I_ Duke Energy Business Services LLC (IOO%)(DE 11 18 1998) 

Information contained in the World Records database takes precedence over information disclosed in this document. 
Balance of ownership for entities <loo% owned by a Duke entity can be referenced in World Records. 
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Case No. 2009-00202 
STAFF-DH-OI-002 

P:lge 2 of I I Appendix A 
Duke Energy Corporation 

Duke Energy Registration Services, Inc (100%) 

- 

Duke Enc 
F -- 

Duke Energy Services, Inc. (100%)(DE 6.8 1959) 
- Duke Energy Marketing Corp (100%)(NV 1 1.7.1994) 

- DETMI Management, Inc. (100%)(CO 6.21.1994) 
I Duke/Louis Dreyfus L.L.C (50%)(NV 3.1.1995) 

- DTMSI Management Ltd (100%)(Alberta Canada 7.9.1996) 
Duke Energy Services Canada ULC (31%)(Alberta Canada 8.30.1995) 
DE Marketing Canada Ltd. (GO%)(Canadian Federal 7.17.1996) 

L- KEFI-Exchange Inc. (4%)(Alberta Canada 10.28.1999) 
D ke Energy Marketing Limited Partnership (1 %)(Alberta 8 1 . 7  996) 

Duke Energy Trading and Marketing, L.L.C. (60%)(DE 7.10.1996) 
Duke Ventures, LLC (100%)(NV 12.19.2000) 

Crescent Holdings, LLC (49%)(DE 8.30.2006) 

Duke Capital Partners, LLC (100%)(DE 3 14.2000) 
- Duke Ventures Real Estate, LLC (10O%)(DE 6.09.2009) 

I Crescent Resources, LLC (100%)(GA 12.31 2000) 

-- Dixilyn-Field Drilling Company (1 OO%)(DE 1 31 .I 977) 
Dixilyn-Field (Nigeria) Limited (1 0O%)(Nigeria 11.14.1977) 
Dixilyn-Field International Drilling Company, S.A. (1 OO%)(Panama 6. 10. 1970) 

Duke Energy Marketing Limited Partnership (59.4O%)(Alberta Canada 8.1.1996) 
-- Duke Energy Services Canada ULC (69%)(Alberta Canada 8.30.1995) 

KEFI-Exchange Inc (4%)(Alberta Canada 10 28.1999) 
-- Duke Energy Services Ireland Limited (100%) 
I DukeNet Communications, LLC ( I  00%)(DE 12.15.2000) 

- Duke Energy Americas, LLC (1 OO%)(DE 7.2.2004) 
Duke Energy Global Markets, lnc. (IOO%)(NV 8.2.1996) 

Duke Energy Carolinas Plant Operations, LLC ( 1  OO%)(DE 5.29.2001) 
DE Nuclear Engineering, inc. (100%)(NC 3.17.1969) t_ Duke Energy Fossil-Hydro, LLC (100%)(DE 7.6.2001) 
f Duke Energy Fossil-Hydro California, Inc (100%)(DE 8.1.2001) 

Royal, LLC (1 OO%)(DE 3.13 2002) 
- Duke Engineering 8, Services (Europe) Inc (1 00%)(DE I O .  13.1993) 

Duke Engineering & Services international, lnc. (100%)(Cayman Islands 5.8.1996) 
DukelLouis Dreyfus L.L.C. (50%)(NV 3.1,1995) 

Duke Energy International, LLC(DE 9.18 1997) 
[See separate chart for subsidiaries) 

Duke Energy Merchants, LLC (100%)(DE 4.23.1999) 
Duke Energy North America, LLC (100%)(DE 9.18.1997) 

DENAAsset Partners, L.P. (I%)(DE 12 14.2001) 
DENA Partners Holding, LLC (IOO%)(DE 11.30.2001) 

Duke Energy Allowance Management, LLC (100%)(DE 5 15.2001) 
- Duke Energy Marketing America, LLC (100%)(DE 1.3.2001) 

Duke Energy Maapa, LLC (100%)(DE 4.1 1.2000) 
Duke Energy Trading Exchange, LLC (100%)(DE 8.3.2000) 

L- DENA Asset Partners, L.P. (99%)(DE 12.14.2001) 

/ 

Information contained in the World Records database takes precedence over information disclosed in this document. 
Balance of ownership for entities <loo% owned by a Duke entity can be referenced in World Records. 
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Csse No. 1009-00207, 
ST .\IT-DR-0 1-002 

Page 3 of I I 

Appendix A (Cont'd) 

-- Duke Project Services, Inc. (100%)(NC 7.1.1966) 
D/FD Operating Services LLC (50.000 I %)(DE 3.7.1996) 
Duke Project Services Australia Pty Ltd (1 OO%)(Australia 7.12 2001) 
D kelfluor Daniel (50.0001%)(NC 9.1.1997) 

D/FD Holdings, LLC (100%)(DE 12.15.2005) 
- DukdFluor Daniel El Salvador S.A. de C.V (50%)(EI Salvador) 

DukelFluor Daniel International (50.0001%)(NV 9.1.1994) 
I DukeIFluor Daniel Caribbean, S.E. (99%)(Puerto Rico 12.6.1996) 

Duke/Fluor Daniel International Services (50..0001 %)(NV 9.1.1994) 
DlFD International Services Brasil Ltda. (99.999%)( Brazil) 
Duke/Fluor Daniel Caribbean, S E. (O.SO%)(Puerta Rico 12.6.1996) 

-.- Duke/Fluor Daniel International Services (Trinidad) Ltd. (100%)(Trinidad and Tobago 12.3.1998) 
-- Duke Energy Murray Operating, LLC (100%)(DE 8.7.2001) 

Information contained in the World Records database takes precedence over information disclosed in this document. 
Balance of ownership for entities <loo% owned by a Duke entity can be referenced in World Records. 
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Cinergy Corp. ( 1 OO%)( DE 6 30 1993) - Cinergy Global Resources, Inc (1 OO%)(DE 5.15.1998) 
L-- (See Appendix D for subsidiaries) 

-- Cinergy Investments, Inc. (10Oo/0)(DE 10 24.1994) 

(see Appendix E for subsidiaries) 
Cinergy Capital & Trading, Inc (100%)(IN 10.8.1992) 

Cinergy-Centrus, Inc. (1 OO%)(DE 4.23.1 998) 
Cinergy-Centrus Communications, Inc (100%)(DE 7.17.1998) 
Cinergy Technology, Inc (100%)(IN 12.12.1991) 
Duke-Cadence, Inc (1 00%)(IN 12.27.1989) 

Advantage IQ, Inc (4.09%)(WA 11 6.1995) 
_- Duke Communications Holdings, Inc. (100%)(DE 9.20.1996) 

Q-Comm Corporation (32.7%)(NV 9.26.1996) 
Duke Energy Engineering, Inc ( 100O/0)(0H 3.28.199'7) 
Duke Energy Generation Services Holding Company, Inc. (100%)(DE 2.1 1 .I 997) 

Duke-Reliant Resources, Inc. (100%)( 1 I 14.1998) 
L- (see Appendix F for subsidiaries) 

Reliant Services, LLC (50%)(IN 6.25.1998) 
Fiber Link, LLC (75%)(IN 9.5.2000) 

Cinergy Receivables Company, LLC (1 OO%)(DE 1 .I 0.2002) 

Cinergy Origination & Trade, LLC (100%)(DE 10 19.2001) 
Cinergy Power Generation Services, LLC (100%)(DE 11.22.2000) 

-I 
-I.-- Cinergy Wholesale Energy, Inc. ( 1  OO%)(OH 1 1.27.2000) 

~- Duke Energy Indiana, Inc (IOO%)(IN 9.6.1941) 

- Duke Energy Ohio, Inc. (IOO%)(OH 4,3,1837) 
L South Construction Company, Inc ( I  00%)(IN 5 31 .I 934) 

- Cinergy Power Investments, Inc. (1000/o)(OH 12.5.2000) 
Duke Energy Kentucky, Inc. (IOO%)(KY 3.20.1901) 
KO Transmission Company (1 OO%)(KY 4.1 1.1994) 

Ohio Valley Electric Corporation (9%) 
Sugartree Timber, LLC (1 OO%)(DE 7 24.2008) 
Tri-State Improvement Company (100%)(OH 1 I 14.1964) 

- Miami Power Corporation (100%)(IN 3.25.1930) 

L- Pioneer Transmission, LLC (50%)(IN 7.31.2008) 

DukeTec I LLC (lOO%)(DE 11 16 2000) 
I-- event Resources I LLC (80%)(DE 11.17.20OO) 

I--.- event Resources I LLC (20%)(DE 11 .I 7.2000) 

-~ 
Duke Energy Transmission Holding Company (100%)(DE 7.16.2008) 

___ DukeTec LLC (lOO%)(DE I I. 16.2000) 

event Resources Holdings LLC (100%)(DE 12.13.2000) 
DukeTec II LLC (IOO%)(DE 12.23.2003) 

event Resources Holdings LLC (100%)(DE 12.13.2000) 

t- 
- Duke Technologies, Inc (IOO%)(DE 7 26.2000) 

Cinergy Two, Inc. (IOO%)(DE 11.6 2000) 

Information contained in the World Records database takes precedence over information disclosed in this document. 
Balance of ownership for entities <loo% owned by o Duke entity can be referenced in World Records. 

Page 4 of 1 1  Corporate Secretarial Department 6/30/2009 



c :Is(! No. 200')-00201 
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Page 5 of I I Appendix C 
Duke Energy Corporation 
r- Duke Energy Carolinas, LLC (1 00%) 

-- APOG, LLC (20%)(DE 6.22.2007) 
- Advance SC LLC (10O%)(SC 7.9 2004) 
- Caldwell Power Company (100%)(NC 7.28.1921) 
- Carolinas Virginia Nuclear Power Associates, Inc. (25%)(NC 10.4.1956) 
-- Catawba Manufacturing and Electric Power Company (1 0O0h)( NC 1011 511 901 ) 
- Claihorne Energy Services, Inc. (100%)(LA 3.1.1990) 
- Duke Energy Receivables Finance Company, LLC (100%)(DE 7.16.2003) 
-- Eastover Land Company (1 OO%)(KY 6.30.1970) 
__ Eastover Mining Company (1 00%)(KY 7.15.1970) 
- Greenville Gas and Electric Light and Power Company (100%)(SC 1.28.1861) 

--- NuStart Energy Development (16,67%)(DE 4.19 2004) 
-- Piedmont Venture Partners Limited Partnership (10.64%)(NC 10/3/1996) 
- Sandy River Timber, LLC (100%)(SC, 10.26 2007) 
- Southern Power Company (100%)(NC 12.30.1927) 
- TBP Properties, LLC (1 0Ooh)(SC 12.1 1.2006) 
-.- TRES Timber, LLC (1 0O0h)(SC 12. I 1.2006) 
-- Wateree Power Company ( 1 00%)(SC) 
-.- Western Carolina Power Company (1 00%)( NC 9. 10. 1907) 

- MCP, LLC (100%)(SC 8 18.2000) 

Information contained in the World Records database takes precedence over information disclosed in this document. 
Balance of ownership for entities clO% owned by a Duke entity can be referenced in World Records. 
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Cinergy Global Power, Inc. (1 OO%)(DE 9.4.1997) 
~ CGP Global Greece Holdings, SA (99.99%)(Greece 8 10.2001) 

Attiki Denmark ApS (5l%)(Denmark 10.1 2000) 
Attiki Gas Supply Company, SA (49%)(Greece 11.2.2001) 

- Cinergy Global Ely, Inc. (1 OO%)(DE 8.28.1998) 
- Cinergy Global (Cayman) Holdings, lnc. (1 OO%)(Cayman Islands 9.4.1997) 

Cinergy Global Tsavo Power (1 QO%)(Cayman Islands 9.4 1 997) 
L--. IPS-Cinergy Power Limited (48.2%)(Kenya 4.28.1999) 

Tsavo Power Company Limited (49.9%0)(Kenya 1.22.1998) 
- Cinergy Global Holdings, Inc (100%)(DE 12.18 1998) 

CGP Global Greece Holdings, SA (~01%) (Greece 8.10.2001) 
Cinergy Holdings, BV (100%)(Netherlands 4.7.1948) 

- Cinergy Global Power Africa (Proprietary) Limited (1 OO%)(South Africa 8.3.1999) 
- Cinergy Global Power Services Limited (100%) (England 8.14.1997) 
-- Cinergy Global Power (UK) Limited ( lOOoh) (England2.5.1998) 

L-- Cinergy Global Trading Limited (100%) England 5.25.1999) 
Cinergy Global Power Iberia, SA (100%)(Spain 6.17.1998) 

UK Electric Power Limited (1 00%)(England 12.24.1920) 
- Commercial Electricity Supplies Limited (1 00%)(England 8. I O .  1993) 

~ event Resources Overseas I, LLC (DE 5.29 2001) 



Cme No. 2009-00202 
S I  \I~F-DR-01-002 

Appendix E I'age 7 01 I I 

Duke Energy Corporation 
L- Cinergy Carp (I 0 0 ~ 0 )  

I-- Cinergy Investments, Inc ( I  00%) 
Cinergy Capital & Trading, Inc. (100%) 

Clnergy Capital & Trading, Inc. (100%)(IN 10.8 1992) 
Brownsville Power I, L L.C (IOO%)(DE 7 13 1998) 
CinCap IV, LLC (1 O%)(DE 12 3.1997) 
CinCap V, LLC (lOoh)(DE 7.21.1998) 
Cinergy Climate Change Investments, LLC (1 OO%)(DE 6.9.2003) 
Cinergy General Holdings, LLC (100%)(DE 12 14.2001) 
Cinergy Limited Holdings, LLC (lOO%)(DE 12 14.2001) 
Cinergy Retail Power General, Inc. (100%)(DE 8.7.2001) 

Cinergy Retail Power, L.P (0 I%)(DE 8.8 2001) 
Cinergy Retail Power Limited, Inc. (lOOo/~)(DE 8 6.2001) 
I Cinergy Retail Power, L.P. (99%)(DE 8.8.2001) 

CinFuel Resources, Inc. (100%)(DE 1.10.2002) 
Spruce Mountain Investments, LLC (I%)(DE 11 8.2006) 

L H I ,  LLC (I%)(DE 1 10 2002) 
Spruce Mountain Products, LLC (IOO%)(DE 10.27.2006) 

L- Oak Mountain Products, LLC (100%)(DE 7.9.2001) 
t 

CinPower I ,  LLC (100%)(DE 6.12.1998) 
Duke Energy Retail Sales, LLC (IOO%)(DE 12.9.2003) 
LHI, LLC (99%)(DE 1.10.2002) 

Ohio River Valley Propane, LLC (IOO%)(DE 10.18.2001) 
Spruce Mountain Investments, LLC (99%)(DE 1 1.8.2006) 
SynCap II, LLC (100%)(DE 10.13.2000) 

l- Oak Mountain Products, LLC (100%)(DE 7.9.2001) 

Information contained in the World Records database takes precedence over information disclosed in this document. 
Balance of ownership for entities <loo% owned by a Duke entity can be referenced in World Records. 
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C:lse No. 2009-00Z0Z 
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1’:rge 8 of I 1  Appendix F 
Duke Energy Corporation - Cinergy Carp. (I 00%) 

Cinergy Investments, Inc. ( IOOO/,) 
Duke Energy Generation Services Holding Company, Inc. (1 00Y0) 

-- DEGS Three Buttes, LLC (100%)(DE 8.26.2008) 

- DEGS Wind Supply, LLC (100%)(DE, 12.11.200’7) 
- DEGS Wind Supply 11, LLC (100%)(DE 8.26.2008) 
- Catamount Energy Corporation (10O%)(VT 6.23.1992) 

1- (see Appendix G for subsidiaries) 
- Notrees Windpower, LP (99%)(DE 9.30.2005) 
- TE Notrees, LLC (100%)(DE 9.30.2005) 

- Ocotillo Windpower, LP (99%)(DE 12 22.2004) 
- TE Ocotillo, LLC (100%)(DE 12 21 “2004) 

- TE Silver Sage, LLC (100%)(DE 4.16.2007) 

- TE Happy Jack, LLC (10O%)(DE 10.27.2006) 

- Kit Carson Windpower, LLC (100%)(DE 6.23.09) 

Three Buttes Windpower, LLC (1 OO%)(DE 8.26.2008) 

Notrees Windpower, LP (1 %)(DE 9.30.2005) 

Ocotillo Windpower, LP ( I  %)(DE 12.22.2004) 

Silver Sage Windpower, LLC (1 OO%)(DE 4.16.2007) 

I..-- Happy Jack Windpower, LLC (100%)(DE 10.27.2006) 

I 

information contained in the World Records database takes precedence over information disclosed in this document 
Balance of ownership for entities <loo% owned by a Duke entity can be referenced in World Records. 
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I'age 9 or I 1 Appendix G 
Duke Energy Corporation 

1- Cinergy Corp (100%) 
Cinergy Investments, Inc (100%) 

Duke Energy Generation Services Holding Company, Inc (1 00%) 
L- DEGS Wind I ,  LLC (100%)(DE 5 23 2007) 

Catamount Energy Corporation ( l O O % ) ( V T  6.23.1992) [DEGS Wind Vermont, Inc (VT, 06.20.2008)] 
- Equinox Vermont Corporation ( l O O % ) ( V T  5. I, 1990) 

Catamount Rumford Corporation (lOOo/,)(W 4.1 1 1989) 

Ryegate Associates (33.1 126%)(UT 12 3 2002) 

Sweetwater Development LLC (5O%)(TX 11 5.2002) 
Sweetwater Wind 6 LLC (50%)(DE 4.29.2004) 

Rumford Cogeneration Company Limited Partnership (15.0537%)(ME 1 10.1986) tT 
F 

-- Catamount Sweetwater Corporation (1 00?40)(VT 6.17.2003) 

- Sweetwater Wind Power L.L.C (50%) (TX 11.5.2002) 

Catamount Sweetwater 1 LLC (1 OO%)(VT 12.12 2003) 
~ Catamount Sweetwater Holdings LLC ( 1  OOo/ , ) (Vr  6 20.2005) 

Sweetwater Wind 1 LLC (13 59%)(DE 6.24 2003) 

Sweetwaterwind 2 LLC (13.14%)(DE 4 19.2004) 

Sweetwater Wind 3 LLC (13.18%)(DE 4.29.2004) 

- Catamount Sweetwater 2 LLC (10O%)(VT 5.5.2004) 

Catamount Sweetwater 3 LLC (100%)(VT 6.3.2004) 

Sweetwater 4-5 Holdings LLC (1 8 72%)(DE 4 18 2007) 
Sweetwater Wind 4 LLC (100%) (DE 4.29.2004) 
Sweetwater Wind 5 LLC (100%)(DE 4.29 2004) 

L 
-- Catamount Sweetwater 4-5 LLC ( l O O % ) ( V J  3 8 2005) 

~ Laurel Hill Wind Energy, LLC (50%)(PA 12.14 2004) 
- CEC Wind Development LLC (1 OO%)(VT I .  12.2007) 
-- Searchlight Wind Energy LLC (100%)(NV 1.17.2008) 
-.- Willow Creek Wind Energy LLC (100%)(DE 6.18.2007) 
-- Top of the World Wind Energy LLC (100%)(DE 3.13.2008) 
- Catamount Sweetwater 6 LLC (lOO%)(VT 9.7.2005) 
~ Catamount Heartlands Corporation (100%)(DE 12.12.1997) 
- CEC UK1 Holding Corp. (1 OO%)(Vr9.11.2002) 

Catamount Energy SC 1 (1 %)(Scotland 10.8.2002) 

Catamount Energy SC 2 (1 %)(Scotland 10.8.2002) 

Catamount Energy SC 3 (1 %)(Scotland 10.8.2002) 

I-- Catamotint Energy SC 2 (9g0h)(Scotland 10.8 2002) 

L-- Catamount Energy SC 3 (99%)(Scotland 10.8.2002) 

L_ Catamount Energy Limited (50%)(UK 8 15.2002) 
Catamount Celtic Energy Limited (1 OO)(Scotland 6.8.2007) 

f 
-- CEC UK2 Holding Corp. (1 00%)(VT 9.1 1 2002) 

Catamount Energy SC 1 (99%)(Scotland 10.8.2002) 

Information contained in the World Records database takes precedence over information disclosed in this document. 
Balance of ownership for entities < 100% owned by a Duke entity can be referenced in World Records. 
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Appendix H I’age IO of I 1  

Duke Energy Corporation 
Cinergy Corp (100%) 
I--- Cinergy Investments, Inc (I 00%) 

I-.--.- Duke Energy Generation Services Holding Company, Inc (100%) 
Duke Energy Generation Services, Inc. (100%) 

- BSPE Limited, LLC (100%)(DE 1.10 2001) 
BSPE, L.P. (99%)(DE 1.16.2001) 

c 

Information contained in the World Records database takes precedence over information disclosed in this document. 
Balance of ownership for entities <loo% owned by a Duke entity can be referenced in World Records. 
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Case No. 2009-UOZ02 

Page 11 of I 1  
STAFF-Dit-0 1-00?. 

Changes to Corporate Structure - April 1,2009 -June 30,2009 

Entities Removed: 
Lansing Grand River lJtilities, LLC (100%)(DE 9.14.2000) - dissolved 05/04/2009 
DEGS of Rock Hill, LLC (100%)(DE 3.17 2003) - dissolved 05/11/2009 
DEGS Biogas, Inc (10O%)(DE 11.9.2000) - dissolved 05/05/2009 
Duke Energy Merchants Investments (UK) Limited (100%)(England and Wales 5.1.2007) - liquidated 5/13/2008 
Duke Energy Merchants UK LLP (tjO%)(England and Wales 10.25.2001) - liquidated 511 312008 
Duke Energy Merchants Trading and Marketing (IJK) Limited (1 00%)(EngIand 12.18.2000) - liquidated 5/13/2008 
Duke Energy Merchants UK LLP (5O%)(England and Wales 10.25.2001) - liquidated 5/13/2008 
Midlands Hydrocarbons (Bangladesh) L.imited (lOO%)(England 6.29.1993) - liquidated 4/21/09 

Formations 
Duke Ventures Real Estate, LLC (100%)(DE 6.9.2009) 
Kit Carson Windpower, LLC (100%)(DE 6.23.09) 
ADAGE Hamilton LLC (50%)(DE 5.6.2009) 

Information contained in the World Records database takes precedence over information disclosed in this document. 
Balance of ownership for entities <loo% owned by a Duke entity can be referenced in World Records. 
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Duke Energy Kentucky, Inc. 
Case No. 2009-00202 

First Set Staff Data Requests 
Date Received: June 19,2009 

STAFF-DR-0 1-003 

REQUEST: 

Provide the capital structure at the end of the 10 most recent calendar years and each of 
the other periods shown in Schedule 3a and Schedule 3b. 

RESPONSE: 

See Attachment STAFF-DR-0 1-003. 

PERSON RESPONSIBLE: Stephen G. De May / Brenda R. Melendez 
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Duke Energy Kentucky, Inc. 
Case No. 2009-00202 

First Set Staff Data Requests 
Date Receivcd: June 19,2009 

STAFF-DR-0 1-004 

REQUEST: 

Provide the following: 

a. A list of all outstanding issues of long-term debt as of the end of the latest calendar 
year together with the related information as shown in Schedule 4a. 

b. An analysis of short-term debt as shown in Schedule 4b as of the end of the latest 
calendar year. 

RESPONSE: 

See Attachment STAFF-DR-0 1-004 (a) and Attachment STAFF-DR-0 1 -004(b). 

PERSON RESPONSIBLE: Stephen G. De May 
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Duke Energy Kentucky, Inc. 
Case No. 2009-00202 

First Set Staff Data Requests 
Date Received: June 19,2009 

STAFF-DR-01-005 

REQUEST: 

Provide a list of all outstanding issues of preferred stock as of the eiid of the latest 
calendar year as shown in Schedule 5.  

RESPONSE: 

Duke Energy Kentucky has no outstaiidirig preferred stock. 

PERSON RESPONSIBLE: Stephen G. De May 





Duke Energy Kentucky, Inc. 
Case No. 2009-00202 

First Set Staff Data Requests 
Date Received: June 19,2009 

STAFF-DR-01-006 

REQUEST: 

Provide the Following: 

a. List all issues of C O I T ~ O I I  stock in the primary market during the 10 most recent 
calendar years as shown in Schedule 6a. 

b. The common stock information on a quarterly and yearly basis for the five most 
recent calendar years available, and through the latest available quarter as shown 
in Schedule 6b. 

c. The market prices for common stock for each month during the five most recent 
calendar years and for succeeding months through the date the application is filed. 
List all stock splits and stock dividends by date and type. 

RESPONSE: 
a. None. 

b. See Attachment STAFF-DR-0 1-006 (b). 

c. N/A, not publicly traded. 

PERSON RESPONSIBL,E: Brenda R. Melendez 



Duke Energy Kentucky, Inc. 
Case No. 2009-00202 

Quarterly and Annual Common Stock Information 
For the Periods as Shown 

Case No. 2009-00202 

Page 1 of 1 
STAFF-DR-Ol-O06(b) 

Average 
No. of Shares Book Earnings Dividend Return on 

Period Outstanding Value Per Rate Average 
(000) (000) Share (a) Per Share Common 

5th Calendar Year 
3/31/2004 
6/30/2004 
9/30/2004 
12/31/2004 

Annual 

4th Calendar Year 
3/31/2005 
6/30/2005 
9/30/2005 
12/31/2005 

Annual 

3rd Calendar Year 
3/31/2006 
6/30/2006 
9/30/2006 
12/31/2006 

Annual 

2nd Calendar Year 
3/31 /2007 
6/30/2007 
9/30/2007 
1213 1 /2007 

Annual 

1 st Calendar Year 
3/31/2008 
6/30/2008 
9/30/2008 
12/31/2008 

Annual 

Latest 
3/3 1 /2009 

585 
585 
585 
585 
585 

585 
585 
585 
585 
585 

585 
585 
585 
585 
585 

585 
585 
585 
585 
585 

585 
585 
585 
585 
585 

585 

$ 197,244 $ 
$ 200,335 $ 
$ 202,635 $ 
$ 192,511 $ 
$ 192,511 $ 

$ 198,706 $ 
$ 198,219 $ 
$ 201,837 $ 
$ 196,459 $ 
$ 196,459 $ 

$ 346,672 $ 
$ 344,226 $ 
$ 344,073 $ 
$ 349,348 $ 
$ 349,348 $ 

$ 362,117 $ 
$ 369,842 $ 
$ 376,936 $ 
$ 385,546 $ 
$ 385,546 $ 

$ 399,058 $ 
$ 404,079 $ 
$ 413,214 $ 
$ 394,025 $ 
$ 394,025 $ 

$ 405,815 $ 

13.48 $ 
5.28 $ 
3.93 $ 
9.16 $ 24.94 

31.84 $ 24.94 

10.58 $ 
(0.83) $ 
6.21 $ - 
9.06 $ 17.02 

25.02 $ 17.02 

17.70 $ 
(4.18) $ - 
0.74 $ 
4.06 $ 

18.32 $ 

22.05 $ 
6.32 $ 

12.99 $ 
15.81 $ 
57.18 $ 

21.38 $ 
8.58 $ 

15.61 $ 
18.47 $ 51.25 
64.03 $ 51.25 

20.14 $ 

4.08% 
1.55% 
1.14% 
2.71 % 
9.76% 

3.17% 

1.82% 
2.66% 
7.53% 

-0.25% 

3.81% 

0.13% 
0.69% 
3.93% 

-0.71 % 

3.63% 
1.01 % 
2.04% 
2.43% 
9.11% 

3.19% 
1.25% 
2.24% 
2.68% 
9.62% 

2.95% 

(a) Earnings per Share for Duke Energy Kentucky, Inc. is not publicly reported 





Duke Energy Kentucky, Inc. 
Case No. 2009-00202 

First Set Staff Data Requests 
Date Received: June 19,2009 

STAFF-DR-01-007 

REQIJEST: 

Provide a computation of fixed charge coverage ratios for the 10 most recent calendar 
years as shown in Schedule 7. 

RESPONSE: 

See Attachment STAFF-DR-01-007. 

PERSON RESPONSIBLE: Stephen G. De May 







Duke Energy Kentucky, Inc. 
Case No. 2009-00202 

First Set Staff Data Requests 
Date Received: June 19,2009 

STAFF-DR-01-008 

REQUEST: 

Provide Duke Kentucky’s internal accounting manuals, directives, and policies and 
procedures. 

RESPONSE: 

Please refer to Attachment STAFF-DR-0 1-008 for Duke Energy Corp.’s internal controls 
and financial controls policies applicable to Duke Energy Kentucky. Also included in the 
attachment are Cash Management Guidelines and a Financial Analysis Manual. Duke 
Energy Kentucky, Inc.’s Cost Allocation Manual has been provided in Volume 10 of its 
Application in this proceeding. 

PERSON RESPONSIBLE: Brenda R. Melendez 
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Account Analysis and Reconciliation 
Accountinq for Cash Overdrafts 
Accountinq for Claims between G t i v e  Insurer and Affiliates 
Accountina for Defined Benefit Pension Plans and Other Post-Retirement Benefit Plans 
Accountinq for Derivative Instruments and Hedqinq Activities 

I -- Accountinq for Goodwill 
Accountinq for Intercompanv Transactions 
Accountinq for Loss Contingencies 

-. Accountinq for Requlated Entities (SFAS No. 71) 
Accrual Guidelines 
Asset Impairments Reviews for Lonq-lived Assets (excludina Goodwill) and Equitv Method Investments. 
Assets Held for Sale and Discontinued Operations (SFAS No. 144 and APE No. 181 

Fair Value Measurements Used in Accountinq 
Financial Statement Disclosure of Related Party Transactions 

Duke Enerqv International (DEI) Capitalization Policy 

- . ~ -  
-- 

Tracking Sheet - List of Internal Controls and I- Financial Controls Policies 
This list was last updated on 06-17-2009 

3/3 112008 4/30/2001 
5/1 5/2009 313 1/2006 
3/3 1/2008 12/16/2004 
12/31/2008 , 12/1/2004 
12/31/2008 12/1/2004 
12/31/2008 12/1/2004 
5/15/2009 7/3 112004 
12/31/2008 12/18/2007 
12/31/2008 12/1 /ZOO4 
5/15/2009 3/3 1/2003 
12/31/2008 12/1/2004 

6/15/2009 5/31/2009 

1/1/2008 

5/15/2009 12/15/2004 

Reclassification of Realized Income Slatement Activity in Consolidation - Ne! vs. Gross 

Form 8-K Requirenients and Filinq Procedure I 4/30/2009 1 8/23/2004 

Journal Entry Creation and Approval Requiremeiits for Non-System Generated Journals I 3/!/2008---1-- 9/30/2003 

4/1/2007 I 9/30/2003 

3/3 !/ZOO4 

Other Coniprehensive Income Accounting Procedures 
Preparina & Reviewinq Financial Schedules, Statements, or Reports 

Revenue and Accounts Receivable 
Revenue Recoanition 
Roles and Responsibilities for the Consultation on and Documentation of Sianificant Accountinq or Reportinq 
Matters 
U S. GAAP Compliance Checklist 

8/3 112000 
12/31/2008 12/1/2004 

12/31/2008 12/15/2004 
12/31/2008 12/1/2004 

Expenditures 
Accounts Payable and linprest Pettv Cash 4/20/2009 7/19/2006 
Approval of Annual Budaet 4/1/2008 8/3 1/2000 

Check Signing 

Delenation of Authority 1/1/2008 8/3 1/2000 

--I-_ 

Approval of Business Transactions 111 /zoo9 7/1/2000 
1/1/2009 8/31/2000 

'Contract AdininistratizPolicy 7/1 /ZOO8 
_I__ 

Deleqation of Authorih, - International Emplovees 5/15/2009 8/3 1/2000 
Employee Expense Reimbursement Policy 4/20/2009 8/3 1/2000 
Purchasing Authority Policy 1/1/2008 1/1/2008 

4/1/2008 3/31/2004 -- Purchasinq Controls Policy 

-- 
Enaaqina Maior Accountinq Firms for All Services 

Hirinq Policy for Emplovees and Former Emploveesof the External Auditor 
- - Enqaqinq the Independent Auditor for Services 

4/30/2009 

12/9/2008 4/4/2006 
2/1/2008 4/24/2003 

Fixed Assets 
Property, Equipment and Inventory Policv 8/3 1/2000 

- I ~  

lother Internal Controls 1 

___I--.- _ _ ~  Disclosure Controls and Procedures Overview 
Sarbanes-Oxlev Chancle Control 

I_ I. 1 8/31/2000 

Risk Management 
Commodity Risk Pol& I 4/1/2006 I 5/24/2004 
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-- Taxes 
Accountinn for Income Taxes 
Proper& Tax 

--__I 

3/31/2009 6/30/2004 
3/3 1 12009 8/3 112000 

Relations with Tax Authorities 3/3 112009 8/3 112000 
SaleslUse and Excise Tax 3/3 112009 8/3 1 /2000 

3/31/2009 12/31/2004 

~ - -  
---I 

- Tax Reserves Policy 

--_- 
- 

ummary of Internal Controls and Financial Controls Policies 

umrnary of Internal Controls and Financial Controls Policies I I 12/16/2004 

Treasury - 
1/1/2009 8/31/2000 Bank Account a;iFheck Disbursement Policv 

Corporate Cash Manaqernent Policy 11112009 311012000 
4/1/2006 4/1/2006 Financina Activitv and Financial Risk Management Po& 

Intercornpanv Fundiiiq Policy 1/1/2009 11/1/2004 
1/1/2009 Propertv and Liability Insurance - 

Suretv Bonds 1/1/2009 9/26/2000 
1/1/2008 8/31/2000 Wire Transfer Policy 

I___ 

I 

_. 

- - --~-I- . 
* If no Revision Date is indicated, it is the same as the Effective Date and/or there have been no revisions. 
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Duke Energy Accounting Policy Statement 

Account Analysis and Reconciliation Policy 

_. - _ _  - -  - 
Applicability: Applies t o  Enterpr ise 
Originator: Corporate Control ler  

Carporate Control ler  Approval : 

Effective Date: 04/30/2001 
Revision Date: 03/31/2008 
Reissue Date: 0313 112008 

- _ -  I __I - - _ _ _  . . - I __ - - 

” -  . ._ ~ - _ -  - 

Statement of-Purpose and Philosoohy 
The purpose of this Policy is to provide guidelines for analyzing and reconciling balance sheet account 

balances. Routine account analysis and reconciliation is a foundation for strong internal controls and 

ensuring an accurate general ledger and financial statements. This Policy is applicable to all Business 

Units/Corporate Areas. 

e Each Business Unit/Corporate Area should ensure account analysis and reconciliation procedures, a t  
a minimum, comply with the requirements of this Policy. 

Accountabilities: Roles and Responsibilities 

Coroorate Controller‘s Deoartment 

* 

e 

Maintain a policy for account analysis and reconciliation processes to help ensure that Business 
IJnits/Corparate Areas maintain accurate general ledger and financial statement account balances. 
Internal Controls reviews overrides to this Policy for reasonableness and, if appropriate, reports to 
Corporate Controller. 
Corporate Controller reviews and approves, if appropriate, requests for an exception to  this Policy. 

Business UnitsICoroorate Areas 

e 

Ensure the appropriate individuals in the Business Unit/Corporate Area are aware of and comply 
with the requirements of  this Policy 
Implement routine account analysis and reconciliation procedures sufficient to ensure balance sheet 
accounts and financial statements are accurate, including reconciling to supporting schedules and 
documentation which substantiate ending balances. 
Ensure account analysis and reconciliations, and necessary corrections, are completed in a timely 
manner. Reconciliations shall be performed by the last business day of the month following the 
General Ledger month for which accounts are being reconciled, e.g., March General Ledger account 
balances shall be reconciled by the last business day in April. 
Maintain adequate documentation to support account balance, account reconciliation, and 
management review process. 
Reconcile High Risk Accorlnts on a monthly basis. 

e 

e 

e 
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Reconcile Low Risk Accounts at least every three months. 
Define each account as either High Risk or Low Risk and maintain documentatian supporting the 
rationale for such classification. See the "Standards and Requirements" section belaw far the 
definition af High Risk Accounts and Low Risk Accounts. It is anticipated that High Risk Accounts 
and Low Risk Accounts would be a subset of the Chart of Accounts. 
Perform account reconciliations a t  the General Ledger (GL) account chartfield level, ar a level that 
includes more that one GL account chartfield where the activity in the grouping of  accounts is 
similar and can be reconciled together. 
Ensure the account reconciliation documentation is reviewed by management, or management 
designee, as evidenced by a signature and date. Each Business Unit/Corporate Area is responsible 
for maintaining this documentation. 
EnslJre the "Exceptions Report - Unreconciled Accounts" report is accurate and timely, and 
management adequately monitors results and implements corrective actions, as necessary. 
Use the "Exceptions Report - Unreconciled Accounts" report to notify the Corporate Controller 
(submit reports to Internal Controls) of  any exception items, Accounts Not Analyzed and/or 
Accounts Not Current, as described in the Guidelines section below that meet the following 
thresholds for the applicable registrant: 

Ent i t ies Threshold (in dollars) 
~ - - - - ~ -  

____ 
and  subsidiaries 

subsidiaries 
I 
hi o the r  D u k e  Energy 

ICorporation subsidiaries 

- - l _ _ _ _ _ _ ~ _ - .  ---/86.5 00 , 0 0 0 

Business Unit/Corporate Areas may adopt, at their discretion, lower reporting thresholds. In addition, for 

administrative ease, Business Units/Corporate Areas may adopt one reporting threshold. However, the 

threshold adopted for any entity can not be higher than the amounts indicated above. For example, the 

threshold for Duke Energy Ohio, Inc. and subsidiaries can not be higher than $1 million. 

This exception report must be submitted to Internal Controls by the last business day of each month 

Report exception items on a GL account chartfield basis. 

I f  there are no exceptions to report, indicate such positive affirmation, to Internal Controls by the last 

business day of each month. 

Send Policy exception requests to Internal Controls, Corporate Controller's Department. See 
attached "Request for Ongoing Exception to Policy" for the form to use to request a Policy 
exception. 

Standards and Reauirements 

Account Definition - Each balance sheet account shauld be described adequately to enable a clear 
determination of proper transactions in the account. 
Comuarative and Trend Analvsis - Comparative metrics, such as dollar or percent change, or other 
appropriate measures, should be established to identify significant account fluctuations that need 
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accelerated detail journal analysis. I f  unusual comparisons or trends cannot be reasonably 
explained, closely review transactions to identify and correct errors. Metrics should be easily 
generated and updated. 
Documentation - Documentation should be maintained to support the amounts in accounts, analysis 
and reconciliation of each account, correcting entries, and the management review process. 
Electronic Reconciliations - The reconciliation process must be documented for an automated 
reconciliation performed using software applications or computer programs. Management must 
review and approve the automated process to ensure that the appropriate controls are in place to 
perform an adequate reconciliation. The electronic reconciliation must be reviewed to ensure that 
the reconciliation was performed adequately. A t  a minimum, print summary documentation to 
provide evidence of the reconciliation. Documentation should be maintained to support that the 
electronic reconciliation was reviewed for adequate reconciliation and must be signed and dated by 
management or their designee. 
Freauency - Balance sheet accounts must be routinely analyzed or reconciled a t  least quarterly to 
ensure accuracy of financial statements. High Risk Accounts should be analyzed or reconciled 
monthly. 
Hiah Risk Accounts - Accounts which should be reconciled on a monthly basis even if the balance 
contained in the accounts is below the applicable registrant materiality threshold level (see 
Materiality Thresholds), e.g., Cash and Cash Equivalents, Trading and Hedging Accounts, and 
Clearing Accounts and accounts with subsidiary ledgers. Business Units/Corporate Areas will define 
which accounts are high risk for their unit/area. In addition to account balance, other factors which 
Business Unit/Corporate Areas may consider when defining the risk of an account may include the 
nature of  the account, complexity of transactions, volume of transactions, variability of account 
balance, regulatory and audit impacts, and other factors deemed applicable. Business 
Units/Corporate Areas must maintain documentation of accounts deemed to be high risk which 
includes the rationale used to classify accounts as High Risk Accounts. 
Low Risk Accounts - Accounts which contain activity deemed to be of a low risk nature that  can be 
reconciled on a quarterly basis, even if the balances are greater than the applicable registrant 
materia I i t y  threshold (see Materiality Phres holds) level, e.g I ,  accounts which contain balances which 
amortize on a prorated basis. Business Units/Corporate Areas will define which accounts are low 
risk for their unit/area. I n  addition to account balance, other factors which Business Unit/Corporate 
Areas may consider when defining the risk of an account may include the nature of the account, 
complexity of transactions, volume of transactions, variability of account balance, regulatory and 
audit impacts, and other factors deemed applicable. Business Units/Corporate Areas must maintain 
documentation of accounts deemed to be Low Risk which includes the rationale used to classify 
accounts as Low Risk Accounts. 
Materialitv Thresholds - For purposes of classifying an account as either High Risk or Low Risk, the 
following materiality thresholds should be considered for each registrant: 

0 

0 

Entities I Threshold (in dollars) ! - _ _ I ~  ____--__- 
jDuke Energy Carolinas, LLC and 
j . . .  isubsidiaries 

/Duke Energy Indiana, 

!Duke EneGvOhio, 

bubsidiaries I 

Isu bsi d ia ri es 

&ubsidiaries 

--I-_____ 

6411 other Duke 

General Ledaer ReDorts - Printing details of general ledger balances and activity alone (i.e. Roll- 
Forward Analysis) does not represent reconciling an account. 
SDecific AssiQnment - Responsibility for analysis of each balance sheet account should be assigned 
to specific individuals. 
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0 Subsidiarv Ledclers - Accounts with subsidiary ledgers must be reconciled to the sub-ledger balance 
a t  least monthly. For systems with large transaction volumes, daily reconciliation may be a 
necessary control. Depending on the number of sub-accounts, sub-ledgers can be very large, or as 
simple as a one-page spreadsheet. 

Guidelines 

Report the following items an the Exceptions Report - Unreconciled Accounts. 
o 

o 

Accounts Not Analvzed - partially unknown content or unidentified out-of-balance between 
the balance sheet account and supporting documents or ledger. 
Accounts Not Current - accounts (a) that contain identified transactions that do not belong 
in the account, o r b )  where required control activities have not taken place (i.e., bank 
reconciliations or 3rd party confirmations), or  c) which are clearing accounts that are not 
expected to clear by year-end. 

Calculated Accounts - Calculated accounts are usually reconciled by reviewing the calculation, such 
as known basis amount times a predetermined rate. 
Clearincl Accounts - Clearing accounts should be analyzed by documenting estimated or calctilated 
future transactions including loading or clearing rates to determine the estimated month of account 
balance clearance to zero balance. Rates should be adjusted or entries made to clear significant 
account balances by each quarter-ending month. 
Deferred DebitsKredits - All items comprising the balance should be listed, with each item identified 
by nature of item, contact name, and anticipated time of resolution. Asset accounts, including 
Goodwill, must also be routinely analyzed for impairment when warranted by relevant 
circumstances. 
External Source Accounts - External source accounts must be reconciled to the outside soiirce or 
statement. For example, cash accounts must be reconciled to checkbooks and bank statements 
monthly. 
Intercomoanv Accounts - During the reconciliation process, account owners should coordinate with 
affiliate account owners to ensure accurate account balances. 
Phvsical Assets - Physical assets that can be inventoried are considered reconciled if there is a 
process in place to periodically verify and correct asset quantities to physical counts. I n  some cases 
estimates are used (such as aerial surveys for coal inventory). Accounts must also be routinely 
analyzed for impairment when warranted by relevant circumstances. 
Receivables and Pavables - Receivables and payables balances must be reconciled to sub-ledgers 
that provide a detail list of each account name and amount. Aging schedules should be maintained, 
and a routine process should be in place to write-off or escheat as appropriate. In some cases, 
estimates must be used, for example accounts receivables for unread meters. 
Reserve Accounts - Appropriate docurnentation must be maintained to justify the balance. For 
example, bad debt reserves may equal a percentage of accounts receivable; injuries and damages 
reserve may be supported by known claims and estimated claims based on historical experience. 
Roll-Forward Accounts - Roll-forward accounts should be analyzed by reviewing monthly 
transactions for appropriateness and confirming that the beginning balance plus appropriate 
monthly transactions equals the ending balance. Roll-forward accounts should be limited to 
accounts for which the activity in the accounts is determined by entries booked to other accounts 
(example: Equity). Any accounts which contain balances which can be substantiated by supporting 
schedules or documentation should not be classified as roll-forward accounts. 
Unamortized Balances - Unamortized balances can be reconciled by comparing the account balance 
to a monthly amortization rate and the remaining number of months. 

Related Links: 

Reauest for Exceotion Process 

Accountins for Intercomoanv Transactions 

Exceptions Reoort - Unreconciled Accounts 

Policv Hiqhlishts and FAOs 
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Accounting for Cash Overdrafts 

Applicability: Applies to Enterprise 

Originator: Corporate Controller 

Approval: Corporate Controller 
- ~~ ~ 

Effective Date: March 31. 2006 

Revision Date: May 15,2009 

Reissue Date: October 31,2007 

Statement of Purpose and Philosophy 

The purpose of this policy is to provide guidelines at the Business Unit Accounting level to follow which will 
allow for a consistent application of generally accepted accounting principles (“GAAP”) throughout the 
Company with respect to cash overdrafts. 

Book overdrafts representing outstanding checks in excess of funds on deposit should be classified as 
liabilities at the balance sheet date. Generally, credit book balances are not offsets to other cash accounts 
or equivalent accounts (including time deposits, certificates of deposit, money market funds and similar 
temporary investments) except where the legal right of offset may exist within the same financial institution 
and legal entity. Where right of offset does not exist, credit balances are a reinstatement of the liabilities 
that were cleared in the bookkeeping process. 

Cash overdrafts can be either book or bank overdrafts. Book balances reflect the amount recorded on the 
general ledger which is reconciled to the respective bank statement. Bank balances simply represent the 
amount of funds on deposit at the bank at any point in time. A book overdraft represents outstanding 
checks in excess of funds on deposit, while bank overdrafts represent the total of payments honored by the 
bank without sufficient funds in the account to cover them (a loan). For purposes of the Company’s monthly 
analysis, both bank and book overdrafts must be considered for purposes of determining materiality and 
proper classification. 

Duke Energy utilizes a central Cash Management group for the maintenance of the bank accounts at the 
corporate level. Part of Cash Management’s role is to reduce the Company’s interest expense. One way 
they are able to achieve this reduction is through notional pooling of bank accounts. Cash Management 
pools (groups) different accounts together at financial institutions. As part of the pooling agreements, the 
financial institutions look at these multiple accounts as sub accounts that are consolidated into a large main 
account. However, when Cash Management sets up these pooled accounts, their grouping is not based on 
Business Units, but rather on different factors, such as geography, currency, etc. As a result, a Business 
unit may be in an overdraft position at their sub account level, but the pooled level (consolidated) is actually 
not in an overdraft position. 

Policy Expectations 

Accountlng for Cash Overdrafts Page I 
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Accounting for Cash Overdrafts 

This policy should be applied to all Business Units to ensure a consistent and proper approach to 
accounting for cash overdrafts. Proper execution of this policy will require participation by the Corporate 
Controller's Department (specifically, the Corporate and Business Unit Accounting groups), and the 
Treasury Department (Cash Management). 

Accountability: Roles and Responsibilities 

0 Cash Management - Provide an updated list of all notionally pooled accounts and the month-end 
bank balance, including proper exchange rates, to both Business Unit Accounting and the Corporate 
Reporting groiips on the first business day of each month' reflecting the balance as of the last day of 
the previous month. 

0 Business Unit Accounting - I) Record journal entries as outlined below for non-pooled accounts. 
Analyze bank and book balances for non-pooled accounts by financial institution and legal entity on 
a monthly basis and make reclassification entries for negative balances, ensuring pooled accounts 
are excltided from the analysis. 2) Record journal entries as outlined below for pooled accounts. 
Analyze bank and book balances for pooled accounts by financial institution and legal entity on a 
monthly basis and make reclassification entries for negative balances, ensuring non-pooled 
accounts are excluded from the analysis. Provide month-end bank and book balances, including 
proper exchange rates, by financial institution and legal entity as well as details of any 
reclassifications made to Corporate Accounting (per data request) 

0 Corporate Accounting - Review pooled accounts analysis received from Business Unit Accounting 
for reasonableness. Determine if any reclass entries recorded for pooled accounts by Business Unit 
Accounting areas should be reversed at each consolidated SEC registrant level to ensure the net 
balance of each pool is correct. If material, record proper journal entry for pooled accounts. On the 
quarters, communicate to Corporate Reporting the results of the analysis and whether or not an 
entry was required so that Corporate Reporting can factor the adjustment into the Statement of Cash 
Flows. 

Analvsis of Bank Accounts 

Each Business Unit Accounting area is responsible for the analysis of non-pooled and notionally pooled 
bank accounts at the segment level. Bank accounts should be analyzed by financial institution and legal 
entity where the legal right of setoff (offset) exists. The analysis of non-pooled accounts must be 
performed independently of the analysis of notionally pooled accounts. Balances between pooled and 
non-pooled accounts with the same financial institution cannot be offset. 

In general, to offset the overdraft (liability) with cash (asset), the four conditions stated below must all be 
met. 

Paragraph 5 of FASB Interpretation No, 39: Offsetting of Amounts Related to Certain Contracts states the 
following: 

Accounting for Cash OverdraRs Page 2 
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Accounting for Cash Overdrafts 

A right of setoff is a debtor’s legal right, by contract or otherwise, to discharge all or a portion of the debt owed 
to another party by applying against the debt an amount that the other party owes to the debtor. A right of 
setoff exists when all of the following conditions are met: 

a. 
b. 

c. 
d. 

Each of two parties owes the other determinable amounts. 
The reporting party has the right to set off the amount owed with the amount owed by the other 
party. 
The reporting party intends to set off. 
The right of setoff is enforceable at law. 

A debtor having a valid right of setoff may offset the related asset and liability and report the net amount. 

The entry to record a cash overdraft is as follows: 

Dr. Cash (Peoplesoft Acct #: within GAAP Node 11 11 - Cash) 

Cr. Bank Overdraft (Peoplesoft Acct #: within GAAP Node 2104- AP Banks) 

’ Note: The first business day of each month is defined as the first day that the banks provide previous day balances. 
If an international holiday falls on the first U.S. business day of the month, the bank balances will not be available until 
the following day. 

Accounting for Cash Overdrafts Page 3 
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Applicability: 
Originator: 
Approval: 

Effective Date: 
Revision Date: 
Reissue Date: 

Applies t o  Enterpr ise 
Corporate Control ler 's D e p a r t m e n t  - Corporate Account ing 
Corporate Contro l ler  

12/30/2004 
03/31/2008 
03/31/2008 

- -  . -  

. .  . .. . . . .. . . .~ . . .. .. . .. 

Statement of Purpose and Philosophy 

The purpose of this Policy is to provide guidelines for recording insurance claims between Duke 

Energy Corporation's wholly-owned Captive insurance entities (Bison Insurance Company Limited 

and NorthSouth Insurance Company Limited, and other affiliates of Duke Energy which are covered 

by policies issued by these captives (see related Policy titled, "Prooertv/Business Interruotion 

Reserve Eliminations in Consolidation"), as well as other "self-insured" events. Additionally, a 

systematic process has been implemented to calculate adjusting or elimination entries needed in 

consolidation For the Duke Energy Corporation consolidated financial statements (see related Policy 

titled, "Propertv/Business InterruDtion Reserve Eliminations in Consolidation"). 

Policv Expectations and Scope 

This Policy is applicable to all Business/Corporate units of Duke Energy Corporation and its 

consolidated subsidiaries ("Duke Energy" or "the Company") which are covered by insurance policies 

by Duke Energy's captive insurance entities. This Policy should help ensure consistent application of 
the accounting for insurance activities across the consolidated Duke Energy group and assist with 

the consolidation/elimination process. 

The scope of this Policy is related to  insurance accounting for policies written between Duke Energy 

affiliated entities. This Policy does not cover other insurance activities, such as the purchase of 
policies from third party insurance providers. Additional details or procedural information may exist 

at the individual Business or Corporate unit level. 

- Materialitv 

Financial Accounting Standards Board ("FASB") Statements note that  "The provisions of this 

Statement need not be applied to immaterial items." However, since this Policy will be utilized to 

ensure the proper elimination or consolidation of affiliated transactions, materiality thresholds 

should not be applied to this Policy. 

Accountabilitv: Roles and Responsibilities 
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Business/Coroorate Unit Manaaement 

The Business/Corporate Unit is responsible for timely communication to Captive Insurer of a 

covered claim. I n  the initial discussion regarding a claim, the Business/Corporate Unit must provide 

the Peoplesoft Business l ln i t  (BU) number of the entity making the claim. I f  the Peoplesoft BU 

number is not provided in the initial discussion, the Captive claims representative should remind the 

contact person that the Business/Corporate Unit maintains responsibility for communicating the 

Peoplesoft BU number to the Captive Insurer before the end of the month in which the claim is 

initially reported. The Business/Corporate Unit is responsible for recording claims receivable as 

detailed in the examples below under the "Procedural Details" section. The recording of Business 

Unit intercompany entries must be completed by the end of the calendar month (i.e. - June '05 

intercompany with captive entities must be recorded by June 30th). Please note this is in advance of 

deadlines established in the Policy on "Accountincl for Intercomoanv Transactions." 

Insurance and Risk Manaaement 

The Duke Energy Director of Claims is responsible for timely assessment of whether a reported 

event is covered by insurance. I f  the event is covered, the Director of Claims is also responsible for 

communicating to the Business/Corporate Unit the PeopleSoft BU number of the Captive Insurer 

and whether the claim is covered by Property/Business Interruption insurance or another insurance 

coverage, such as general liability, in addition to providing a claim number. On a quarterly basis, 

the Director of Captive Insurance will be responsible for providing a current month-end Outstanding 

Loss Reserve (0SL.R) report to corporate Accounting. The OSLR report must contain the details 

requested in the periodic data request from the Corporate Controller's Department. 

Corporate Controller's Department 

Corporate Accounting is responsible for recording Captive outstanding losses by affiliate each 

month. Since the information from Insurance and Risk Management is only provided quarterly, 
approval of this Policy constitutes approval for an exception to the Policy on "Accountinq for 

Intercomoanv Transactions." In addition, Corporate Accounting will collect data from the general 

ledger to determine the claims receivable recorded by each BU. By detailed analysis of Captive and 

BU figures, Corporate Accounting will then prepare and record the necessary 

elimination/consolidation entries (see related Policy titled, "ProDertv/Business Interruption Reserve 

Eliminations in Consolidation"). The Captive intercompany entries will be recorded by work-day 2 

(i.e. - July 5th for June '05 accounting). 

Backqround 

Duke Energy has two wholly-owned Captive insurance entities which primarily provide insurance 

coverage to Duke Energy affiliated entities. A brief description of each Captive is contained below: 

Bison Insurance ComDanv Limited (Bison 1 

Bison is a Captive insurance company and a wholly-owned subsidiary of Duke Energy domiciled in 

Bermuda. Captive insurance is by definition a limited purpose insurance company established with 



CIse No. Z009-OOZOZ 
STAFF-DR-0 1-008 

Page 12 of 349 

the specific objective of insuring risks of i t s  parent company and affiliates. The three categories of 

insurance covered by Bison that are relevant to this summary are business interruption, property, 

and general liability. Bison utilizes reinsurance, or insuring with third parties, in order to further limit 

financial risk over specific dollar levels, by type of coverage. Bison’s contractual policy is to 

indemnify Duke Energy affiliates after an insurable event has occurred and been settled by the 

affiliate. Each affiliate may choose a range of deductibles with Bison, thus providing them some 

control over their premium expense. 

NorthSouth Insurance Companv Limited (NorthSouth) 

NorthSouth was formed on December 31, 2002 and insures exposures of Duke Power Company. 

NorthSouth is wholly-owned by Bison and is domiciled in Bermuda. All insured risks covered by 

NorthSouth have been fully reinsured by Bison. 

Therefore, as a result of the insurance coverage provided by the Captives to the Duke Energy 

affiliated entities, Duke Energy has self-insured risk (for book purposes) up to the amount of the per 

incident deductible for the reinsurance policy purchased by the Captive, which in effect minimizes 

the exposure to the consolidated group for insured events. Self-insured reserves must meet the 

definition of Statement of Financial Accounting Standards (“SFAS“) No. 5, “Accounting for 

Contingencies” (see related Policy, AccountinQ for Loss Continqencies) which clarifies the following 

criteria for recognition of a contingent liability: 

An  estimated loss from a loss contingency shall be accrued by a charge to income if both of the 

following conditions are met: 

a. Information available prior to issuance of the financial statements indicates that it is probable 

that an asset had been impaired or a liability had been incurred at the date of the financial 

statements. It is implicit in this condition that it must be probable that one or more future events 

will occur confirming the fact of the loss. 

b. The amount of loss can be reasonably estimated. 

During the policy year, affiliates recognize premium expense and remit payments to the Captive 

Insurance entity. On the financial records of the Captive entity, premium receipts are recognized as 

revenue over the policy period. Through intercompany accounting, the premium expense recognized 

by the Business Unit and the corresponding revenue recorded by Bison is eliminated a t  the 

consolidated level. See separate guidance titled “Methodology to Record Intercompany Insurance 

Activity.” 

This Policy is meant to derive consistency between amounts recorded as reserves by the Captive 

(which represent liabilities to the affiliated Duke Energy entities) and amounts recorded as 

receivables by the Business/Corporate Units (which represent reimbursement amounts due from the 

Captive for insured events). The policies written by the Duke Energy Captive entities represent 

indemnity policies which dictate that  the Captive is responsible for directly reimbursing the 

Business/Corporate Unit for covered losses only to  the extent the losses have been actually incurred 
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by the Business/Corporate Unit. Therefore, the Captive Insurer is not directly responsible for making 

payments directly to third parties. 

Procedural Details 

The following examples provide the appropriate intercompany account(s) and other required fields 

in order to successfully implement these procedures: 

Procedure for Business Units Recordins Insured Events 

Scenario A- A non-property or non-business interruption claim is incurred by the Business Unit 

which will not be covered by insurance coverage with the Captive Insurer (amount of claim is below 

the Business Unit per incident deductible with the Captive Insurer or is not covered by the Captive 

insurance policies) 

1) 
contingency (loss is probable and estimable), the Business Unit will record the following journal 

entry: 

A t  the date any third party claim meets the SFAS N o .  5 definition for accrual as a loss 

A/C # __ Or  - Cr 

xxx-xx Operating expenses (per incident deductible) xxx 

xxx-xx Accrued expenses xxx 

The above amount recorded as an accrued expense will be required to be readjusted in each 

subsequent period (if estimates of the probable loss change), until settlement occurs, with offsetting 

adjustments being recorded to operating expenses. I f  at any time the probability of loss no longer 

meets both the criteria in SFAS No. 5, the above accrued expense should be immediately reversed. 

2) Business Unit makes payment to the third party for their claim as a result o f  the incident: 

A I C  # - Or _I Cr 

xxx-xx Accrued expenses xxx 

xxx-xx Cash xxx 

I f  this payment closes out the claim by  the third party, the accrued expense for the claim should be 

zero. 

Scenario B- A non-property or non-business interruption claim is incurred by the Biisiness Unit 

which will be covered by insurance coverage with the Captive Insurer (amount o f  claim is above the 

Business Unit per incident deductible with the Captive Insurer) 
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1) 
contingency (loss is probable and estimable), the Business Unit will record the following journal 

entry (A/R NonPropI Non BI  Interco balance represents the amount which will be claimed for 

reimbursement from the Captive Insurer): 

At the date any third party claim meets the SFAS No. 5 definition for accrual as a loss 

AIC # __ Dr - Cr 

0146960 A/R NonProp/Non BI  Interco xxx 

xxx-xx Operating expenses (per incident deductible) xxx 

xxx-xx Accrued expenses xxx 

The intercompany receivable will also need to have the following chartfields populated: 

Aff i  hate : Peoplesoft BU number of the Captive Insurer. 

Description: 

insurance company. The Business/Corporate Unit is responsible for obtaining a claim number and at 

the same time must be able to provide the Peoplesoft BU number for consolidating entities with 

claims. Multiple claims should not be aggregated in one amount, as the detail amount by claim 

number must be readily determinable. 

This field should only contain the claim number as provided by the Captive 

The intercompany receivable should be probable of recovery at the Balance Sheet date in order to 

be recorded. 

The above amount recorded as an accrued expense will be required to be readjusted in each 

subsequent period (if estimates of the probable loss change), until settlement occurs, (with 

offsetting adjustments being recorded to the A/R NonProp/Non BI  Interco account) as changes to 

the estimate of the loss occur. I f  at any time the probability of  loss no longer meets both the criteria 

in SFAS No. 5, the above accrued expense should be immediately reversed. Corporate Accounting 

will collect data from the General Ledger, after the intercompany posting deadline, to determine the 

claims receivable recorded by each BlJ. Corporate Accounting will then record a reclassification from 

third party loss reserves to affiliate payables based on the claims receivable recorded by each BU. 

Additionally, the Captive insurance company is responsible for communicating claim number 

changes to the Business/Corporate Unit in the same quarter in which such a change occurs. 

2 )  Business Unit makes payment to the third party for their claim as a result of the incident: 

AIC # _I Dr - Cr 

xxx-xx 

xxx-xx 

Accrued expenses 

Cash 

xxx 

xxx 



I f  this payment closes out the claim by the third party, the accrued expense far the claim should be 

zero. 

3)  Business Unit receives reimbursement from the Captive Insurer for their claim: 

AfC # - Dr - Cr 

xxx-xx Cash xxx 

0146960 A/R NonProp/Non BI  Interca xxx 

The same chartfields are required for the intercompany receivable entry as described in step one 

above. I f  this payment closes aut the claim, the A/R NonProp/BI Interco related to this claim should 

be zero. The Business Unit should include a "c" in the description field for any claim far which cash 

receipts from the Captive Insurer have been received (recorded as a reduction in the receivable). 

Scenario C- A property claim to Business Unit owned property (excluding business interruption 

coverage) is incurred b y  the Business 1Jnit which will be covered by insurance coverage with the 

Captive Insurer (amount of claim is above the Business Unit p e r  incident deductible with the Captive 

Insurer). Additionally, the property has been damaged and is n o t  able to be used and wil l be 

replaced 

1) 
been damaged and will need to be replaced, the carrying value of the damaged equipment is written 

off: 

At the date of the incident or when the Business Unit determines that specific property has 

AfC # __ Dr __ Cr 

0146990 A/R Prop/BI Interco xxx 

xxx-xx Operating expenses (per incident deductible) xxx 

xxx-xx PP&E - Accumulated Depreciation xxx 

xxx-xx PP&E - Cost xxx 

The intercompany receivable will also need to have the following chartfields populated: 

Affiliate: Peoplesoft BU number of the Captive Insurer 

Description: 

insurance company. The BU is responsible for obtaining a claim number and a t  the same t ime must 

be able to provide the Peoplesoft BU number far consolidating entities with claims. Multiple claims 

should not be aggregated in one amount, as the detail amaunt by claim number must be readily 

determinable. 

This field should only contain the claim number as provided by the Captive 
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The intercompany receivable should be probable of recovery at the Balance Sheet date in order to 

be recorded. 

2) 
replacement cost: 

The Business Unit expends cash to replace the damaged equipment and capitalizes the 

AIC # - Dr __ Cr 

a 146990 AIR Prop/BI Interco xxx 

xxx-xx PP&E - Cost xxx 

xxx-xx Cash xxx 

0421120 Captiv Invoi'tary Cnvsn Cim xxx 

The same chartfields are required for the intercompany receivable entry as described in step one 

above. The Captiv Invol'tary Cnvsn Clm (intercompany gain) above will eliminate with the expense 

recorded by the Captive Insurer based on procedures in Corporate Accounting and represents the 

difference between the carrying value of the damaged equipment and the replacement cost. This 

entry will also require the affiliate chartfield to be populated. 

All contingencies related to the involuntary conversion gain should be resolved prior to recognition 

of the intercompany receivable. This is a higher threshold than for recognition of an incurred loss as 

noted in (1) above. 

3) Business tJnit receives reimbursement from the Captive Insurer for their claim: 

AIC # 

xxx-xx Cash 

- Dr - C r  

xxx 

ai46990 AIR ProplBI Interco xxx 

The same chartfields are required for the intercompany receivable entry as described in step one 

above. I f  this payment closes out the claim, the AIR PropIBI Interco related to this claim should be 

zero. The Business Unit should include a *'c" in the description field for any claim for which cash 

receipts from the Captive Insurer have been received (recorded as a reduction in the receivable). 

Scenario D- A property claim to Business Unit owned property (excluding business interruption 

coverage) is incurred by the Business Unit which wil l be  covered by insurance coverage with the 

Captive Insurer (amount of claim is above the Business Unit pe r  incident deductible with the Captive 

Insurer). Additionally, the property is sti l l  usable and wil l require repairs (which wil l be expensed). 

1) 
been damaged and will need to be repaired, no entries are recorded. 

At the date of the incident or when the Business Unit determines that specific property has 
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2 )  The Business Unit expends cash to repair the damaged equipment and expenses the repair: 

AIC # - Dr - Cr 

xxx-xx Operating expenses (repairs) xxx 

xxx-xx Cash xxx 

Claim has been filed with the Captive Insurer for reimbursement of the repair costs: 

AIC # - Dr ._ Cr 

0146990 AIR Prop161 Interco xxx 

xxx-xx Operating expenses (repairs) xxx 

The intercompany receivable will also need to have the following chartfields populated: 

Affiliate: PeopleSoft BU number of the Captive Insurer 

Description: 
insurance company. The BU is responsible for obtaining a claim number and at the same t ime must 

be able to provide the PeopleSoft BU number for consolidating entities with claims. Multiple claims 

should not be aggregated in one amount, as the detail amount by claim number must be readily 

determinable. 

This field should only contain the claim number as provided by the Captive 

The intercompany receivable should be probable of recovery at the Balance Sheet date in order to 

be recorded. 

The amount of the AIR Prop/BI Interco will be for the amount expended by the Business Unit less 

the per incident deductible with Captive. Therefore, the net Income Statement impact: of  the above 

entries (operating expenses) is the per incident deductible. 

3 )  Business Unit receives reimbursement from Captive for their claim: 

A/C # - Dr __ Cr 

xxx-xx Cash xxx 

0146990 AIR Prop161 Interco xxx 

The same chartfields are required for the intercompany receivable entry as described in step one 

above. I f  this payment closes out the claim, the AIR Prop/BI Interco related to this claim should be 

zero. The Business Unit should include a “c“ in the description field for any claim for which cash 

receipts from the Captive Insurer have been received (recorded as a reduction in the receivable). 
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- Scenario E- A property claim to a 3rd party's owned property is incurred by the Business Unit which 

wil l be covered by  insurance coverage with the Captive (amount of claim is above the Business IJnit 

pe r  incident deductible with the Captive Insurer). 

AfC # - Dr __ Cr 

0 146990 AIR ProplBI Interco xxx 

xxx-xx Operating expenses (per incident deductible) xxx 

xxx-xx Accrued expenses xxx 

The intercompany receivable will also need to have the follawing chartfields populated: 

Affiliate : PeopleSoft BlJ number of the Captive Insurer 

Description: 

insurance company. The Business Unit is responsible for obtaining a claim number and at the same 

t ime must be able to provide the PeopleSaft BU number for consolidating entities with claims. 

Multiple claims should not be aggregated in one amount, as the detail amount by claim number 

must be readily determinable. 

This field should only contain the claim number as provided by the Captive 

The intercompany receivable should be probable of recovery a t  the Balance Sheet date in order to 

be recorded. 

Scenario F - Same as Scenario E above except amount of claim is below the Business Unit pe r  

incident deductible with the Captive Insurer. 

Accounting far this transaction will follow Scenario A above. 

-- Scenario G - Business Unit incurs property damage and will be unable to provide some o r  a l l  of i ts 

services to customers over a period of t ime until the property damage has been corrected. This 

economic loss as a result of services to customers wil l be covered b y  business interruption insurance 

written by the Captive Insurer. 

1) 
incurs additional economic losses which will be covered by a Captive Insurer business interruption 

policy, the Business Unit will record a journal entry. 

Once the per incident policy deductible has been met, each month as the Business Unit 

AfC ## 

0146990 AIR Prop/BI Interco 

__ Dr 

xxx 

- Cr 

0495030 Captive Revenue BI Interco xxx 

The intercompany receivable will also need to have the following chartfields papulated: 
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Affiliate : Peoplesoft BU number of the Captive Insurer 

Description: 

insurance company. 'The Business Uunit is responsible for obtaining a claim number and a t  the same 

time must be able to provide the Peoplesoft BU number for consolidating entities with claims. 

Multiple claims should not be aggregated in one amount, as the detail amount by claim number 

m i s t  be readily determinable. 

This field should only contain the claim number as provided by the Captive 

The Captive Revenue BI  Interca (Other Revenue) above will eliminate with the expense recorded by 

the Captive Insurer based on procedures in Corporate Accounting. This entry will also require the 

affiliate chartfield to be populated. 

The intercompany receivable should be probable of recovery a t  the Balance Sheet date in order to 

be recorded. 

2 )  Business Unit receives reimbursement from the Captive Insurer for their claim: 

A/C # 

xxx-xx Cash xxx 

0146990 A/R PropIBI Interco xxx 

The same chartfields are required for the intercompany receivable entry as described in step one 

above. If this payment closes out the claim, the A/R Prop/BI Interco related to this claim should be 

zero. The Business Unit should include a "c" in the description field for any claim for which cash 

receipts from the Captive Insurer have been received (recorded as a reduction in the receivable). 

Cash Flow ReDortinq 

For property claims related to the replacement of a Business l lnit 's owned property which has been 

damaged in an insured event, any amounts received as reimbursement from the wholly-owned 

Captive Insurer to the Business/Corporate Unit should not be netted against the capital 

expenditure. Rather, these reimbursements should be classified in the same way the expenditure is 
classified by the Captive entity to ensure elimination in the Consolidated Statement of Cash Flow. 

Requlatorv Accountinq Treatment Under SFAS No. 71 

Any entity subject to the regulatory accounting treatment of SFAS No. 71, "Accounting for the 

Effects of Certain Types of Regulation" should evaluate whether any of the per incident deductible 

for insured events should be deferred as a regulatory asset. The above journal entries should be 

revised for such treatment, as applicable. 

Standards/Reauirements 
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The intercompany accounts identified in this Policy are exclusively for use in recording Captive 

insurance affiliate activity, with the following distinction: 

Account PurDose 

0146960 
business interruption claims 

Al l  Captive receivables (i.e. - general liability), except receivables for property and 

0146990 Receivables for property and business interruption claims only 

0421120 This account captures the BlJ gain, if any, from replacement of property 

0495030 
interruption claims 

This account captures the revenues recognized from captive coverage of  business 

0421040 
interruption claims (Franchised Electric only) 

This account captures the revenues recognized from captive coverage of business 

The Peoplesoft BU numbers for the Captive companies are as follows: 

10006 Bison Insurance Company Limited 

io221 NorthSouth Insurance Company Limited 

Related Links: 

Accountinq for IntercomDanv Transactions Policy 

Accountinq Process to Record IntercomDanv Insurance Activitv (Dated March 20071 

ProDertv/Business Interruption Reserve Eliminations in Consolidation Policv 
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Approval Date: December 9,2004 

Effective Date: December 1,2004 

Reissue Date: December 31,2008 

Statement of Purpose and Philosophv 

The purpose of this policy is to provide guidelines for the accounting and disclosure of the defined benefit pension 
and other post-retirement benefit (“OPEB”) plans by Duke Energy Corporation and its subsidiaries. Duke Energy 
is committed to preparing and providing financial information with the utmost integrity. To facilitate this corporate 
value, the Corporate Controller’s Department will approve policies to ensure the accuracy of books and records 
(as detailed in the Code of Business Ethics). 

Policv Expectations and Scope 

All Duke Energy employees involved in the accounting or disclosures for defined benefit pension and other post- 
retirement benefit plans are expected to be familiar with the accounting and disclosure guidance provided in this 
policy. This policy should help ensure consistent application of the accounting for defined benefit pension and 
other post-retirement benefit plans across the consolidated Duke Energy group. This policy contains a high-level 
summary of the key requirements of U. S. generally accepted accounting principles (“GAAP”) as it applies to 
Duke Energy, including any significant interpretations or policy elections made by Duke Energy, but is not 
intended to be a substitute for the detail requirements of authoritative GAAP literature for specific issues or 
matters that may arise. This policy is applicable to all businesslcorporate units of Duke Energy Corporation and 
its consolidated subsidiaries (“Duke Energy” or “the Company”). 

This policy does not address accounting and disclosures for defined contribution pension plans. The scope of 
this policy excludes stock-based compensation and post-employment benefits not provided through a pension or 
other post-retirement benefit plan 

Materiality 

FASB Statements note that “The provisions of this Statement need not be applied to immaterial items.” 
Accordingly, materiality should be considered when applying this policy. However, materiality must be assessed 
at the consolidated Duke Energy Corporation level (as well as being assessed at the SEC sub-registrant level), 
and involves consideration of both quantitative as well as qualitative factors. Any questions regarding materiality 
should be directed to the Corporate Controller’s Department. 
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Accountabilitv: Roles and Responsibilities 

Corporate Controller’s Depar tma - 
Maintain an accounting policy for defined benefit pension and post-retirement benefit plans available on 
the Duke Energy Portal ta help ensure that businesslcorporate units are aware of the accounting and 
disclosure requirements related to the plans. 
Establish and communicate the reporting timetable for defined benefit pension and other post-retirement 
benefit plan information needed for SEC filings, accumulate the information reported by the 
businesslcorporate units for periodic reporting and disclosure purposes, prepare the required footnote 
disclosures and maintain supporting documentation for the disclosures made in the interim and annual 
SEC filings (e.g. Form IO-K, Form IO-Q, etc). 
Provide guidancelassistance to business/corporate units on accounting and disclosures for the defined 
benefit pension and other post-retirement benefit plans. 
Determine the appropriate assumptions to be used by the actuary for the annual calculations for the 
defined benefit pension and other post-retirement benefit plans. 
Coordinate with the third party actuaries and trustees to obtain the results of the annual valuations and 
measurements. 
Provide the domestic businesslcorporate units with the appropriate amounts to be recorded for the US.  
defined benefit pension and other post-retirement benefit plans. 

0 

e 

0 

0 

Business/Corporate Unit - 
0 Ensure all reporting requirements for the defined benefit pension and other post-retirement benefit plans 

are accumulated and reported to the Corporate Controller’s Department in accordance with the 
established reporting timetable. 
Ensure proper suppoNdocumentation exists for amounts recorded related to the defined benefit pension 
and other post-retirement plans (Corporate Accounting records the amounts for all domestic business 
units for all plans) 
Ensure that the accounting for the defined benefit pension and other post-retirement plans is applied 
consistently between periods. 

0 

0 

StandardslRequirementslSackqround Information 

Backqround Information 

During the three years ended December 31, 2008, Duke Energy and its subsidiaries have maintained a variety of 
employee benefit plans, including qualified pension plans, nonqualified pension plans, and savings plans 
(collectively referred to as “Retirement Plans”) and other post-retirement benefitslwelfare plans. In general, 

1 I Duke Energy has maintained substantially all plans sponsored by Duke Energy, Duke Energy Carolinas 
and Crescent Resources (up through the date of the sale of the effective 50% interest in Crescent 
Resources in 2006) throughout the three year period. 

2. Duke Energy has been the ultimate parent company with respect to the plans sponsored by Cinergy 
Corp. and its subsidiaries (referred to as the “legacy Cinergy plans”) since April 1, 2006, the effective date 
of the merger with Cinergy. 

3. Duke Energy has been the ultimate parent company with respect to the pension and other post- 
retirement plans sponsored by Westcoast, Union Gas, Engage Energy and Duke Energy Gas 
Transmission - Canada since the effective date of the merger with Westcoast Energy (March 1, 2002) 
These plans were transferred to Spectra Energy as a result of the spin-off of Duke Energy’s natural gas 
businesses to Duke Energy shareholders, which was effective January 2, 2007. Accordingly, a 
discussion of these plans is not included within this accounting policy for 2008. 

4. Certain subsidiaries in Duke Energy’s international segment have obligations to provide employee 
benefits which may be funded in part through retirement plans and other post-retirement benefitlwelfare 
plans. 

2 
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The remainder of this background is focused on the benefit plans described in items 1 and 2 above (the Duke 
Energy U S Plans" ) 
Retirement Plans 

Duke Enerav U.S. Plans 

Duke Energy and its subsidiaries (including legacy Cinergy businesses) maintain qualified, non-contributory 
defined benefit retirement plans ("U.S. Plans"). U.S. Plans covering most employees in the Carolinas use a cash 
balance formula. Under a cash balance formula, a plan participant accumulates a retirement benefit consisting of 
pay credits that are based upon a percentage (which varies with age and years of service) of current eligible 
earnings and current interest credits. Certain legacy Cinergy US.  employees are covered under plans that use a 
final average earnings formula. Under a final average earnings formula, a plan participant accumulates a 
retirement benefit equal to a percentage of their highest 3-year average earnings, plus a percentage of the their 
highest 3-year average earnings in excess of covered compensation per year of participation (maximum of 35 
years), plus a percentage of their highest 3-year average earnings times years of participation in excess of 35 
years. Many employees covered under the legacy Cinergy plans are also under a cash balance formula instead 
of a final averages earnings formula. 

In a typical cash balance plan, each employee has a hypothetical account that is used to track his or her 
accumulated benefits. The value of the employee's cash balance account grows each year with the addition of 
an annual interest credit and an annual service credit. When the employee becomes entitled to receive benefits 
under the cash balance plan, the benefits are defined by a guaranteed rate of return and based on the ending 
value of the employee's account 

The benefits in most cash balance plans, as in most traditional defined benefit plans, are protected, within certain 
limitations, by federal insurance provided through the Pension Benefit Guaranty Corporation. Questions have 
arisen under GAAP as to whether a cash balance plan be accounted for under Statement 87 as a defined 
contribution or defined benefit plan. ElTF Issue No. 03-4, "Determining the Classification and Benefit Attribution_ 
Method for a 'Cash Balance' Pension Plan," addresses this question. A cash balance pension plan for purposes 
of applying Statement 87 is considered a defined benefit pension plan Though cash balance plans are similar to 
defined contribution plans in that a specified amount is credited annually to individual employee accounts [similar 
to a 401(k) plan], the underlying premise of the cash balance plan is that a defined benefit will be paid to the 
employee during retirement. The amount of this defined benefit is not known until retirement because the final 
balance of the employee's hypothetical account continues to grow until the retirement date. However, the defined 
benefits can be estimated and actuarially determined in a manner similar to accounting for traditional defined 
benefit pension plans. 

Duke Energy also maintains non-qualified, nan-contributory defined benefit retirement plans which cover certain 
U S .  executives. 

Duke Energy also sponsors employee savings plans that cover substantially all U.S. employees. Most employees 
participate in a matching contribution formula where Duke Energy provides a matching contribution generally 
equal to 100% of before-tax employee contributions, of up to 6% of eligible pay per pay period. This accounting 
policy does not specifically address the accounting for employee savings plans since it is relatively straight- 
forward in nature. 

Welfare Plans (Other Post-retirement Benefit Plans1 

Duke Enerqy U. S. &ns 

Duke Energy and most of its subsidiaries provide some health care and life insurance benefits for retired 
employees on a contributory and non-contributory basis. Employees are eligible for these benefits if they have 
met age and service requirements at retirement, as defined in the plans 

Employee Benefit Plan Asset Manacrement and Administration 

The following discussion relates to the Duke Energy U.S. Plans only. Responsibilities for assef management and 
benefif plan administration of the Wesfcoasf plans were fransferred to Spectra Energy effective January 2, 2007. 
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The assets for Duke Energy US. pension and other post retirement benefit plans are maintained in a master 
trust. The investment objective of the master trust is to achieve reasonable returns on trust assets, subject to a 
prudent level of portfolio risk, for the purpose of enhancing the security of benefits for plan participants. The asset 
allocation targets were set after considering the investment objective and the risk profile with respect to the trust. 
U.S. equities are held for their relatively high expected return. Nan-U.S. equities, debt securities, and real estate 
are held for diversification. Investments within asset classes are to be diversified to achieve broad market 
participation and reduce the impact of individual managers or investments. Duke Energy regularly reviews its 
actual asset allocation and periodically rebalances its investments to the targeted allocation when considered 
appropriate. 

Duke Energy also invests other post-retirement assets in various VEBA trusts, grantor trusts, and rabbi trusts for 
employee benefits, post-retirement medical benefits, deferred compensation, and other benefits. The investment 
objective of these trusts is to achieve sufficient returns on trust assets, subject to a prudent level of portfolio risk, 
for the purpose of promoting the security of plan benefits for participants. The trusts are passively managed. 

As discussed in greater detail below, in 2008 Duke Energy has adopted the fair value measurement guidance in 
SFAS No. 157, “Fair Value Measurements Used in Accounting” for financial assets, which includes assets held in 
pension and OPEB funds. 

Benefif Plan Administration 

Designated members of the Duke Energy Treasury Group regularly review the actual asset allocations and 
advise the investment committees about the performance of the trusts for the Duke Enerqv US. Plans. The 
investment committees consist primarily of members familiar with financial or investment matters and meets on at 
least a quarterly basis to monitor the activities of the trusts. For the Duke Energy U.S. plans, the investment 
committees make the decisions to periodically rebalance the investments to the targeted allocations when 
considered appropriate. The fair value of the plan assets is the current market value of the assets, as determined 
by the trustee. The trustee provides this information to Duke Energy after the monthly close. 

Annually, a third party actuary is to be engaged by Duke Energy to assess the plans and is to present a range of 
assumptions, based upon factors including, the terms of the plan, the demographics of the plan participants, 
current economic environment, investment mix, discount rate, return on assets and salary increases, to a 
committee of Duke Energy personnel including representatives from the Corporate Controller and the Human 
Resource groups. The Corporate Controller determines the assumptions to be used by the actuary to calculate 
the pension and other post-retirement benefit obligation based upon the range of assumptions presented by the 
third party actuary. 

Using the assumptions selected by management, the actuary calculates the following valuations: 

Obligation Valuation - determines appropriate liabilities and funding requirements based on rules and 
regulations of applicable pension regulatory groups. These two items may also be used to calculate any 
cash contribution required for the ongoing plan. The Obligation Valuation is performed as of December 31 
and the funded status of the benefit plans is booked as of December 31’‘ in compliance with SFAS No. 
158 (the valuation date changed from September 30 to December 31 effective in 2007 with the adoption 
of SFAS No. 158). 
Expense Valuation - determines the expense of the ongoing plan for accounting purposes for the 
following year. 
Accrued Benefits Valuation - determines liabilities for benefits accrued as of the valuation date. 

0 

0 

Funding 

Duke Energy’s policy is to fund amounts on an actuarial basis to provide assets sufficient to meet benefits to be 
paid to plan participants. 
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Supporting Accounting Guidance 

Gain or loss (a/k/a “actuarial gains 1 (7.30-34) 

Duke Energy’s plans for retirement benefits are generally treated for accounting purposes as defined benefit or 
defined contribution pension plans. The welfare benefits provided by Duke Energy’s plans are generally treated 
for accounting purposes as post-retirement benefits other than pensions (“OPEB”). 

(156-63) 

The remainder of this policy relates to defined benefit pension (hereafter referred to as “pension”) plans and 
OPEB. 

‘The primary authoritative accounting standards for pensions and OPEB plans are the following pronouncements 
of the Financial Accounting Standards Board: 

o Statement of Financial Accounting Standards (SFAS) No. 87, “Employers’ Accounting for Pensions,” 
(SFAS No. 87) 
SFAS No. 88, “Employers’ Accounting for Settlements and Curtailments of Defined Benefit 
Pension Plans and for Termination Benefits” 
SFAS No. 106, “Employers’ Accounting for Postretirement Benefits Other Than Pensions,” (SFAS 
No. 106) 
SFAS No. 132(R), “Employers’ Disclosures about Pensions and Other Postretirement Benefits” 
SFAS No. 157, “Fair Value Measurements,” (SFAS No. 157) 
SFAS No. 158, “Employers’ Accounting for Defined Benefit Pension and Other Postretirement 
Plans-an amendment of FASB Statements No. 87,88,106 and 132(R)” 

The Emerging Issues Task Force has also published issues that provide supplemental guidance. These 
EITF issues and topics are listed in Appendix A. 

These standards include requirements and guidance related to (1) measurement of employee benefit plan assets 
and obligations, (2) settlements and curtailments of obligations, (3) recognition of assets and obligations on the 
balance sheet (“balance sheet recognition”), (4) determination of net period pension cost (“income statement 
recognition”), (5) measurement dates, and (6) disclosures. In some cases, different standards apply to pension 
plans from standards for other post-retirement benefit plans. 

The following paragraphs contain excerpts from the most significant applicable accounting literature. Matters 
specific or unique to Duke Energy are primarily discussed in the “Accounting Policy” section below. 

Periodic Cost Recoqnition 

The following discussion uses the term “periodic cost” to refer to the amount of defined benefit pension and OPEB 
benefits attributable to an accounting period. The periodic costs includes the amount of “expense” reflected in the 
income statements as wells as amounts that may be capitalized as part of the cost of an asset. 

Net periodic benefit cost is made up of several components that reflect different aspects of the employer’s 
financial arrangements as well as the cost of benefits earned by employees. The cost of a benefit can be 
determined without regard to how the employer decides to finance the plan. 

The net periodic benefit cost recognized for a period consists of the following components. 

I or losses”) I I I 



Amortization of the unrecognized (777) 
net transition asset or liability 

Recoqnition of Assets and Obliqations on the Balance Sheet 

(11 IO- 112) I 

Under SFAS No. 158, effective for fiscal years ending after December 15,2006, an employer that is a business 
entity with publicly traded equity securities and sponsors one or more single-employer defined benefit plans is 
required  to^ 

a. 

b. 

C. 

d. 

e. 

Recognize the funded status of a benefit plan -- measured as the difference between the fair value of plan 
assets and the benefit obligation - in its statement of financial position. For a pension plan, the benefit 
obligation is the projected benefit obligation; for any other post-retirement benefit plan, the benefit obligation 
is the accumulated post-retirement benefit obligation. (74a) 

Aggregate the statuses of all overfunded plans and recognize that amount as a noncurrent asset in its 
statement of financial position. (74b) 

Aggregate the statuses of all underfunded plans and recognize that amount as a liability in its statement of 
financial position. The current portion of such liability (determined on plan-by-plan basis) is the amount by 
which (1) the actuarial present value of benefits included in the benefit obligation payable in the next 12 
months exceeds (2) the fair value of plan assets. (74b) 

Recognize as a component of other comprehensive income the gains or losses and prior service costs or 
credits that arise during the period but are not recognized as components of net periodic benefit cost of the 
period. (74c) .(Note. For Duke Energy, the unrecognized components of net periodic benefit cost related to 
the company’s regulated operations (e.g , the majority of Duke Energy’s electric operations are regulated and 
thus subject fo the accounting requirements of SFAS No. 71), should be reflecfed in regulatory assets (or 
regulatory liabilities), subject to the regulatory freafmenf of such cosfs for each regulated jurisdiction See 
Duke Energy s separate policy entitled “Accounting for Regulated Entities (SFAS No. 71)”. 

Recognize corresponding adjustments in AOCl when (1) gains or losses, (2) priar service costs or credits, 
and (3) transition assets or obligations remaining from the initial application of SFAS No. 87 and SFAS No. 
106 are subsequently recognized as components of net period benefit costs. (n4d) 

Apply the provisions of FASB Statement No. 109, Accounting for Income Taxes, to determine the applicable 
income tax effects of items (a)-(d) above. (74e) 

Measurement of Benefit Plan Costs, Obliqations and Assets, 

Pension Benefit Obliqations 

(References to SFAS No. 87 are in italics) 

For a pension plan, the projected benefit obligation is the actuarial present value as of a date of all benefits 
attributed by the pension benefit formula to employee service rendered prior to that date. (7264) 

The projected benefit obligation is based on an attribution of pension benefits to periods of employee 
services and on the use of actuarial assumptions to calculate the actuarial present value of those 
benefits. Actuarial assumptions reflect the time value of money (discount rate) and the probability of 
payment (assumptions as to mortality, turnover, early retirement, and so forth) (739) 
The projected benefit obligation reflects future compensation levels to the extent that the pension 
benefit formula defined pension benefits wholly or partially as a function af future compensation 
levels (that is, for a final-pay plan or a career-average-pay plan) (746) 

OPEB Obliqations 
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An OPEB obligation is measured as the actuarial present value of the benefits expected to be provided under the 
plan, reduced by the actuarial present value of contributions expected to be received from the plan participants 
during their remaining active service and post-retirement periods. 

e In determining the amount of the contributions expected to be received from those participants 
toward the cost of their post-retirement benefits, consideration is given to any related substantive 
plan provisions, such as an employer’s past practice of consistently increasing or reducing the 
contribution rates. 
An obligation to return contributions received from employees who do not attain eligibility for post- 
retirement benefits and, if applicable, any interest accrued on those contributions shall be recognized 
as a component of an employer’s post-retirement benefit obligation. 

For further information, see SFAS No. 106, ¶27. 

Pension Plan Assets 

For purposes of measuring plan assets, plan investments, whether equity or debt securities, real estate, or other, 
are measured at their fair value (see “Fair Value” below) as of the measurement date. (See SFAS No. 87, 749) 

In accordance with SFAS No. 158, the fair value of the plan assets is combined with the projected benefit 
obligation to arrive at the appropriate assetlliability presentation in the balance sheet. 

OPEB Plan Assets 

Plan assets are assets-usually stocks, bonds, and other investments (except certain insurance contracts)-that 
have been segregated and restricted (sometimes in a trust) to be used for post-retirement benefits. The amount 
of plan assets includes amounts contributed by the employer, and by plan participants for a contributory plan, and 
amounts earned from investing the contributions, less benefits, income taxes, and other expenses incurred. Plan 
assets ordinarily cannot be withdrawn by the employer except under certain circumstances when a plan has 
assets in excess of obligations and the employer has taken certain steps to satisfy existing obligations. Securities 
of the employer held by the plan are includable in plan assets provided they are transferable. (See SFAS No. 106, 
163) 

Assets not segregated in a trust, or otherwise effectively restricted, so that they cannot be used by the employer 
for other purposes are not plan assets for purposes of accounting for OPEB, even though the employer may 
intend that those assets be used to provide post-retirement benefits. Those assets shall be accounted for in the 
same manner as other employer assets of a similar nature and with similar restrictions. Amounts accrued by the 
employer but not yet paid to the plan are not plan assets for purposes of accounting for OPEB. (See SFAS No. 
106, 164.) 

For purposes of measuring plan assets, plan investments, whether equity or debt securities, real estate, or other, 
are measured at their fair value (see “Fair Value” below) as of the measurement date. See SFAS No. 106, 765. 

In accordance with SFAS No. 158, the fair value of the plan assets is combined with the accumulated benefit 
obligation to arriverat the appropriate assetlliability presentation in the balance sheet. 

Fair Value 

In 2008 Duke Energy adopted the fair value measurement guidance in SFAS No. 157, “Fair Value 
Measurements” (SFAS No. 157) for financial assets, which inCllJdeS assets held in pension and OPEB funds. 

Fair value is defined in SFAS No. 157 as the price that would be received to sell an asset in an orderly transaction 
between market participants at the measurement date. (See SFAS No. 157, 15) 

e The measurement should consider attributes specific to the asset, for example, the condition and/or 
location of the asset and restrictions, if any, on the sale or use of the asset at the measurement date. 
(See SFAS No. 157, 16) 
An orderly transaction is a transaction that assumes exposure to the market for a period prior to the 
measurement date to allow for marketing activities that are usual and customary for transactions 

e 
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involving such assets. The objective of a fair value measiirement is to determine the price that would 
be received to sell the asset at the measurement date (an exit price). (See SFAS No. 157, 77) 

The implications of SFAS No. 157, “Fair Value Measurements,” for pensions and other post-retirement benefits 
are addressed in Duke Energy’s separate policy entitled “Fair Value.” While the measurement principles under 
SFAS No. 157 are not expected to have a significant effect on the recorded value of plan assets, particular 
attention should be given to non-publicly traded plan asset investments such as real estate or private entity debt 
and equity interests. 

Settlements and Curtailments 

A transaction may result in the settlement or curtailment of a benefit obligation. SFAS No. 88’s provisions related 
to settlements and curtailments are to be applied on a plan-by-plan basis. Therefore, the significance of a 
reduction or elimination should be evaluated in relation to the participants of the affected pension plan, not to the 
total work force employed at the affected division or by the company as a whole. 

A settlement is defined as a transaction that: 
Is an irrevocable action, gcJ 
Relieves the employer (or the plan) of primary responsibility for a benefit obligation, and 
Eliminates significant risk related to the obligation and the asset used to effect the settlement. 

o 
o 
o 

A transaction that does not meet these three criteria does not constitute a settlement. (SFAS No. 88 73 
and 4 and SFAS No. 106 790 and 91). SFAS No. 88 provides two examples of transactions that meet all 
three criteria: 1) Making lump-sum cash payments to plan participants in exchange for their rights to 
receive specified pension benefits; and 2) Purchasing nonparticipating annuity contracts to cover vested 
benefits. In addition to the examples in SFAS No. 88, a settlement could be accomplished by payments 
to participants in noncash assets, by transfer of employee interests into a defined contribution plan, or by 
selling a plant, division, subsidiary or business segment where the buyer assumes all or part of the 
seller’s pension obligation provided all the criteria are met. Determining whether other types of 
transactions constitute settlements requires a careful analysis of the substance of the transactions. 

For a pension plan, a curtailment is an event that significantly reduces the expected years of future 
service of present employees or eliminates for a significant number of employees the accrual of benefits 
for some or all of their future services. (SFAS No. 88 76) For other post-retirement benefits, a 
curtailment is an event that reduces significantly the expected years of future service of active plan 
participants or eliminates the accrual of defined benefits for some or all of the future services of a 
significant number of active plan participants. (SFAS No. 106 196) Curtailments include termination of 
employees’ services earlier than expected or by termination or suspension of a plan so that employees 
do not earn additional benefits for future services. Consistent with interpretative guidance from Deloitte & 
Touche, the threshold for significance as used in the definition of curtailment is a matter of judgment; 
however, in general, 10 percent or more is considered significant. Thus, a significant reduction would be 
deemed to occur when the decrease in the expected years of future service is 10 percent or more. 
Likewise, a curtailment would be deemed to occur when benefits are eliminated for 10 percent or more of 
the employees. 

If a transaction does not meet the definition of a settlement or a curtailment, it is treated as a plan 
amendment. In other words, if “Curtailment” or “settlement” is deemed not to have occurred, any changes 
in the benefit obligations that result from the event that led to the settlement or curtailment analysis is 
“rolled” into the existing actuarial gains and losses and recognized in future periods. This recognition 
model is consistent with the guidance in paragraphs 29, 32, and 33 of SFAS 87. 

A plan termination occurs when the obligation is settled and the plan ceases to exist. If a plan termination 
occurs and the plan is not replaced by a successor defined benefit plan, both a settlement and a 
curtailment have occurred (whether or not the employees continue to work for the employer). (SFAS 106 
7100) 

If an action by the Duke Energy is believe to potentially have triggered an accounting settlement or curtailment of 
pension or OPEB benefits, consulting with the Controller’s Department is required. 
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Accountinq for a Settlement 

A settlement may result in recognizing a gain or loss. 

Pension Plans Seftlemenfs 

(q references in italics refer to paragraphs in SFAS No. 88.) 

For pension plans, the maximum amount of gain or loss subject to recognition in earnings is the sum of (a) the 
unrecognized net gain or loss, including any gain or loss first measured at the time of settlement, and (b) any 
remaining unrecognized net asset existing at the time of initial application of SFAS 87 that remains unamortized 
at the date of settlement (79 and 721) 

The gain or loss is accounted for as follows: 
o 
o 

If the entire benefit obligation is settled, the maximum amount of gain or loss is recognized in earnings. 
If only a part of the projected benefit obligation is settled, a pro rata portion of the maximum amount equal 
to the percentage reduction in the project benefit obligation is recognized in earnings. (SFAS No. 88, 7 9 
and 2 1) 

OPEB Settlements 

(7 references in ifalics refer to paragraphs in SFAS No. 106.) 

For settlements of other post-retirement benefits plans, the gain or loss subject to recognition in income (the 
"maximum gain or loss") is the sum of (a) the unrecognized net gain or loss, including the gain or loss resulting 
from remeasurements of plan assets and the accumulated OPEB obligation at the time of settlement, and (b) any 
remaining unrecognized transition asset. (792) 
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The gain or loss is accounted for as follows (f193): 
Ietermination of Gain or Loss 

If ... 

The entire accumulated 
benefit obligation is settled 

~. 
Only part of the accumulated 
benefit obligation is settled 

7 OPEB'Settlement 
... and the amount sub, - 

Gain 
Recognize the maximum 
settlement gain as (1) a reduction 
in any remaining unrecognized 
transition obligation and (2) any 
excess gain in income 

Recognize a pro rata portion of the 
maximum settlement gain as (1) a 
reduction in any remaining 
unrecognized transition obligation 
and (2) the excess, if any, in 
income 

ct to recognition is a 
Loss 

The maximum settlement loss is 
recognized in income 

Recognize in income a pro rata 
portion of the maximum 
settlement loss 

a u n t i n s  for a Curtailment 

A curtailment may result in a gain or loss. 

For a curtailment, the gain or loss subject to recognition in earnings consists of the following effects: 
(a) The unrecognized prior service cost associated with years of service no longer expected to be 

rendered as the result of a curtailment is a loss (fhe description ofthis item differs s/ighf/y between 
SFAS No. 88 712 and SFAS No. 106 797) 

(b) For pensions, any remaining net obligation existing at the time of initial application of SFAS 87 that 
remains unamortized at the date of the curtailment (SFAS No. 88 727) and any unrecognized costs of 
retroactive plan amendments. 
For OPEB, the portion of any remaining unrecognized transition obligation attributable to the 
previously expected remaining future years of service. (SFAS No. 706 797) 

exceeds any unrecognized net loss (SFAS No. 88 913 and SFAS No. 706 798) 

any unrecognized net gain (SFAS No. 88 773 and SFAS No. 706 798) 

(c) The curtailment gain - Le., the decrease in the projected benefit obligation to the extent that it 

(d) The curtailment loss - Le., the increase in the projected benefit obligation to the extent that it exceeds 

If the sum of effects (a) through (d) is a net loss, it is recognized in earnings when it is probable that a 
curtailment will occur and the effects are reasonably estimable. If the sum of effects (a) through (d) is a 
net gain, it is recognized in earnings when the related employees terminate or the plan suspension or 
amendment is adopted, (SFAS No. 88 714 and SFAS No. 106 799) 

Measurement Dates 

Under the measurement date requirements of SFAS No. 158, an employer is required to measure defined benefit 
plan assets and obligations as of the date of the employer's fiscal year-end statement of financial position (with 
limited exceptions). Duke Energy has adopted the measurement date provisions of SFAS No. 158; therefore, all 
plan assets and obligations are required to be measured as of December 31 of each year (any exceptions 
desired should be reported to and discussed with the Corporate Controller's Department). 

For interim and annual financial statements, the measurements of plan assets and benefit obligations used in 
determining net periodic pension cost are required to be based on the assumptions used for the previous year- 
end measurements unless either: 

More recent measurements of both plan assets and benefit obligations are available; or 
A "significant event" occurs, such as a plan amendment that would ordinarily call for such 
measurements. 

The availability of more recent measurements largely depends on whether a campany needs them during a year. 
For example, the company might obtain measurements of its benefit obligations and plan assets at midyear in 
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connection with negotiations relating to labor relations, merger or acquisition plans, or other business reasons. If 
so-and provided the measurements comply with Statement 87’s “best estimate” and other requirements-the 
more recent measurements are required to be used for determining net periodic pension cost for the remainder 
of the year (or until more recent measurements are available, whichever occurs first). 
The following are the primary events that would ordinarily be considered significant events: 

Plan amendments 
Business combinations 
Events covered by Statement 88 -settlements, curtailments, or in some cases, termination benefits 
Plan mergers, split-ups, or transfers of plan assets (without obligation transfers) from one plan to 
another 

A plan amendment or significant event affecting one plan does not require more recent measurements for the 
unaffected plans. 

Disclosures 

SFAS No. 132(R) 76-7 provide guidance for aggregating disclosure information for employers with two or more 
benefit plans. 

SFAS No. 132(R) 75 and SFAS No. 158 87describe disclosures required in annual financial statements. 

SFAS No. 132(R) 79 describes disclosure required in interim financial reports 

SFAS No. 132(R) also describes additional disclosures required for defined contribution plans (71 1) and 
multiemployer plans (712) 

SFAS No. 158 describes additional disclosures required in the year of application. 

Note: Each of the “Big 4” accounting firms (E&Y, D&T, PWC, and KPMG) maintain current, comprehensive 
accounting disclosure checklists that are useful for assessing required financial statement disclosures. 
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Accountinq Policy 

The following is a discussion of matters specific or unique to Duke Energy with respect to the accounting for 
employee benefit plans. 

Application to Duke Enerqv subsidiaries 

Subsidiaries of Duke Energy which participate in a plan sponsored by its parent should generally follow the 
accounting required in SFAS Nos. 87 and 106 for multiemployer plans. In general, a participant in a 
multiemployer plan recognizes as net pension cost the require contribution for the period and recognizing as a 
liability any contributions due and unpaid. However, the net periodic pension cost recognized by a subsidiary is 
not necessarily equivalent to the required contribution for the period. Rather, the net periodic pension cost 
recognized by the subsidiary should be the amounts allocated to the subsidiary from the parent company for 
pension cost and any related credits from the amortization of a net asset at transition, which may not equate to 
the subsidiary’s required contribution for the period. Regardless of the amounts recorded, adequate disclosures 
should be provided to indicate the amounts recorded. 

With respect to SEC sub-registrants, pension and OPEB plans are managed primarily either at the Cinergy Corp. 
level or at the Duke Energy Corporation level. The funded status of each pension and OPEB plan (fair value of 
assets less actuarially determined benefit obligation) is therefore recorded at the Duke Energy Corporation 
consolidated level. Duke Energy has determined that it is a requirement to “push down”/aIlocate pension and 
OPEB expenses to the SEC sub-registrant level, but that the “push down”lal1ocation of the funded status (Le., 
balance sheet accounts) to the SEC sub-registrant level is not required, but is acceptable. Note that Duke 
Energy has elected to “push down” the funded status of the plans to Duke Energy Ohio and Duke Energy Indiana, 
but has elected to “push down” the funded status of the plans to Duke Energy Carolinas. 

Measurement Assumptions 

The calculation of pension expense, other post-retirement expense and related pension and other post-retirement 
liabilities require the use of assumptions. Changes in these assumptions can result in different expense and 
reported liability amounts, and future actual experience can differ from the assumptions. The most critical 
assumptions for pension and other post-retirement benefits are the expected long-term rate of return on plan 
assets and the assumed discount rate. Additionally, the health care trend rate assumption is critical for other post- 
retirement benefits. 

Expected Lonq-term Rate of Return on Plan Assets 

The expected long-term rate of return (“LTRR”) is developed using a weighted average calculation of expected 
returns based primarily on future expected returns across asset classes considering the use of active asset 
managers. 

The development of future rate of return assumptions should he based on a coherent methodology that is prudent 
and reasonable. The plan sponsor must ensure that the approach used in determining its LTRR assumption is 
clear, logical, and comprehensive. It is the responsibility of the sponsor to ensure that adequate support for the 
LTRR assumption exists. 

The following factors may be considered when a plan sponsor is developing its LTRR assumption (this list is not 
meant to be all-inclusive): 

Investment manager performance; 
Investment policy; 

The assumed asset allocation of pension plan assets (common stock, bonds, etc.); 
The assumed volatility of the portfolio; 

Historical return data by asset category; 
Rolling five and ten-year averages by asset category; 
Current trends with respect to economic conditions, inflation, and market sentiment, 
Views and forecasts by market analysts; 
Views of the plan sponsor; and 
Views of external investment managers. 
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Discount rate 

The discount rate used to determine the pension and other post-retirement benefit obligations is based on an AA 
bond yield curve. The yield is selected based on bonds with cash flows that match the timing and amount of the 
expected benefit payments under the plan. Unlike the determination of the expected long-term rate of return on 
plan assets which focuses on a long-term view of markets, the determination of the appropriate discount rate 
should focus on current general economic trends. 

Health Care Trends 

Duke Energy’s U.S. post-retirement plan uses a medical care trend rate which reflects the near and long-term 
expectation of increases in medical health care costs. Duke Energy’s US. post-retirement plan uses a 
prescription drug tend rate which reflects the near and long4erm expectation of increases in prescription drug 
health care costs. 

Net Periodic Benefit Cost 

SewiLe costs 

Pension and other post-retirement benefits costs are accrued over an employee’s active service period to the 
date of full benefits eligibility. Service cost is the actuarial present value of benefits attributed by the plah’s benefit 
formula to employee service rendered during a reporting period. 

Actuarial Gains and Losses 

Generally speaking, actuarial gains and losses are amortized over the average remaining service period of the 
active employees. 

Actual Return on Plan Assets 

Duke Energy determines the market-related value of plan assets using a calculated value that recognizes 
changes in fair value of the plan assets in a particular year on a straight-line basis over the next five years. 

Consistent with FASB 87 Q&A #24, the expected return on plan assets should take into consideration the 
availability of all plan assets for investment throughout the year. For example, if the employer’s pension plan 
contribution for the year is expected to be made two months before the next measurement date, then the 
expected return on plan assets should include an amount related to the expected return on that contribution only 
for those two months. 

Dividends on Duke Energy shares held by the savings plan are charged to retained earnings when declared and 
shares held in the plan are considered outstanding in the calculation of basic and diluted earnings per share. 

Amortization of Prior Service Costs 

Prior service costs are amortized over the average remaining service period of the active employees 

Settlements and Curtailments 

Settlements: 

Note that some plans have a policy of annually purchasing annuity contracts to cover each year’s vested benefit 
accruals. Other plans maintain deposit administration contracts with insurance companies, whereby annuities are 
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purchased to cover the benefits of participants who retire each year. Also, it is not uncommon for partially vested 
participants to withdraw from a plan due to voluntary or involuntary termination of employment, and to be cashed 
out of the plan as of the date of withdrawal. Under SFAS No. 88, these situations literally are settlements, even 
though relatively small amounts may be involved. 

To provide relief from what could be an onerous record-keeping and information gathering burden to account far 
numerous “mini-settlements’’ during a year, paragraph 11 of SFAS No. 88 provides: 

“If the cost of all settlements in a year is less than or equal to the sum of the service cost and interest cost 
components of net periodic pension cost for the plan for the year, gain or loss recognition is permitted.” 

Therefore, Duke Energy’s policy is if (i) the cost of all settlements in a year is less than or equal to (ii) the sum of 
the service component and interest cost component of net period benefit cost for the plan for the year, then Duke 
Energy does not recognize any of the gain or loss in earnings. 

Curtailments: 

For a pension plan, Duke Energy recognizes a curtailment when an event (1) reduces by 10% or more the 
expected years of future service of present employees or (2) eliminates for 10% or more of employees the accrual 
of benefits for some or all of their future services. 

For other post-retirement benefits, Duke Energy recognizes a curtailment when an event (1) reduces by 10% or 
more the expected years of future service of active plan participants or (2) eliminates the accrual of defined 
benefits for some or all of the future services for of 10% or more of active plan participants. 

If “curtailment” or “settlement” is deemed not to have occurred consistent with the above guidance, any changes 
in the PBO and APBO that result from terminations is “rolled” into the existing actuarial gains and losses and 
recognized in future periods (along with any prior service costs/transition costs related to terminated employees). 

Measurement Date 

Duke Energy adopted the change in measurement date from September 30 to December 31 effective January 1, 
2007 by remeasuring plan assets and benefit obligations as of that date, pursuant to the transition requirements 
of SFAS No. 158. Net periodic benefit cost for the three-month period between September 30, 2006 and 
December 31, 2006 were recognized, net of tax, as a separate adjustment of retained earnings as of January 1, 
2007. Additionally, changes in plan assets and plan obligations between September 30, 2006 and December 31, 
2006 not related to net periodic benefit cost were recognized, net of tax, as an adjustment to OCI. 

Accountinq by Requlated Entities 

The implications of SFAS No. 71, “Accounting for the Effects of Certain Types of Regulation,” for operations of 
Duke Energy that are subject to this accounting are addressed in Duke Energy’s separate policy entitled 
“Accounting for Regulated Entities (SFAS No. 71)“” 

Key Terms 

Key terms used in the discussion of accounting for defined benefit pension plans and OPEB are FASB standards 
cited above and the FASB Current Text. 
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Related Links: 

Enterprise-level Policy: 

“Other Comwehensive income Accountinq Procedures” 

“Accountinq for Requlated Entities JSFAS No. 71 l’’ 

“Fair Value Measurements Used in Accountinq” 

“Roles and Responsibilities for the Consultation on and Documentation of Significant Accountinq or Reporting 
Matters” 
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Appendix A 

Supplemental Accounting Guidance from the Emerging Issues Task Force (EITF) 

EITF Issue No. 86-27, “Measurement of €xcess Contributions to a Defined Contribution Plan or Employee Stock 
Ownership Plan,” interprets Paragraph 64 of SFAS No. 87 and Paragraph I05  for SFAS No. 106 

ElTF Issue No. 88-1, “Determination of Vested Benefit Obligation for a Defined Benefit Pension Plan” 

ElTF Issue No. 88-23, “Lump-Sum Payments under Union Contracts” 

EITF Issue No. 90-3, “Accounting for Employers’ Obligations for Future Contributions to a Multiemployer Pension 
Plan,” interprets Paragraph 68 of SFAS No. 87 

ElTF Issue No. 91-7, “Accounting for Pension Benefits Paid by Employers after Insurance Companies Fail to 
Provide Annuity Benefits,“ interprets Paragraphs 24 through 28 of SFAS No. 87 

ElTF Issue No. 92-1 2, “Accounting for OPEB Costs by Rate-Regulated Enterprises” 

EITF Issue No. 92-1 3, “Accounting for Estimated Payments in Connection with the Coal Industry Retiree Health 
Benefit Act of 1992 

ElTF Issue No. 93-3, “Plan Assets under FASB Statement No. 106,” interprets Paragraphs 308 and 518 of SFAS 
106 

ElTF Issue No. 03-2, “Accounting for the Transfer to the Japanese Government of the Substitutional Portion of 
Employee Pension Fund Liabilities“ 

ElTF Issue No. 03-4, “Determining the Classification and Benefit Attribution Method for a ‘Cash Balance‘ Pension 
Plan” 

ElTF Issue No. 06-4, “Accounting for Deferred Compensation and Postretirement Benefit Aspects of 
Endorsement Split-Dollar Life Insurance Arrangements” 

ElTF Issue No. 06-1 0, “Accounting for Collateral Assignment Split-Dollar Life Insurance Arrangements” 

ElTF Topic No. 0-27, “Accounting for the Transfer of Excess Pension Assets to a Retiree Health Care Benefits 
AccounY‘ 

ElTF Topic No. 0-36, “Selection of Discount Rates Used for Measuring Defined Benefit Pension Obligations and 
Obligations of Postretirement Benefit Plans Other Than Pensions,” interprets Paragraph 198 of SFAS No. 87 and 
Paragraph 186 of SFAS No. 106 

16 
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Accounting for Derivative Instruments and Hedging Activities 

Applicability: Enterprise 

Originator: Corporate Controller 

Approval: Corporate Controller 

Approval Date: December 7,2004 

Effective Date: December 1, 2004 

Reissue Date: December 31,2008 

Statement of Purpose and Philosophy 

The purpose of this policy is to provide guidelines related to the accounting and disclosure of 
derivatives and other instruments or contracts related to certain risk management functions (e.g., 
risks associated with commodity prices, credit exposure, interest rates, and foreign currency) and 
hedging activities. Duke Energy is committed to preparing and providing financial information with the 
utmost integrity. To facilitate this corporate value, the Corporate Controller's Department will approve 
policies to ensure the accuracy of books and records (as detailed in the Code of Business Ethics) 

Policv Expectations and Scope 

This policy is applicable to all businesskorporate units of Duke Energy Corporation and its 
Consolidated subsidiaries ("Duke Energy" or "the Company"). This policy contains a high-level 
summary of the key requirements of U. S. generally accepted accounting principles ("GAAP") as it 
applies to Duke Energy, including any significant interpretations or policy elections made by Duke 
Energy, but is not intended to be a substitute for the detailed requirements of authoritative GAAP 
literature for specific issues or matters that may arise. This policy should help ensure consistent 
application of the accounting for derivative instruments and hedging activities across the consolidated 
Duke Energy group. 

The scope of this policy is related to risk management functions surrounding derivative instruments 
and hedging activities, including any contracts whose terms and conditions qualify as derivative 
instruments even though the initial intent of the contract may not have been related to "risk 
management." This policy does not cover other risk management activities such as credit risk, 
allowances for bad debt, insurance contracts, etc. This policy does not apply to equity or cost method 
investments. In addition, this policy is intended to address matters of significance at the Duke Energy 
Corporation consolidated reporting level (and the SEC sub-registrant level). Additional details or 
procedural information may exist at the individual business or corporate unit level. 

Materiality 

FASB Statements note that, "The provisions of this Statement need not be applied to immaterial 
items." Accordingly, materiality should be considered when applying this policy. However, materiality 
must be assessed at the consolidated Duke Energy Corporation level (as well as being assessed at 
the SEC sub-registrant level), and involves consideration of both quantitative as well as qualitative 
factors. Any questions regarding materiality should be directed to the Corporate Controller's 
Department. 
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Accountability: Roles and Responsibilities 

Corporate Controller’s Department - 
Maintain an accounting policy for derivative instruments and hedging activities available on 
the Duke Energy Portal to help ensure that businesslcorporate units are aware of the criteria 
in order to assess whether (I) a financial instrument or other contract is a derivative and (2) a 
derivative qualifies for the normal purchases and normal sales exception or hedge 
accounting. 
Accumulate the information reported by the businesslcorporate units for periodic reporting 
and disclosure purposes (e.g., Form 10-K, Form 10-Q, etc.), including SEC market risk 
disclosures, and ensure that GAAP, including SEC, disclosure requirements are met. 
Provide guidancelassistance to businesskorporate units on the classification and disclosure 
of derivative instruments, derivative instrument transactions for which accrual accounting (as 
defined below in the section entitled “Accounting for Types of Instruments by Activity”) is 
available, trading and marketing activities, and certain other risk management activities. 
Establish and communicate the reporting timetable for derivative instruments and hedging 
information needed for SEC filings. 
Provide guidance on the consideration of materiality as may be requested by the 
business/corporate units. 

BusinesslCorporate Unit - 
Ensure all reporting requirements for derivative instruments, hedges, trading and risk 
management activities are reported to the Corporate Controller’s Department in accordance 
with the established reporting timetable. 
Ensure proper supporVdocumentation exists for the determination of whether: i) a contract or 
certain components of a contract meet the definition of a derivative or an embedded 
derivative, ii) a derivative instrument qualifies and the exemption is elected for the normal 
purchases and normal sales exception, and iii) hedge accounting is utilized to establish a 
hedging relationship. 
Ensure proper supporVdocumentation exists for the determination of the fair value of 
derivative assets and liabilities at each reporting period and apply the guidance in the 
accounting policy entitled “Fair Value Measurements Used in Accounting.” 
Ensure proper support/documentation exists for other risk management activities, such as 
hedge de-designation, calculated value reserve methodology, presentation, etc. 
Coordinate with the Corporate Controller‘s Department to ensure that all disclosure 
requirements are met in SEC filings. 

0 

StandardslRequirementslBackqround Information 

This section primarily contains references to, and excerpts from, the most significant or applicable 
GAAP authoritative literature. Matters specific or unique to Duke Energy are primarily discussed in 
the “Accounting Policy” section below. 

-- Standards 

The various accounting standards that significantly impact the accounting recognition and disclosure 
of derivative instruments included the following: 

SFAS No. 133 (as amended), “Accounting for Derivative Instruments and Hedging 
Activities” (“SFAS No. 133”) 
SFAS No. 149, “Amendment of Statement 133 on Derivative Instruments and Hedging 
Activities” (“SFAS No. 149”) 
SFAS No. 157, “Fair Value Measurements” (“SFAS No. 157”) 
SFAS No. 161, “Disclosures about Derivative Instruments and Hedging Activities 
an amendment of FASB Statement No. 133” (“SFAS No. 161”) - effective Q1 2009 
EITF Issue 99-19, “Reporting Revenue Gross as a Principal versus Net as an Agent” 
(“EITF Issue No. 99-19”) 

0 
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ElTF Issue 02-3, “Issues Involved in Accounting for Derivative Contracts Held for Trading 
Purposes and Contracts Involved in Energy ‘Trading and Risk Management Activities” 

ElTF Issue No. 03-1 1, “Reporting Realized Gains and Losses on Derivative Instruments 
That Are Subject to FASB Statement No 133 and Not ‘Held for Trading Purposes’ as 
Defined in Issue No. 02-3” (“EITF Issue No. 03-1 1”) 
issue papers from the Derivatives Implementation Group (“DIG”), a committee formed by 
the FASB to address interpretation issues involving SFAS No. 133. Issue papers from 
the DIG that are of the most relevance to Duke Energy include: 

(“EITF lSSUe NO. 02-3”) 
e 

e 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

DIG Issue No. A6, “Definition of a Derivative- Notional Amounts of Commodity 
Contracts” (“DIG Issue No. A6”) 
DIG Issue No. A I  0, “Definition of a Derivative: Assets That Are Readily 
Convertible to Cash” (“DIG Issue No. AIO”) 
DIG Issue No. A I  8, “Definition of a Derivative: Application of Market Mechanism 
and Readily Convertible to Cash Subsequent to the Inception of Acquisition of a 
Contract“ 
DIG Issue No. A I  9, “Definition of a Derivative: Impact of a Multiple-Delivery 
Long-Term Supply Contract on Assessment of Whether an Asset Is Readily 
Convertible to Cash” (“DIG Issue No. A19”) 
DIG Issue No. C15, “Scope Exceptions: Normal Purchases and Normal Sales 
Exception for Certain Option-Type Contracts and Forward Contracts in 
Electricity” (“DIG Issue No. C15”) 
DIG Issue No. C20, “Scope Exceptions: Interpretation of the Meaning of Not 
Cleady and Closely Related in Paragraph 1 O(b) regarding Contracts with a Price 
Adjustment Feature” (“DIG Issue No. C20”) 
DIG Issue No. E7, “Hedging-General: Methodologies to Assess Effectiveness of 
Fair Value and Cash Flow Hedges” 
DIG Issue No. G2, “Cash Flow Hedges: Hedged Transactions That Arise from 
Gross Settlement of a Derivative (“All in One” Hedges)” (“DIG Issue No. G2”) 
DIG Issue No. G7, “Cash Flow Hedges: Measuring the Ineffectiveness of a Cash 
Flow Hedge under Paragraph 30(b) When the Shortcut Method IS Not Applied” 
DIG Issue No. GIO, “Cash Flow Hedges: Need to Consider Possibility of Default 
by the Counterparty to the Hedging Derivative” 

SFAS No. 157 was issued in September 2006 and was effective for Duke Energy, as it relates to 
valuations of derivative instruments and hedging activities, beginning on January 1, 2008. SFAS No. 
157 does not require any new fair value measurements; however, SFAS No. 157 does amend certain 
accounting pronouncements discussed in this policy, and therefore, the application of SFAS No. 157 
may change Duke Energy’s current practice for determining fair values for the areas of accounting 
covered by this policy. For additional information and guidance with respect to the application of 
SFAS No. 157, refer to Duke Energy Accounting Policy Statement, “Fair Value Measurements Used 
in Accounting.” 

Backwound: 

Types of Activities: 

The Company primarily operates in various facets of the electric and natural gas industries including, 
but not limited to, the ownership and operation of power plants, electricity transmission and 
distribution lines in the Americas, and retail natural gas services in Ohio and Kentucky. Duke Energy 
is exposed to market risks associated with changes in commodity prices, credit exposure, interest 
rates, and foreign currency exchange rates. The Company’s historical risk management and trading 
operations can be grouped into two broad categories - economic hedging and proprietary trading. 
Currently, the Company does not engage in any proprietary trading activities, but references to this 
activity are being retained in this policy as the company has trading activity in its discontinued 
operations for 2005 and 2006, and certain legacy trading contracts continue to wind-down. 
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Power Purchase Agreements 

Duke Energy in the normal course of business enters in to power purchase agreements (PPAs), as 
either a buyer or seller of power. The number of these transactions is growing, especially in US. 
territories where the use of renewable energy sources is increasing and wind assets come on line. 
While PPAs are considered to be ordinary course of business contracts, the accounting for PPAs is 
often complex, as the authoritative literature requires an analysis of lease, derivative, and 
consolidation accounting for the underlying power producing fixed assets. 

A PPA checklist has been created as a document that the Controller’s Department believes will 
enhance internal controls around the accounting for PPAs This checklist should be thoroughly 
considered when determining the appropriate accounting for all new and modified PPAs. Effective, 
October 1, 2008, the completion of the checklist is a mandatory SOX control for all new and modified 
PPAs. 

Economic Hedging 

In connection with its operations, the Company has certain firm commitments and anticipated 
forecasted transactions that bear commodity price, interest rate and/or foreign currency exchange 
rate risk. To mitigate this exposure, the Company often enters into a forward type contract for the 
purpose of reducing the risk of price fluctuation upon settlement, delivery or execution of a particular 
transaction. Depending on the nature of the hedged transaction and the instrument used, the 
Company may or may not designate the instrument as an accounting hedge in accordance with 
SFAS No. 133. The Company’s economic hedging activities will be classified in the consolidated 
financial statements as either 1) “hedging” if they are designated and documented as such for 
accounting purposes in accordance with SFAS No. 133 and meet all the hedge criteria in SFAS No. 
133; 2) “other” or “undesignated” if they represent an economic hedge but are not formally designated 
and documented or do not qualify as a hedge for accounting purposes under SFAS No. 133; or 3) 
excluded from the consolidated financial statements until settlement occurs either because the 
forward-type contracts used represent normal purchases and normal sales of the Company, as 
defined in SFAS No. 133 (as amended), or the contract does not qualify as a derivative (e.g., an 
operating lease or an executory contract, which are described in greater detail below). 

Proprietary trading (as previously noted, the Company does not currently engage in proprietary 
trading) 

Related, in part, to the Company’s presence in the natural gas and electricity marketplace, the 
Company in the past entered into certain contracts to take a market view, capture market price or put 
capital at risk. This type of activity may use some of the same types of instruments as hedging 
activity described above and is generally short-term in nature. EITF Issue No. 02-3 clarified that 
classification of derivatives as held for “trading purposes” is based on the intent of the issuer or holder 
and shall be consistent with paragraph 12(a) of SFAS No 115, “Accounting for Certain Investments in 
Debt and Equity Securities,” which characterizes trading as “active and frequent buying and selling . 
. with the objective of generating profits on short-term differences in price.” On an ongoing basis, 
reclassifications into and out of the “trading” category, as defined in SFAS No. 115, should he rare. 
The SFAS No. 115 definition of trading involves holding an instrument for a short period of time, such 
as hours or days rather than months or years or to its maturity, in the case of debt instruments. 
Designation of a contract as proprietary trading activity is performed at the businesskorporate unit 
level by the appropriate personnel and documented within the business/corporate unit’s risk 
management system as such. Paragraph 16 of EITF 02-3 states that “A derivative held for trading 
purposes may be designated as a hedging instrument, prospectively, if all of the applicable criteria in 
Statement 133 have been met.” As noted above, the Company currently does not engage in any 
significant proprietary trading activities and any such activity must be approved in accordance with 
Duke Energy internal control guidelines and policies. 

Types of instruments: 

1. Derivative Instruments 
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As provided in SFAS No. 133’’ a derivative instrument is a financial instrument* or other contract with 
all three of the following characteristics: 

a. 

b. 

It has (1) one or more underlyings and (2) one or more notional amounts or payment provisions 
or both. 
It requires n o  initial net investment or an initial net investment that is smaller than would be 
required for other types af contracts that would be expected to have a similar response to changes 
in market factors 
Its terms require or permit net settlement, it can readily be settled net by a means outside the 
contract, or it provides for delivery of an asset that puts the recipient in a position not substantially 
different from net settlement. 

C. 

SFAS No. 133 contains the following additional information on the determination of an underlying and 
a notional: 

7. (Jnderlying, notional amount, and payment provision. An underlying is a specified interest 
rate, security price, commodity price, foreign exchange rate, index of prices or rates, or other 
variable (including the occurrence or nonoccurrence of a specified event such as a scheduled 
payment under a contract). An underlying may be a price or rate of an asset or liability but is 
not the asset or liability itself. A notional amount is a number of currency units, shares, 
bushels, pounds, or other units specified in the contract. The settlement of a derivative 
instrument with a notional amount is determined by interaction of that notional amount with 
the underlying. The interaction may be simple multiplication, or it may involve a formula with 
leverage factors or other constants. A payment provision specifies a fixed or determinable 
settlement to be made if the underlying behaves in a specified manner. 

57. a. Underlying. An underlying is a variable that, along with either a notional amount or a 
payment provision, determines the settlement of a derivative. An underlying usually is one or 
a combination of the following: 
(1) A security price or security price index 
(2) A commodity price or commodity price index 
(3) An interest rate or interest rate index 
(4) A credit rating or credit index 
(5) An exchange rate or exchange rate index 
(6) An insurance index or catastrophe loss index 
(7) A climatic or geological condition (such as temperature, earthquake severity, or rainfall), 
another physical variable, or a related index. 

tiowever, an underlying may be any variable whose changes are observable or otherwise 
objectively verifiable. Paragraph 1 O(e) specifically excludes a contract with settlement based 
on certain variables unless the contract is exchange-traded. A contract based on any 
variable that is not specifically excluded is subject to the requirements of this Statement if it 
has the other two characteristics identified in paragraph 6 (which also are discussed in 
paragraph 57(b) and paragraph 57(c) below). 

SFAS No. 133 contains the following additional information on the determination of whether a 
contract contains an initial net investment: 

8. lnifial Net Invesfmenf. Many derivative instruments require no initial net investment. Some 
require an initial net investment as compensation for time value (for example, a premium on’ 
an option) or for terms that are more or less favorable than market conditions (for example, a 
premium on a forward purchase contract with a price less than the current forward price). 
Others require a mutual exchange of currencies or other assets at inception, in which case 

’ SFAS No 133, “Accounting for Derivative Instruments and Hedging Activities“, paragraph 6 
* See definition under “Key Terms” 
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the net investment is the difference in the fair values of the assets exchanged. A derivative 
instrument does not require an initial net investment in the contract that is equal to the 
notional amount (or the notional amount plus a premium or minus a discount) or that is 
determined by applying the notional amount to the underlying. If the initial net investment in 
the contract (after adjustment for the time value of money) is less, by more than a nominal 
amount [according to some interpretative guidance, greater than 15% is considered more 
than a nominal amount, however, considerable judgment is required in determining if an initial 
net investment amount is significant enough to avoid triggering the no initial net investment 
characferisfic1,than the initial net investment that would be commensurate with the amount 
that would be exchanged either to acquire the asset related to the underlying or to incur the 
obligation related to the underlying, the characteristic in paragraph 6(b) is met. The amount of 
that asset acquired or liability incurred should be comparable to the effective notional 
amount4a of the contract. 

The effective notional amount is the stated notional amount adjusted for any 4a 

leverage factor. 

57. b. lnitial net investment. A derivative requires no initial net investment or a smaller initial 
net investment than other types of contracts that have a similar response to changes in 
market factors. For example, entering into a commodity futures contract generally requires 
no net investment, while purchasing the same commodity requires an initial net investment 
equal to its market price. However, both contracts reflect changes in the price of the 
commodity in the same way, (that is, similar gains or losses will be incurred). A swap or 
forward contract also generally does not require an initial net investment unless the terms 
favor one party over the other. An option generally requires that one party make an initial net 
investment (a premium) because that party has the rights under the contract and the other 
party has the obligations. The phrase initial net investment is stated from the perspective of 
only one party to the contract, but it determines the application of the Statement for both 
parties. 

SFAS No. 133 contains the following additional information on the determination of whether a 
contract contains the characteristics of net settlement: 

9. Net sett/ement. A contract fits the description in paragraph 6(c) if its settlement provisions 
meet one of the following criteria: 

a. Neither party is required to deliver an asset that is associated with the underlying and that 
has a principal amount, stated amount, face value, number of shares, or other denomination 
that is equal to the notional amount (or the notional amount plus a premium or minus a 
discount). For example, most interest rate swaps do not require that either party deliver 
interest-bearing assets with a principal amount equal to the notional amount of the contract. 

b. One of the parties is required to deliver an asset of the type described in paragraph 9(a), 
but there is a market mechanism that facilitates net settlement, for example, an exchange 
that offers a ready opportunity to sell the contract or to enter into an offsetting contract. 

c One of the parties is required to deliver an asset of the type described in paragraph 9(a), 
but that asset is readily convertible to cash5 or is itself a derivative instrument. An example of 
that type of contract is a forward contract that requires delivery of an exchange-traded equity 
security. Even though the number of shares to be delivered is the same as the notional 
amount of the contract and the price of the shares is the underlying, an exchange-traded 
security is readily convertible to cash. Another example is a swaption-an option to require 
delivery of a swap contract, which is a derivative 

FASB Concepts Statement No. 5, Recognition and Measurement in Financial 5 

Statements of Business Enterprises, states that assets that are readily convertible to 
cash "have (i) interchangeable (fungible) units and (ii) quoted prices available in an 
active market that can rapidly absorb the quantity held by the entity without 
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significantly affecting the price” (paragraph 83(a)). For contracts that involve multiple 
deliveries of the asset, the phrase in an active market that can rapidly absorb the 
quantity held by the entity should be applied separately to the expected quantity in 
each delivery. 

57. c. Net settlement. A contract that meets any one of the following criteria has the 
characteristic described as net settlement: 

(1) Its terms implicitly or explicitly require or permit net settlement. For example, a 
penalty for nonperformance in a purchase order is a net settlement provision if the 
amount of the penalty is based on changes in the price of the items that are the 
subject of the contract. Net settlement may be made in cash or by delivery of any 
other asset, whether or not it is readily convertible to cash. A fixed penalty for 
nonperformance is not a net settlement provision. 

(2) There is an established market mechanism that facilitates net settlement outside 
the contract. The term market mechanism is to be interpreted broadly. Any 
institutional arrangement or other agreement that enables either party to be relieved 
of all rights and obligations under the contract and to liquidate its net position without 
incurring a significant transaction cost is considered net settlement. The evaluation of 
whether a market mechanism exists and whether items to be delivered under a 
contract are readily convertible to cash must be performed at inception and on an 
ongoing basis throughout a contract’s life. 

(3) It requires delivery of an asset that is readily convertible to cash. The definition of 
readily converfible to cash in FASB Concepts Statement No. 5, Recognition and 
Measurement in Financial Statements of Business Enterprises, includes, for 
example, a security or commodity traded in an active market and a unit of foreign 
currency that is readily convertible into the functional currency of the reporting entity. 
A security that is publicly traded but for which the market is not very active is readily 
convertible to cash if the number of shares or other units of the security to be 
exchanged is small relative to the daily transaction volume ... 

The determination of the existence of the three characteristics identified above is often difficult to 
assess and requires judgment. Appendices A and B outline primary commodity contract types in 
existence within Duke Energy’s operations and the analysis as to whether such contracts represent 
derivatives. As discussed further below, certain contracts that meet the requirements for a derivative 
can be excluded from the financial statements (not recorded at fair market value) until settlement 
occurs pursuant to the normal purchases and sales exception in SFAS No. 133 if certain criteria are 
met. 

The following is a summary of the primary accounting categorization of derivative instruments as they 
apply to Duke Energy: 

Normal purchases and normal sales (‘NPNS’? - An elective accounting treatment for 
contracts that provide for the purchase or sale of something other than a financial instrument 
or derivative instrument that will be delivered in quantities expected to be used or sold by the 
reporting entity over a reasonable period in the normal course of business. It must be 
probable at inception and throughout the term of the individual contract that the contract will 
not settle net and will result in physical delivery (except for “capacity contracts” for power sale 
and purchase agreements under paragraph 10(b)(4) of SFAS No. 133) If a derivative 
contract qualifies for the normal purchases and normal sales exception and is documented as 
such, it is not subject to the requirements of SFAS No. 133 and shall be accounted for under 
the accrual method of accounting (as defined in “Accounting for Types of Instruments by 
Activity” below) and therefare is excluded from the consolidated financial statements until 
settlement occurs. Duke Energy also enters into power purchase or sales agreements that 
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are also capacity contracts. and these contracts may qualify for the normal purchases and 
normal sales exception even if they are subject to unplanned netting or bookout. The 
discussion in the “Key Terms” section details how the “clearly and closely related” provisions 
of normal purchases and normal sales differ from the “clearly and closely related” provisions 
of embedded derivatives (paragraph 12 of SFAS No. 133). To date, Duke Energy has 
applied the NPNS exemption to certain electricity contracts. 

0 Commodify Cash Flow Hedges - Some Duke Energy subsidiaries are exposed to market 
fluctuations in the prices of various commodities related to their power generating and natural 
gas distribution, sales and transportation activities (natural gas sales and transportation 
exposures are limited to certain “wind down” business). Duke Energy closely monitors the 
potential impacts of commodity price changes and, where appropriate, enters into contracts 
to protect margins for a portion of future sales and generation revenues and fuel expenses. 
Duke Energy may use commodity instruments, such as swaps, futures, forwards and options, 
as cash flow hedges for natural gas, coal, emission allowances and electricity capacity 
transactions. 

Commodity Fair Value Hedges - Some Duke Energy subsidiaries are exposed to changes in 
the fair value of some unrecognized firm commitments to sell or purchase generated power 
or natural gas due to market fluctuations in the underlying commodity prices or the changes 
in the fair value of recorded assets or liabilities, such as natural gas held in inventory. Duke 
Energy actively evaluates changes in the fair value of such unrecognized firm commitments 
due to commodity price changes and, where appropriate, may use various instruments to 
hedge its market risk. These commodity instruments, such as swaps, futures and forwards, 
may serve as fair value hedges for the firm commitments associated with generated power, 
natural gas or related product inventories. 

lnterest Rate (fair Value or Cash Flow) Hedges - Changes in interest rates expose Duke 
Energy to cash flow risk as a result of its issuance of variable-rate debt and expected 
issuance of fixed rate debt and to fair value risk as a result of its issuance of fixed-rate debt. 
Duke Energy manages its interest rate exposure by limiting its variable-rate and fixed-rate 
exposures to percentages of total capitalization and by monitoring the effects of market 
changes in interest rates. Duke Energy also may enter into financial derivative instruments, 
including, but not limited to, interest rate swaps, swaptions and 1J.S. Treasury lock 
agreements to manage interest rate risk exposure. 

Foreign Currency (fair Value, Net lnvesfment or Cash Flow) Hedges - Duke Energy is 
exposed to foreign currency risk from investments in international affiliate businesses owned 
and operated in foreign countries and from certain commodity-related transactions within 
domestic operations To mitigate risks associated with foreign currency fluctuations, contracts 
may be denominated in or indexed to the US. dollar and/or local inflation rates, or 
investments may be naturally hedged through debt denominated or issued in the foreign 
currency. Duke Energy may also use foreign currency derivatives, where possible, to manage 
its risk related to foreign currency fluctuations. Please refer to the discussion in paragraph 
40A of SFAS No. 133 for guidance pursuant to intercompany foreign currency derivatives. 

Other Derivative Contracts (Trading) - Duke Energy has been exposed to the impact of 
market fluctuations in the prices of natural gas, electricity and other energy-related products 
marketed and purchased as a result of proprietary trading activities. During 2003, Duke 
Energy prospectively discontinued propriety trading and, accordingly, the Company does not 
currently engage in any significant trading activities. 

Undesignated - Duke Energy uses derivative contracts to manage the market risk exposures 
that arise from energy supply, structured origination, marketing, risk management, and 
commercial optimization services to large energy customers, energy aggregators and other 

See definition under “Key Terms” 
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wholesale companies, and to manage interest rate and foreign currency exposures. 
Derivative contracts that are not properly documented and designated, do not qualify for the 
normal purchases and normal sale exception or do not qualify for hedge accounting are 
automatically marked to market as undesignated derivatives. Duke Energy’s exposure to 
commodity price risk is influenced by a number of factors, including contract size, length, 
market liquidity, location and unique or specific contract terms. This category also includes 
derivatives which are ‘offset’ with SFAS No. 71, “Accounting for the Effects of Certain Types 
of Regulation” (“SFAS No. 71 ‘ I ) ,  regulatory assets or regulatory liabilities. 

2. Lease Contracts 

Certain contracts may meet the requirements to be accounted for as leases. The accounting for 
these contracts is outside of the scope of this policy. 

Leases can be either capital or operating leases. A lease is defined in accounting literature‘ as any 
agreement that transfers the right to use an asset usually for a specified period. ElTF Issue No. 01-8 
has clarified that contracts which convey the right to m e  specific property, plant and equipment, as 
defined, may meet the definition of a lease and be subject to SFAS No. 13. ‘This definition is 
applicable even though the legal owner of the asset still provides substantial services. It should be 
noted that the agreement does not have to be specifically identified as a lease to be treated as such. 
ElTF Issue 01-8 clarified that “leases that are within the scope of Statement 13 are not derivative 
instruments subject to Statement 133, although a derivative embedded in a lease may be subject to 
the requirements of Statement 133.” Therefore, if a contract is considered a lease, mark-tomarket 
accounting as a derivative is not permitted except for any derivatives which are embedded in the 
contract (see embedded derivative discussion below). 

Duke Energy in the normal course of business enters in to power purchase agreements (PPAs), as 
either a buyer or seller of power. The number of these transactions is growing, especially in U.S. 
territories where the use of renewable energy soiirces is increasing and wind assets come on line. 
While PPAs are considered to be ordinary course of business contracts, the accounting for PPAs is 
often complex, as the authoritative literature requires an analysis of lease, derivative, and 
consolidation accounting for the underlying power producing fixed assets. 

A PPA checklist has been created as a document that the Controller’s Department believes will 
enhance internal controls around the accounting for PPAs. This checklist should be thoroughly 
considered when determining the appropriate accounting for all new and modified PPAs. Effective, 
October 1, 2008, the completion of the checklist is a mandatory SOX control for all new and modified 
PPAs. 

3. Executory Contracts 

An executory contract generally involves a purchase/sale of an asset or the providing of services and 
is distinct in that it does not have all three characteristics of a derivative, as defined above. If a 
contract is not a lease or a derivative, it is considered an executory contract and is accounted for 
under the accrual method as defined below. 

Accounting for Types of Instruments by Activity: 

Duke Energy uses two comprehensive accounting models for its derivative instruments (associated 
with commodity prices, credit exposure, interest rates, and foreign currency risks) in reporting its 
consolidated financial position and results of operations as required by GAAP: a “mark-to-market’’ 
(“MTM“) model and an “accrual” model. Non-derivative instruments are accounted for as executory 
contracts, which is normally consistent with the normal purchases and normal sales methodology 

* SFAS No. 13, “Accounting for Leases” or ElTF Issue No 01-08, “Determining Whether An Arrangement Contains a Lease” 
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discussed below. The use in this policy of the terms MTM and accrual accounting models, as defined 
below, may not be consistent with how other companies use these terms. 

Mark-fa-Market 

Under the MTM accounting method, which is the default for accounting for derivative instruments 
under SFAS No. 133, an asset or liability is recognized at fair value on the Consolidated Balance 
Sheet and the change in the fair value of that asset or liability is immediately recognized in the 
Consolidated Statement of Operations. This accounting method is applied only to derivative 
contracts that are not subject to hedge accounting or the normal purchases and normal sales 
exception (as described below). The guidance in ElTF Issue No. 03-1 1, ElTF Issue No. 02-3 and 
EITF Issue No. 99-1 9 should be considered for the appropriate income statement classification and 
presentation of derivative contracts. For entities subject to SFAS No. 71, any changes in the fair 
value of MTM derivatives should be recorded as a regulatory asset or liability, rather than in earnings, 
as long as the criteria in paragraphs 9 and 1 I of SFAS No. 71, as applicable, are met. Refer to the 
accounting poJicy entitled “Accounting for Regulated Entities (SFAS No. 71)” for additional guidelines. 

Accrual 

An accounting method whereby there is no recognition in the Consolidated Statements of Operations 
for changes in fair value of a contract until the service is provided or the associated delivery period 
occurs (settlement) except to the extent a cash flow or fair value hedge is ineffective. For a derivative 
instrument that is initially subject to MTM accounting, Duke Energy may apply either hedge 
accounting or the normal purchases and normal sales exception in accordance with SFAS No. 133. 
The use of hedge accounting (to the extent effective) and the normal purchases and normal sales 
exception provide effectively for the use of the accrual model from an income statement perspective. 
(Both hedge and MTM accounting require that the fair value of the derivative be reflected on the 
balance sheet.) The guidance in ElTF Issue No. 03-1 1 and ElTF Issue No. 99-1 9 should be 
considered for the appropriate income statement classification and presentation of derivative 
contracts. For entities subject to SFAS No. 71, any changes in the fair value of derivatives designated 
as cash flow hedges should be recorded as a regulatory asset or liability, rather than in Accumulated 
Other Comprehensive Income (“AOCI”) or net income, as long as the criteria in paragraphs 9 and 11 
of SFAS No. 71, as applicable, are met. 

Hedge accounting treatment may be used when Duke Energy hedges the exposure to variability in 
future cash flows. These future cash flows could result from contracts to buy or sell a commodity at a 
fixed price for future delivery corresponding with anticipated physical sales or purchase, incur interest 
payments or transact in a foreign currency (cash flow hedge). In addition, hedge accounting treatment 
may be used when Duke Energy holds firm commitments, asset or liability positions and enters into 
transactions that “hedge” the risk that the fair value may change (fair value hedge). To the extent that 
the fair value of the hedge instrument offsets the hedged item, there is no impact to the Consolidated 
Statements of Operations prior to settlement of the hedge. 

However, a certain degree of hedge ineffectiveness may be recognized in the Consolidated 
Statements of Operations for a variety of reasons. Those reasons include decisions to hedge only a 
component of the risk (spot price vs forward price, benchmark interest rate vs total interest rate 
exposure), deterioration of counterparty credit, the use of options to hedge only one direction of the 
change in fair value and differences in the location or timing of the delivery or flow of cash. 

The normal purchases and normal sales exception, as provided in SFAS No. 133 as amended and 
interpreted by DIG Issue No. C15 as amended, indicates that no recognition of the contract’s fair 
value in the Consolidated Financial Statements is required until settlement of the contract (in Duke 
Energy’s case, the delivery of power or for capacity contracts, the availability of capacity). All criteria 
for obtaining the normal purchases and normal sales exclusion must be met initially and on an 
ongoing basis. Obtaining the normal purchases and normal sales exception is an election and is not 
automatic as the contract must be specifically designated and documented at inception as meeting 
the normal purchases and normal sales exception 
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From an income statement perspective, leases and executory contracts are also accounted for using 
the accrual method. 

Accounting Policy: 

Duke Energy shall evaluate each financial instrument or other contract to determine whether it is a 
derivative instrument based on the three characteristics as prescribed in paragraph 6 of SFAS No. 
133 and as discussed above. Financial instruments or other contracts meeting the definition of a 
derivative shall be accounted for under either the MTM or accrual method of accounting. As such, all 
derivative instruments not designated and qualifying for the normal purchases and normal sales 
exception under SFAS No. 133, shall be recorded on the Consolidated Balance Sheets at their fair 
value as (current or non-current) “Unrealized Gains or Unrealized Losses on Mark-to-Market and 
Hedging Transactions.” Duke Energy shall document, based on the three criteria that constitute a 
derivative instrument, whether each financial instrument or other contract used in commodity risk 
management or trading activities meets the definition of a derivative. Contracts shall also be 
evaluated for embedded derivatives. 

As discussed above, a PPA checklist has been created as a document that the Controller’s 
Department believes will enhance internal controls around the accounting for PPAs. This checklist 
should be thoroughly considered when determining the appropriate accounting for all new and 
modified PPAs. 

The determination of whether a contract is a derivative or has an embedded derivative under SFAS 
No. 133 is an ongoing process and should be periodically reassessed, especially when facts and 
circumstances change significantly. For example, a commodity purchase contract may not be a 
derivative due to the underlying commodity not being readily convertible to cash; however, if the 
commodity subsequently was considered to be readily convertible to cash, the contract would be 
considered a derivative and subject to the provisions of SFAS No. 133. Certain aspects of contracts, 
StJch as the level of transaction costs, are assessed only at inception of the contract or when a 
contract subsequently meets the definition of a derivative for reasons other than the level of 
transaction costs 

Appendix A contains further interpretative guidance for use in determining whether a contract meets 
the definition of a derivative. 

Normal Purchases and Normal Sales Exception 

Contracts which meet the definition of a derivative may qualify for the normal purchases and normal 
sales exception if it is probable at inception and throughout the term of the individual contract that the 
contract will not settle net and will result in physical delivery, except as discussed below for ‘capacity 
contracts.’ If a contract qualifies for the normal purchases and normal sales exception, as defined in 
paragraphs 10(b) and 58(b) of SFAS No. 133, and the exemption is elected, the instrument shall be 
accounted for under the accrual method of accounting and shall be excluded from the consolidated 
financial statements until settlement occurs. 

Power purchase or sales agreements which are not subject to bookout apply paragraph lO(b)(l) (for 
those contracts without optionality) or paragraph 1 O(b)(3) (for those contracts with optionality) in order 
to determine whether they can qualify for the normal purchases and normal sales exception. 
tiowever, if a power purchase or sales agreement (whether a forward contract, an option contract, or 
a combination of both) for the purchase or sale of electricity is subject to unplanned netting (or being 
booked out or are scheduled to be booked out), they can still qualify for the normal purchases and 
normal sales exception under paragraph I O(b)(4) if all of the following applicable criteria of paragraph 
58(b) are met and the contract meets the definition of a “capacity contract,” as discussed below: 
[paragraph 58(b) of SFAS No. 133 as amended] 

(1) For both parties to the contract: 
(a) The terms of the contract require physical delivery of electricity ... For an option 
contract, physical delivery is required if the option contract is exercised. 
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(b) The power purchase or sales agreement is a capacity confracf “ “  

(2) For the seller of electricity: The electricity that would be deliverable under the contract 
involves quantities that are expected to be sold by the reporting entity in the normal course of 
business. 
(3) For the buyer of electricity: 

(a) The electricity that would be deliverable under the contract involves quantities that 
are expected to be used or sold by the reporting entity in the normal course of 
business. 
(b) The buyer of the electricity under the power purchase or sales agreement is an 
entity that is engaged in selling electricity to retail or wholesale customers and is 
statutorily or otherwise contractually obligated to maintain sufficient capacity to meet 
electricity needs of its customer base. 
(c) The contracts are entered into to meet the buyer‘s obligation to maintain a 
sufficient capacity, including a reasonable reserve margin established by or based on 
a regulatory commission, local standards, regional reliability councils, or regional 
transmission organizations. 

For a power purchase or sale contract (whether a forward contract, an option contract, or a 
combination of both) that meets the definition of a “capacity contract” under paragraph 540, all of the 
above criteria (1-3 of paragraph 58(b)) must be evaluated by both parties in order to qualify for the 
normal purchases and normal sales exception under paragraph 1O(b)(4). For a power purchase or 
sale contract that contains optionality, the characteristics of an option contract that is a capacity 
contract and a traditional option contract, which are set forth in the appendix of DIG Issue No. C15, 
should be considered in the evaluation of whether the contract meets the definition of a “capacity 
contract.” 

For power purchase or sale agreements that qualify for the normal purchases and normal sales 
exception as described above, the Company shall document the designation as normal purchases 
and normal sales and the basis for concluding that the agreement meets the requirements for the 
normal purchases and normal sales exception The documentation must be in place at the time of 
application of the normal purchases and normal sales exclusion, which would normally be at inception 
of the contract. The documentation requirements can be applied either to groups of similarly 
designated contracts or to each individual contract. Failure to comply with the documentation 
requirements precludes the application of the normal purchases and normal sales exclusion to the 
contract, even if the contract w o ~ l d  otherwise have qualified For power purchase or sale 
agreements that qualify for the normal purchases and normal sales exclusion under either paragraph 
10(b)(l) or 10(b)(3), the Company is required to document the basis for concluding that it is probable 
that the contract will not settle net and will result in physical delivery. For power purchase or sale 
agreements that qualify for the normal purchases and normal sales exclusion under paragraph 
10(b)(4), the Company is required to document the basis for how the contracts meet the criteria in 
paragraph 58(b). 

For those contracts qualifying for the normal purchases and normal sales exception, if the underlying 
of the price adjustment feature is based on an index or other variable that is not “clearly and closely 
related” to the asset to be delivered under the contract, the normal purchases and normal sales 
exception cannot be obtained (refer to “Key Terms” and the guidance provided by DIG Issue No 
C20). Contracts with inflation indexes should be documented that the index is clearly and closely 
related in order to meet the normal purchases and normal sales exception 

All criteria for obtaining the normal purchases and normal sales exception must be met initially and on 
an ongoing basis. Obtaining the normal purchases and normal sales exclusion is an election and is 
not automatic as the contract must be specifically designated and documented as meeting the normal 
purchases and normal sales exclusion. However, any derivative contract which is not initially 
designated as a normal purchases and normal sales may meet the exclusion on a prospective basis 
once all criteria for obtaining the exclusion, including documentation, is met. However, once a 
contract is documented and designated as a normal purchases and normal sales, it is the Company’s 

’See definition under “Key Terms” 
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policy that the contract may not be electively de-designated (the contract could be de-designated as a 
normal purchases and normal sales by failing to meet the criteria for such designation-see below 
under “De-designation of the Normal Purchases and Normal Sales Exception for Cause”). 

De-designation of the Nomlal Purchases and Normal Sales €xcepfion for Cause: 

If contracts cease to meet the normal purchases and normal sales exception, the fair value of the 
contracts shall be recognized on the Consolidated Balance Sheets and the contracts shall be 
accounted for using the MTM method unless immediately designated as a cash flow or fair value 
hedge (accrual method of accounting). Thus, once a normal purchases and normal sales contract 
has been de-designated for cause, the MTM of the derivative is immediately recorded to earnings and 
“hedge” accounting can be obtained on a prospective basis. The initial MTM of a contract coming off 
of the normal purchases and normal sales exception will always impact earnings, unless the entity 
holding the derivative is subject to SFAS No. 71. 

Hedge Accounting 

Qualifying energy commodity and other derivatives may be designated as either a hedge of a 
forecasted transaction or future cash flows (cash flow hedge) or a hedge of a firm commitment, a 
recognized asset or liability (fair value hedge). For all hedge contracts, Duke Energy shall provide 
formal documentation of the hedge in accordance with SFAS No. 133. In addition, at inception and 
on a quarterly basis Duke Energy shall formally assess whether the hedge contract is highly effective 
in offsetting changes in cash flows or fair values of hedged items. Duke Energy shall document 
hedging activity by transaction type (futures/swaps) and risk management strategy (commodity price 
risk /interest rate risklforeign currency risk). 

‘The effective portion of changes in the fair value of a derivative designated and qualified as a & 
flow hedqe shall be included in the Consolidated Statements of Common Stockholders’ Equity and 
Comprehensive Income (Loss) as AOCl until earnings are affected by the hedged item. Duke Energy 
shall discontinue hedge accounting prospectively when it has determined that a derivative no longer 
qualifies as an effective hedge, the Company electively removes the hedge designation, or when it is 
no longer probable that the hedged forecasted transaction will occur. When hedge accounting is 
discantinued because the derivative no longer qualifies as an effective hedge or the Company elects 
to discontinue hedge accounting, the derivative shall be subject to the MTM accounting method 
prospectively. Gains and losses related to discontinued hedges that were previously accumulated in 
AOCl shall remain in AOCl until the underlying hedged forecasted transaction is reflected in earnings. 
However, if it is probable that the hedged forecasted transaction will not occur by the end of the 
originally specified time period as documented or within an additional 2 months (assuming no 
extenuating circumstances), the amount in AOCl should be reclassified to earnings immediately. 
(Refer to paragraph 33 of SFAS No. 133.) 

For derivatives designated as fair value hedqes, Duke Energy shall recognize the gain or loss on the 
derivative instrument, including any hedge ineffectiveness, as well as the offsetting loss or gain on the 
hedged item in earnings in the current period. 

All derivatives designated and accounted for as hedges shall be classified in the same category as 
the item being hedged in the Consolidated Statements of Cash Flows. However, if a derivative 
contains an other-than-insignificant financing element, other than a financing element inherently 
included in an at-the-market derivative with no prepayments (that is, the forward points in an at-the- 
money forward contract), then the borrower shall report all cash inflows and outflows associated with 
that derivative in a manner consistent with financing activities as described in paragraphs 18-20 of 
SFAS No. 95, “Statement of Cash Flows.” A derivative that at its inception includes off-market terms 
or requires an up-front cash payment, or both often contains a financing element. Identifying a 
financing element within a derivative is a matter of judgment that depends on the facts and 
circumstances. 

In addition, all components of each derivative gain or loss shall be included in the assessment of 
hedge effectiveness, unless otherwise noted. 
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A derivative held for trading purposes may be designated as a hedging instrument, prospectively, if all 
of the applicable criteria in SFAS No. 133 have been met. 

In order to obtain hedge accounting, at inception of the hedge, there shall be formal documentation of 
the hedging relationship and the risk management objective and strategy for undertaking the hedge, 
including identification of the hedging instrument, the hedged item, the nature of the risk being 
hedged, and how the hedging instrument's effectiveness in offsetting the exposure to changes in the 
hedged item's fair value (fair value hedge) or in hedging the exposure to the hedged transaction's 
variability in cash flows (cash flow hedge) attributable to the hedged risk will be assessed. 

Hedge accounting shall be discontinued prospectively for an existing hedge if any one of the following 
occurs: i) the hedging relationship is no longer expected to be highly effective in achieving offsetting 
cash flows (offsetting changes in fair value for a fair value hedge) attributable to the hedged risk 
during the period that the hedge is designated; ii) the derivative expires or is sold, terminated, or 
exercised; iii) if any of the criteria for cash flow or fair value hedge accounting are no longer met; or 
iv) the Company removes the designation of the hedge. 

Hedge Effectiveness 

Under SFAS No. 133, a derivative designated as a hedging instrument will qualify for cash flow or fair 
value hedge accounting so long as the hedging relationship can be shown to be "highly effective" 
(see discussion under "Initial Assessment" below) in offsetting cash flows (changes in fair value) 
attributable to the hedged risk. To demonstrate this relationship, an effectiveness assessment is 
required prior to the inception of the hedge and ongoing effectiveness shall be assessed at least 
every three months thereafter. There shall be a reasonable basis for how the business or corporate 
unit plans to assess the hedging instrument's effectiveness. The assessment of hedge effectiveness 
for a particular hedging relationship shall be consistent with the originally documented risk 
management strategy for that particular hedging relationship and clearly documented at the inception 
of the hedging relationship. At the inception of the hedge, the entity shall define and document the 
method it will use to assess hedge effectiveness, both prospectively and retrospectively. The 
methods for prospective considerations and retrospective considerations may be the same or 
different, but only one method may be used for evaluating each consideration. This method must be 
used consistently throughout the term of the hedging relationship. Methods shall not be changed 
from one period to the next unless the hedge designation is terminated and a new hedge is put in 
place. 

If the critical terms of the hedging instrument and of the entire hedged asset or liability (as opposed to 
selected cash flows) or hedged forecasted transaction are the same, it could be concluded that 
changes in fair value or cash flows attributable to the risk being hedged are expected to completely 
offset at inception and on an ongoing basis (Le", no ineffectiveness). 

An assumption of no ineffectiveness is especially important in a hedging relationship involving an 
interest bearing financial instrument and an interest rate swap because it significantly simplifies the 
computations necessary to make the accounting entries (referred to as the shortcut method). No 
ineffectiveness in a hedging relationship of interest rate risk involving a recognized interest bearing 
asset or liability and an interest rate swap may be assumed if certain conditions are met. Please refer 
to paragraph 68 of SFAS No. 133 for a discussion of the conditions that are required to be met to 
apply the shortcut method and paragraphs 114 and 132 of SFAS No. 133 for guidance to apply the 
shortcut method to fair value hedges and cash flow hedges, respectively. The SEC Staff3 addressed 
accounting for hedges at the 2006 AICPA National Conference on Current SEC and PCAOB 
Developments in December 2006 the SEC Staff emphasized that it is important to thoroughly analyze 
and document all sources of ineffectiveness when applying hedge accounting The SEC Staff 
cautioned that documentation must analyze preferably quantitatively all mismatches in terms in order 
to show that the mismatch is indeed immaterial. When the hedge documentation fails to do so, the 
SEC believes this has the same accounting result as not electing hedge accounting. One either 
documented a hedge or one did not document a hedge. As a result, the evaluation of an error in 

' Mr Timothy S Kviz, Professianal Accounting Fellow, Office of the Chief Accountant, SEC 
- 
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previously issued financial statements is equal to the entire mark-to-market on the derivative 
designated as a hedge and not just the overlooked ineffective portion of the hedge. The SEC Staffb 
position effectively increases significantly the possibility of a restatement as the error is more likely to 
be material to results. There are several methods for documenting and assessing hedge 
ineffectiveness. In addition to the ‘long-haul’ approach, other simplified methods include the 
‘shortcut’, ‘critical terms match’, the ‘hypothetical derivative’ and ‘variable cash flows’ method. Some 
companies have been compelled to restate their financial statements as a result of failure to properly 
follow the requirements for these methods of assessing ineffectiveness. Many of the problems 
identified have involved the use of the ‘shortcut’ or ‘critical terms match’ method for interest rate 
swaps 

Initial Assessment: 

The initial assessment is a prospective consideration made prior to or simultaneous with initiating 
a hedge relationship and its applicability shall be evaluated on an ongoing basis. This analysis 
shall be able to justify the expectation that the hedge will be highly effective over the period being 
hedged (the hedged period) in achieving offsetting changes in the cash flows or offsetting 
changes in fair value of the hedged item. For purposes of SFAS No. 133, the condition of “highly 
effective” is achieved when the change in the fair value or cash flows of the hedging instrument 
offsets 80% - 125% of the change in the fair value or cash flows of the hedged item. It is 
common practice at Duke Energy to elect to use regression for the initial assessment of hedge 
effectiveness (although other methods may be acceptable). In order to conclude that the hedging 
relationship is highly effective using a regression analysis, the regression examines the 
relationship between changes in the value of the derivative and the hedged item, at least 30 data 
points should be used in the analysis, R2 should be equal to or greater than 0.8, the slope should 
be between a negative 0.8 and 1.25, and the t and F statistics should be evaluated at a 95 
percent confidence level in accordance with guidance provided by the SEC staff. R2 measures 
the ability of the independent variable to explain the variation in the dependent variable. R2 can 
vary between 0 and 1. The higher the value the higher the indication that the independent 
variable can explain variation in the dependent variable. The t and F statistics are used to 
indicate correlation or a linear relationship between independent and dependent variables. A high 
t statistic generally indicates that correlation or a linear relationship exists between the 
independent and dependent variables. To achieve a 95% confidence level, the significance of F 
should be less than 5%. If the significance of F is less than 5% there is less than 5% probability 
that no linear relationship is present. The initial assessment need not be performed for each and 
every hedge but only when a new hedge strategy is proposed. However, the data used in the 
regression shall be updated at least on a quarterly basis (as new hedges are entered into). In 
addition, the initial assessment of effectiveness for a particular hedge strategy shall be evaluated 
if the ongoing assessment for a particular relationship, as discussed below, repeatedly indicates 
an ineffective hedge. Certain contracts may have a high correlation for a particular forward 
month while similar contracts for other forward months may not have a high correlation. The 
assessment both initially and ongoing should be undertaken on a forward month by forward 
month basis. 

Ongoing Assessment 

Ongoing assessment is a retrospective assessment made at least on a quarterly basis to 
determine if a specific hedge relationship has been highly effective in having achieved offsetting 
changes in cash flows or the hedged item’s fair value throughout the particular period being 
assessed (on a historical basis). The assessment may be based on cumulative dollar offset, 
regression or other statistical analysis of past changes in cash flows or fair value or other relevant 
information. If the relationship does not fall within the overall change effective range (R2=> 0.8), 
then hedge accounting for the period shall not be applied (all changes in fair value of the 
derivative during the period are recorded immediately in earnings). Failure of the ‘ongoing 
assessment‘ test does not necessarily prevent the derivative in question from being considered 
as an ongoing hedge so long as the initial assessment continues to indicate a highly effective 
relationship. For cash flow hedges, if in subsequent periods, the relationship comes back into the 
highly effective range, by virtue of the ongoing regression analysis, the “ineffective” portion of 
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gain or loss recorded in earnings in prior periods (or some part thereof) may be recaptured and 
recorded in current period OCI. For fair value hedges, if the relationship returns to the highly 
effective range, the hedged item (i.e., unrecognized firm commitment or recognized asset or 
liability) shall resume hedge accounting on a prospective basis along with the hedging instrument. 
For internal reporting, the ongoing assessment shall be performed at least quarterly. 

Additionally, in assessing ineffectiveness, the likelihood of counterparty default should be considered. 
If the likelihood that the counterparty will not default ceases to be probable, the Company would be 
unable to conclude that the hedging relationship is expected to be highly effective and hedge 
accounting should be discontinued prospectively. 

Ineffectiveness 

SFAS No. 133 requires for any changes in fair value of a derivative instrument related to hedge 
ineffectiveness to be immediately recorded in earnings. DIG Issue No. K4, “Miscellaneous: income 
Statement Classification of Hedge Ineffectiveness and the Component of a Derivative’s Gain or Loss 
Excluded from the Assessment of Hedge Effectiveness,” has the following provisions related to the 
classification in the income statement of hedge ineffectiveness: 

Statement 133 does not provide guidance on the required income statement classification of the amount of hedge 
ineffectiveness ..While Statement 133 does not specify whether certain income statement categories are either 
permitted or appropriate, the Statement does contain specific disclosure requirements for thase items. 

Therefore, the Company should ensure that similar hedged items which result in periodic 
ineffectiveness are classified in the Statement of Operations in a consistent manner. 

De-designation of a Hedge by Choice 

Cash Flow Hedges 

When de-designating or re-designating a cash flow hedge, that part of any change in fair value of the 
derivative that resides in AOCl shall remain in AOCl and shall not be immediately transferred to 
earnings until settlement of the original forecasted transaction that was being hedged. That part of the 
change in fair value of the derivative that was previously recorded in earnings (ineffectiveness, if any) 
shall remain in earnings. Prospectively, the derivative shall be MTM unless re-designated as another 
hedge. 

e Fair Value Hedges 

When de-designating a fair value hedge, changes in fair value of the hedged item shall no longer be 
recorded and the asset or liability reflecting the fair value as of the date of de-designation shall remain 
on the balance sheet until the hedged item affects earnings. The hedging instrument, which is now a 
freestanding derivative, shall be MTM. The Company, at its discretion, may re-designate the 
derivative as another fair value or cash flow hedge at which time hedge accounting will commence, 
prospectively, if the requirements for hedge accounting under SFAS No. 133 are met. 

De-designation of a Hedge for Cause 

Cash Flow Hedges 

If it becomes probable that a forecasted transaction in a cash flow hedge will NOT occur within the 
originally specified time period or within an additional two-month period of time thereafter, then the 
hedge shall be terminated and the net gain or loss in AOCl shall be immediately reclassified into 
earnings. There is one exception to this rule. In rare cases, the existence of extenuating 
circumstances that are related to the nature of the forecasted transaction and are outside of the 
control or influence of the reporting entity may cause the forecasted transaction to be probable on a 
date beyond the additional two-month period of time. In such a case, the original hedge must be 
terminated but the related derivative gain or loss in AOCl shall continue to remain in AOCI until the 
forecasted transaction occurs. A pattern of determining that hedged forecasted transactions are NOT 
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probable of occurring shall call into question the ability to accurately predict forecasted transactions 
and the propriety of applying hedge accounting for similar forecasted transactions in the future. 

Fair Value Hedges 

If it becomes probable that a firm commitment that is being hedged in a fair value hedge relationship 
will NOT occur, then the hedge relationship shall be terminated. This will result in the hedged item 
being accounted for as if the contract was not in a hedge relationship subsequent to the termination 
of the hedge relationship. Any asset or liability previously recognized as an adjustment to the 
carrying amount of the firm commitment shall be immediately derecognized with a gain or loss being 
recognized in earnings. 

If the fair value hedge is no longer expected to be “highly effective” in achieving offsetting changes in 
fair value to the hedged risk, adjustments to the carrying amount of the firm commitment shall not be 
recognized SUbSeqlJent to the last date on which the hedge was considered “highly effective,” unless 
a specific event or change in circumstances can be identified which caused the hedge to no longer be 
“highly effective” whereby the date of the specific event or change in circumstances will be utilized to 
prospectively discontinue hedge accounting 

Service Contracts 

Most service contracts are not considered derivatives under SFAS No. 133 due to the scope 
exclusion in paragraph 10(e)(2). A service does not involve the delivery of a fungible asset and, 
therefore, is not readily convertible to cash as defined in paragraph 83(a) of FASB Concepts 
Statement No. 5, “Recognition and Measurement in Financial Statements of Business Enterprises.” 
Paragraph 10(e)(2) of SFAS No. 133 excludes from its scope any contract which is not exchange- 
traded as long as the underlying is the price or value of a nonfinancial asset which is not readily 
convertible to cash. 

Embedded Derivative lnstrumenfs 

Contracts that do not in their entirety meet the definition of a derivative instrument or contracts 
excluded from the scope of SFAS No. 133, may contain embedded derivative instruments. An 
embedded derivative typically includes implicit or explicit terms that affect some or all of the cash 
flows or the value of other exchanges required by the contract in a manner similar to a derivative 
instrument (i e., some or all of the cash flows will be modified based on one or more underlyings). 
For example, although lease agreements are excluded from the scope of SFAS No. 133, a lease 
agreement may contain an embedded derivative such that the embedded derivative instrument will be 
subject to the requirements of SFAS No. 133 

An embedded derivative instrument shall be separated from the host contract (e.g , lease contract, 
debt contract, etc.) and accounted for as a derivative instrument per SFAS No 133 if all the following 
occur: i) the economic characteristics and risks of the embedded derivative instrument are not clearly 
and closely related to the economic characteristics and risks of the host contract; ii) the contract (‘the 
hybrid instrument“) that embodies both the embedded derivative instrument and the host contract is 
not remeasured at fair value with changes in value recorded in earnings as they occur (under 
otherwise applicable generally accepted accounting principles); and iii) a separate instrument with the 
same terms as the embedded derivative instrument would meet the three characteristics to qualify as 
a derivative instrument as discussed above. Please refer to the guidance in paragraph 61 of SFAS 
No. 133 in determining whether the economic characteristics and risks of an embedded derivative are 
clearly and closely related to the economic characteristics and risks of the host contract. 

Foreign Currency Derivatives 

Duke Energy may use foreign currency derivatives to manage its risk related to foreign currency 
fluctuations. A derivative instrument can be designated as hedging the changes in the fair value of an 

See detinitian under “Key Terms” 
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unrecognized firm commitment, a recognized asset or liability (or a specific portion thereof), or an 
available-for-sale debt security for which a foreign currency transaction gain or loss, attributable to 
foreign currency exchange rates, is recognized in earnings, per SFAS No. 52, “Foreign Currency 
Translation” (“SFAS No. 52”). As such, fair value hedge accounting as discussed above may be 
available for these types of derivative instruments for which a foreign currency transaction gain or 
loss is recorded in earnings. An available-for-sale equity security can be hedged for changes in the 
fair value attributable to changes in foreign currency exchange rates and qualify for fair value hedge 
accounting only if the fair value hedge criteria per SFAS No. 133 are met and the following two 
conditions are satisfied: i) the security is not traded on an exchange (or other established 
marketplace) on which trades are denominated in the investor’s functional currency, and ii) dividends 
or other cash flows to holders of the security are all denominated in the same foreign currency as the 
currency expected to be received upon sale of the security. Per paragraph 38 of SFAS No. 133, the 
change in fair value of the hedged available-for-sale equity security attributable to foreign exchange 
risk shall be reported in earnings and not in AOCI. 

Cash flow hedge accounting, as discussed above, may be available for a derivative instrument 
designated as hedging the foreign currency exposure to variability in the functional-currency- 
equivalent cash flows associated with a forecasted transaction (for example, a forecasted export sale 
to an unaffiliated entity with the price to be denominated in a foreign currency), a recognized asset or 
liability, an unrecognized firm commitment, or a forecasted intercompany transaction (for example, a 
forecasted sale to a foreign subsidiary or a forecasted royalty from a foreign subsidiary). The specific 
requirements are addressed in paragraph 40 of SFAS No. 133. 

A derivative instrument or a nonderivative financial instrument that may give rise to a foreign currency 
transaction gain or loss per SFAS No. 52 can be designated as hedging the foreign currency 
exposure of a net investment in a foreign operation. The gain or loss on a hedging derivative 
instrument (or the foreign currency transaction gain or loss on the nonderivative hedging instrument) 
that is designated as, and is effective as, an economic hedge of the net investment in a foreign 
operation shall be reported in the same manner as a translation adjustment to the extent it is effective 
as a hedge. The hedged net investment shall be accounted for consistent with SFAS No. 52; the 
provisions of SFAS No. 133 for recognizing the gain or loss on assets designated as being hedged in 
a fair value hedge do not apply to the hedge of a net investment in a foreign operation. The 
translation results for a hedge of a net investment in a foreign operation shall remain in AOCI until the 
foreign operation is sold or liquidated. Note that the determination of whether a “foreign operation 
has been sold or liquated” is a judgmental analysis that should also consider any remaining interests 
in that foreign jurisdiction - consultation with the Corporate Accounting Research Group should be 
made when determining whether net investment OCI amounts should be released. The notional 
amount of the derivative instruments should not exceed the amount of the net investment in the 
foreign operation. 

If the above transactions qualify for hedge accounting, the respective hedge accounting 
documentation requirements discussed above shall be applied consistently. 

Federal Energy Regulatory Commission (“FERC”) Order 627 (Regulated Entities) 

FERC Order 627, “Accounting and Reporting of Financial Instruments, Comprehensive Income, 
Derivatives and Hedging Activities,” provides guidance to entities under FERC jurisdiction related to 
the accounting and reporting of certain types of financial instruments and hedging activities. Entities 
subject to FERC guidelines should consider the provisions of FERC Order 627 when accounting for 
their risk management and hedging activities. 

Valuation 

All derivative instruments not designated and qualifying for the normal purchases and normal sales 
exception under SFAS No. 133, shall be recorded on the Consolidated Balance Sheets at their fair 
value at each reporting period as “Unrealized Gains or Unrealized Losses on Mark-to-Market and 
Hedging Transactions.” Fair value accounting is applied within the context of an overall valuation 
framework. All new and existing transactions shall be valued using approved valuation techniques 
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and market data, including reserves for liquidity and counterparty credit and discounted using an 
appropriate discount rate. 

m. SFAS No. 157 was issued in September 2006 and was effective for Duke Energy, as it relates 
to valuations of derivative instruments and hedging activities, beginning on January 1, 2008. For 
additional information and guidance with respect to the application of SFAS No. 157 to derivative 
instruments, refer to Duke Energy Accounting Policy Statement, “Fair Value Measurements Used in 
Accounting.“ 

Validation of a contract’s calculated fair value shall be performed by the Corporate and/or Business 
Unit Risk Management Group. This group performs pricing model validation, back testing and stress 
testing of valuation techniques, prices and other variables. Validation of a contract’s fair value may be 
done by comparison to actual market activity and negotiation of collateral requirements with third 
parties. 

Inception or ‘Day One” Gains 

An inception gain or loss may exist if the transaction price (an entry price) does not represent fair 
value (an exit price). Paragraph 17 of SFAS No. 157 states that “[iln many cases, the transaction 
price will equal the exit price and, therefore, represent the fair value of the asset or liability at initial 
recognition. In determining whether a transaction price represents the fair value of the asset or 
liability at initial recognition, the reporting entity shall consider factors specific to the transaction and 
the asset or liability.” Paragraph 17 of SFAS No. 157 provides examples of where the transaction 
price may not represent fair value. Paragraph C16 of SFAS No. 157 indicates that ‘the fair value 
measurement objectives in this Statement should apply for fair value measurements at initial 
recognition under Statement 133 (an exit price objective). Consistent with that objective, this 
Statement clarifies that the measurement should be adjusted for risk, that is, the amount market 
participants would demand because of the risk (uncertainty) inherent in a particular valuation 
technique used to measure fair value (such as a pricing model) and/or the risk inherent in the inputs 
to the valuation technique (a risk premium notion). Accordingly, a measurement (for example, a 
“mark-to-model” measurement) that does not include an adjustment for risk would not represent a fair 
value measurement if market participants would include one in pricing the related asset or liability.” 
For additional information and guidance with respect to the application of SFAS No. 157 to derivative 
instruments, refer to Duke Energy Accounting Policy Statement, “Fair Value Measurements.” 

Reserves to Calccilated Values for Derivative Instruments 

The following reserves, as appropriate, shall be used to adjust calculated values to arrive at estimates 
of fair value used to record derivative instruments (as a reminder, for additional information and 
guidance with respect to the application of SFAS No. 157, refer to the Duke Energy accounting policy 
entitled, “Fair Value Measurements Used in Accounting”). 

1) Credit (Non-Performance) Reserves - costs associated with probable, futiire counterparty 
defaults This category of reserves should be calculated based on current credit exposures 
with each respective counterparty that has an overall asset position. 

2) Present Value (Discount) Reserve - costs associated with discounting future cash flows in 
accordance with time-value of money valuation principles. Note that the discount reserve is 
only required when all or a portion of the fair value of the derivative instrument are derived 
based upon cash flows. 

3) Liquidity (Bid-Ask) Reserve -the cost of closing out a position relative to the overall market. 
At times, a discount will be required in order for the market to readily absorb certain positions. 
A reserve should be established for liquidity factors that are present in all markets. 

4) Other Contractually-Specific Reserves - Each business unit may identify additional risk 
categories for which reserves to calculated values should be established. While the above 
specific reserves are well documented as to their purpose and methodology, it must be 
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understood additional risks may exist (e.g., legal/enforceability risk, etc.) which are not 
captured by one or more of the reserves indicated above. 

Netting Arrangements 

For reasons including reducing credit exposure, Duke Energy often seeks to enter into payment 
netting agreements with counterparties that permit Duke Energy to offset receivables and payables 
with such counterparties. Where Duke Energy’s derivative instruments are subject ta a master 
netting agreement and the criteria of FASB Interpretation No. 39, “Offsetting of Amounts Related to 
Certain Contracts” (“FIN 39’7, are met, Duke Energy shall present its derivative assets and liabilities, 
and accompanying receivables and payables, on a net basis (by counterparty) in the Consolidated 
Balance Sheets. Effective January 1, 2008, consistent with FASB Staff Position No. FIN 39-1, 
“Amendment of FASB Interpretation No. 39,“ it is also appropriate to offset fair value amounts 
recognized for the right to reclaim cash collateral (a receivable) or the obligation to return cash 
collateral (a payable) against fair value amounts recognized for derivative instruments executed with 
the same counterparty under the same master netting arrangement that have been offset in 
accordance with paragraph 10 of FIN 39. Refer to the accounting policy entitled “Fair Value 
Measurements Used in Accounting” for the appropriate method to apply in netting cash collateral 
amounts against the various balance sheet accounts. 

All-In-One Hedging 

Under the provisions of DIG Issue No. G2, an entity may designate a derivative instrument (which will 
result in gross settlement) as the hedging instrument in a cash flow hedge, which is referred to as an 
“all-in-one” hedge. For example, a forward purchase contract of a commodity (if the purchase 
contract meets the definition of a derivative under SFAS No. 133) could be designated as the hedging 
instrument in a cash flow hedge of the variability of amounts to be paid under the forecasted 
transaction or the commodity purchase. Contracts which are subject to net settlement (e.g.3 
“hookout”) cannot be designated as an “all-in-one” hedge. 

As another example, some Duke Energy subsidiaries may be exposed to market fluctuations in the 
prices of emission allowances (“EAs”) that can impact the future cash flows to be generated from 
forecasted sales of EAs (forecasted sales of EAs typically represent the excess of allocated EAs over 
the forecasted generation emission levels for a vintage year). Duke Energy closely monitors the 
potential impacts of EA price changes and, where appropriate, may enter into firm commitment sales 
contracts to protect margins for a portion of forecasted sales. In situations where we will actually 
deliver the EAs under a forward sale commitment and receive the full, gross revenue from the buyer 
under the forward contract, the forecasted transaction and the hedge instrument are deemed to be 
the same instrument and will be perfectly correlated, provided the creditworthiness of the 
counterparty does not deteriorate to an extent that performance by the counterparty is jeopardized. 
DIG Issue No. G2 addresses the accounting for hedged transactions that arise from gross settlement 
of a derivative. Forward sales (firm commitments) of EAs can qualify as all-in-one cash flow hedges if 
the contract requires delivery of a non-financial asset (e.g., EAs) in exchange for cash and the 
forecasted transaction and the derivative used to hedge it are the same contract. The assessment of 
hedge effectiveness should be determined based on changes in the entire fair value of the derivative 
instrument (Le., the contract). We believe the hedging relationship will be 100% effective at the 
inception and throughout the term of the hedging relationship, provided the creditworthiness of the 
counterparty does not deteriorate to an extent that performance by the counterparty is jeopardized. 
To prove out the hedging relationship is perfectly effective, it should be documented each quarter 
until delivery of the EAs that a) counterparty creditworthiness has not deteriorated to an extent that 
performance (payment) by the counterparty is jeopardized and b) the forecast of excess EAs is 
greater than the amount of forward sales contracts for EAs at a high confidence level. Once a firm 
commitment forward sales contract is entered into, the fair value of the firm commitment should be 
measured and recorded within AOCl each reporting period until the transaction occurs, at which time 
AOCl should be recognized in the income statement. Until such time a firm commitment forward 
sales contract is entered into, nothing is to be recorded for the forecasted forward sales. 
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Impairment Considerations 

SFAS No. 133 contains impairment considerations for both fair value and cash flow hedges. 
Paragraph 27 of SFAS No. 133 has impairment provisions for the asset or liability which is designated 
as the hedged item (e.g., a fixed-rate asset): 

27 An asset or liability that has been designated as being hedged and accounted for pursuant to paragraphs 22-24 
remains subject to the applicable requirements in generally accepted accounting principles for assessing impairment for 
that type of asset or for recognizing an increased obligation for that type of liability. Those impairment requirements shall 
be applied after hedge accounting has been applied for the period and the carrying amount of the hedged asset or liability 
has been adjusted pursuant to paragraph 22 of this Statement. Because the hedging instrument is recognized separately 
as an asset or liability, its fair value or expected cash flows shall not be considered in applying those impairment 
requirements to the hedged asset or liability. 

DIG Issue No. F4, “Fair Value Hedges: Interaction of Statement 133 and Statement 114” (SFAS No. 
1 14, “Accounting by Creditors for Impairment of a Loan”), has interpretative guidance on impairment 
considerations for fair value hedges and supports including the adjusted carrying amount of the 
hedged item in the impairment considerations of the hedged item. 

Paragraphs 34 and 35 of SFAS No. 133 contain the following impairment provisions for cash flow 
hedges: 

34. Existing requirements in generally accepted accounting principles for assessing asset impairment or recognizing an 
increased obligation apply to an asset or liability that gives rise to variable cash flows (such as a variable-rate financial 
instrument), for which the variable cash flows (the forecasted transactions) have been designated as being hedged and 
accounted for pursuant to paragraphs 30 and 31. Those impairment requirements shall be applied each period after 
hedge accounting has been applied for the period, pursuant to paragraphs 30 and 31 of this Statement. The fair value or 
expected cash flows of a hedging instrument shall not be considered in applying those requirements. The gain or loss on 
the hedging instrument in accumillated other comprehensive income shall, however, be accounted for as discussed in 
paragraph 31 

35 If, under existing requirements in generally accepted accounting principles, an impairment loss is recognized on an 
asset or an additional obligation is recognized on a liability to which a hedged forecasted transaction relates, any 
offsetting net gain related to that transaction in accumulated other Comprehensive income shall be reclassified 
immediately into earnings Similarly, if a recovery is recognized on the asset or liability to which the forecasted transaction 
relates, any offsetting net loss that has been accumulated in other comprehensive income shall be reclassified 
immediately into earnings 

Therefore, as paragraph 34 of SFAS No. 133 prohibits the fair value or expected cash flows from the 
hedging instrument in being considered in impairment considerations for other assets, the cash flows 
utilized for SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets” (“SFAS 
No. 144”), recoverability purposes (for long-lived assets such as property, plant & equipment) should 
exclude cash flows related to hedging activities. However, if an asset or liability to which a hedged 
forecasted transaction relates is impaired under the provisions of SFAS No. 144 or other applicable 
GAAP and an impairment charge is recorded in earnings, any net gain deferred in AOCI related to 
cash flow hedges for the impaired asset or liability would be recognized in earnings. The amount of 
such net gain recognized is limited to the greater of the impairment charge recognized or the net gain 
deferred in AOCI. 

Financial Statement Presentation and Disclosures 

Balance Sheet Classification 
Derivative instruments should be recorded at their fair value and classified as either current or 
noncurrent in accordance with the provisions of Accounting Research Bulletin (“ARB”) No 43, 
“Restatement and Revision of Accounting Research Bulletins,” as follows: 

Current Assets .are reasonably expected to be realized in cash or sold or consumed during the normal operating cycle of 
the business .[w]here a particular business has no clearly defined operating cycle, the one year rule should govern 

Current Liabilities obligations whose liquidation is reasonably expected to require the use of existing resources properly 
classifiable as current assets. or the creation of other current liabilities. 

Therefore, derivative instruments which do not meet the above criteria to be classified as a current 
asset or liability should be classified as a noncurrent asset or liability in the balance sheet. 
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Classification of a derivative instrument between current and noncurrent should be based primarily 
upon the rights and obligations of the derivative instrument as well as the contractual maturity date of 
the derivative instrument. As an example, the fair value of an interest rate swap should be split 
between current and non-current consistent with the timing of the fair value of the expected cash 
flows under the swap. 

Income Statement Classificatim 
Effective January 1, 2003, in connection with the implementation of the remaining provisions of ElTF 
Issue No. 02-3, Duke Energy designated all energy commodity derivatives as either trading or non- 
trading. For each of the Duke Energy’s derivatives, the accounting method and presentation of gains 
and losses, or revenue and expense in the Consolidated Statements of Operations is shown below. 
See definition of “mark-to-market’’ and “accrual” methods earlier in this policy under Accounting for 
Types of  lnstruments by Activity. 

Classification of Contract 
Accounting 

Method Presentation of Gains & Losses or Revenue & Expense 

Non-trading derivatives: 

basis in the same in 
related hedged item flo 

Fair value hedge Accrual Gross basis in the same income statement category 
as the related hedged item 

asi 
sta 

Undesignated Mark-to- 
market 

Net basis in the related income statement category 
for interest rate, currency and commodity derivative. 

Disclosures 

Note: Beginning with the 1”quarter 2009 Form 10-Q, additional disclosures will be required under 
SFAS No. 161 

For derivative instruments and hedging activities, the following items are required to be reported at 
each quarterly or annual reporting period: 

e Disclose the objectives for holding derivative instruments and hedging instruments, and 
the risk management strategy for achieving those objectives (annual disclosure 
requirement only). 

o 

o 

Distinguish between cash flow hedges, fair value hedges, foreign currency 
exposure hedges. 
Describe the Company’s risk management policy for each type of hedge and 
those risks hedged. 

the net gain or loss recognized in earnings during the reporting period 
representing (a) the amount of the hedges‘ ineffectiveness and (b) the 
component of the derivative instruments’ gain or loss, if any, excluded from the 
assessment of hedge effectiveness, and a description of where the net gain or 
loss is reported in the Consolidated Statement of Operations. 
the amount of net gain or loss recognized in earnings when a hedged firm 
commitment no longer qualifies as a fair value hedge. 

Derivative instruments designated and qualified as cash flow hedges: 

e Derivative instruments designated and qualified as fair value hedges: 
o 

o 
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o the net gain or loss recognized in earnings during the reporting period 
representing (a) the amount of the hedges' ineffectiveness and (b) the 
component of the derivative instruments' gain or loss, if any, excluded from the 
assessment of hedge effectiveness, and a description of where the net gain or 
loss is reported in the statement of income or other statement of financial 
performance 
a description of the transactions or other events that will result in the 
reclassification into earnings of gains and losses that are reported in AOCI, and 
the estimated net amount of the existing gains or losses at the reporting date that 
is expected to be reclassified into earnings within the next 12 months. 
the maximum length of time over which the entity is hedging its exposure to the 
variability in future cash flows for forecasted transactions excluding those 
forecasted transactions related to the payment of variable interest on existing 
financial instruments. 

o the amount of gains and losses reclassified into earnings as a result of the 
discontinuance of cash flow hedges because it is probable that the original 
forecasted transactions will not occur by the end of the originally specified time 
period or within the additional period of time. 

o 

o 

Derivative instruments designated and qualified as hedges of the foreign currency 
exposure of a net investment in a foreign operation: 

o the net amount of gains or losses included in the cumulative translation 
adjustment during the reporting period 

The fair value of trading contracts outstanding at the end of the period. 
Reference is made to the accounting policy entitled "Fair Value Measurements Used in 
Accounting." Effective in the 1 st quarter of 2008, additional disclosures are required with 
respect to fair value measurements of derivative assets and liab es, including the fair 
value hierarchy of such measurements (e.g.l Level 1, 2, and 3 disclosures). 
Provide quantitative information about market risk as of the end of the latest fiscal year, 

Q categorize market risk sensitive instruments into instruments entered into for 
trading purposes and instruments entered into for purposes other than trading 
purposes 

o Within both the trading and other than trading portfolios, separate quantitative 
information shall be presented, to the extent material, for each market risk 
exposure category (Le., interest rate risk, foreign currency exchange rate risk, 
commodity price risk, and other relevant market risks, such as equity price risk). 

For energy trading activities, a// of the following shall be disclosed, in accordance with 
ElTF Issue No. 02-31 
a. The applicability of ElTF Issue No. 98-10 
b. The types of contracts that are accounted for as energy trading contracts 
c. The fair values of its energy trading contracts, aggregated by source or method of 
estimating fair value and by maturity dates of the contracts 
d. A description of the methods and significant assumptions used to estimate the fair 
value of its various classes of energy trading contracts 
e. A reconciliation of the beginning and ending carrying values of its energy trading 
contracts, aggregated by source or method of estimating fair value, showing separately 
the changes attributable to (1) unrealized gains and losses recognized at inception of a 
contract, (2) unrealized gains and losses recognized as a result of changes in valuation 
techniques and assumptions, (3) other unrealized gains and losses recognized during the 
period, and (4) realized gains and losses recognized during the period 
f. Th,e sensitivity of its estimates to changes in the near term.' 

Paragraph 14 of SOP 94-6 provides that "the disclosure should indicate the nature of the uncertainty and 
include an indication that it is at least reasonably possible that a change in the estimate will occur in the 
near term" (footnote references omitted). 

g. An entity should disclose the gross transaction volumes for those energy trading 
contracts that are physically settled. 
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Related Links: 

Accountinq f m u l a t e d  Entities (SFAS No. 7_1) 
Asset Impairments Reviews for Lonq-lived Assets (excluding Goodwill) and Esuitv Method 
Investments, Assets Held for Sale and Discontinued Operations (SFAS No. 144 and APB No. I S )  
Fair Value Measurements used in Account- 
Revenue Recosnition 
Commodity Risk Manaqement 
PPA Contract Review Accountinq Checklist 
Reclassification of Realized Income Statement Activity in Consolidation - Net vs. Gross 
Other Comprehensive Income Accountinq Procedures 

Kev Terms 

Capacity contract 

An agreement by an owner of capacity to sell the right to that capacity to another party so that it can 
satisfy its obligations. For example, in the electric industry, capacity (sometimes referred to as 
installed capacity) is the capability to deliver electric power to the electric transmission system of an 
operating control area. A control area is a portion of the electric grid that schedules, dispatches, and 
controls generating resources to serve area load (ultimate users of electricity) and coordinates 
scheduling of the flow of electric power over the transmission system to neighboring control areas. A 
control area requires entities that serve load within the control area to demonstrate ownership or 
contractual rights to capacity sufficient to serve that load at time of peak demand and to provide a 
reserve margin to protect the integrity of the system against potential generating unit outages in the 
control area. 

Clearly and Closely Related 
“The phrase not clearly and closely related in paragraph 1 O(b) with respect to the normal purchases 
and normal sales scope exception is used to convey a different meaning than in paragraphs 12(a) 
and 60 of SFAS No. 133 with respect to the relationship between an embedded derivative and the 
host contract in which it is embedded. For purposes of determining whether a contract qualifies for 
the normal purchases and normal sales scope exception, the application of the phrase not clearly and 
closely related to the asset being sold orpurchased should involve an analysis of both qualitative and 
quantitative considerations. The analysis is specific to the contract being considered for the normal 
purchases and normal sales scope exception and may include identification of the components of the 
asset being sold or purchased. The underlying in a price adjustment incorporated into a contract that 
otherwise satisfies the requirements for the normal purchases and normal sales exception would be 
considered to be not clearly and closely related to the asset being sold orpurchased in any of the 
following three circumstances: 

1. The underlying is extraneous (that is, irrelevant and not pertinent) to both the changes in the 
cost and the changes in the fair value of the asset being sold or purchased, including being 
extraneous to an ingredient or direct factor in the customary or specific production of that 
asset. 

2. If the underlying is not extraneous as discussed in (1) above, the magnitude and direction of 
the impact of the price adjustment is not consistent with the relevancy of the underlying. That 
is, the magnitude of the price adjustment based on the underlying is significantly 
disproportionate to the impact of the underlying on the fair value or cost of the asset being 
purchased or sold (or of an ingredient or direct factor, as appropriate). 

The underlying is a currency exchange rate involving a foreign currency that meets none of 
the criteria in paragraphs 15(a)-15(d) of Statement 133 (as amended) for that reporting entity. 

3 

Paragraph 540, Appendix F, SFAS No 149, “Amendment of Statement 133 on Derivative Instruments and Hedging 
Activities.” 
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(The inclusion of this circumstance is consistent with the portion of paragraph 10(b) that 
states, “contracts that ... are denominated in a foreign currency that meets none of the criteria 
in paragraphs 15(a)-15(d) shall not be considered normal purchases and normal sales.”)” [DIG 
Issue No. C20] 

“The test mandated by Question C20 for determining whether changes in the underlying are not 
irrelevant to changes in the fair value of the asset being purchased or sold under the contract is that 
there be an expectation that the price adjustment feature will impact the final sales price in line with 
market changes. Accordingly, a price adjustment feature based on a broad market index would be 
clearly and closely related to the item being sold under the contract assuming the impact of the price 
adjustment would be comparable to the actual market value changes of that item (or components of 
the item being sold or purchased).” [From Aspen Publishing’s (CCH) Accounting Research Manager 
Interpretation 1 Ob-41 

For embedded derivatives, paragraph 12 of SFAS No. 133 focuses on whether the economic 
characteristics and risks of the embedded derivative are clearly and closely related to the economic 
characteristics and risks of the host contract. If the host contract encompasses a residual interest in 
an entity, then its economic characteristics and risks should be considered that of an equity 
instrument and an embedded derivative would need to possess principally equity characteristics 
(related to the same entity) to be considered clearly and closely related to the host contract. However, 
most commonly, a financial instrument host contract will not embody a claim to the residual interest in 
an entity and, thus, the economic characteristics and risks of the host contract should be considered 
that of a debt instrument. 

Fair value 

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly 
transaction between market participants at the measurement date. 

- Note: Effective January 1, 2008, the definition of fair value was amended under the guidance of SFAS 
No. 157, “Fair Value Measurements.” For additional information and guidance with respect to the 
definition of fair value and the application of SFAS No. 157, refer to Duke Energy Accounting Policy 
Statement, “Fair Value Measurements Used in Accounting.” 

Financial instrument 

Cash, evidence of an ownership interest in an entity, or a contract that both: 

a. Imposes on one entity a contractual obligation* (1) to deliver cash or another financial instrument to 
a second entity or (2) to exchange other financial instruments on potentially unfavorable terms with 
the second entity 

* Contractual obligations encompass both those that are conditioned on the occurrence of a specified event and 
those that are not. All contractual obligations that are financial instruments meet the definition of liability set forth in 
Concepts Statement 6, although some may not be recognized as liabilities in financial statements - may be “off- 
balance-sheet“ - because they fail to meet some other criterion for recognition For some financial instruments, the 
obligation is owed to or by a group of entities rather than a single entity. 

b. Conveys to that second entity a contractual right* (1) to receive cash or another financial 
instrument from the first entity or (2) to exchange other financial instruments on potentially favorable 
terms with the first entity. * Contractual rights encompass both those that are conditioned on the occurrence of a specified event and those 

that are not. All contractual rights that are financial instruments meet the definition of asset set forth in Concepts 
Statement 6, although some may not be recognized as assets in financial statements - may be “off-balance-sheet“ - 
because they fail to meet some other criterion for recognition For some financial instruments, the right is held by or 
the obligation is due from a group of entities rather than a single entity. 

Firm commitment 
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An agreement with an unrelated party, binding on both parties and usually legally enforceable, with 
the following characteristics: 

a. The agreement specifies all significant terms, including the quantity to be exchanged, the fixed 
price, and the timing of the transaction. The fixed price may be expressed as a specified amount of 
an entity’s functional currency or of a foreign currency. It may also be expressed as a specified 
interest rate or specified effective yield. 

b. The agreement includes a disincentive for nonperformance that is sufficiently large to make 
performance probable. 

Forecasted transaction 

A transaction that is expected to occur for which there is no firm commitment. Because no transaction 
or event has yet occurred and the transaction or event when it occurs will be at the prevailing market 
price, a forecasted transaction does not give an entity any present rights to future benefits or a 
present obligation for future sacrifices. 
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APPENDIX A 

Application and Practice: Conclusions Reached Around Accounting for Derivative 
Instruments and Hedging Activities 

Determination of Whether a Confracf Contains a Notional 

The determination as to whether a contract contains a notional under the provisions of SFAS No. 133 
often requires significant judgment and interpretation of the accounting standards and is often based 
upon the facts and circumstances in each individual contract. However, the Company has developed 
certain interpretations related to the determination of a notional, which are discussed below. 

1. “System Firm” Provisions - Many electricity contracts have “system firm” provisions whereby 
the seller’s obligations to sell under the contract are subject to the availability of the system. 
“System firm“ indicates that if electricity does not flow when called upon under a contract due 
to the fact that the transmission system is down, there are no damage or other payments as a 
result of such failure to perform. Therefore, the quantities deliverable under the contract 
could potentially be reduced to zero during the contractual term without the selling party 
incurring any penalties for nonperformance. This is an indicator that a notional does not 
exist, even though there may be a very low probability that such event would occur. 
However, partly due to the low probability of such failure to perform, it is the Company’s 
policy to not solely base the notional conclusion on whether the contract contains “system 
firm” provisions. 

2. 

3“ 

Force Majeure Provisions - Most contracts have standard force majeure provisions, which 
are somewhat similar to the “system firm” provisions discussed above in that the seller’s 
obligations under the contract are excused under unusual circumstances, such as fire, flood, 
and earthquakes, which prohibit the seller from being able to meet its obligations under the 
contract. Under these provisions, the seller does not owe any damages to the buyer due to 
failure to perform if such failure to perform is due to force majeure. Therefore, the quantities 
deliverable under the contract could potentially be reduced to zero during the contractual 
term without the selling party incurring any penalties for nonperformance. This is an indicator 
that a notional does not exist, even though there may be a very law probability that such 
event would occur. 
provisions, it is the Company’s policy to not solely base the notional conclusion on whether 
the contract contains force majeure provisions. 

However, similar to the conclusion noted above for “system firm” 

Ability to “Economically Exercise” - Economic exercise is the ability to buy or take delivery of 
amounts under the contract solely based upon the contract being “in the money”. This 
concept is in contrast to contracts which are only utilized to satisfy a buyer’s own actual 
needs and excess amounts cannot be purchased in order to take advantage of an “in the 
money” situation whereby the contractual price is lower than the current market price. The 
ability to economically exercise a contract usually results in a determinable notional. 
However, if a contract is only available to meet an entity’s own actual needs, whether or not 
there is a national will depend upon other contractual provisions (such as liquidating damage 
and termination provisions, as discussed below) 

4. Contract Liquidating Damages Provisions and Termination Provisions - Under the guidance 
given in DIG Issue No. A6 (requirements contracts or contracts that cannot be economically 
exercised), the existence of liquidating damage and/or termination provisions under a 
contract may result in the contract having a notional. Normally, any liquidating damage or 
termination provision which requires the payment of a penalty based upon a determinable 
amount tied to the estimated volumes to be delivered tinder the contract will result in a 
determinable notional. Such liquidating damage or termination amounts paid can be either 
fixed or based upon a market-based formula. Additionally, contracts with a determinable 
minimum volume to be delivered have a notional equal to that minimum and contracts with a 

Page 27 of 36 



Case No. 2009-00201 

Page GJ or 349 
STAFF-DR-01-008 

Derivative Instruments and Hedging Activities Policy 

determinable maximum but no stated minimum volume to be delivered do not have a 
notional. If quantities deliverable under the contract can be reduced to zero without the seller 
or buyer incurring penalties for non-performance, there is not a determinable notional. 

Determination of Whether a Contract Contains an Initial Net Investment 

The determination as to whether a contract involves an initial net investment involves a level of 
judgment as there is no specific threshold specified in the accounting standards for when there is 
considered to be an initial net investment. If a contract is not fully prepaid by more than a minor 
amount (after adjustment for the time value of money), the contract is considered to have this 
characteristic of a derivative. 

Defermination of Whether a Contract Contains Net Settlement 

The determination as to whether a contract contains net settlement under the provisions of SFAS No 
133 often requires significant judgment and interpretation of the accounting standards and is often 
based upon facts and circumstances related to the commodity or asset being purchased. However, 
the Company has developed certain interpretations related to the determination of net settlement, 
which are discussed below. 

I. Explicit or implicit net cash settlement (paragraph 9(a) of SFAS No. 133) -- As discussed in 
DIG Issue No. A8, “Definition of a Derivative: Asymmetrical Default Provisions,” asymmetrical 
default provisions in a contract do not result in net cash settlement under paragraph 9(a) of 
SFAS No. 133. An asymmetrical default provision is one in which the defaulting party has an 
obligation to compensate the counterparty’s loss but the defaulting party does not have the 
right to demand any gain from the counterparty. Symmetrical default provisions may also not 
result in a conclusion that the contract is a derivative if the provision does not grant a party 
the unilateral right to net settle. For a contract to be net settled under paragraph 9(a), the 
defaulting counterparty must have the ability to default and as a result compel the other 
counterparty to make payment to the defaulting counterparty of the fair value of the contract. 
If the non-defaulting counterparty can chose whether or not to enforce the net payment 
provision, the contract does not have net settlement under paragraph 9(a). 

2 Market mechanisms facilitate net settlement (paragraph 9(b) of SFAS No. 133) - In order to 
be considered net settlement under paragraph 9(b), there must be the ability for either party 
to the contract to be fully relieved of all of its rights and obligations under the contract 
(including credit risk under the contract). An exchange, such as the NYMEX exchange, often 
gives the ability for a party to be fully relieved of all its rights and obligations under the 
contract. If a market mechanism exists, the assignment provisions of the contract must be 
examined pursuant to the guidance given in DIG Issue No. A7, “Definition of a Derivative: 
Effect of Contractual Provisions on the Existence of a Market Mechanism That Facilitates Net 
Settlement.” If a contract is assignable only if approval of the counterparty is obtained, the 
probability of obtaining such consent from the counterparty must be assessed when 
determining whether there truly is net settlement under paragraph 9(b) of SFAS No. 133. 

3. Readily convertible to cash (paragraph 9(c) of SFAS No. 133) -the asset deliverable under 
the contract (such as a commodity) must be readily convertible to cash in order to obtain net 
settlement under SFAS No. 133. The asset deliverable under the contract must be evaluated 
as to whether it is readily convertible to cash at the contractual delivery point (e.g., plant 
location, grid location, Hub location, etc). If the asset is not readily convertible to cash at the 
contractual delivery point, the Company must evaluate which location is the most cost 
effective to transport the commodity from the contractual delivery point to where the asset 
would be considered readily convertible to cash. DIG Issue No. A10, clarifies that the cost to 
transport the asset from the contractual delivery point to the point of delivery where the asset 
is readily convertible to cash must be less than 10% of the sales price of the asset (at the 
readily convertible to cash delivery point) in order to consider the asset readily convertible to 
cash. Likewise, if the cost to transpo? the asset is equal to or greater than 10% of the sales 
price of the asset, the asset is not considered readily convertible to cash. For the seller, 
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whether or not an asset deliverable under a contract is considered readily convertible to cash 
is not impacted by the buyer’s ability to resell the underlying asset or commodity. The 
significance of the conversion costs should be performed only at inception of the contract or 
when a contract subsequently meets the definition of a derivative for reasons other than the 
level of transaction costs. 

Electricity, both off-peak and on-peak, is typically considered readily convertible cash 
(“RCC”). Also, as an example, electricity delivered inside the Duke Energy Carolinas’ border 
may be considered not RCC depending on the relationship between transmission costs and 
the price of electricity. Depending on the size of the contract (number of MWs), electricity 
delivered at the Duke Energy Carolinas’ border may not be considered RCC. Electricity 
delivered to or within a Regional Transmission Organization (“RTO”) or Independent System 
Operator (“ISO”) is typically considered readily convertible to cash. 
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APPENDIX 8 

CONTRACT TYPE ANALYSIS: DERIVATIVE VS. NON-DERIVATIVE 

The following is a brief summary of certain transactions encountered by Duke Energy in the normal 
course of business and discussion of the assessments that have been made regarding whether or not 
these transactions are usually considered derivatives pursuant to SFAS No. 133. Note that the 
discussion below is meant to be a guide and should not be used as a substitute for performing a 
detailed SFAS No. 133 analysis on a contract-by-contract basis (as contracts can contain unique 
provisions which may result in a different conclusion than as discussed below): 

Power Purchase Agreements 

Duke Energy in the normal course of business enters in to power purchase agreements (PPAs), as 
either a buyer or seller of power. The number of these transactions is growing, especially in US. 
territories where the use of renewable energy sources is increasing and wind assets come on line. 
While PPAs are considered to be ordinary course of business contracts, the accounting for PPAs is 
often complex, as the authoritative literature requires an analysis of lease, derivative, and 
consolidation accounting for the underlying power producing fixed assets. 

A PPA checklist has been created as a document that the Controller‘s Department believes will 
enhance internal controls around the accounting for PPAs. This checklist should be thoroughly 
considered when determining the appropriate accounting for all new and modified PPAs. Effective, 
October 1, 2008, the completion af the checklist is a mandatory SOX control for all new and modified 
PPAs. 

Tollinq Aqreement 

“Tolling” contracts provide the holder the right, but not the obligation, to call on the power generation 
owner to provide a service to convert natural gas to electricity at a predefined heat conversion rate. 
An energy trader or risk manager may enter into a power tolling contract with a power generation 
owner in a geographical area where the energy trader has no power delivery commitments to take 
advantage of any market opportunity and to provide the power generation owner commodity price risk 
protection. The owner of the power generation plant owns, operates, and dispatches the facilities 
under the terms of the agreement. The tolling contract provides the energy trader with the ability to 
convert natural gas to electricity in exchange for a monthly capacity payment or fixed fee from the 
energy trader (sometimes referred to as the capacity or demand charge). The terms of the contract 
require the power generation owner to deliver power to the energy trader at a predefined delivery 
point and may provide for alternative delivery points with applicable basis adjustments. 

Tolling agreements should first be assessed to determine if they represent leases tinder ElTF Issue 
No, 01-8 and SFAS No. 13. If they are not leases, most tolling agreements generally meet certain 
characteristics of a SFAS No. 133 derivative. Specifically, a tolling agreement is likely to have 1) an 
underlying, which is the price for fuel andlor electricity; 2) no initial net investment as the capacity 
payment is paid monthly throughout the term of the contract and 3) net settlement since the 
commodity delivered (Le., power) is generally considered to have a spot market and thus would be 
readily convertible to cash in accordance with DIG Issue No. A19. It is the buyer’s ability to turn the 
power into cash that constitutes de facto net settlement for SFAS No. 133 purposes. However, the 
remaining characteristic of a derivative - a notional or fixed payment provision - may not be present in 
all tolling agreements. Whether or not a toll contains a notional will be based partially upon whether or 
not the parties to the transaction can “economically exercise” (refer to definition in Appendix A) their 
rights under the contract and what the liquidating damages (“LD”) and/or termination provisions are 
under the guidance given in DIG Issue No. A6. 
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Tolling agreements should also be considered for analysis under FIN 46 (revised December 2003), 
“Consolidation of Variable Interest Entities.” 

Tollinq Aqreements - Firm Liquidated Damaqes (“LD”) Products 

Certain tolling agreements are firm products whereby the buyer of the toll is protected from any 
and all risks associated with physical operations of a plant. The seller of the toll has effectively 
guaranteed 100% availability of the contracted power along with a fixed, guaranteed heat rate. 
For example, if the plant experiences an unplanned outage when the buyer has called upon the 
power, the seller must buy power in the market to cover the buyer’s call order or pay market- 
based replacement value for any losses incurred by the buyer to keep the buyer whole for their 
short position created by the seller’s default. These tolls behave very similar to financial options 
because the buyer assumes no unit contingentloperational plant risk. For these types of tolling 
agreements, a notional exists since the liquidating damages provision calls for a variable payment 
that is expected to reimburse the harmed party for market price movements (see RIG Issue No. 
A6 discussion). In other words, the contract provides for the delivery of either power or market- 
based liquidating damages that are not substantially different. Thus, this type of toll would most 
likely be classified as a derivative. 

Tollinq Aqreements - Unit Continqent Products 

Other tolling agreements require the buyer to take on some level of plant-specific risk. These 
tolling agreements are viewed commonly in the industry as “unit contingent” products They are 
structured similarly to the firm LR products mentioned above, with the exception that the buyer is 
assuming availability risk, heat rate risk, and/or other types of risk that is associated with owning, 
controlling, or operating a power generation facility. The operational risk assumed by the buyer 
may or may not ultimately be more than that inherent in firm LR products that are characterized 
similar to financial options. It is the uniqueness of unit contingent tolling agreements that 
necessitates a facts-and-circumstances analysis to determine whether such agreement is or is 
not a derivative. 

An example of this type of unit contingent tolling agreement (which, as noted above, would first 
need to be assessed to determine if it is a lease) includes a contract whereby the seller has 
guaranteed a heat rate and the plant availability is guaranteed for 90% of the year, except for 
scheduled maintenance in which the buyer is notified prior that the plant will not be available. 
This structure is very common for unit contingent tolling agreements. In this example, there may 
be a IOOMW plant whereby a minimiim notional of 788,400 MWh (computed based on 90% of 
100 MW capacity multiplied by 24 hours times 365 days) may be computed. However, this 
minimum notional may be challenged and overcome if certain factors regarding the liquidating 
damages provisions and force majeure provisions are met. 

Specifically, tolling agreements address what compensation the buyer is to receive in the event of 
non-performance. This compensation may be in the form of replacement energy (Le”, market- 
based liquidating damages), formulaic (non-market based) reduction to the overall capacity 
payment, no compensation, or some variation thereof. Generally, if a unit contingent toll contains 
a provision for replacement cost (market based) liquidating damages, the contract is deemed to 
be a derivative because the contract would be analogous to the firm liquidated damages toll 
described above. However, if the liquidating damages are non-existent or not market-based and 
are not deemed to be significant, the existence of the minimum notional may be successfully 
challenged and the contract deemed not a derivative. Consideration may also need to be given 
to the buyer’s ability to “economically exercise” (refer to definition in Appendix A) their rights 
under the contract. 

In addition to the liquidating damages provisions, broad force majeure provisions evident in the 
tolling agreements may indicate that no notional exists. Force majeure clauses generally bear 

Page 31 of 36 



C:tre No. 7009-0()1()‘7 
s I .\I;I;-DR-OI-()()8 

Page 68 01 349 

Derivative Instruments and Hedging Activities Policy 

certain characteristics such as acts of God, war, etc. However, if the force majeure provision 
contained in the tolling agreement is overly broad to the extent that it includes operational 
provisions, ,such as labor or material shortages, and either liquidating damages are not required 
during the fbrce majeure period or the liquidating damages are not significant, the contract may 
be deemed to not have a notional and hence not be a derivative. 

The determination as to whether a tolling agreement is a derivative is inherently based partially 
on the subjective judgment of the evaluator. While the determination of “significant” liquidating 
damages and “broad” force majeure clauses may vary from individual to individual, Duke Energy 
will maintain documentation at the appropriate business unit on the analysis of all tolls to ensure 
that consistent application of these definitions are applied, especially within a business unit. 
While we have segregated certain general types of tolling agreements in this document to help 
facilitate the definition of a derivative, we will continue to evaluate whether any tolling agreement 
is a derivative on a contract-by-contract basis. 

TransDortation Contracts 

Transportation or pipeline capacity contracts provide the holders of the capacity the opportunity, but 
not the obligation, to transport physical quantities of gas from one location to another on a daily basis. 
The holder of the capacity has the choice as to whether to ship and use the capacity, or not, based 
upon various factors relevant to its operations, including gas usage estimates for its operations or its 
customers, as well as the difference between the price of gas at the pipeline receipt and delivery 
points. The payment or settlement with the pipeline company by the capacity holder has a fixed and 
a variable component. The fixed payments, known as demand charges, are made to the pipeline 
company each month, whether or not the holder uses the capacity. The variable component is paid 
to the pipeline owner for capacity actually used by the holder during the month. 

In 1992, FERC Order 636 implemented restructuring of interstate pipeline operations, and the 2000 
FERC Order 637 further deregulated the natural gas industry by refining the remaining pipeline 
regulations to address inefficiencies in the capacity release market. The effects of Order 636 allowed 
the development of natural gas commodities. Order 636 required pipeline companies to unbundle, or 
separate, natural gas sales operations from pipeline transportation activities and set up separate 
transportation and trading affiliates. This supported the development of natural gas marketing, which 
was deregulated and opened to competition. In addition, Order 636 led to the development of the 
secondary transportation market, where shippers can purchase pipeline capacity from other shippers 
that temporarily or permanently spare capacity. The secondary market, known as the capacity 
release market, required each pipeline to set up an electronic bulletin board and institute rules by 
which holders of unwanted transport capacity may take bids from others who wish to lease or buy it 
Order 636 was followed by a series of measures by the FERC that were designed to promote 
competition in the natural gas market and increase flexibility in pipeline transportation. In Order No. 
637, issued February 9, 2000, the Commission (a) suspended until September 30, 2002 the operation 
of the price caps on capacity release sales of less than one year, and (b) authorized certain other 
policy changes in the pipeline ratemaking area. 

As of January 1, 2003, a transportation contract does not meet the definition of a derivative because 
there is no provision for net settlement (all other defining characteristics are met). For the period 
Order No. 637 was effective, certain industry experts have indicated that there existed a market 
mechanism for natural gas transportation contracts because the lifting of the price cap and the 
posting and bidding process required by the bulletin boards facilitated a free market that was 
evidenced by the Electronic Bulletin Board. However, these same industry experts now believe that 
since the effective period for Order No. 637 expired on September 30, 2002, such market mechanism 
has been eliminated, as a party does not have the ability to relieve itself of all rights and obligations 
through a “market”. 

While we would agree that there is no market mechanism to facilitate net settlement, Duke Energy 
also believes that transportation contracts do not require delivery of an asset that is readily 
convertible to cash. The readily-convertible-to-cash criterion is not satisfied, as there are no quoted 
prices available in an active market that can rapidly absorb the quantity held by the entity without 
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significantly affecting the price. Because the underlying on which contract settlement is based (the 
price or value of the right to receive transportation) is a non-financial asset (see definition of “financial 
asset” under “Key Terms” above) that is not readily convertible to cash, paragraph 1 O(e) of SFAS No. 
133 provides that the contract is not subject to the requirements of SFAS No.133. Further, in the 
discussions and deliberations of EITF Issue No. 02-3, the Task Force discussed that transportation 
contracts may not meet the definition of a derivative due to the significant service element included in 
the contract as well as the contract not being readily convertible to cash. Although the pricing of 
these contracts may be very similar to the pricing of a basis swap, the service element is pervasive 
and, therefore, transportation contracts are considered to be executory contracts. 

Freight Contracts 

Due to the significant service element involved, railroad contracts (usually used for coal deliveries) 
are not considered to be derivatives. Likewise, trucking contracts are not considered to be 
derivatives. 

Full or Supplemental Requirements Contracts and Load-followinq arranqements 

Full requirements contracts are contracts whereby the seller agrees to provide all of the commodity 
needs of a buyer. For example, Company A enters into a forward contract with Company B to 
provide as much electricity at a contract price (as opposed to a current market price) that is required 
by Company B to satisfy their needs during the next twelve-month period. Similar to a full 
requirements contract, a supplemental requirements contract provides for the seller to supply the 
excess requirements over the available resources of the buyer. Certain contracts for Duke Energy’s 
wholesale electric customers are supplemental requirements contracts. A load-following contract is a 
type of requirements contract in which the company agrees to follow the load shape of the 
counterparty with predefined limits to enable one counterparty to buy or sell power in order to 
instantaneously match supply and demand. 

Commodity contracts generally specify a fixed number of units of a commodity to be purchased or 
sold under a contract. However, some contracts, such as requirements contracts, do not specify a 
fixed number of units to be exchanged and, instead, specify either a maximum number of units, 
minimum number of units, or range of units to be purchased or sold during a specified period. DIG 
Issue No. A6, provides that a requirements contract has a notional amount only if a reliable means to 
determine such a quantity exists. 

DIG Issue No. A6 further states that in many contracts, even though the notional amount is not 
specified, it can be reliably determined based on other provisions within the contract or within 
agreements contemporaneous to the contract. One technique to quantify and validate the notional 
amount in a requirements contract is to base the estimated volumes on the contract’s settlement and 
default provisions. Often the default provisions of requirements contracts will specifically refer to 
anticipated quantities to utilize in the calculation of penalty amounts in the event of nonperformance. 
Other default provisions stipulate penalty amounts in the event of nonperformance based on average 
historical usage quantities of the buyer. If those amounts are determinable, they should be 
considered the notional amount of the contract. 

The identification of a requirements contract’s notional amount may require consideration of volumes 
or formulas contained in attachments or appendices to the contract or other legally binding side 
agreements. The determination of a requirements contract’s notional amount must be performed over 
the life of the contract and could result in the fluctuation of the notional amount if, for instance, the 
default provisions reference a rolling cumulative average of historical usage. 

In circumstances where the notional amount is not determinable, making the quantification of such an 
amount highly subjective and relatively unreliable (for example, if a contract does not contain 
settlement and default provisions that explicitly reference quantities or provide a formula based on 
historical usage), such contracts are considered not to contain a notional amount as that term is used 
in SFAS No. 133. 
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The determination as to whether a full or supplemental requirements or load-following agreement has 
a notional will be made on a contract-by-contract basis. Certain requirements contracts and load- 
following contracts at the Company do not provide the buyer the ability to take quantities in excess of 
its need and resale these excess quantities and do not contain a stated minimum, default or other 
provisions in them that indicate the presence of a notional amount and thus are not SFAS No. 133 
derivatives. 

Electricity Capacity Contracts 

Capacity contracts, (for electric power), typically allow the buyer to take as milch power as needed, 
up to the contract maximum. Unless the contract is a lease, whereby the seller allows the buyer to 
control a specific generation facility, the contract may require SFAS No. 133 derivative treatment. 
Capacity contracts are generally considered to be derivatives, due to the existence of a notional. The 
buyer is not normally restricted from selling their excess capacity on the open market if the price is 
right. Accordingly, such contracts are deemed to have a notional since they are economically 
exercisable. However, if the buyer is restricted from selling excess capacity on the open market (can 
only purchase power to meet its own needs), the termination and liquidating damage provisions of the 
contract need to be examined to determine whether a notional exists, under the guidance given in 
DIG Issue No. A6. Seller capacity or demand charges as well as energy charges are normally not 
prepaid at the inception of the contract; therefore, these contracts normally have no initial net 
investment. Since electricity is generally considered to be readily convertible to cash, these contracts 
have net settlement, assuming transmissions costs from the delivery point to an active market are 
less than 10%. 

Derivative capacity cantracts customarily qualify for the normal purchase normal sale exemption 
under paragraph 10(b)(4) of SFAS No. 133. The rules in paragraph 58(b) of SFAS No. 133 and DIG 
Issue No. C15, allow power prOdtJcerS selling from a specific plant to end users to qualify for the 
exemption. 

Electric Transmission and Ancillarv Services 
Electric transmission and ancillary services are services necessary to deliver power from the 
generation source to the end user as well as the other services necessary to maintain the operational 
security and the integrity of the electric grid. These are generally negotiated between principals and 
carry significant operational risk. These contracts are non-standard and are not traded actively. 
These contracts are not SFAS 133 derivatives, as they do not meet any of the requirements for net 
settlement. These contracts are considered “service contracts” and are, therefore, excluded from the 
scope of SFAS No. 133 under paragraph lO(e)(2). 

The development and participation in RTOs or lSQs may change the conclusion on whether or not a 
contract is a derivative for certain types of ancillary services contracts. 

Financial Transmission Rights (FTRs) in MISO and PJM (both the initial value and any changes in the 
initial value), whether granted or purchased, are considered derivatives and should be carried at fair 
value in accordance with SFAS No. 133. 

Duke Energy’s accounting for FTRs (and related ARRs) is documented in separate memoranda. 
Contact a representative of the Corporate Accounting Research Group for additional information. 

Other Energy Related Contracts 

From time to time, the Company may enter into other energy related contracts not described above. 
While these contracts generally do not meet the definition of a derivative due to the lack of net 
settlement, any energy related contract executed that is not specifically provided for herein will be 
reviewed individually to determine if such contract meets the definition of a derivative. 
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DERIVATIVE ONLY CONTRACT TYPES 

Forward-Based Derivatives 

Forward contracts. The simplest derivative is the forward contract. A forward contract obligates 
one counterparty to buy, and the other to sell, a specific underlying at a specific price, amounts (i e., 
notional) and date in the future. The change in the value of a forward contract is roughly proportional 
to the change in the value of its underlying. Typically, no net investment is required. Forward 
contracts are customized with terms and conditions tailored to fit the particular business, financial, or 
risk management objectives of the counterparties. Negotiations often take place with respect to 
contract size, delivery locations, delivery dates, and credit terms. Forwards, in other words, are not 
standardized. Some forward contracts for power and gas are traded in the over-the-counter (“OTC”) 
market, which is mature enough to facilitate net settlement, as the underlying Commodities are readily 
convertible to cash, especially for short-term contracts (Other forward contracts are bilateral 
contracts which are not traded in the OTC market.) Longer term contracts may lack liquidity; 
however, subject to DIG Issue No. A19, Duke Energy’s forward contracts in the power or gas markets 
are usually deemed to net settle as there is a current spot market for these commodities and the 
market is presumed to perpetuate. Forward contracts typically meet all of the requirements of a 
SFAS 133 derivative. 

Swap Transactions. As the name implies, a swap transaction obligates the two parties to the 
contract to exchange a series of cash flows or a commodity, such as gas or power, that is readily 
convertible to cash at specified intervals or a single date (e.g., a swap is a series of forward contracts 
with different tenors combined into one contract). The cash flows of a swap are either fixed, or 
calculated for each settlement date by multiplying the quantity of the underlying (notional amount) by 
specified reference rates or prices. The notional amount is only used to calculate the payment 
stream, but it is not exchanged. Payments are generally netted, with the difference being paid by one 
party to the other As described in paragraph 9(a), swap contracts have an explicit net settlement 
provision - e.g., neither party is required to deliver an asset that is associated with the underlying, 
only net price change differences Therefore, similar to forward contracts, swap transactions meet 
the requirements of a SFAS 133 derivative 

Futures contracts. The basic form of a futures contract is similar to that of a forward contract. A 
futures contract obligates its owner to buy a specified underlying at a specified price on the contract 
maturity date (or settle the value for cash). Despite the similarity in payoff profiles, important 
economic differences distinguish futures from forwards and swaps. The contract terms of futures 
describing the quantity and quality of the underlying, the time and place of delivery, and the method of 
payment are fully standardized. Price is the only variable left to be determined. This full 
standardization leads to fungibility-that is, contracts of the same maturity are perfect substitutes. 
These characteristics are designed to facilitate anonymous trading in an active and liquid exchange 
market. Futures differ from forwards and swaps in that the contractual obligations under the futures 
contracts are entered into directly with the exchange clearinghouse and are generally satisfied 
through offset .- the cancellation of an existing futures position though the acquisition of an equal but 
opposite position. Because of the existence of an actual exchange, as described by paragraph 9(b), 
futures contracts have a market mechanism. Futures contracts meet all of the requirements of a 
SFAS 133 derivative. 

Option-Based Derivatives 

Option transactions. In exchange for payment of a premium (a small net investment), an option 
contract (excluding electricity capacity contracts which are discussed in a separate section of this 
policy) gives the option holder the right but not the obligation to buy or sell the underlying (or settle 
the value for cash) at a price, called the strike price, during a period or on a specific date. Thus, the 
owner of the option can choose not to exercise the option and let it expire. The buyer benefits from 
favorable movements in the price of the underlying but is not exposed to corresponding losses. 
Option contracts are another building block of derivatives, Options contain a notional, require a small 
net investment and are net settled, as the underlying commodities, typically gas or power, are 
typically readily convertible to cash. Duke Energy holds that generally all options and subcategories 
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Derivative Instruments and Hedging Activities Policy 

of options, such as the following contract types meet the requirements of a SFAS 133 derivative 
unless specifically exempted. Paragraphs 20(c) and 28(c) of SFAS No. 133 give certain restrictions 
for obtaining hedge accounting for a written option. 

Caps, Floors and Collars. Just as forwards can be bundled to create swaps, options can be 
bundled to create other option-based contracts called, caps, floors, and collars. The buyer of the cap 
pays a premium, normally at inception. At each payment date, the seller must pay the buyer an 
amount based on the difference, if positive, between the reference and strike rate (cap). A cap 
therefore protects a floating-rate borrower against a rise in prices above the cap. A floor contract is 
the opposite of a cap in that payment is made only if the difference is negative. A floor therefore 
protects an index price investor against a decline in prices below the floor. Buying a collar is 
equivalent to buying a cap and selling a floor. 

Swapfions. A swaption (or swap option) is an option on a swap. It gives the buyer the right, but not 
the obligation, to enter into a specified swap contract at a future date. In this case, the asset 
underlying the option contract is another derivative transactions (Le., a swap). A swaption is usually 
considered a written option for the holder of the swap. 
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Statement of Purpose and Philosophy 

The purpose of this policy is to provide guidelines related to the financial accounting and reporting for 
goodwill under the provisions of FASB Statement No. 142, “Goodwill and Other Intangible Assets” 
(“SFAS No. 142”). Duke Energy is committed to preparing and providing financial information with 
the utmost integrity. To facilitate this corporate value, the Corporate Controller’s Department will 
approve policies to ensure the accuracy of books and records (as detailed in the Code of Business 
Ethics). 

Policy Expectations and Scope 

The intent of this policy is to communicate the financial accounting and reporting for goodwill under 
the provisions of SFAS No. 142. SFAS No 142 addresses how goodwill should be accounted for 
after it has been initially recognized in the financial statements, including requiring goodwill to be 
tested for impairment at least annually, and not allowing goodwill to be amortized. This policy 
contains a high-level summary of the key requirements of U. S. GAAP as it applies to Duke Energy, 
including any significant interpretations or policy elections made by Duke Energy, but is not intended 
to be a substitute for the detail requirements of authoritative GAAP literature for specific issues or 
matters that may arise. This policy does not address the application of purchase accounting under 
FASB Statement No. 141, “Business Combinations,” or the initial recognition of goodwill. 

This policy is applicable to all businesslcorporate units of Duke Energy Corporation and its 
consolidated subsidiaries (“Duke Energy” or “the Company”), and should help ensure consistent 
application of the accounting for goodwill across the consolidated Duke Energy group. 

Materiality 

FASB Statements note that “The provisions of this Statement need not be applied to immaterial 
items.” Accordingly, materiality should be considered when applying this policy. However, materiality 
must be assessed at the consolidated Duke Energy Corporation level (as well as being assessed at 
the SEC sub-registrant level), and involves consideration of both quantitative as well as qualitative 
factors. Any questions regarding materiality should be directed to the Corporate Controller’s 
Department. 
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Accountabilitv: Roles and Responsibilities 

Corporate Controller’s Department : 
Maintain an accounting policy for goodwill available on the Duke Energy Portal to help ensure 
that businesskorporate units are aware of how to accoiint for goodwill, and when goodwill is 
to be tested for impairment. 
Establish and communicate the reporting timetable for goodwill information needed for SEC 
filings, and accumulate the information reported by the businesskorporate units for periodic 
reporting and disclosure purposes (e.g Form IO-K, Form IO-Q, etc.). 
Determine the financial statement presentation of goodwill and any goodwill impairment loss 
at each reporting period. 
Coordinate with the businesslcorporate units to ensure that proper documentation exists to 
support the level of operations identified as constituting a reporting unit. 
Provide guidancelassistance to businesslcorporate units on when goodwill should be tested 
for impairment under certain circumstances, and how goodwill should be tested for 
impairment. 
Provide guidance to businesslcorporate units on the allocation of goodwill to a reporting unit 
upon acquisition or disposition of a business and, as appropriate, assist in the impairment 
tests of any goodwill. 
Provide guidance on the consideration of materiality as may be requested by the 
businesslcorporate units. 
Coordinate with the business/corporate units to assess the need to file a Form 8-K for any 
material goodwill impairments. 

Business/Corporate Unit - 
Ensure all reporting requirements of goodwill and any goodwill impairment loss are 
accumulated and reported to the Corporate Controller’s Department in accordance with the 
established reporting timetable. 
Coordinate with the Corporate Controller’s Department to ensure that proper dociimentation 
exists to support the level of operations identified as constituting a reporting unit. 
Ensure proper supportldocumentation exists for the determination of estimated fair value of 
the reporting unit (or portion of a reporting unit, if the businesslcorporate unit is a portion of a 
reporting unit) that was evaluated for goodwill impairment, including determination of the 
appropriate discount rate to he used if a discounted cash flow approach is used to estimate 
fair value. 
Ensure proper supportldocumentation exists for the recording of any goodwill impairment 
loss. 
Ensure proper suppartldociimentation exists if no new impairment assessment was 
performed at the annual testing date for the respective reporting unit (or portion of a reporting 
unit, if the business/corporate unit is a portion of a reporting unit). 
Monitor for any triggering events that would warrant a goodwill impairment assessment 
between annual testing dates. 
Notify the Corporate Controller’s Department upon determining that any goodwill impairment 
exists and coordinate with the Corporate Controller’s Department to assess the need to file a 
Form 8-K for any material goodwill impairments. 

StandardslRequirements 

[NOTE: In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements,” which 
defines fair value, establishes a framework for measuring fair value in US GAAP, and expands 
disclosures about fair value measurements. SFAS No. 157 does not require any new fair value 
measurements; however SFAS No. 157 amends some of the accounting pronouncements discussed 
in this policy and therefore, the application of SFAS No. 157 may change Duke Energy’s current 
practice for determining fair values for the areas of accounting covered by this policy. For Duke 
Energy, SFAS No. 157 was originally effective as of January I, 2008. However, in February 2008, 
the FASB issued FASB Staff Position No. FAS 157-2, “Effective Date of FASB Statement No. 157” 
(“FSP 157-2’3. FSP 157-2 delays the effective date of SFAS No. 157 for nonfinancial assets and 
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nonfinancial liabilities, until the Is‘ quarter of 2009. This version of this accounting policy does not 
reflect the provisions of SFAS No. 157 since the reissue date of this policy predates the 1’‘ quarter 
2009 effective date of SFAS No. 157 for nonfinancial assets and nonfinancial liabilities.] 

Additionally, SFAS No. 14 I (revised 2007), “Business Combinations” (SFAS No. 141R) was issued 
by the FASB in December 2007. SFAS No. 141R replaces SFAS No. 141, “Business Combinations.“ 
SFAS No. 141R retains the fundamental requirements in SFAS No. 14 I that the acquisition method 
of accounting be used for all business combinations and that an acquirer be identified for each 
business combination. This statement also establishes principles and requirements for how an 
acquirer recognizes and measures in its financial statements the identifiable assets acquired, the 
liabilities assumed, any noncontrolling (minority) interests in an acquiree, and any goodwill acquired 
in a business combination or gain recognized from a bargain purchase. For Duke Energy, SFAS 
No. 141R must be applied prospectively to business combinations for which the acquisition date 
occurs on or after January I ,  2009. SFAS No. 14 1R changes the accounting for income taxes related 
to prior business combinations, such as Duke Energy’s merger with Cinergy. Subsequent to the 
effective date of SFAS No 14 IR, the resolution of fax contingencies relating to Cinergy that existed 
as of the date of the merger will be required to be reflected in the Consolidated Statements of 
Operations instead of being reflected as an adjustment to the purchase price via an adjustment to 
goodwill. 

In June 2001, the Financial Accounting Standards Board (FASB) issued SFAS No. 142, which 
superseded the previous guidance for intangible assets prescribed in APB Opinion No. 17, “Intangible 
Assets”. Duke Energy adopted SFAS No. 142 effective January 1, 2002. SFAS No. 142 requires 
goodwill to be tested for impairment at least annually, and does not allow goodwill to be amortized. 

Supporting Guidance 

This section primarily contains references to, and excerpts from, the most significant or applicable 
GAAP authoritative literature. Matters specific or unique to Duke Energy are primarily discussed in 
the “Accounting Policy” section below. 

Goodwill Definition and Recognition: 

Goodwill is defined in SFAS No. 142 as follows: 

“The excess of the cost of an acquired entity over the net of the amounts assigned to assets 
acquired and liabilities assumed. The amount recognized as goodwill includes acquired intangible 
assets that do not meet the criteria in FASB Statement No. 141, “Business Combinations,” for 
recognition as an asset apart from goodwill.” 

As noted in the definition, goodwill for accounting purposes represents the residual value paid in a 
business combination over the amounts assigned to individual assets acquired and liabilities 
assumed. Accordingly, no amount should be recorded for any goodwill that is generated internally 
from ongoing business operations. 

When to Test Goodwill for Impairment: 

Goodwill shall be tested for impairment at the reporting unit (see Appendix A for guidance on 
determination of a reporting unit) level on at least an annual basis. The impairment test is a two-step 
process. The first step involves comparing the fair value (see Appendix B for definition of fair value 
and guidance on measuring fair value (prior to the adoption of SFAS No. 157, which, as discussed 
above, will be adopted no earlier than the Is‘ quarter of 2009) and the discussion of the valuation 
considerations in ElTF Issue No. 02-1 3 in the “Deferred Income Taxes” section below) of the 
reporting unit to its carrying value, including goodwill. If carrying value exceeds fair value, step two of 
the test is required. Step two involves a hypothetical purchase price allocation, to determine the 
“implied fair value” of goodwill, (Le. the amount of goodwill that would result in a purchase business 
combination as of the date the impairment test is being performed). Step two involves allocating the 
fair value of the reporting unit to all tangible and intangible assets and liabilities, with any remaining 



unallocated fair value representing the implied fair value of goodwill If this implied fair value of 
goodwill is less than book value, then an impairment loss is recognized for the difference 

Paragraphs 19-22 of SFAS No. 142 discuss the use of the two-step method in the recognition and 
measurement of a goodwill impairment loss. 

The date of the annual goodwill impairment test can differ for reporting units, and the annual 
impairment test can be performed at any time during the year provided that it is performed at the 
same time each year. Goodwill shall be tested for impairment between annual tests if an event occurs 
or circumstances change that would more likely than not reduce the fair value of a reporting unit 
below its carrying amount. Examples of such events or circumstances include (paragraph 28, SFAS 
No. 142): 

A significant adverse change in legal factors or in the business climate. 
An adverse action or assessment by a regulator. 
Unanticipated competition. 
A loss of key personnel. 
A more-likely-than-not expectation that a reporting unit or a significant portion of a reporting 
unit will be sold or otherwise disposed of. This trigger could occur at an SEC sub-registrant 
level for intercompany transfers (e.g., a common control transfer of net assets out of one 
SEC sub-registrant to another consolidated subsidiary of Duke Energy Corporation) 
The testing for recoverability under SFAS No. 144, “Accounting for the Impairment or 
Disposal of Long-Lived Assets,” of a significant asset group within a reporting unit. 
Recognition of a goodwill impairment loss in the financial statements of a subsidiary that is a 
component of a reporting unit. 

e 

In addition, goodwill must be tested for impairment after a portion of goodwill has been allocated to a 
portion of a reporting unit to be disposed of. 

Following an acquisition, initial annual goodwill impairment testing should be performed within 12 
months of the acquisition date. SFAS No. 142, paragraph 26 requires impairment testing to be 
performed annually, irrespective of the acquisition date. In other words, the initial impairment test for 
newly recorded goodwill should not be more than 12 months from the acquisition date. For example, 
Duke Energy’s annual goodwill impairment testing is August 31. If an acquisition closes in 
September, the first goodwill impairment test would occur in the following year on August 31, as long 
as impairment indicators did not appear prior to that date 

Per paragraph 27 of SFAS No. 142, a detailed determination of the fair value of a reporting unit may 
be carried forward from one year to the next if all of the following criteria have been met: 

a. “The assets and liabilities that make up the reporting unit have not changed 
significantly since the most recent fair value determination. (A recent significant 
acquisition or a reorganization of an entity’s segment reporting structure is an 
example of an event that might significantly change the composition of a reporting 
unit.) 

b. The most recent fair value determination resulted in an amount that exceeded the 
carrying amount of the reporting unit by a substantial margin. 

c. Based on an analysis of events that have occurred and circumstances that have 
changed since the most recent fair value determination, the likelihood that a current 
fair value determination would he less than the current carrying amount of the 
reporting unit is remote.” 

If goodwill and another asset (or asset group) of a reporting unit are tested for impairment at the 
same time, the other asset (or asset group) shall be tested for impairment before goodwill. For 
example, if a significant asset group is to be tested for impairment under SFAS No. 144 (thus 
potentially requiring a goodwill impairment test), the impairment test for the significant asset group 
would be performed before the goodwill impairment test. If the asset group was impaired, the 
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impairment loss would be recognized prior to goodwill being tested for impairment. (paragraph 29, 
SFAS No. 142) 

Goodwill Impairment Testing by a Subsidiary. 

Paragraph 37 of SFAS No. 142 notes that subsidiary goodwill shall be tested for impairment at the 
subsidiary level using the subsidiary‘s reporting units. If a goodwill impairment loss is recognized at 
the subsidiary level, goodwill of the reporting unit or units (at the higher consolidated level) in which 
the subsidiary’s reporting unit with impaired goodwill resides must be tested for impairment if the 
event that gave rise to the loss at the subsidiary level would more likely than not reduce the fair value 
of the reporting unit (at the higher consolidated level) below its carrying amount. Only if goodwill of 
that higher-level reporting unit is impaired would a goodwill impairment loss be recognized at the 
consolidated level. 

Goodwill Impairment Testing When a Noncontrolling Interest Exists: 

Paragraph 38 of SFAS No. 142 discusses goodwill impairment testing when a noncontrolling interest 
exists (a noncontralling interest is sometimes referred to as a minority interest). Goodwill arising from 
a business combination with a continuing noncontrolling interest shall be tested for impairment using 
an approach consistent with the approach used to measure the noncontrolling interest at the 
acquisition date. For example, if goodwill is initially recognized based only on the controlling interest 
of the parent, the fair value of the reporting unit used in the impairment test should be based on that 
controlling interest and should not reflect the portion of fair value attributable to the noncontrolling 
interest. Similarly, the implied fair value of goodwill that is determined in the second step of the 
impairment test and used to measure the impairment loss should reflect only the parent company’s 
interest in that goodwill. 

Note: In December 2007, the FASB issued SFAS No. 141R, which replaces SFAS No. 141, 
“Business Combinations.’’ SFAS No. 141R retains the fundamental requirements in SFAS No. 141 
that the acquisition method of accounting be used for all business combinations and that an acquirer 
be identified for each business combination. This statement also establishes principles and 
requirements for how an acquirer recognizes and measures in its financial statements the identifiable 
assets acquired, the liab 
any goodwill acquired in a business combination. 

After the adoption of SFAS 141 (R), noncontrolling interests are recognized in an initial consolidation 
by an acquirer and measured at acquisition-date fair value. In contrast, under SFAS No. 141 (Le , 
prior to revision), any minority (noncontrolling) interests were recognized based on the minority 
shareholders’ interests in the predecessor cost basis of the assets acquired and liabilities assumed. 

In a partial acquisition accounted for in accordance with SFAS 141 R, an acquirer recognizes and 
consolidates assets acquired, liabilities assumed, and any noncontrolling interests at 100% of their 
fair values as of that date (regardless of the acquirer’s percentage ownership in the acquiree). As 
goodwill is calculated as a residual, all goodwill of the acquired business, nut just the acquirer’s 
share, is recognized under this “full-goodwill” approach 

Recognized goodwill is allocated between the controlling and noncontrolling interest. Although this 
allocation is not presented separately on the acquirer’s balance sheet, it is necessary so that a 
goodwill impairment charge recognized in a period following the business combination by an acquirer 
is appropriately allocated between controlling and noncontrolling interests. The portion of the 
goodwill initially allocated to the controlling and noncontrolling interests may not be equal to the total 
recognized goodwill multiplied by the respective ownership percentages in the acquiree (e.g., when 
the acquirer pays a premium to acquire the controlling interest in the subsidiary. 

es assumed, any noncontrolling (minority) interests in an acquiree, and 

Disposal of All or a Portion of a Reporting Unit: 

When a reporting unit is to be disposed of in its entirety, goodwill of that reporting unit shall be 
included in the carrying amount of the reporting unit in determining the gain or loss on disposal. When 
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a portion of a reporting unit that constitutes a business is to be disposed of, goodwill associated with 
that business shall be included in the carrying amount of the business in determining the gain or loss 
on disposal (a “business” is defined as “a self-sustaining integrated set of activities and assets 
conducted and managed for the purpose of providing a return to investors, consisting of (a) inputs, (b) 
processes applied to those inputs, and (c) resulting outputs that are used to generate revenues”(from 
paragraph 6, ElTF Issue No. 98-3, “Determining Whether a Nonmonetary Transaction Involves 
Receipt of Productive Assets or of a Business”)). The amount of goodwill to be included in that 
carrying amount shall be based on the relative fair values of the business to be disposed of and the 
portion of the reporting unit that will be retained. For example, if a business is being sold for $100 
and the fair value of the reporting unit excluding the business being sold is $300, 25 percent of the 
goodwill residing in the reporting unit would be included in the carrying amount of the business to be 
sold. 

However, if the business to be disposed of was never integrated into the reporting unit after its 
acquisition and thus the benefits of the acquired goodwill were never realized by the rest of the 
reporting unit, the current carrying amount of that acquired goodwill shall be included in the carrying 
amount of the business to be disposed of. That situation might occur when the acquired business is 
operated as a stand-alone entity or when the business is to be disposed of shortly after it is acquired. 
When only a portion of goodwill is allocated to a business to be disposed of, the goodwill remaining in 
the portion of the reporting unit to be retained shall be tested for impairment in accordance with 
paragraphs 19-22 (using its adjusted carrying amount). (paragraph 39, SFAS No. 142) 

Equity Mefhod Investments: 

Per paragraph 40 of SFAS No. 142, goodwill recognized on an equity method investment (i.e. the 
portion of the difference between the cost of an investment and the amount of underlying equity in net 
assets of an equity method investee) shall not be amortized. However, equity method goodwill shall 
not be reviewed for impairment in accordance with SFAS No. 142. Equity method investments shall 
continue to be reviewed for impairment in accordance with paragraph 19(h) of APB Opinion No. 18, 
“The Equity Method of Accounting for Investments in Common Stock.” (Refer to Duke Energy’s 
accounting policy titled “Asset Impairments Reviews for Long-lived Assets (excluding Goodwill) and 
Equity Method Investments, Assets Held for Sale and Discontinued Operations (SFAS No. 144 and 
APB No. 18)”) 

Assigning Goodwill fo Reporting Units: 

Paragraphs 34 and 35 of SFAS No. 142 address assigning goodwill to reporting units. 

“34. For the purpose of testing goodwill for impairment, all goodwill acquired in a 
business combination shall be assigned to one or more reporting units as of the 
acquisition date. Goodwill shall be assigned to reporting units of the acquiring 
entity that are expected to benefit from the synergies of the combination even 
though other assets or liabilities of the acquired entity may not be assigned to 
that reporting unit. The total amount of acquired goodwill may be divided among 
a number of reporting units. The methodology used to determine the amount of 
goodwill to assign to a reporting unit shall be reasonable and supportable and 
shall be applied in a consistent manner. In addition, that methodology shall be 
consistent with the objectives of the process of assigning goodwill to reporting 
units described in paragraph 35. 

35. In concept, the amount of goodwill assigned to a reporting unit would be 
determined in a manner similar to how the amount of goodwill recognized in a 
business combination is determined. An entity would determine the fair value of 
the acquired business (or portion thereof) to be included in a reporting unit---in 
essence a “purchase price“ for that business. The entity would then allocate that 
purchase price to the individual assets acquired and liabilities assumed related to 
that acquired business (or portion thereof). Any excess purchase price is the 
amount of goodwill assigned to that reporting unit. However, if goodwill is to be 
assigned to a reporting unit that has not been assigned any of the assets 
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o If a recognized impairment loss is an estimate that has not yet been finalized, that 
fact and the reasons therefore and, in subsequent periods, the nature and amount of 
any significant adjustments made to the initial estimate of the impairment loss. 

Unless related to a component of an entity that is being presented as a discontinued operation, a 
goodwill impairment loss shall be included in income from continuing operations before income taxes, 
and also reflected in operating income if such a subtotal is presented in the Statement of Operations. 

SEC Form 8-K Reporting Requirements: 

In August 2004, the SEC expanded the number of events that are reportable on Form 8-K to include 
“material impairments.” See the separate Duke Energy policy statement entitled “Form 8-K 
Requirements and Filing Procedure” for further discussion of this matter. 

Accountins Policy 

Duke Energy evaluates goodwill for potential impairment under the guidance of SFAS No. 142, 
Goodwill and Other Intangible Assets” (SFAS No. 142). Under this provision, goodwill is subject to an 
annual test for impairment. Duke Energy has designated August 31 as the date it performs the 
annual review for impairment for its reporting units. Under the provisions of SFAS No. 142, Duke 
Energy performs the annual review for goodwill impairment at the reporting unit level, which Duke 
Energy has determined to be an operating segment or one level below. (See Appendix A for 
guidance on determining reporting units.) Impairment is the condition that exists when the carrying 
amount of goodwill exceeds its implied fair value. Goodwill of a reporting unit shall be tested for 
impairment at an interim date if the events or circumstances, described in paragraph 28 of SFAS No. 
142 (described above) exist. If none of these above certain circumstances or events have occurred, 
and the three requirements in paragraph 27 of SFAS No. 142 are met, no new impairment 
assessment need be performed. The business unit shall document that there were no triggering 
events during the current year and that the requirements of paragraph 27 of SFAS No. 142 were met. 
This documentation shall be provided in accordance with the established annual testing timetable for 
the respective reporting unit. 

Recognition and Measurement of an Impairment Loss: 

Impairment testing of goodwill consists of a two-step process. The first step involves a comparison of 
the determined fair value of a reporting unit with its carrying amount. If the carrying amount of the 
reporting unit exceeds its fair value, the second step of the process involves a comparison of the fair 
value and carrying value of the goodwill of that reporting unit. If the carrying value of the goodwill of a 
reporting unit exceeds the implied fair value of that goodwill, an impairment loss is recognized in an 
amount equal to the excess. Additional impairment tests are performed between the annual reviews if 
events or changes in circumstances make it more likely than not that the fair value of a reporting unit 
is below its carrying amount 

See Appendix B for guidance on measuring fair value and the discussion of the valuation 
considerations in ElTF Issue No 02-13 in the “Deferred Income Taxes” section above. Duke Energy 
primarily uses a discounted cash flow analysis to determine fair value of a reporting unit. Key 
assumptions in the determination of fair value include the use of an appropriate discount rate, 
estimated future cash flows and estimated run rates of operation, maintenance, and general and 
administrative costs. In estimating cash flows, Duke Energy incorporates expected growth rates, 
regulatory stability and ability to renew contracts or business franchises as well as other factors into 
its revenue and expense forecasts. 

When a reporting unit is to be disposed of in its entirety, goodwill of that reporting unit shall be 
included in the carrying amount of the reporting unit in determining the gain or loss on disposal. When 
a portion of a reporting unit is to be disposed of, a determination shall be made on whether that 
portion of the reporting unit constitutes a business. If it does constitute a business, the goodwill 
associated with that business (based on the relative fair values of the business to be disposed of and 
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the portion of the reporting unit that will be retained) shall be included in the carrying amount of the 
business in determining the gain or loss on disposal. If however the business to be disposed of was 
never integrated into the reporting unit after its acquisition and thus the benefits of the acquired 
goodwill were never realized by the rest of the reporting unit, the current carrying amount of that 
acquired goodwill shall be included in the carrying amount of the business to be disposed of. 

Equity method goodwill shall not be reviewed for impairment in accordance with SFAS No. 142. 
Equity method investments shall be reviewed for impairment in accordance with paragraph 19(h) of 
APB Opinion 18, which states that a loss in value of an investment which is other than a temporary 
decline should be recognized. (Refer to Duke Energy’s accounting policy titled “Asset Impairments 
Reviews for Long-lived Assets (excluding Goodwill) and Equity Method Investments, Assets Held for 
Sale and Discontinued Operations (SFAS No. 144 and APB No. 18)”) 

Allocation of Corporate Goodwill to Reporting Units: 

Goodwill shall be assigned to reporting units of the acquiring entity that are expected to benefit from 
the synergies of the combination even though other assets or liabilities of the acquired entity may not 
be assigned to that reporting unit. The total amount of acquired goodwill may be divided among a 
number of reporting units. The methodology used to determine the amount of goodwill to assign to a 
reporting unit shall be reasonable and supportable and shall be applied in a consistent manner. In 
addition, that methodology shall he consistent with the objectives of the process of assigning goodwill 
to reporting units as determined in a purchase price allocation (purchase business combination). 

Reportinq Requirements - At each quarterly and annual reporting period. 
The aggregate amount of goodwill shall be presented as a separate line item in the balance 
sheet. 
The aggregate amount of goodwill impairment losses shall be presented as a separate line 
item in the income statement as part of income from continuing operafions. A goodwill 
impairment loss associated with a discontinued operation shall be included (on a net-of-tax 
basis) within the results of discontinued operations. 
See above for disclosure requirements for the carrying amount of goodwill and for any 
goodwill impairment loss recognized 

Key Terms 

Fair value - see discussion in Appendix B for details around fair value 

Reporting unit - see discussion in Appendix A for details around reporting unit 

Related Links: 

Asset Impairments Reviews for Lonq-lived Assets (excludinq Goodwill) and Equity Method 
Investments. Assets Held for Sale and Discontinued Operations (SFAS No. 144 and APB No. 18) 

Form 8-K Requirements and Filinq Procedure 

Roles and Responsibilities for the Consultation on and Documentation of Sianificant Accountinq or 
Reporting Matters 

Appendix A 

Appendix B 
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Settlement of Wholly Owned Affiliate Transactions 
Settlement of Non Wholly Owned Affiliate Transactions 
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B. Business lJnit Controllers 
C. Enterprise Intercompany Process Owner 
D. 
E. Seller/Sender and Purchaser/Receiver 

V. Roles and Responsibilities 

Business Unit Intercompany Process Owners 

VI. Appendices 

I. Policy Intent/Philosophy 

The Accounting for Intercompany Transactions Policy ("the Policy") was established to define the 

accounting standards for ensuring the timely, accurate and consistent reconciliation, recording and 

elimination of intercompany transactions in accordance with U.S. Generally Accepted Accounting 

Principles ("USGAAP"), including defining: 

roles and responsibilities 
process for dispute resolution 
process for non-routine transactions 



For the purpose of this Policy, intercompany transactions are defined as both intra-business unit 

transactions (transactions within a consolidated business unit) and inter-business unit transactions 

(transactions between consolidated business units). 

Intercompany transactions for the purposes of this Policy include, but are not limited to, the 

recording of actuals, estimates, accruals, expensdrevenue reimbursements, loans, and allocations. 

This Policy is applicable to all business units of Duke Energy Corporation and its consolidated 

subsidiaries ("Duke Energy" or "the Company"). 

This Policy is not applicable for investments in unconsolidated domestic and international affiliates 

that  are not controlled by Duke Energy, which are accounted for using the equity method. 

11. Policy Expectations 

All Business Unit Accounting personnel of Duke Energy involved with the recording of intercompany 

transactions shall: 

* 

* 

Ensure campliance with the Policy including all appendices and all related policies, 
standards or procedures referenced in the Policy; 
Make every effort to minimize the possibility of  disputes arising from transactions between 
affiliates by properly documenting all intercompany transactions per the Code of Business 
Ethics - Accuracy of Books & Records and Reporting Information and Contract Authorization 
("COBE"). 

111. Policy Definitions 

Corporate Controller or his/her designee "Corp Controller" - defined as the person who is in 

the role of Controller for Duke Energy Corporation or his/her designee. 

"BU Controller" or his/her designee - defined as the person(s) who is a Direct Report to the 

Corporate Controller and is responsible for the accounting of each of the reportable segments of  

Duke Energy Corporation. 

Enterprise Intercompany Process Owner "Enterprise IPO" - defined as the person who is in 

the role of Intercompany Process Owner for all of Duke Energy Corporation and its consolidated 

subsidiaries. 

Business Unit Intercompany Process Owner "BU IPO" - defined as the person who is in the 

role of Intercompany Process Owner for each of the reportable segments of Duke Energy 

Corporation I 

Seller/Sender Corporate or Business Unit "Seller/Sender" - defined as the corporate or 

business unit who is selling the product/service or sending the charge. For intercompany cash 

sweeps or other cash-related transactions between Duke Energy Carp and any other business unit, 



the Corporate Accounting Department will be responsible for all journal entries and all Seller/Sender 

activities no matter whether Duke Energy Carp is sending or receiving cash. 

Purchaser/Receiver Corporate or Business Unit "Purchaser/Receiver" - defined as the 

corporate or business unit who is purchasing the product/service or receiving the charge. 

Monthly and Quarterly Close Calendar "the Calendar" - defined as the monthly and quarterly 

schedule of all close related due dates and deadlines distributed by the Corporate Controller's Office 

of Duke Energy Corporation. 

IV .  Policy Requirements 

A. Timing 
I n  accordance with the dates established by the Corporate Controller and distributed in the 
Calendar, 

o 
o 
o 

All intercompany transactions shall be recorded 
All intercompany account balances shall be reconciled and eliminated 
All intercompany discrepancies shall be resolved 

Any intercompany transaction that is not  completed in accordance with the dates 

distributed in the Calendar shall be reported to the Enterprise IPO. 

B. Dispute Resolution 

Every effort shall be made to resolve disputed items directly between the Seller/Sender and 

the Purchaser/Receiver prior to the deadline for recording intercompany transactions 

distributed in the Calendar. In the event that "actual" transaction amounts cannot be 

mutually agreed upon (i.e., disputes over quantity and/or pricing), prior to this deadline, 

the Seller's/Sender's supporting documentation shall be used t o  record the transaction by 

both parties in the financial system in order to meet this deadline. 

Disputed transactions between affiliates not resolved during the current accounting period 

shall not be recorded to a deferred account or any other account on the balance sheet or 

income statement, nor shall the balance be offset against 3rd party balances. These 

disputed balances (i.e., the difference between the amount recorded to the general ledger 

by the Seller/Sender and the amount the Purchaser/Receiver believes to be the correct 

amount billed/received), shall be properly documented in the Intercompany Schedule of 

Disputed I tems and shall be resolved before workday 1 of the following accounting period. 

(Refer to attached Appendix A- the Intercompany Dispute Resolution Procedure for more 

details). 

Sound business judgment shall be used when resolving disputes. For example, where a 

third-party statement is the source and is available, it shall be used as the defining 

document for resolution. I f  a third-party statement is not available, the parties shall refer to 

contractual documentation or tariffs as a means for resolution. I n  cases where one party 

did not record one side of the transaction, the other party shall provide the supporting 

documentation for issue resolution. 
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Intercompany transactions in dispute shall nat preclude cash settlement, where required, in  

accordance with related contractual documentation or tariffs. To reduce t ime spent 

processing and reconciling intercompany transactions, the relative value and materiality of 

the disputed transaction should be considered. 

C. Methods for Recording Intercompany Transactions 

When recording intercompany transactions to the general ledger, designated intercompany 

accounts and one of the following methods shall be used. Also any subsequent reclass 

entries (for analysis and/or regulatory requirements) shall be recorded using contra 

accounts. (Refer to attached Appendix B for flowcharts of  each method and Appendix C 
regarding general ledger accounts). Any exceptions to use of the designated intercompany 

or contra accounts must be approved by the Enterprise IPO prior to recording any entries to 

the general ledger. 

Auto-generating 
All intercompany transactions required for recording loans, cash sweeps, or that 
generate the booking of revenue and generation of a receivable where both 
affiliates are on the enterprise PeopleSoft ledger may be recorded using the Auto- 
generating Method. The Auto-generating Method only handles US Dollar 
denominated transactions; any non US Dollar denominated transactions shall be 
exempt from using this method. This method automatically generates the 
Purchaser/Receiver transaction based on the Seller/Sender transaction and is 
available to all business units within the enterprise PeopleSoft general ledger. 

Manual Balancing 
Although manual balancing is not the preferred method for recording inter-business 
unit transactions, manual balancing can be used when deemed necessary. 
Examples include: intercompany transactions that are required for recording 
investment/equity, intercompany derivatives, non-US. dollar denominated 
transactions or, in the case where the transaction is with an affiliate who is not on 
the enterprise-wide PeopleSoft sourced general ledger. 

Prior to recording inter-business unit transactions using the manual balancing 
method, both the Seller/Sender and Purchaser/Receiver must submit a request for 
approval to the Enterprise IPO. The request shall include the reason for using this 
method and documentation of the mitigating controls in place to  ensure compliance 
with the Policy. (Refer to attached Appendix D for Manual Balancing Approval 
Request Form). 

Automated Crossbill 
Al l  intercompany transactions that are required for recording allocations or 
expense/revenue transfers between corporate/business units shall be recorded 
using the Automated Crossbill Method. Allocations or expense/revenue transactions 
recorded using this method may be recorded to 3rd party accounts rather than 
designated intercompany accounts as long as individuals responsible for the 
transaction ensure the propriety of the effect to the consolidated financial 
statement line items. The PeopleSoft system automatically generates the related 
receivable or payable to intercompany accounts. 

D. Settlements 

All intercompany transactions between affiliates that do not cross country borders, except 

federal and state taxes payable, shall be settled a t  least once per quarter (in advance of 
quarter close), unless otherwise provided in accordance with related contractual 
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documentation or tariffs. The settlement shall occur either through cash settlement, 

reclassification to intercompany advances, intercompany notes receivable or payable or 

reclassification to equity. 

All intercompany transactions between affiliates that  do cross country borders, must be in 

cash and shall occur a t  least once per month, unless otherwise provided in accordance with 

related contractual documentation or tariffs. 

I n  order to reduce costs associated with transferring cash, intercompany accounts 

receivable and accounts payable balances shall be netted prior to settling with cash, unless 

otherwise restricted in related contractual documentation or tariffs or unless previously 

agreed by both affiliates to settle in gross to facilitate account reconciliation. 

0 Settlement of Wholly Owned Affiliate Transactions 
Transactions between affiliates that are wholly owned by Duke Energy, and do 
not cross country borders, are generally not settled in cash unless there is a 
specific business reason, or contractual obligation to do so. All wholly owned 
intercompany balances not settled in cash shall be reclassified to the intercompany 
advance account by the Enterprise IPO, or h idhe r  designee (i.e., prior month 
balances are reclassified during the current month), except: for federal and state 
taxes payable which shall be reclassified to the intercompany advance account 
annually. At least once per quarter, the Enterprise IPO will be responsible for 
reviewing the intercompany advance account of any SEC registrant of Duke Energy 
to determine whether any of the balances should be converted to a note or equity. 
The Enterprise IPO shall consult with the BU Controller, Corporate Treasurer's 
Department, and the Tax Department to  evaluate the impacts, if any (i.e., 
debt/equity ratio, tax, etc.) and will coordinate with the appropriate subject matter 
experts prior to reclassifying any of the balances. Refer to the Intercomoany 

additional information. 
Settlement of Non Wholly Owned Affiliate Transactions 
Where the intercompany transaction is with an affiliate that is not wholly owned by 
Duke Energy, unless otherwise provided in related contractual documentation or 
tariff, the transaction shall be settled in cash on a monthly basis. The Enterprise 
IPO and the BU IPO's will be responsible for monitoring these transactions to 
determine that settlement has occurred timely and in accordance with related 
contractual documentation or tariffs and/or the Calendar as appropriate. 

and Business Unit Caoitalization Protocol documentation for 

E. Accounting for Non-Routine Transactions 

From time to time the Company may be involved in accounting for major transactions, new 

accounting guidelines/pronouncements/issues, and significant, non-recurring transactions 

(e.g. sale of a business). When these situations arise, the BU Controller will be responsible 

for ensuring the accounting for intercompany transactions is considered and that any 

identified affiliate transactions are accurately recorded and eliminated during the 

consolidations processing. Refer to t h e u s  and Remonsibilities for the Consultation on 

and Documentation of Sianificant Accountina or Reoortina Matters for additional 

information. 

F. Consolidations/Eliminations 

All intercompany transactions shall be eliminated within the consolidated financial 



statements of Duke Energy in accordance with USGAAP. I n  order to ensure accurate and 

timely elimination of all designated intercompany account balances and elimination of 

intercompany profit, the Intercompany Process Owners will be responsible for reviewing the 

Intercompany Out of Balance Report and other reports as deemed necessary to ensure the 

propriety of intercompany balances and the effect of the eliminations on consolidated 
financial statement line items, and submitting reports to the Corporate and BU Controllers 

for final review and sign off. (Refer to attached Appendix E for the Eliminations Procedures 

for more details). 

G. Account Reconciliations 

Account analysis and reconciliations of intercompany accounts shall be performed in 

accordance with the Account Analysis and Reconciliation Policy. During the reconciliation 

pracess, account owners should coordinate with affiliate account owners to  ensure accurate 

account balances. 

V. Roles and Responsibilities 

A. Corporate Controller 

Ensure by policy, procedure, review and sign off that all business units are recording 
intercompany transactions on a timely, accurate and consistent basis; 
Designate an individual who will serve as Enterprise Intercompany Process Owner; 
Establish and enforce a cutoff date for each accounting period for recording, reconciling 
and eliminating intercompany transactions and resolving any out  of balances which will 
be distributed in the Calendar; 
Address disputed intercompany transactions between business units that  remain 
unresolved after close of workday 1 of the following accounting period and is ultimately 
responsible for ensuring resolution; 
Perform final review and sign off of monthly Intercompany Schedule of Disputed 
Balances, Intercompany Out of  Balance Report and other reports as deemed necessary 
to ensure the propriety of intercompany balances and the effect of the eliminations on 
consolidated financial statement line items; 
Perform general administration of the Policy, including periodic review and update for 
changes in accounting standards, business conditions and other factors; 
When accounting for non-routine transactions, ensure the accounting for intercompany 
transactions is considered and that any identified affiliate transactions are accurately 
recorded and eliminated during the consolidations processing. 

B. Business Unit Controllers 

Ensure assigned business units are recording intercompany transactions on a timely, 
accurate and consistent basis and are in compliance with the Policy and all related 
policies and procedures; 
Designate an individual who will serve as Intercompany Process Owner for assigned 
business units; 
Understand the legal entity structure for assigned business units and ensure accounting 
entries are consistent with the legal hierarchy. Refer to the Creation, Dissolution, or 
Restructurine of Leeal Entities & Subsidiaries Policv; 
Ensure disputed intercompany transactions between business units and/or corporate 
are resolved. I f  necessary work with the affiliate BU Controller to reach a resolution and 
record proper transactions by the deadline distributed in the Calendar; 



* Perform final review and sign off of monthly Intercompany Schedule of  Disputed 
Balances, Intercompany Out of Balance Report and other reports as deemed necessary 
to ensure the propriety of intercompany balances and the effect of the eliminations on 
consolidated financial statement line items for assigned business units; 
When accounting for non-routine transactions, ensure the accounting for intercampany 
transactions is considered and that any identified affiliate transactions are accurately 
recorded and eliminated during the consolidations processing. 

C. Enterprise Intercompany Process Owner 

Ensure each of the BU IPO's are in compliance with the Policy; 
Ensure all disputed balances between affiliates are resolved by maintaining the 
Intercompany Schedule of Disputed Items and administering the Dispute Resolution 
Procedure (Refer to attached Appendix A for the Dispute Resolution Procedure); 
Ensure all intercompany balances are accurately and timely eliminated during the 
consolidations processing by monitoring the Intercompany Out of Balance Report, 
reviewing other reports as deemed necessary to ensure the propriety of intercompany 
balances and the effect of the eliminations on consolidated financial statement line 
items and administering the Eliminations Procedures (Refer to attached Appendix E for 
the Eliminations Procedures); 
Ensure the BU IPO's facilitate the accurate and timely settlement of all Duke Energy 
affiliate transactions in accordance with related contractual documentation or tariffs, 
either through cash settlement, reclassification to intercompany advances, 
intercompany notes receivable or payable or reclassification to equity; 
Provide training of the Policy to all business unit personnel involved in the recording of 
intercompany transactions. 

* 

D. Business Unit Intercompany Process Owners 

Ensure assigned business units are in compliance with the Policy; 
Maintain the Intercompany Schedule of Disputed Items for  assigned corporate/business 
unit and ensure that all disputed items are resolved per the Policy; 
Ensure all intercompany balances are accurately and timely eliminated during the 
consolidations processing by monitoring the Intercompany Out of Balance Report, 
reviewing other reports as deemed necessary to ensure the propriety of, intercompany 
balances and the effect of the eliminations on consolidated financial statement line 
items and administering the Eliminations Procedures for assigned business/corporate 
units (Refer to attached Appendix E for the Eliminations Procedures); 
Ensure the accurate and timely settlement of all assigned Duke Energy affiliate 
transactions in accordance with related contractual documentation or tariffs, either 
through cash settlement, reclassification to intercompany advances, intercompany 
notes receivable or payable or reclassification to equity. 
Notify the BU IPO of the Seller/Sender business unit and the Enterprise IPO when the 
Purchaser/Receiver business unit is capitalizing any intercompany transactions 

E. Seller/Sender and Purchaser/Receiver 

Seller/Sender is responsible for contacting the Purchaser/Receiver by phone, email or 
any other reasonable method prior to recording intercompany transactions to verify the 
accuracy and mutual agreement of all charges, volumes, values, and the account 
chartfields and shall make every effort to resolve any discrepancies prior to recording 
intercompany transactions to the general ledger. Exceptions by the Seller/Sender in 
contacting the Purchaser/Receiver prior to recording intercompany transactions may be 
granted for routine transactions (e.g. allocations) and must be approved in advance by 
the Enterprise IPO; 
Seller/Sender shall record all intercompany transactions by the deadline as distributed 
in the Calendar; 
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* Seller/Sender is responsible for properly documenting all transactions prior to recording 
journal entries in accordance with The Journal Entrv Creation and Aooroval 
Reouirements for Non-Svstem Generated Journals Policy, which encompasses the 
Create/ Review guidelines; 
o For intercompany cash sweeps or other cash-related transactions between Duke 

Energy Corp and any other business unit, the Corporate Accounting Department 
will be responsible for  all journal entries and all Seller/Sender activities no matter 
whether Duke Energy is sending or receiving cash; 
Purchaser/Receiver is responsible for reviewing and verifying all charges received 
and notifying the Seller/Sender of any charges that were not recorded as 
previously agreed; 
Purchaser/Receiver is responsible for updating the Intercompany Schedule of 
Disputed Items and working with the Seller/Sender to ensure all disputed items are 
resolved by close of  workday 1 of the following accounting period. 

o 

o 

VI. Appendices: 

* 

* 

Aaoendix A - Intercomoanv Dispute Resolution Procedure 
Apoendix 6 - Methods for Recordinq Intercompany Transactions 
Aooendix C - Intercomoanv Accounts and Definitions 
Aooendix D - Manual 6alancincl Aooroval Reauest Form 
AoDendix E - Eliminations and Out of Balance Materialitv Procedures 
Aopendix F - Investment and EQUitV Transactions Procedures 

Related Links: 

Intercornoanv Fundins Policy 

Roles and Resoonsibilities for Consultation on and Documentation of Sianificant Accountinq 
Business Unit Caoitalization Protocol 

Policies 
Account Analysis and Reconciliation Policy 
Creation, Dissolution, or Restructurinq of  Legal Entities & Subsidiaries Policv 
Journal Entrv Creation and ARDrOVal Reauirernents for Non-Svstem Generated Journals 

Reclassification of  Realized Income Statement Activitv in Consolidation - Net vs. Gross 
policv 

pollcv 
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Duke Energy Accounting Policy Statement 

Accounting for Loss Contingencies 

Applicability: Enterprise 

Originator: Corporate Controller 

Approval: Corporate Controller 

Approval Date: December 17,2007 

Effective Date: December 17,2007 

Reissue Date: December 31,2008 

Statement of Purpose and Philosophy 

The purpose of this policy is to provide guidelines related to the accounting and disclosure of loss 
contingencies. Duke Energy is committed to preparing and providing financial information with the 
utmost integrity. To facilitate this corporate value, the Corporate Controller’s Department will approve 
policies to ensure the accuracy of books and records (as detailed in the Code of Business Ethics). 

Policy Expectations and Scope 

All businesslcorporate units should understand the requirements for accounting and disclosing loss 
contingencies under U.S. generally accepted accounting principles (“GAAP”) and SEC requirements 
and ensure that these requirements are applied appropriately per this policy. This policy contains a 
high-level summary of the key requirements of U. S. GAAP as it applies to Duke Energy, including 
any significant interpretations or policy elections made by Duke Energy, but is not intended ta be a 
substitute for the detail requirements of authoritative GAAP literature for specific issues or matters 
that may arise. This policy does not address the accounting for income tax contingencies. 

This policy does not address the accounting for gain contingencies or insurance recoveries. 
However, it should be noted that contingent gains generally are not recorded until all uncertainty as to 
the possible gain is resolved. Contact the Corporate Controller Department if you have any questions 
regarding contingent gains. 

The question of whether it is appropriate to write down the carrying amount of operating assets also is 
not addressed by this accounting policy. Refer to the accounting policy entitled “Asset Impairments 
Reviews for Long-lived Assets (excluding Goodwill) and Equity Method Investments, Assets Held for 
Sale and Discontinued Operations (SFAS No. 144 and APB No. 18)” for accounting guidance related 
to loss contingencies associated with asset impairments. 

This policy is applicable to all business/corporate units of Duke Energy Corporation and its 
consolidated subsidiaries (“Duke Energy” or “the Company”). This policy should help ensure 
consistent application of the accounting for and disclosure of loss contingencies across the 
consolidated Duke Energy group. 

Materialitv 

1 



FASB Statements note that, "The provisions of this Statement need not he applied to immaterial 
items." Accordingly, materiality should be considered when applying this policy. However, materiality 
must be assessed at the consolidated Duke Energy Corporation level (as well as being assessed at 
the SEC sub-registrant level), and involves consideration of both quantitative as well as qualitative 
factors. Any questions regarding materiality should be directed to the Corporate Controller 
Department 

Accountability: Roles and Responsibilities 

Corporate Controller's DeDartment - 
Maintain an accounting policy for loss contingencies available on the Duke Energy Portal to help 
ensure that businesskorporate units are aware of the criteria for accounting for and disclosure of 
loss contingencies. 
Accumulate the information necessary to fulfill the Company's periodic reporting obligations (e.g., 
SEC Forms IO-K and IO-Q). 
Ensure that all necessary disclosures are made in the Company's consolidated financial 
statements with respect to the policies for accounting for loss contingencies, including any 
necessary discussion in critical accounting policies. 
As requested, or as the accounting literature changes, provide guidance/assistance to 
businesskorporate units on accounting for loss Contingencies. 
Provide guidance on the consideration of materiality as may be requested by the 
business/corporate units. 

Business/Coroorate Unit - 
e Communicate, on at least a quarterly basis, with operational management, legal counsel, human 

resources and others to identify and update the status of contingencies. 
Ensure that contingencies are identified and tracked to support proper accounting treatment and 
accurate reporting to the Corporate Controller Department. Loss contingencies should be 
classified in terms of the likelihood of occurrence of the future events that will confirm the loss as 
probable, reasonably possible, or remote (as defined below). 
Ensure that the accounting for loss contingencies is in accordance with this policy. 
Ensure that discussion in the Company's consolidated financial statements and SEC filings 
appropriately address the significant loss contingencies disclosed. 

StandardslReuuirements 

This section contains discussion of the following topics: 
Background 
Supporting Guidance 
Accounting Policy: 

o General Principles 
o 
o Regulatory Considerations 
o Disclosure Requirements 

Other considerations common to Duke Energy 

- Backqround 

For accounting purposes, a loss contingency is defined as an existing condition, situation, or set of 
circumstances involving uncertainty as to loss (the term loss is used for convenience to include many 
charges against income that are commonly referred to as expenses and others that are commonly 
referred to as losses) that will ultimately be resolved when one or more future events occur or fail to 
occur. Resolution of the uncertainty may confirm the loss or the incurrence of a liability. 

If there is nothing uncertain about the fact that a loss has occurred or a liability has been incurred, 
there is no loss contingency, and the loss should therefore be recorded. 

Examples of loss contingencies that are the subject of this accounting policy include: 

2 



Obligations related to product warranties and product defects 

Actual or possible claims and assessments, including 3rd party damages arising from 
contractual disputes and environmental remediation claims 

Pending or threatened litigation 

The primary purposes of this accounting policy is to address the application of the provisions of SFAS 
No. 5, “Accounting for Loss Contingencies’’ (“SFAS No. 5”). In addition to contingencies accounted 
for under SFAS No. 5, the accounting for certain contingencies is governed by other accounting 
pronouncements, including the following: 

Guarantees -At inception of a guarantee (including indemnification), the Company is required to 
recognize in its balance sheet a liability equal to the fair value for that guarantee irrespective of 
the likelihood of loss. FIN 45, “Guarantor’s Accounting and Disclosure Requirements for 
Guarantees, Including Indirect Guarantees of Indebtedness of Others an interpretation of FASB 
Statements No. 5, 57, and 107 and rescission of FASB interpretation No. 34” addresses the 
accounting for guarantees. 

Asset Retirement Obliqations V‘ARO’? - SFAS No. 143, “Accounting for Asset Retirement 
Obligations” (“SFAS 143”) and FIN 47, “Accounting for Conditional Asset Retirement Obligations, 
an interpretation of FAS 143” (“FIN 47”) require an entity to recognize a liability for the fair value 
of a conditional asset retirement obligation if the fair value of the liability can be reasonably 
estimated, The term conditional asset retirement obligation as used in SFAS 143 and FIN 47 
refers to a legal obligation to perform an asset retirement activity in which the timing and (or) 
method of settlement are conditional on a future event that may or may not be within the control 
of the entity. The obligation to perform the asset retirement activity is unconditional even though 
uncertainty exists about the timing and (or) method of settlement. Thus, the timing and (or) 
method of settlement may be conditional on a future event. 

The fair value of a liability for the conditional asset retirement obligation should be recognized 
when incurred-generally upon acquisition, construction, or development and (or) through the 
normal operation of the asset. Uncertainty about the timing and (or) method of settlement of a 
conditional asset retirement obligation should be factored into the measurement of the liability 
when sufficient information exists. SFAS 143 acknowledges that in some cases, sufficient 
information may not be available to reasonably estimate the fair value of an asset retirement 
obligation. 

Refer to the accounting policy entitled “Accounting for Regulated Entities (SFAS No. 71)” and 
related support documents for additional information regarding the accounting for asset 
retirement obligations. 

In addition, separate policies exist for income tax Contingencies - see the policies entitled 
“Accountina for Income Taxes” and “Tax Reserves Policv.” 

Supgortinq Guidance 

This section primarily contains references to, and excerpts from, the most significant or applicable 
GAAP authoritative literature. Matters specific or unique to Duke Energy are primarily discussed in 
the “Accounting Policy” section below. 

The below excerpts from SFAS No. 5 and FASB Interpretation No. 14, “Reasonable Estimation of the 
Amount of a Loss - An Interpretation of FASB Statement No. 5” (“FIN 14”) provide the relevant 
accounting literature for the accounting for loss Contingencies. 

SFAS No. 5 contains the following provisions: 

For the purpose of this Statement, a contingency is defined as an existing condition, situation, or set of circumstances 
involving uncertainty as to possible gain (hereinafter a “gain contingency“) or loss (hereinafter a “loss contingency”) to an 
enterprise that will ultimately be resolved when one or more future events occur or fail to occur Resolution of the 

3 
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uncertainty may confirm the acquisition of an asset or the reduction of a liability or the loss or impairment of an asset or 
the incurrence of a liability. 

An estimated loss from a loss contingency (as defined in paragraph 1) shall be accrued by a charge to income if 
BOTH of the following conditions are met: [paragraph 81 

a. Information available prior to issuance of the financial statements indicates that it is probable that an asset 
had been impaired or a liability had been incurred at the date of the financial statements. It is implicit in this 
condition that it must be probable that one or more future events will occur confirming the fact of the loss. 

b The amount of loss can be reasonably estimated 

Disclosure of Loss Contingencies 

9. 
the amount accrued, may be necessary for the financial statements not to be misleading. 

I O .  If no accrual is made for a loss contingency because one or both of the conditions in paragraph 8 are not met, or if 
an exposure to loss exists in excess of the amount accrued pursuant to the provisions of paragraph 8, disclosure of the 
contingency shall be made when there is at least a reasonable possibility that a loss or an additional loss may have been 
incurred The disclosure shall indicate the nature of the contingency and shall give an estimate of the possible loss or 
range of loss or state that such an estimate cannot be made. Disclosure is not required of a loss contingency involving an 
unasserted claim or assessment when there has been no manifestation by a potential claimant of an awareness of a 
possible claim or assessment unless it is considered probable that a claim will be asserted and there is a reasonable 
possibility that the outcome will be unfavorable. 

11. Afler the date of an enterprise’s financial statements but before those financial statements are issued, information 
may become available indicating that an asset was impaired or a liability was incurred afler the date of the financial 
statements or that there is at least a reasonable possibility that an asset was impaired or a liability was incurred afler that 
date. The information may relate to a loss contingency that existed at the date of the financial statements, e.g., an asset 
that was not insured at the date of the financial statements. On the other hand, the information may relate to a loss 
contingency that did not exist at the date of the financial statements, e.g., threat of expropriation of assets afler the date of 
the financial statements or the filing for bankruptcy by an enterprise whose debt was guaranteed afler the date of the 
financial statements. In none of the cases cited in this paragraph was an asset impaired or a liability incurred at the date 
of the financial statements, and the condition for accrual in paragraph 8(a) is, therefore, not met Disclosure of those kinds 
of losses or lass contingencies may be necessary, however, to keep the financial statements from being misleading If 
disclosure is deemed necessary, the financial statements shall indicate the nature of the loss or loss contingency and give 
an estimate of the amount or range of loss or possible loss or state that such an estimate cannot be made. Occasionally. 
in the case of a loss arising afler the date of the financial statements where the amount of asset impairment or liability 
incurrence can be reasonably estimated, disclosure may best be made by supplementing the historical financial 
statements with pro forma financial data giving effect to the lass as if it had occurred at the date of the financial 
statements. It may be desirable to present pro forma statements, usually a balance sheet only, in columnar form on the 
face of the historical financial statements 

Disclosure of the nature of an accrual made pursuant to the provisions of paragraph 8, and in some circumstances 

FIN 14 has the following interpretation of the provisions of paragraph 8 of SFAS No. 5: 

When condition (a) in paragraph 8 [of SFAS No. 51 is met with respect to a particular loss contingency and the reasonable 
estimate of the loss is a range, condition (b) in paragraph 8 is met and an amount shall be accrued for the loss. When 
some amount within the range appears at the time to be a better estimate than any other amount within the range, that 
amount shall be accrued. When no amount within the range is a better estimate than any other amount, however, the 
minimum amount in the range shall be accr~ed.~ In addition, paragraph 9 of the Statement may require disclosure of the 
nature and, in some circumstances, the amount accrued, and paragraph 10 requires disclosure of the nature of the 
contingency and the additional exposure to loss if there is at least a reasonable possibility of loss in excess of the amount 
accrued. 

Even though the minimum amount in the range is not necessarily the amount of loss that will be ultimately determined, 
it is not likely that the ultimate loss will be less than the minimum amount. 

SEC Staff Accounting Bulletin No. 92, “Accounting and Disclosures Relating to Loss Contingencies” 
(“SAB 92”) provides the following accounting and disclosure guidance: 

F. 

Facts. 
liability. These amounts may relate to, for example, damages attributed to clean-up of hazardous wastes, reclamation 
costs, fines, and litigation costs 

Presentation of Liabilities for Environmental Costs 

A public utility company determines that it is obligated to pay material amounts as a result of an environmental 
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Question 1‘ 
environmental costs net of probable future revenue resulting from the inclusion of such costs in allowable costs for rate- 
making purposes? 

Interpretive Response: No Statement of Financial Accounting Standards No 71, “Accounting for the Effects of Certain 
Types of Regulation,“ (“SFAS 71”) specifies the conditions under which rate actions of a regulator can provide reasonable 
assurance of the existence of an asset. The staff believes that environmental costs meeting the criteria of paragraph 9 of 
SFAS 71 should be presented on the balance sheet as an asset and should not be offset against the liability. Contingent 
recoveries through rates that do not meet the criteria of paragraph 9 should not be recognized either as an asset or as a 
reduction of the probable liability. 

Question 2: May a rate-regulated enterprise delay recognition of a probable and estimable liability for environmental 
costs which it has incurred at the date of the latest balance sheet until the regulator‘s deliberations have proceeded to a 
point enabling management to determine whether this cast is likely to be included in allowable costs for rate-making 
purposes? 

Interpretive Response. 
Contingency shall be accrued by a charge to income if it is probable that a liability has been incurred and the amount of 
the loss can be reasonably estimated. The staff believes that actions of a regulator can affect whether an incurred cost is 
capitalized or expensed pursuant to SFAS 71, but the regulator‘s actions cannot affect the timing of the recognition of the 
liability. 

May a rate-regulated enterprise present on its balance sheet the amount of its estimated liability for 

No. SFAS No. 5, “Accounting for Contingencies,” states that an estimated loss from a loss 

AICPA Statement of Position 96-1, “Environmental Remediation Liabilities” (“SOP 96-1 ”) contains 
accounting and disclosure guidance for accounting for environmental contingent liabilities. 

Finally, in preparing loss contingencies disclosures, it is important to consider the guidance in the 
SEC Staff Accounting Bulletin Topic 5.Y., “Miscellaneous Accounting - Accounting and Disclosures 
Relating to Loss Contingencies.” 

See below for further discussion 

Accountinq Policy 

General principles 

In determining whether an accrual is required for a loss contingency, it is first necessary to assess the 
outcome of the contingency in terms of the likelihood of occurrence of the future event or events that 
will confirm the loss SFAS No. 5 uses three terms in discussing the likelihood of Occurrence: 

Probable - the future event or events are likely to occur. 
Reasonablv possible - the chance of the future event or events occurring is more than 
remote but less than likely. 
Remote - the chance of the future event or events occurring is-slight. 

If (a) it is probable that a loss will result from a contingency, and (b) the amount of the loss can be 
reasonably estimated, the estimated loss is accrued by a charge to income, absent regulatory 
accounting treatment Both conditions must be met if a loss contingency is to be accrued. 

If the above condition (a) is met with respect to a particular loss contingency and the reasonable 
estimate of the loss is a range, then condition (b) is also met and an amount shall be accrued for the 
loss. If some amount within the range appears at the time to be a better estimate than any other 
amount within the range, that amount shall be accrued. However, if no amount within the range is a 
better estimate than any other amount, the minimum amount in the range shall be accrued. 

Probabilitv of Loss Continqencies 

To determine the probability of loss contingencies, each identified contingency is classified as 
probable, reasonably possible, or remote. Duke Energy has historically used a threshold of 
approximately 70-80% to represent “probable.” No specific percentage thresholds have been used 
for “remote,” but such percentage would likely be at or below a 10% threshold. Because 
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management judgment is extremely important to this decision, loss contingencies are often discussed 
with operational management. The assessment of the probabilities of contingencies should be 
performed, supported and approved on a quarterly basis (at a minimum). 

Many contingencies (e.g., legal, environmental, asbestos exposure) require the involvement of non- 
financial personnel who focus on, or specialize in, the applicable area. Periodic communication of 
significant matters with the appropriate representatives of the Corporate Controller Department is 
required. In addition, as appropriate, input should be provided by the Corporate Controller’s 
Department regarding the appropriate application and interpretation of GAAP to such contingencies 

Amount of Ranqe for Each Continaencv 

In many instances, the amount of the contingency is relatively easy to determine; for example, a 
commitment for a certain amount has been made or a legal action has been taken seeking a certain 
amount. In other instances, a single amount cannot be estimated, but a range of amounts can be 
determined; for instance, a settlement is being negotiated and management believes the liability will 
be at least one amount but could reach anywhere up to a higher amount. The estimate of the 
exposures for contingencies should be performed in conjunction with the probability review prescribed 
in the preceding section. 

Consideration of Potential Law Chanqes 

Future laws or changes in laws should not be anticipated for purposes of accruing a liability in accordance with 
SFAS No. 5. Prior to enactment of a law, uncertainty exists as to the specific content of the final law. 
Substantive changes to the law may materially impact the nature, timing, and extent of resources a company 
will be required to expend. Liabilities should be accounted for based on the provisions of enacted laws on a 
country-by-country basis. 

Recording and Disclosure of Loss Continaencies 

If a loss contingency is probable and the amount can be reasonably estimated, then a contingent 
liability must be recorded. If it is probable that an unasserted claim or assessment will be made and 
probable that the outcome will be unfavorable, accrual is necessary if the amount can be reasonably 
estimated, just as a with an asserted claim. When some amount within a range appears to be a 
better estimate than any other amount within the range, that amount shall be accrued. Otherwise, the 
minimum amount of that range should be accrued (even though the minimum amount in the range is 
not necessarily the amount of loss that will be ultimately determined, it is not likely that the ultimate 
loss will be less than the minimum amount). 

If the likelihood of occurrence of a loss contingency is reasonably possible, then certain financial 
disclosures must be made, even though the amount is not recorded. 

Accountinq for Leqal Fees 

In making a determination of the amount to accrue for a loss contingency involving litigation, a 
question arises as to whether expected legal fees related to the litigation should be accrued when the 
loss contingency is initially recorded, or when the legal services are actually provided. Currently, 
there is no authoritative accounting guidance with respect to this question. The SEC staff has not 
codified guidance as to which method, accrue in advance for future legal fees or expense legal fees 
as incurred, is required, but rather has indicated its expectation of disclosure and consistent 
application of an entity’s historical policy. 

As indicated in our financial statement disclosure of significant accounting policies, Duke Energy 
expenses legal costs related to the defense of loss contingencies as incurred. 

Subseauent Events 
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If the conditions for accrual of a loss contingency are satisfied on the basis of information which 
becomes available subsequent to the date of the financial statements, but before issuance of such 
statements, the charge to income should be recorded in the period covered by the yet-to-be-released 
financial statements. With respect to loss contingencies, a distinction is made between two types of 
subsequent events: 

1 I Should be accrued at the balance sheet date: The first type of subsequent events consists of 
those events that provide additional evidence with respect to conditions that existed at the date of 
the balance sheet and affect the estimates inherent in the process of preparing financial 
statements. All information that becomes available prior to the issuance of the financial 
statements should be used by management in its evaluation of the conditions on which the 
estimates were based. The financial statements should be adjusted for any changes in estimates 
resulting from the use of such evidence. 

2. Should not be accrued at the balance sheet date: The second type of subsequent events 
consists of those events that provide evidence with respect to conditions that did not exist at the 
date of the balance sheet being reported on but arose subsequent to that date. These events 
should not result in adjustment of the financial statements. Some of these events, however, may 
be of such a nature that disclosure of them is required to keep the financial statements from being 
misleading. 

Discountinq of Contingent Liabilities 

When a contingent liability or recovery is recognized, settlement of the liability or receipt of the 
recovery may not be expected to occur within one year. In those situations, it may be appropriate to 
consid& whether the contingent liability or recovery should be discounted to reflect its present value. 

Authoritative guidance surrounding appropriate circumstances in which payables can be discounted 
is found in APB Opinion No, 21, “Interest on Receivables and Payables” (“APB 21”). Principles 
discussed in APB 21 are “applicable to ...p ayables which represent ... contractual obligations to pay 
money on fixed or determinable dates, whether or not there is any stated provision for interest.” 
However, specifically exempted from present-value techniques are those payables arising from 
transactions with customers or suppliers in the normal course of business that are due in accordance 
with customary trade terms, not exceeding approximately one year. Further, APB 21 does not 
specifically address discounting of liabilities related to loss contingencies. 

While SOP 96-1 specifically addresses environmental remediation liabilities, its guidance also is 
useful in evaluating whether discounting is appropriate for similar loss contingencies. Paragraph 132 
of SOP 96-lstates, in part: 

The measurement of the liability, or of a component of the liability, may be discounted to reflect the time value of money if 
the aggregate amount of the liability or component and the amount and timing of cash payments for the liability or 
component are fixed or reliably determinable. 

The SEC has provided guidance with respect to discounting claims liabilities related to short-duration 
insurance contacts, noting in SEC Staff Accounting Bulletin Topic 5.N., “Discounting by Property- 
Casualty Insurance Companies” that: 

The staff is aware of efforts by the accounting profession to assess the circumstances under which discounting may be 
appropriate in financial statements. Pending authoritative guidance resulting from those efforts however, the staff will 
raise no objection if a registrant follows a policy for GAAP reporting purposes of discaunting liabilities with respect to 
settled claims under the following circumstances: 

The payment pattern and ultimate cost are fixed and determinable on an individual claim basis, and 
The discount rate used is reasonable on the facts and circumstances applicable to the registrant at the 
time the claims are settled. 

By analogy to the above guidance, discounting of a contingent liability is permitted, but not required, if 
both the timing and amounts of future cash flows are fixed or reliably determinable. Achievement of 
the “reliably determinable” threshold is based on objective and verifiable information. It is often 
difficult to meet the criteria for discounting, as the measurement of many contingent liabilities is 
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inherently subjective. This is especially true in the early phases of litigation and environmental 
remediation efforts. 

Generally, an entity is not required to discount its contingent liabilities. As such, whether an entity 
discounts its contingent liabilities is a matter of accounting policy, assuming certain conditions are 
met. Our accounting policy is to not discount contingent liabilities to reflect the time value of money, 
except under the following circumstances: 

* 

* 

The effects of estimated future inflation are recognized, 

The timing of payments is fixed or reasonably estimable, and 

The computation of the gross liability is objective and verifiable. 

Use of Recorded Continaent Liabilities 

Once a contingent liability is recorded, it should only be used for expenditures for which it was 
originally recognized. 

Environmental Remediation Costs 

Like other contingent liabilities, costs for environmental assessment and remediation are to be 
accrued when such costs are probable and reasonably estimable. However, due to extensive 
regulations and inherent uncertainties in this area, specific accounting principles have been 
developed and are found in SOP 96-1. A summary of the key principles for accounting for 
environmental remediation liabilities is provided below. 

The guidance in SFAS No. 5 provides the framework for determining when an environmental liability 
should be recognized. SFAS No. 5 requires accrual of a loss contingency when it is probable that a 
liability has been incurred and the amount of the loss can be reasonably estimated. An entity‘s liability 
for environmental remediation generally is not fixed nor is an actual amount determinable at a specific 
point in time. Rather, the existence and amount of the liability become known over a continuum of 
events and activities that help frame, define, verify, and quantify the liability. 

According to SOP 96-1, the probability criterion in SFAS No. 5 is met for environmental liabilities if 
both of the following conditions have occurred on or before the date the financial statements are 
issued: 

Litigation, a claim, or an assessment has been asserted, or is probable of being asserted. 
It is probable that the outcome of such litigation, claim, or assessment will be unfavorable 

With respect to environmental remediation liabilities, there is a presumption that the outcome will be 
unfavorable if litigation, a claim, or an assessment has been asserted (e.g., the entity has been 
named as a Potentially Responsible Party or “PRP”), or is probable of assertion, and if the entity is 
associated with the site (e.g., by virtue of being a current or past owner or operator or a transporter of 
hazardous waste to the site). Assuming that both of the above conditions are met, the entity would 
need to accrue at least the minimum amount that can reasonably be estimated as an environmental 
remediation liability. 

Once it has determined that it is probable that a liability has been incurred, the remediation liability 
should be estimated based on available information and recognition of some amount of liability, if 
estimable, is likely to be required. This would include the allocable share of an environmental 
remediation liability when there are several PRPs and its share of amounts related to the site that will 
not be paid by other PRPs or the government. Recoveries of environmental remediation costs to be 
paid may be claimed from several different parties, including insurers, other PRPs, and governmental 
or third-party funds. An asset relating to recoveries only can be recognized when realization of the 
claim for recovery is deemed probable. According to SOP 96-1, if a claim for recovery is the subject 
of litigation, a rebuttable presumption exists that realization of the claim is not probable. An 
environmental liability should be evaluated independently from any potential claim for recovery. 
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Discounting an insurance claim is not required in determining the value of the recovery when the 
related liability is not discounted and the timing of the recovery is dependent on the timing of the 
payment of the liability. 

Regulatory Considerations 

In SFAS No. 71, paragraph 9, the FASB put forth certain requirements for regulated entities, which if 
met, results in the recognition of a regulatory asset. 

9. 
capitalize all or part of an incurred costs that would otherwise be charged to expense if both of the following criteria are 
met (5 An incurred cost is “a cost arising from cash paid out or obligation to pay for an acquired asset or service, a loss 
from any cause that has been sustained and has been or must be paid for”): 

Rate actions of a regulator can provide reasonable assurance of the existence of an asset. An enterprise shall 

a 

b 

It is probable that future revenue in an amount at least equal to the capitalized cost will result from inclusion af 
that cost in allowable costs for rate-making purposes 
Based on available evidence, the future revenue will be provided to permit recovery of the previously incurred 
cost rather than to provide for expected levels of similar future costs If the revenue will be provided through an 
automatic rate-adjustment clause, this criterion requires that the regulator’s intent clearly be to permit recovery 
of the previously incurred cost 

If at any time the incurred cost no longer meets the above criteria, that cost shall be charged to earnings. 

Thus, in certain instances in which a contingent loss is recorded related to Duke Energy’s regulated 
operations (e.g., Duke Energy Carolinas), it may be appropriate for a regulatory asset to be 
recognized pursuant to SFAS No. 71. For further guidance, refer to the accounting policy entitled 
“Accounting for Regulated Entities (SFAS No. 71)“” 

Disclosure Requirements 

Accrued .Loss Continaencies 

For an accrued loss contingency, disclosure of the following may be necessary for the financial 
statements not to be misleading. 

1. The nature of the accrual, and 
2. In some circumstances, the amount of the accrual. 

Loss Continqencies Not Accrued 

For a loss contingency that is not accrued because one or both conditions for accrual are not met, or 
if an exposure to loss exists in excess of the amount accrued, the following disclosures are required 
when there is at least a reasonable possibility that a loss or an additional loss may have been 
incurred: 

1. The nature of the contingency, and 
2. An estimate of the possible loss or range of loss, or a statement that an estimate cannot be 
made. 

An unasserted claim or assessment need not be disclosed when there has not been any 
manifestation by a potential claimant of an awareness of a possible claim or assessment unless (a) it 
is considered probable that a claim will be asserted and (b) there is a reasonable possibility of an 
unfavorable outcome. 

Finally, in preparing loss contingencies disclosures, it is important to consider the guidance in the 
SEC Staff Accounting Bulletin Topic 5.Y., “Miscellaneous Accounting - Accounting and Disclosures 
Relating to Loss Contingencies.” 

Disclosure requirements for guarantees and commitments are not addressed in the policy. 
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Reissue Date: 12/31/2008 

Statement of Purpose and Philosophy 

The purpose of this policy is to provide guidelines related to the accounting and disclosures of regulated entities 
under SFAS No. 71, "Accounting for the Effects of Certain Types of Regulation," ("SFAS No. 71") and other 
related accounting pronouncements. Duke Energy is committed to preparing and providing financial information 
with the utmost integrity. To facilitate this corporate value, the Corporate Cantroller's Department will approve 
policies to ensure the accuracy of books and records (as detailed in the Code of Business Ethics). 

Accounting references have been provided for much of the Accounting Policy discussion. For additional 
accounting references including interpretations, see Accountins Policv Sumort .  

Policv Exoectations and Scooe 

This policy is applicable to all business/corporate units of Duke Energy Corporation and i ts  consolidated 
subsidiaries ("Duke Energy" or "the Company") which have cost-based regulated operations. This policy contains 
a high-level summary of the key requirements of U. S. generally accepted accounting principles ("GAAP") as it 
applies to Duke Energy, including any significant interpretations or policy elections made by Duke Energy, b u t  is 
not intended to be a substitute for consulting with the detail requirements of authoritative GAAP literature for  
specific issues or matters that may arise. This policy should help ensure consistent application of the accounting 
rules for regulated entities across the consolidated Duke Energy group. 

Materiality 

FASB Statements note that "The provisions of this Statement need not be applied to immaterial items." 
Accordingly, materiality should be considered when applying this policy. However, materiality must be assessed 
a t  the consolidated Duke Energy corporation level (as well as being assessed a t  the SEC sub-registrant level), 
and involves consideration of both quantitative as well as qualitative factors. Any questions regarding 
materiality should be directed to the Corporate Controller's Department. 

Accountabilitv: Roles and Responsibilities 

CorDorate Controller's DeDartment - 

Maintain an accounting policy for accounting for regulated entities available on the Duke Energy portal 
to help ensure that business/corporate units are aware of  the criteria/applicability of  applying the 
provisions of SFAS No. 7 1  and other related accounting pronouncements for cost-based rate regulated 
entities. 
Provide guidance/assistance to business units/regulatory accounting on the application of SFAS No. 71 
and related authoritative literature. 
Establish and communicate the reporting timetable for regulatory accounting information needed for 
SEC filings and accumulate the information reported by the applicable regulated entities for periodic 
reporting and disclosure purposes (e.g., Form 10-K, Form lO-Q, etc.). 
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0 Provide guidance on the consideration of materiality as may be requested by the business/corporate 
units. 

Business Unit/Regulatorv Accounting: 

Ensure all reporting requirements for regulated entities are accumulated and reported to the Corporate 
Controller's Department in accordance with the established reporting timetable. 
Ensure proper support/documentation exists for all regulatory assets/liabilities. 
Ensure proper support exists for continued application of SFAS No. 7 1  at each balance sheet date, if 
applicable. 
Document discontinuance of SFAS No. 7 1  when it is appropriate for any portion of their business. 
I n  periods subsequent to the discontinuance of SFAS No. 71, monitor legislative and regulatory actions 
to determine i f  SFAS No. 7 1  should be reapplied. 
Monitor all regulatory assets for recoverability. 
Monitor all regulatory liabilities for continued propriety under SFAS No. 71. 
Ensure proper calculation of the Allowance for Funds Used During Construction ("AFUDC"). 

Standards/Requirements/Backqround Information 

This section primarily contains references to, and excerpts from, the most significant or applicable GAAP 
authoritative literature. Matters specific or unique to Duke Energy are primarily discussed in the "Accountinq 
pollcv" section below. 

Standards 

Guidance on accounting for regulated entities is provided primarily but not exclusively by the following: 

0 

0 

0 

0 

e 

e 

0 

0 

0 

SFAS No. 71, "Accounting for the Effects of Certain Types of Regulation" 
SFAS No. 90, "Regulated Enterprises - Accounting for Abandonments and Disallowance of Plant Costs - 
An Amendment of FASB Statement No. 71" 
SFAS No. 92, "Regulated Enterprises - Accounting for Phase-in Plans - An Amendment of FASB 
Statement No 71" 
SFAS No. 101, "Regulated Enterprises - Accounting for the Discontinuation of Application of FASB 
Statement No. 71" 
SFAS No, 109, "Accounting for Income Taxes" 
EITF 90-8,"Capitalization of Costs to Treat Environmental Contamination" 
EITF 92-07, "Accounting by Rate-Regulated lltilities for the Effects of Certain Alternative Revenue 
programs" 
EITF 93-4, "Accounting for Regulatory Assets" 
EITF 97-04, "Deregulation of the Pricing of Electricity - Issues Related to the Application of FASB 
Statement No. 7 1  and No. 101'' 
SEC Staff Accounting Bulletin ("SAB") Topic 10, "Utility Companies" 
Current Text Section Re6, "Regulated Operations" 

Backaround- 

Per SFAS No. 101, "Regulated Enterprises - Accounting for the Discontinuance of Application of FASB Statement 
No. 71": 

41. 
the criteria for application of Statement 7 1  are required to be reported consistent with Statement 71, and an 
enterprise whose operations cease to meet the criteria for application of  Statement 7 1  is required to 
discontinue application of Statement 7 1  as prescribed in this Statement. 

The application of Statement 71, as amended, is not optional. An enterprise's operations that meet 

I n  December 1982, the Financial Accounting Standards Board (FASB) issued SFAS No. 71. Per SFAS No. 71, 

Surnrnarv : 
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In general, the type of regulation covered permits rates (prices) charged to customers to be set a t  levels 
intended to recover the estimated costs of providing regulated services or products, including the cost o f  
capital (i.e,, interest costs and a provision for earnings on shareholders' investments). 

For a number of  reasons, revenues intended to cover some costs may be collected through rates either 
before or after the costs are actually incurred. I f  regulation provides assurance that incurred costs will b e  
recovered in the future, this Statement requires entities to capitalize those costs. I f  current recovery i s  
provided for costs that are expected to be incurred in the future, this Statement requires entities to 
recognize those current receipts as liabilities. 

Introduction - 

1. Regulation of an enterprise's prices (hereinafter referred to as rates) is sometimes based on the 
enterprise's costs. Regulators use a variety of mechanisms to estimate a regulated enterprise's allowable 
costs,' and they allow the enterprise to charge rates that are intended to produce revenue approximately 
equal to those allowable costs. Specific costs that are allowable for rate-making purposes result in revenue 
approximately equal to the costs. 

' The term allowable costs is used throughout this Statement to refer to all costs for which revenue is 
intended to provide recovery. Those costs can be actual or  estimated. I n  that context, allowable costs 
include interest cost and amounts provided for earnings on shareholders' investments. 

2. I n  most cases, allowable costs are used as a means of estimating costs of the period during which the  
rates will be in effect, and there is no intent to permit recovery of specific prior costs. The process is a way 
of setting prices-the results of the process are reported in general-purpose financial statements in 
accordance with the same accounting principles that are used by unregulated enterprises. 

3. Regulators sometimes include costs in allowable costs in a period other than the period in which the costs 
would be charged to expense by an unregulated enterprise. That procedure can create assets (future cash 
inflows that will result from the rate-making process), reduce assets (reductions of future cash inflows that  
will result from the rate-making process), or create liabilities (future cash outflows that will result from the 
rate-making process) for the regulated enterprise. For general-purpose financial reporting, an incurred cost 
for which a regulator permits recovery in a future period is accounted for like an incurred cost that is 
reimbursable under a cost-reimbursement-type contract. 

4. Accounting requirements that are not  directly related to the economic effects of  rate actions may be 
imposed on regulated businesses by orders of regulatory authorities and occasionally by c.ourt decisions or 
statutes. This does not necessarily mean that those accounting requirements conform with generally 
accepted accounting principles. For example, a regulatory authority may order an enterprise to capitalize' 
and amortize a cost that would be charged to income currently by an unregulated enterprise. Unless 
capitalization of that  cost is appropriate under this Statement, generally accepted accounting principles 
require the regulated enterprise to charge the cost to income currently. 

' Capitalize is used in this Statement to indicate that the cost would be recorded as the cost of an asset. 
That procedure is often referred to as "deferring a cost," and the resulting asset is sometimes described 
as a "deferred cost." 

ScoDe - 

5. This Statement applies to general-purpose external financial statements of an enterprise that has 
regulated operations that meet all of the following criteria: 

a. The enterprise's rates for regulated services or products provided to its customers are established by 
or are subject to approval by an independent, third-party regulator or by its own governing board 
empowered by statute or contract to establish rates that bind  customer^.^ 

(footnote omitted) 

b. The regulated rates are designed to recover the specific enterprise's costs of providing the regulated 
services or products. 
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c. In view of the demand for the regulated services or products and the level of Competition, direct and 
indirect, it is reasonable to assume that rates set at levels that will recover the enterprise's costs can  be 
charged to and collected from customers. This Criterion requires consideration of anticipated changes in 
levels of demand or competition during the recovery period for any capitalized costs. 

6. I f  some of an enterprise's Operations are regulated and meet the criteria of  paragraph 5, this Statement 
shall be applied to only that portion of the enterprise's operations. 

7. Authoritative accounting pronouncements that apply to enterprises in general also apply to regulated 
enterprises. However, enterprises subject to this Statement shall apply it instead of any conflicting 
provisions of standards in other authoritative  pronouncement^.^ 

5 

For example, a regulator might authorize a regulated enterprise to incur a major research and 
development cost because the cost is expected to benefit future customers. The regulator might also 
direct that  cost to be capitalized and amortized as an allowable cost over the period of expected benefit. 
If the criteria of paragraph 9 of this Statement were met, the enterprise would capitalize that cost even 
though FASB Statement No. 2, Accounting for Research and Development Costs, requires such costs to 
be charged to income currently. Statement 2 would still apply to accounting for other research and 
development costs of the regulated enterprise, as would the disclosure requirements of Statement 2. 
.. "..,."...,......... ... ".. 

General Standards of Accountina for the Effects of Reaulation = 
9. Rate actions of a regulator can provide reasonable assurance of the existence of an asset.4a An enterprise 
shall capitalize all or  part of an incurred cost5 that would otherwise be charged to expense if both of the 
following criteria are met: 

4a Costs of abandoned plants shall be accounted for in accordance with paragraphs 3-6 of FASB Statement No. 90, 
Regulated Enterprises-Accounting for Abandonments and Disallowances of Plant Costs. Phase-in plans shall be 
accounted for in accordance with FASB Statement No. 92, Regulated Enterprises-Accounting for Phase-in Plans. 

An incurred cost is "a cost arising from cash paid out or obligation to pay for an acquired asset or service, a loss 
from any cause that has been sustained and has been or must be paid for" (Eric L. Kohler, A Dictionary for 
Accountants, 5th ed. [Englewood Cliffs, N.1.: Prentice-Hall, Inc., 19751, p. 253). 

a. I t  is probable6 that future revenue in an amount a t  least equal to the capitalized cost will result f rom 
inclusion of that  cost in allowable costs for rate-making purposes. 

The term probable is used in this Statement consistent with its use in FASB Statement No. 5, Accounting for 
Contingencies. Statement 5 defines probable as an area within a range of the likelihood that a future event or 
events will occur. That range is from probable to remote, as follows: 

Probable. The future event or events are likely to occur. 

Reasonablypossible. The chance of the future event or events occurring is more than remote but less than likely 

Remote. The chance of the future event or events occurring is slight. 

b. Based on available evidence, the future revenue will be provided to permit recovery of the previously 
incurred cost rather than to provide for expected levels of similar future costs. I f  the revenue will be 
provided through an automatic rate-adjustment clause, this criterion requires that the regulator's intent 
clearly be to permit recovery of the previously incurred cost. 

If at  any time the incurred cost no longer meets the above criteria, that cost shall be charged to earnings. 

10. Rate actions of a regulator can reduce or eliminate the value of an asset. I f  a regulator excludes all o r  
part of a cost from allowable costs, the carrying amount of any asset recognized pursuant to paragraph 9 of 
this Statement shall be reduced to the extent of the excluded cost. Whether other assets have been 
impaired shall be judged the same as for enterprises in 
for the Impairment o r  Disposal o f  Long-Lived Assets shall apply. 

and FASB Statement No. 144, Accounting 

6a Disallowances of costs of recently completed plants, whether direct or  indirect, shall be accounted for 
in accordance with paragraph 7 of Statement 90. 
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10A. I f  a regulator allows recovery through rates of costs previously excluded from allowable costs, t ha t  
action shall result in recognition of a new asset. The classification of that asset shall be consistent with the 
classification that would have resulted had those costs been initially included in allowable costs. 

11. Rate actions of a regulator can impose a liability on a regulated enterprise. Such liabilities are usually 
obligations to the enterprise's customers. The fallowing are the usual ways in which liabilities can be 
imposed and the resulting accounting: 

12. 
""1"". 

78.  

a. A regulator may require refunds to  customer^.^ Refunds that meet the criteria of paragraph 8 (accrual 
of loss contingencies) of FASB Statement No. 5, Accounting for Contingencies, shall be recorded as 
liabilities and as reductions of revenue or as expenses of the regulated enterprise. 

' Refunds can be paid to the customers who paid the amounts being refunded; however, they are usually provided 
to current customers by reducing current charges. 

b. A regulator can provide current rates intended to recover costs that are expected to be incurred in 
the future with the understanding that if those costs are not incurred future rates will be reduced by 
corresponding amounts. I f  current rates are intended to recover such costs and the regulator requires 
the enterprise to remain accountable for any amounts charged pursuant to such rates and no t  yet 
expended for the intended purpose,8 the enterprise shall not  recognize as revenues amounts charged 
pursuant to such rates. Those amounts shall be recognized as liabilities and taken to income only when 
the associated costs are incurred. 

The usual mechanism used by regulators for this purpose is t o  require the regulated enterprise t o  record the 
anticipated cost as a liability in its regulatory accounting records. 

c. A regulator can require that a gain or other reduction of net allowable costs be given to  customers 
over future periods. That would be accomplished, for rate-making purposes, by amortizing the gain or 
other reduction of net allowable costs over those future periods and reducing rates to reduce revenues 
in approximately the amount of the amortization. I f  a gain or other reduction of net allowable costs is to 
be amortized over future periods for rate-making purposes, the regulated enterprise shall not  recognize 
that gain or other reduction of net allowable costs in income of the current period. Instead, it shall 
record it as a liability for future reductions of charges to customers that are expected to result. 

Actions of a regulator can eliminate a liability only if the liability was imposed by actions of the regulator. 

I f  rates are designed to be adjusted automatically for changes in operating expenses (e.g., costs of 
purchased fuel), the regulator's intent could be either to permit recovery of the incurred cost or merely to  
provide for recovery of similar future costs. Normal operating expenses such as fuel costs usually are 
provided for in current rates. I n  that case, the presumption is that  the rate increase is intended to permit 
recovery of similar future costs. That presumption, which would preclude capitalizing the incurred cost, can 
be overcome only if it is clear that the regulator's intent is to provide recovery of the incurred cost. 

79. Rate actions of a regulator can also impose a liability on a regulated enterprise in the following ways: 

a. A regulator can order a regulated enterprise to refund previously collected revenues. 

b. A regulator can provide rates intended to recover costs that are expected to be incurred in the future. 
Paragraphs 38 and 39 illustrate that possibility. The resulting increased charges to customers are 
liabilities and not revenues for the enterprise-the enterprise undertakes to provide the services for 
which the increased charges were collected, and it is obligated to return those increased charges if the 
future cost does not occur. The obligation will be fulfilled either by refunding the increased charges 
through future rate reductions or by paying the future costs with no corresponding effect on future 
rates. The resulting increases in charges to customers are unearned revenues unti l they are earned by 
their use for the intended purpose. 

c. For rate-making purposes, a regulator can recognize a gain or other reduction of overall allowable 
costs over a period of time. Paragraphs 35-37 illustrate that  possibility. By that action, the regulator 
obligates the enterprise to give the gain or other reduction of  overall allowable casts to customers by 
reducing future rates. Accordingly, the amount of the gain or cost reduction is the appropriate measure 
of the obligation. 
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Accountins Policv 

The following topics are discussed in this section 

1.  

2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 

Abandonments (SFAS No. 90 "Requlated EnterDrlses - Accountina for Abandonments and Disallowance 
of  Plant Costs - An Amendment of FASB Statement No. 71 "1 
Accrued ComDensated Absences (e.0. Vacation) 
Allowance for Funds Used Durina Construction or "AFUDC" 
Asset Retirement Obliqations (AROl 
Current Assets and Current Liabilities 
Debt issuance costs 
Disallowances of  Plant Costs 
Discontinuation of Aoolication of SFAS No. 71 
Emission Allowances 

10. ImDairments 
11. Income Taxes and Investment Tax Credit for Regulated Entities 
12. Incurred Costs vs. Allowable Costs 
13. Intercompanv Profit 
14. Mark-to-market results for certain derivative instruments under SFAS No. 133, "Accountina for 

Derivative Instruments and Hedqinq Activities" 
15. Maior Maintenance 
16. Net Reaulatorv Asset Related to Income Taxes 
17. Net Revenues - ISO-RTOs 
18. Nuclear DroDedv and liabilitv reserves 
19.. Nuclear deco-mmissioninq trust fund 
20. Pensions and Other Postretirement Benefits 
21. Phase-In Plans (SFAS No. 92) 
22. Propertv, Plant and EauiDment 
23. Rate Chanaes 
24. Reamlication of SFAS No. 71 
25. Reaulatorv Accountina vs. U. S. GAAP 
26. Requlatory Assets 
27. Reaulatorv Liabilities 
28. Removal Costs 
29. ReDOtfinQ and Disclosure Reauirernents 
30. Unbilled Fuel 
31. Unbilled Revenues (meters not read1 

1. Abandonments 

From SFAS No. 90, "Regulated Enterprises - Accounting for Abandonments and Disallowance of Plant Costs - An 
Amendment of FASB Statement No. 71"); 

3. When it becomes probable' that an operating asset or an asset under construction will be abandoned, the 
cost of that asset shall be removed from construction work-in-process or plant-in-service. The enterprise 
shall determine whether recovery of any allowed cost is likely to he provided with (a) full return an 
investment during the period from the time when abandonment becomes probable to the time when 
recovery is completed or (b) partial or  no return on investment during that period. That determination 
should focus on the facts and circumstances related to the specific abandonment and should also consider 
the past practice and current policies of the applicable regulatory jurisdiction on abandonment situations. 
Based on that determination, the enterprise shall account for the cost of the abandoned plant as follows: 

The term probable is used in this Statement consistent with its use in FASB Statement No. 5, 
Accounting for Contingencies, to mean that a transaction or event is likely to occur. 

a. Full return on investment is likely to be provided. Any disallowance of  all or part of the cost of  the 
abandoned plant that is both probable and reasonably estimable, as those terms are used in FASB 
Statement No. 5, Accounting for Contingencies, and the related FASB Interpretation No. 14, Reasonable 
Estimation of the Amount of  a LOSS, shall be recognized as a loss, and the carrying basis of the recorded 
asset shall be correspondingly reduced. The remainder of the cost of the abandoned plant shall be 
reported as a separate new asset. 
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b. Partial o r  no return on investment is likely to be provided. Any disallowance of all or part of the cast 
of the abandoned plant that is both probable and reasonably estimable, as those terms are used in 
Statement 5 and Interpretation 14, shall be recognized as a loss. The present value of the future 
revenues expected to be provided to recover the allowable cost of that abandoned plant and return on 
investment, if any, shall be reported as a separate new asset. Any excess of the remainder of  the cost 
of the abandoned plant over that present value also shall be recognized as a lass. The discount ra te 
used to compute the present value shall be the enterprise's incremental borrowing rate, that is, the rate 
that the enterprise would have to pay to barrow an equivalent amount for a period equal to the 
expected recovery period. I n  determining the present value of  expected future revenues, the enterprise 
shall consider such matters as (1) the probable time periad before such recovery is expected to begin 
and (2) the probable time periad over which recovery is expected to be provided. I f  the estimate of  
either period is a range, the guidance of Interpretation 14 shall be applied to determine the loss to be 
recognized. Accordingly, the most likely period within that range shall be used to compute the present 
value. I f  no period within that range is a better estimate than any other, the present value shall be 
based on the minimum time period within that range. 

The following discussion is a brief summary of paragraphs 3 of SFAS No. 90. When it becomes probable that  an 
operating plant or plant under construction will be abandoned, the associated cost should be removed from 
plant-in-service o r  construction work in progress. A separate, new asset should be established. No loss should be 
recognized unless it is probable and estimable. Losses should be estimated based on the present value using the 
incremental borrowing rate of the future revenue stream, if any. Further guidance on accounting for an 
abandonment can be found in paragraphs 6 and 42-53 of SFAS No. 90 and FASB Technical Bulletin No. 87-2, 
"Computation of a Loss on an Abandonment". 

This accounting should include any plant asset balances related to asset retirement costs recorded under SFAS 
No. 143, "Accounting for Asset Retirement Obligations". 

2. Accrued ComDensated Absences (e.4. Vacation) 

Per SFAS No. 71; 

48. 
absences. For rate-making purposes, compensation for employees' absences may be included in allowable 
costs when the compensation is paid. 

49. The liability, if any, would be accrued in accordance with Statement 43 because rate actions of the 
regulator cannot eliminate obligations that were not imposed by the regulator (paragraph 12). By including 
the accrued compensation in future allowable costs an an as-paid basis, the regulator provides reasonable 
assurance of the existence of an asset. The asset is the probable future benefit (increased revenue) that  
will result from the regulatory treatment of the subsequent payment of the liability (paragraph 9). 
Accordingly, the enterprise also would record the asset that results from the regulator's actions. 

Statement 43 specifies criteria for accrual af a liability for employees' compensation for future 

Any liability accrued for compensated absences (e.g. vacation) under SFAS No. 43 related to regulated entities 
are recorded as a regulatory asset i f  the requirements of paragraph 9 of  SFAS No. 71 are met. 

All vacation days that employees are entitled to in the coming year, including personal holidays and unused 
vacation eligible to be carried over, should be accrued as a liability as of the end of the current year. This policy 
is consistent with the fact that an employee can come to work on the first day of the calendar, then take time off 
for their full year's worth of vacation, then return to work and terminate employment without having to 
reimburse the company for that time off. The recorded liability should include fringe benefits and payroll taxes 
a t  the expected loading percentage for the following year. 

To the extent the liability is for either the regulated operations of U.S. Franchised Electric & Gas ("USFEG") or for 
the portion of the service companies that are allocable to the regulated operations, these costs should be 
deferred in a regulatory asset account. The regulatory asset shauld reside on the same balance sheet as the 
associated liability for vacation. Thus, the regulatory asset for the portion of the service company's vacation 
accrual allocable to regulated operations should reside on the service company's balance sheet. 

The regulatory asset for vacation costs should be reported as a current asset. The vacation accrual should be 
reported as a current liability. 
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3. Allowance for Funds Used During Construction or "AFUDC" 

Per SFAS No. 71; 

15. I n  some cases, a regulator requires an enterprise subject to its authority to capitalize, as part of  the cost 
of plant and equipment, the cost of financing construction as financed partially by borrowings and partially 
by equity. A computed interest cost and a designated cost of equity funds are capitalized, and net income 
for the current period is increased by a corresponding amount. After the construction is completed, the 
resulting capitalized cost is the basis for depreciation and unrecovered investment for rate-making purposes. 
I n  such cases, the amounts capitalized for rate-making purposes as part. of  the cost of acquiring the assets 
shall be capitalized for financial reporting purposes instead of the amount of interest that  would be 
capitalized in accordance with FASB Statement No. 34, Capitalization of Interest Those amounts shall 
be capitalized only if their subsequent inclusion in allowable costs for rate-making purposes is probable. The 
income statement shall include an item of other income, a reduction of interest expense, or both, in a 
manner that indicates the basis for the amount capitalized. 

Statement 34 requires capitalization of interest cost on certain qualiwing assets. The amount 
capitalized is the portion of the interest cost incurred during the period that  theoretically could have 
been avoided i f  the expenditures had not been made. 

Per SFAS NO. 92; 

8. If specified criteria are met, paragraph 9 of Statement 7 1  requires capitalization of an incurred cost that  
would otherwise be charged to expense. An allowance for earnings on shareholders' investment4 is not "an 
incurred cost that would otherwise be charged to expense." Accordingly, such an allowance shall not  be 
capitalized pursuant to paragraph 9 of Statement 71. 

The phrase "an allowance for earnings on shareholders' investment," as used in this Statement, is 
intended to have the same meaning as the phrase "a designated cost of equity funds," used in paragraph 
15 of  Statement 71. 

9. 
earnings on shareholders' investment (a designated cost of equity funds) during construction. Paragraph 5 
of this Statement requires capitalization of an allowance for earnings on shareholders' investment for 
qualifying phase-in plans. I f  an allowance for earnings on shareholders' investment is capitalized for rate- 
making purposes other than during construction or as part of a phase-in plan, the amount capitalized for 
rate-making purposes shall not  be capitalized for financial reporting. 

67. An AICPA Issues Paper, Application of Concepts in FASB Statement o f  Financial Accounting Standards 
No. 71 to Emerging Issues in the Public Utility Industry, received by the Board in November 1984, 
recommended that the Board amend paragraph 9 of Statement 7 1  to require capitalization of any allowable 
cost when the criteria of that paragraph are met. Many respondents to the Exposure Draft made the same 
recommendation. Paragraph 9 requires capitalization only of  "an incurred cost that would otherwise be 
charged to expense." Thus, paragraph 9 does not  permit capitalization of  an allowance for earnings on 
shareholders' investment--an allowable cost but  not an incurred cost that would otherwise be charged to 
expense. An allowance for earnings on shareholders' investment provided by a regulator is an imputed cost. 
Capitalization of that  cost would increase currently reported income, a result which some Board members 
believe is inappropriate. The Board believes that income related to  an allowance for earnings on 
shareholders' investment generally should result from revenue realization, not  from capitalization. 

Where the regulator allows for such cost inclusion and recovery, AFUDC is generally comprised of two 
components, commonly referred to as AFUDC borrowed or AFUDC debt and AFUDC equity. Total AFlJDC (debt 
and equity) replaces capitalized interest as determined by SFAS No. 34, "Capitalization of Interest Cost" (see 
paragraph 9 of SFAS No. 71). AFUDC equity is only allowed to be accrued for GAAP financial statements in the 
following circumstances: (paragraphs 15 and 82-84 of SFAS No. 71, paragraphs 8, and 64-68 of SFAS No. 90 
and paragraphs 8-9, 55-56 and 67-69 of SFAS No. 92) 

I n  specified circumstances, paragraph 15 of Statement 71. requires capitalization of an allowance for 

1. Plant, including nuclear fuel, while under construction (if not  included in rate base) NOTE: to the extent 
plant while under construction is included in rate base, that amount of plant does not accrue AFUDC. 
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2.  As part of a qualifying phase-in plan (see the discussion of “Phase-In Plans“ below; this is a highly 
unlikely circumstance for Duke Energy) 

Because the interest Component of AFUDC represents an actual cash expense in the form of interest payments, 
it is included in capital expenditures in the external GAAP Statement of  Cash Flows. Although equity returns are 
eventually converted into payments of cash in the form of dividends, there is no actual cash expense associated 
with AFUDC equity (the “non-cash” entry to record AFUDC equity is essentially to debit assets and credit 
income). Therefore, AFUDC equity is not  included in capital expenditures in the Statement of Cash Flows. As a 
non-cash component of income, the equity component of AFUDC is subtracted from net income in arriving a t  
cash flows from operations. 

AFUDC equity is an after-tax calculation, and is recorded in the “Other income and expenses, net,“ in the 
consolidated statement of operations. The recording of AFUDC Equity in the consolidated statement of 
operations does not result in the recording of deferred tax expense (resulting in a lowering of the overall 
effective tax rate for book purposes as there is no income tax expense recorded against the GAAP AFUDC 
income). 

However, deferred tax liability balances (also referred to as accumulated deferred income taxes (ADIT)) will 
result From book-tax differences. The entry recording ADIT on the component of AFUDC equity that is 
capitalized is balanced by an equal and offsetting entry to regulatory asset such that the amount of AFUDC 
equity capitalized as plant plus the associated regulatory asset times the deferred tax rate equals the ADIT 
recorded. 

I n  the year that the plant including capitalized AFUDC equity is depreciated or amortized, the corresponding 
depreciation expense of the amortized AFUDC equity does not result in a tax deduction and no deferred tax 
expense is recorded. Instead, a ‘balance sheet‘ amortization of the ADIT and regulatory asset is recorded. This 
balance sheet amortization maintains the relationship between plant, regulatory asset and ADIT as previously 
discussed. As a result, the overall effective tax rate for book purposes is higher than the statutory income tax 
rate. 

AFUDC debt is recorded gross of income tax expense. As a result, deferred tax expense is recorded on the 
income statement. The amortization of  AFUDC debt and equity is presented within depreciation expense or for 
nuclear fuel, within fuel expense. The amortization of AFUDC debt is presented before tax with an offsetting 
credit to income (deferred) tax expense. 

I f  the commission has so ordered and the costs are required to be refunded, an AFUDC rate may be applied to  
regulatory liabilities (instead of an accrual of interest). The accrual of AFUDC also requires a calculation of 
deferred taxes. 

I f  the commission has so ordered, Duke Energy may accrue AFUDC on other assets for regulatory purposes. For 
GAAP financial statement purposes, the AFUDC equity component is not recognized. (Revenues billed will 
include a component for the recovery of AFUDC equity.) I f  so, the GAAP financial statements will show less 
income during the initial period of accrual of  AFUDC equity than for regulatory purposes and more income during 
the subsequent period of recovery than For regulatory purposes of the previously accrued AFUDC equity. 

I f  Duke Energy wishes to record AFUDC equity and AFUDC debt after the time the interest expense was initially 
incurred, confirmation from the regulators of their agreement that such costs are still recoverable is required 
prior to recording a catch-up entry. 

4. Asset Retirement Obliclations (ARO)  

Substantially all the AROs established a t  the implementation of SFAS No. 143, “Accounting for Asset Retirement 
Obligations”, were for Duke Energy Carolinas‘s nuclear plants. For rate-making for Duke Energy Carolinas, a 
component of depreciation expense is recorded for the decommissioning of the contaminated portion of the 
nuclear plants. The decommissioning of the contaminated portion of the nuclear plants meets the definition of 
an ARO and therefore a regulatory asset for ARO costs is recorded. The regulatory asset for ARO represents the 
additional expense that otherwise would have been recorded under SFAS No. 143, “Accounting for Asset 
Retirement Obligations.” Duke Energy Carolinas has received commission orders in NC and SC allowing the 
Company to set up a regulatory asset. 
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The company has also accrued AROs for the removal of gas mains, for remediation of landfills at various sites 
and for Asbestos removal. These AROs are deferred as regulatory assets or regulatory liabilities. 

See also the section on Removal Costs. 

5. Current Assets and Current Liabilities 

From Current Text Section B05, "Balance Sheet Classification: Current Assets and Current Liabilities:" 

.105 For accounting purposes, the term current assets ...... comprehends in general such resources as .... 
trade accounts, notes, and acceptances receivable; .".. installment or deferred accounts and notes receivable 
i f  they conform generally to normal trade practices and terms within the business ".... and prepaid expenses 
such as insurance, interest, rents, taxes, unused royalties, current paid advertising service not  yet received, 
and operating supplies. 

. l o 8  The term current liabilities is "._.. intended to include obligations for items I..... such as payables incurred 

...... in providing services to be offered for sale; collections received in advance of the delivery of goods o r  
performance of  services". 
Current assets and current liabilities, in general, are those assets and liabilities due in one year. However, 
no portion of regulatory assets or liabilities that are associated with plant (such as the net regulatory assets 
related to income taxes or the regulatory liability on the gross-up on investment tax credits) are booked as 
current assets or liabilities. 

Within the appropriate line item on the balance sheet, the balances of regulatory assets and liabilities should be 
grouped by jurisdiction and business unit. Netting should not be done between either jurisdictions or business 
units. (For example, for a business unit, unbilled fuel can be an asset in one jurisdiction and a liability in 
another jurisdiction. It would be inappropriate to offset these balances. Likewise, it would be inappropriate to 
offset a debit and a credit balance for two different business units operating in the same jurisdiction unless the 
netting requirements of FASB Interpretation No. 39, "Offsetting of Amounts Related to Certain Contracts - An 
Interpretation of APB Opinion No. 10 and FASB Statement No. 105" ("FIN 39") are met.) 

Regulatory assets and liabilities for unbilled fuel and the regulatory asset for vacation accrual are recorded as 
current assets or liabilities. 

Refer to the section entitled "Emissions Allowances" for discussion of the appropriate balance sheet classification 
for certain intangible assets. 

6. Debt issuance costs 

Per SFAS No. 71, 

Early Extinguishment of Debt 
35. Opinion 26 requires recognition in income of a gain or loss on an early extinguishment of debt in the 
period in which the debt is extinguished. For rate-making purposes, the difference between the enterprise's 
net carrying amount of the extinguished debt and the reacquisition price may be amortized as an 
adjustment of interest expense over some future period. 

36. I f  the debt is reacquired for an amount in excess of the enterprise's net  carrying amount, the regulator's 
decision to increase future rates by amortizing the difference for rate-making purposes provides reasonable 
assurance of  the existence of an asset (paragraph 9). Accordingly, the regulated enterprise would capitalize 
the excess cost and amortize it over the period during which it will be allowed for rate-making purposes. 

37. I f  the debt is reacquired for an amount that is less than the enterprise's net carrying amount, the 
regulator's decision to reduce future rates by amortizing the difference for rate-making purposes imposes a 
liability on the regulated enterprise (paragraph 11(c)). Accordingly, the enterprise would record the 
difference as a liability and amortize it over the period during which permitted rates will be reduced. 

Under U.S. GAAP, unamortized debt issuance costs are immediately expensed for retired debt and modified debt 
arrangements which are considered "substantially different" under the provisions of EITF Issue No. 96-19, 
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"Debtor's Accounting for a Modification or Exchange of Debt Instruments". However, if the conditions in 
paragraphs 9 and 35 to 37 of SFAS No. 7 1  are met, debt issuance costs related to regulated entities which would 
be expensed under U.S. GAAP should be deferred as a regulatory asset and amortized. Because the 
requirements for SFAS No. 71 have been met, for Duke Energy Carolinas, the period of amortization is the l ife of  
the replacement debt if the debt has been replaced. I f  the debt has not been replaced, the amortization period 
is the remaining original life of the extinguished debt. The amortization period should be reviewed in 
conjunction with any guidance provided by the relevant commission. 

The costs of extinguishment include the costs of any associated interest rate swaps that are cancelled when the 
debt is extinguished. 

7. Disallowances of Plant Costs 

Per SFAS No. 90, 

7. When it becomes probable that part of the cost of a recently completed plant will be disallowed for rate- 
making purposes and a reasonable estimate of the amount of the disallowance can be made,2 the estimated 
amount of the probable disallowance shall be deducted from the reported cost of the plant and recognized 
as a loss. I f  part of the cost is explicitly, but  indirectly, disallowed (for example, by  an explicit disallowance 
of return on investment on a portion of the plant), an equivalent amount of cost shall be deducted from the 
reported cost of the plant and recognized as a loss. 

footnote omitted 

When a direct disallowance of a recently completed plant is probable and estimable, a loss should be recorded, 
dollar for dollar, for the disallowed amount. This accounting can be different than the requirement under SFAS 
No. 144, "Accounting for the Impairment or Disposal of Long-Lived Assets" where an undiscounted cash flow 
approach is used to determine if impairment exists, and, i f  so impairment loss is measured by comparing the 
carrying value of a long-lived asset to its fair value. Future depreciation charges should be based on the written 
down asset basis. Refer to the accounting policy entitled "Asset Impairments Reviews for Long-lived Assets 
(excluding Goodwill) and Equity Method Investments, Assets Held for Sale and Discontinued Operations (SFAS 
No. 144 and APB No. 18)" for additional guidelines. 

When there is an explicit but  indirect disallowance, the present value of the future revenue stream allowed b y  
the regulator should be determined by discounting the expected future revenues using the last allowed rate of 
return. This amount should be compared to the recorded plant amount and the deficit, if any, recorded as a 
loss. An explicit but: indirect disallowance occurs when, in certain circumstances, no return or a reduced return 
is permitted on all or a portion of the new plant for an extended period of time. 

See also paragraphs 7, 26-34 and 54-63 of SFAS No. 90. 

Where costs were previously disallowed and written off in accordance with SFAS No. 90, but subsequently 
allowed in ratemaking, the costs should be restored as plant. I f  an impairment was recorded pursuant to SFAS 
No. 144, and the regulator allows recovery, then a regulatory asset should be recognized. 

8. Discontinuation of ADolication of SFAS No. 71 

SFAS No. 101, "Regulated Enterprises - Accounting for the Discontinuation of Application of FASB Statement 
No. 71" addresses situations which may cause an enterprise to no longer meet the criteria for applying SFAS No. 
71. Per SFAS No. 101; 

4. Failure of an enterprise's operations to continue to meet the criteria in paragraph 5 of Statement 7 1  can 
result from different causes. Examples include the following: 

a. Deregulation 

b. A change in the regulator's approach to setting rates from cost-based rate making to another form of 
regulation 

Page 11 of 25 



Case No. 2009-00202 

Page I I I of .349 
s r A i w m - 0  1-008 

Accounting for Regulated Entities (SFAS No. 71) 

c. Increasing competition that limits the enterprise's ability to sell utility services or products a t  rates 
that will recover costs 

d. Regulatory actions resulting from resistance to rate increases that limit the enterprise's ability to  sell 
uti l i ty services or products at rates that will recover costs if the enterprise is unable to obtain (or 
chooses not ta seek) relief from prior regulatory actions through appeals to the regulator or the C O U ~ ~ S .  

5. When an enterprise determines that its operations in a regulatory jurisdiction no longer meet the criteria 
for application of Statement 71, that enterprise shall discontinue application of that Statement to its 
operations in that jurisdiction. I f  a separable portion of the enterprise's operations within a regulatory 
jurisdiction ceases to  meet the criteria for application of Statement 71, application of that Statement to that  
separable portion shall be discontinued. That situation creates a presumption that application of Statement 
71 shall be discontinued for all of the enterprise's operations within that regulatory jurisdiction. That 
presumption can be overcome by establishing that the enterprise's other operations within that jurisdiction 
continue to meet the criteria for application of Statement 71. 

6. When an enterprise discontinues application of  Statement 71 to all or part of  its operations, that 
enterprise shall eliminate from its statement of financial position prepared for general-purpose external 
financial reporting the effects of any actions of regulators that had been recognized as assets and liabilities 
pursuant to Statement 71 but would not have been recognized as assets and liabilities by enterprises in 
general, and FASB Statement No. 144, Accounting far the Impairment ar Disposal of Long-Lived Assets, 
shall apply, except for the provisions for income statement reporting in paragraphs 25 and 26 of that 
Statement. However, the carrying amounts of plant, equipment, and inventory measured and reported 
pursuant to Statement 711 shall not be adjusted unless those assets are impaired, in which case the 
carrying amounts of those assets shall be reduced to  reflect that impairment. Whether those assets have 
been impaired shall be judged in the same manner as for enterprises in general. The net effect of the 
adjustments required by this Statement shall be included in income of the period in which the 
discontinuation occurs and shall be classified as an extraordinary item. 

The carrying amounts of plant, equipment, and inventory for enterprises applying Statement 71 differ 
from those for enterprises in general only because of the allowance for funds used during construction, 
intercompany profit, and disallowances of costs of recently completed plants. I f  any other amounts that  
would not be includable in the carrying amounts of plant, equipment, or inventory by enterprises in 
general (such as postconstruction operating costs capitalized pursuant to paragraph 9 of Statement 71) 
are included in or netted against the carrying amounts of plant, equipment, or  inventory, those amounts 
shall be accounted for as this Statement prescribes for the effects of  actions o f  a regulator. 

7. An enterprise that discontinues application of Statement 71 shall no longer recognize the effects of 
actions of a regulator as assets or liabilities unless the right to receive payment o r  the obligation to pay 
exists as a result of past events or transactions and regardless of future transactions. 

SFAS No. 71 can be discontinued for a variety of reasons. Factors to consider may include a persistent and 
significant under-earning of the allowed rate of return for an extended period of time, legislation deregulating 
some portion (typically generation or production) of the business, a rate structure based on long term rate 
freezes, cost caps or market based regulation o f  rates. 

With respect to rate freezes, as long as that portion of the business continues to be subject to the jurisdiction of 
the regulator as evidenced by routine reporting of results to the regulator and as long as that portion of  the 
business continues to earn a reasonable rate of return, then SFAS No. 71 should be continued. 

Once SFAS No. 71 is no longer applicable, the balance sheet effects of any actions of regulators that had been 
recognized as regulatory assets and regulatory liabilities pursuant to SFAS No. 71 should be eliminated. 
However, the carrying amounts of plant, equipment, and inventory measured and reported pursuant to SFAS 
No. 7 1  reflecting AFUDC, intercompany profit and disallowances of costs of recently completed plants should not 
be adjusted unless those assets are impaired (under SFAS No. 144 or other authoritative literature). I f  
impaired, the carrying amounts of those assets should be reduced to reflect that impairment. The net effect of  
the above adjustments should be recorded in the period of the change and classified as an extraordinary item in 
the income statement. (SFAS No. 101, paragraph 6). 

I f  the discontinuance of SFAS No. 71 is due to deregulatory legislation, typically a portion of the business is 
deregulated and the remaining portion is regulated. Sometimes, the remaining portion is entitled to cash flows 
related to the deregulated portion of the business. In that case, the elimination of the regulatory assets and 
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liabilities for that portion of the business that is deregulated should not be written off until 1) they are recovered 
through the collection of regulated cash flows (in the case of  assets) or settled (in the case of liabilities), 2) they 
are individually impaired or the regulator eliminates the obligation or 3) the separable portion of the business 
from which regulated cash flows are derived no longer meets the criteria for SFAS 71. (EITF Issue No. 97-04 
"Deregulation of the Pricing of Electricity - Issues Related to the Application of FASB Statement No. 7 1  and No. 
101") 

9. Emission Allowances 

Emission allowances are accounted for as intangible assets by  Duke Energy. All amounts should be reflected 
within non-current assets (i.e., reclassifying the amount of the coming year's amortization of an intangible asset 
to current assets is inappropriate). 

Vintage swaps (exchanges of one vintage year for another vintage of the same type of allowance) require the  
recognition of a gain on loss under SFAS No. 153, "Exchange of  Nonmonetary Assets," unless the gain o r  loss 
should be deferred as a regulatory asset or liability. I f  the gain or loss is deferred, the gain or loss is recorded 
as an adjustment to intangible assets with an offsetting adjustment to regulatory assets or liabilities. 

Proceeds from the EPA's auction of  emission allowances may also be deferred as a regulatory liability depending 
on the applicable state regulatory jurisdiction's rate making. 

10. Impairments 

A rate-regulated enterprise has four primary categories of long-lived assets, each of which is analyzed in a 
slightly different fashion for the purpose of determining an impairment: 1) Regulatory assets, 2) disallowances 
of recently completed plants, 3) abandonments and 4) other assets. 

Reclulatorv assets are covered by SFAS 71, while abandonments and disallowances are covered by SFAS 90. 
SFAS 144 applies to impairment reviews of definite-lived long-lived assets (e.g., PP&E, emission allowances, 
etc.), while SFAS 142 applies to impairment reviews of goodwill and other indefinite-lived intangibles. 
assets are covered by other areas of GAAP depending upon the specific nature of the asset - e.g., equity method 
investments are covered by APB 18, other investments are covered by SFAS 115 and EITF Issue 03-1, notes 
receivable are covered by SFAS 114, etc. Also refer to the accounting policy entitled "Asset Impairments 
Reviews for Long-lived Assets (excluding Goodwill) and Equity Method Investments, Assets Held for Sale and 
Discontinued Operations (SFAS No. 144 and APB No. 18)" for additional guidelines. 

Other 

11. Income Taxes and Investment Tax Credit for Reaulated Entitles 

Per SFAS No. 109, "Accounting for Income Taxes"; 

29. Regulated enterprises that meet the criteria for application of FASB Statement No. 71, Accounting for 
the Effects o f  Certain Types of Regulation, are not exempt from the requirements of this Statement-. 
Specifically, this Statement: 

a. Prohibits net-of-tax accounting and reporting 

b. Requires recognition of a deferred tax liability (1) for tax benefits that are flowed through to 
customers when temporary differences originate and (2) for the equity component of the allowance for 
funds used during construction 

c. Requires adjustment of a deferred tax liability or  asset for an enacted change in tax laws or rates. 

If, as a result of an action by a regulator, it is probable that the future increase or decrease in taxes payable for 
items (b) and (c) above will be recovered from or returned to  customers through future rates, an asset or 
liability is recognized for that probable future revenue or reduction in future revenue pursuant to paragraphs 9- 
11 of Statement 71. That asset or liability also is a temporary difference for which a deferred tax liability or  
asset shall be recognized. 
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Duke Energy presents regulatory assets and liabilities and AFUDC equity on a "gross-of-tax" basis on the 
balance sheet. "Gross-of-tax" usually means that the regulatory asset or liability is a temporary difference on 
which deferred taxes are provided. However, some regulatory assets (the AFUDC equity component of plant, for 
example) and some regulatory liabilities (tax rate reductions or deferred investment tax credits, for example) 
must be grossed up to reflect the taxation of the revenue required to recover the asset or settle the liability. A 
regulatory asset for the gross up of AFUDC Equity (AFUDC Equity is included in property, plant and equipment) 
is booked with the tax effect in the balance sheet account accumulated deferred income taxes ("ADIT"). The 
ADIT represents both the deferred taxes on the AFUDC Equity in PP&E and the deferred taxes on the regulatory 
asset for the gross up. See also SFAS No. 109, paragraphs 57-58 and 252-255. 

Duke Energy does a balance sheet amortization of "Net Regulatory Asset Related to  Income Taxes" and ADIT 
(see discussion below in section captioned "Net Requlatory Asset Related to Income Taxes"). The result is t ha t  
AFUDC equity income and the depreciation or amortization of AFUDC equity is presented net of tax on the 
income statement and are reconciling items in the statutory to effective tax rate reconciliation. 

Per SFAS No. 101; 

116. The requirements for accounting for investment tax credits are contained in Opinions 2 and 4. In 
Opinion 2, the Accounting Principles Board (APB) concluded that: 

a. The investment tax credit reduces the cost of the related asset, and for that reason, it should be 
deferred and amortized over the productive life of the related asset. 

c. Display of the deferral as deferred income is also permitted provided that the investment tax credit is 
accounted for as a reduction of the cost of the asset, that is, amortized over the productive life of the 
asset. 

For electric operations, investment tax credits are deferred and reported as a credit on the balance sheet rather 
than a reduction in PP&E. Investment tax credits are amortized as a component of income tax expense over the 
life of the associated plant. This amortization impacts the Company's reported effective tax rate. 

A regulatory liability for the gross up of investment tax credits on the balance sheet is booked with an offsetting 
amount in ADIT. The offsetting ADIT represents the deferred taxes on the Investment Tax Credit and the 
deferred taxes on the regulatory liability for the gross up. 

Per SFAS No. 109; 

18. The objective is to measure a deferred tax liability or asset using the enacted tax rate(s) expected to  
apply to taxable income in the periods in which the deferred tax liability or asset is expected to be settled or 
realized. 

ADIT balances should reflect the enacted tax rates expected to apply to taxable income. I f  a change in tax rates 
(or allocations of income between state jurisdictions for state income taxes) occurs, ADIT should be adjusted to 
the new tax rate. The change in the ADIT balance should be evaluated to determine i f  a regulatory asset or 
liability for the change in tax rates should be recorded. I f  a regulatory asset or liability is recorded, it should be 
grossed up to a before tax amount and ADIT on the regulatory asset or liability should be recorded at the new 
tax rate. Further guidance on tax rates can be found in SFAS No. 109 paragraphs 18, 27, 89-91, 233-237 and 
252-255. 

Duke Energy has deferred changes in tax rates on 'protected' property and utilized either the South Georgia or 
the average rate assumption methodology ("ARAM") to amortize the excess taxes into income. The resulting 
amortization impacts the Company's reported effective tax rate. 

The regulated Duke Energy companies have entered into a tax sharing agreement. As a result, income taxes for 
regulated utilities, even if their form of organization is an 'LLC', should reflect income tax expense and income 
tax liabilities. However, income tax payments as determined by the tax sharing agreement should not be 
assumed to be the same as GAAP income tax expense. Any difference should be accounted for as a capital 
transaction between the parent and the subsidiary. 

On an SEC sub-registrant level, the accounting for income taxes essentially represents the income taxes that 
each sub-registrant would incur if each sub-registrant were a separate company filing its own tax return as a C- 
Corporation. 
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As it relates to taxes, Duke Energy records interest expense, within the interest expense line item of the income 
statement, and interest income and penalties within the "Other Income and Expenses, net", line item o f  t h e  
income statement. Income tax accruals for unrecognized tax benefits on regulated operations are recorded as a 
regulatory asset if the requirements of paragraph 9 of SFAS No. 71 are met. 

12. Incurred Costs vs. Allowable Costs 

"Incurred" costs (e.g., as discussed in paragraph 9 of SFAS No. 71) only include those costs that would 
otherwise be charged to expense. Incurred costs do not include an AFUDC equity return or a reduction in 
revenue. For example, a one-year reduction in rates would likely not represent an "incurred" cost and therefore 
not qualify for recording as a regulatory asset, even if the regulator allowed multi-year amortization for 
regulatory reporting purposes. Likewise, the accrual of AFUDC equity on a regulatory asset would not likely 
represent an "incurred" cost, See section above entitled "Allowance for Funds Used Durinq Construction or 
"AFUDC" for guidance on accruals related to equity returns. 

In the context of  SFAS 71, "allowed" costs is a broader concept of  costs than "incurred" costs. Allowed costs 
include all costs from which (regulated) revenue is intended to provide recovery (see SFAS 71, paragraph 1). 
Regulators often defer allowed costs for ratemaking purposes with the intent that revenues from regulated 
operations cover these allowed costs in a later time period. A deferral for regulatory purposes does not 
necessarily equate to a change in rates. Instead, a deferral may mean that costs are deferred for  the purpose of 
assessing earned rates of returns in regulatory reports. 

13. Intercomoanv Profit 

Per SFAS No. 71; 

Intercompany Profit" 

The term intercompany profit is used in this Statement to include both profits on sales from one 
company to another within a consolidated or affiliated group and profits on sales from one operation of a 
company to another operation of the same company. 

16. Profit on sales to regulated affiliates shall not be eliminated in general-purpose financial statements" if 
both of the following criteria are met: 

ARB No. 51, Consolidated Financial Statements, requires that profit on sales of assets remaining in 
the consolidated group be eliminated in consolidated financial statements. APB Opinion No. 18, The 
Equity Method of Accounting for Investments in Common Stock, effectively extends that requirement to 
affiliated entities reported on the equity method. 

a. The sales price is reasonable. 

b. It is probable that, through the rate-making process, future revenue approximately equal to  the sales 
price will result from the regulated affiliate's use of the products. 

Profits on intercompany sales to regulated affiliates should not be eliminated in consolidated results if the 
requirements of paragraph 16 of SFAS No. 71 are met. 

Intercompany profit on sales from a regulated entity (under SFAS No. 71) to an unregulated affiliate should be 
eliminated in consolidated results. See also SFAS 71, paragraph 17 and 85-86. 

14. Mark-to-market results for certain derivative instruments under SFAS No. 133, "Accounting for Derivative 
Instruments and Hedaina Activities" 

Changes in the fair value of derivative instruments designated as cash flow hedges are recorded in Accumulated 
Other Comprehensive Income (AOCI), a separate component of shareholders' equity on the balance sheet, while 
changes in the fair value of derivative instruments not designated as cash flow hedges or fair value hedges are 
recorded immediately in earnings ("mark-to-market" derivatives) absent regulatory accounting. 
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For derivative instruments related to regulated entities, the changes in fair value of "mark-to-market" 
commodity derivatives and cash flow hedges that would otherwise flow through the income statement should be 
recorded as a regulatory asset or liability, rather than AOCI or earnings, as long as the criteria in paragraphs 9 
or 11 of SFAS No. 71, as applicable, are met. Depending upon the specific facts and circumstances, a formal 
"rate order" may not be required in order to meet the criteria of SFAS No. 71 to classifV the balance as ei ther a 
regulatory asset or liability. 

Refer to the accounting policy entitled "Accounting for Derivative Instruments and Hedging Activities" for 
additional guidelines related to the accounting for derivative instruments. 

15. Maior Maintenance of Plant 

The cost of repairs, replacements and major maintenance projects which do not extend the useful life or 
increase the expected output of property, plant and equipments, i s  expensed as is it incurred. Extending the  
useful life refers to the life of the property as it was originally constructed or acquired. Restoring serviceability, 
maintaining, or preserving the life as originally constructed does not 'extend the useful life'. 

Significant refurbishment or other expenditures deemed to be "life extending" may be capitalized if the original 
components have been refurbished, repaired, rebuilt, re-generated, or substantially replaced such that the unit 
of property has been returned to its original operating capability with an estimated life as if new. Indicators of 
"life extension" treatment include the cost of the work being 50% or more of the original cost of  the property 
and manufacturer rewarranty and/or re-certification being provided. 

Work performed a t  regular intervals (months or years, number of hours in operation, miles driven, cold starts, 
etc.) per manufacturer specifications or other available guidance, it should be considered normal repair and 
maintenance and therefore expensed. 

Al l  maintenance costs except those that extend the life, increase the output or in some other way constitute a 
substantial betterment or substantial addition to the asset should be expensed. Work performed specifically for 
the purpose of preventing failure, restoring serviceability or  maintaining life of plant, rearranging or changing 
the location should be expensed. The magnitude of the costs does not change what would otherwise be a 
current period expense into an asset. 

Major maintenance activities may involve tasks which support both capital tasks (e.g., replacement of retirement 
units) and expense tasks (e.g., inspections, machining of parts). For instance, a turbine inspection will require 
disassembly and reassembly of the turbine in order to perform replacements, inspections, machining of  parts, 
etc. When generic tasks, such as disassembly and reassembly, are required in order to perform both capital and 
expense tasks, the cost associated with the generic task shall be allocated to capital and expense using the labor 
cost of the capital and expense tasks as the basis for allocation. 

See also Plant Pronertv and Eauioment. 

16. Net Reaulatorv Asset Related to Income Taxes 

AFUDC Equity is capitalized to Property, Plant, and Equipment including Nuclear Fuel (PP&E) on an after tax 
basis (See section above entitled "Allowance for Funds Used During Construction or "AFUDC"" for a discussion of 
AFUDC Equity). C,apitalized AFUDC Equity is considered to be a temporary difference because it is recognized as 
income in one period and recognized in later periods as depreciation or amortization expense. Duke's policy is 
to take the amount of undepreciated AFUDC Equity in PP&E and gross it up to a before tax amount. The gross- 
up is presented as net regulatory asset related to income taxes, which is a temporary difference. An equal and 
offsetting amount is credited to Accumulated Deferred Income Taxes (ADIT) on the balance sheet. This ADIT 
represents ADIT on the undepreciated AFUDC Equity remaining in PP&E plus the ADIT on the net regulatory 
asset related to income taxes. The result is  that the AFUDC Equity in PP&E is effectively converted from a net of 
tax amount to a before tax amount. For example, if there is $100 of undepreciated AFUDC Equity in PP&E and 
the tax rate is 40%, Duke Energy debits net regulatory asset related to income taxes for $67 and credits ADIT 
for $67. ADIT of $67 represents ADIT on AFUDC in PP&E of $40 (40% of $100) and ADIT on net regulatory 
asset related to income taxes of $27 (40% of $67). See SFAS No. 109, paragraph 253. Also see section above 
entitled "Income taxes and Investment Tax Credit for Reaulated Entities" for further discussion of accounting for 
income taxes in a rate-regulated environment. 
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17. Net Revenue - ISO/RTOs 

Sales to an independent system operator ("ISO") or RTO (Independent System Operator and Regional 
Transmission Organization) and purchases from an IS0 or  RTO in the day-ahead market market for the same 
hour should be netted. Likewise, sales to an ISO/RTO and purchases from an ISO/RTO in the real-time market 
should also be netted. 

I f  the net result is the sale of megawatt hours ("mWhs"), the net dollars should be reported as revenue, even if 
a net payment results. I f  the net result is the purchase of  mWhs, the net dollars should be reported as expense, 
even if net income results. I f  the net result is zero mWhs, gains should be reported as revenue and tosses as 
expense. 

18. Nuclear aroDertv and liability reserves 

As a result of prior rate-making, Duke Energy Carolinas has reserves set aside for property damage and for 
liability under the Price-Anderson Act, and is required to be accountable to the regulatory commissions for these 
amounts. Since a nuclear accident is a remote possibility as defined by SFAS No. 5, these amounts represent 
regulatory liabilities under SFAS 71, paragraph I l ( b ) .  

19. Nuclear decommissioninq trust fund 

In accordance with regulatory requirements, Duke Energy has established an external trust fund that holds 
investments, including debt and equity securities, designated to cover costs to decommission Duke Energy 
Carolinas' nuclear plants when the operating licenses ultimately expire. Decommissioning of the non- 
contaminated portion is a removal cost (see separate section below entitled "Removal Costs"). 
Decommissioning of the contaminated portion is an ARO under SFAS No. 143 because it represents a legal 
obligation, while decommissioning of the non-contaminated portion is not a legal obligation and therefore no t  an 
ARO under SFAS No. 143. 

I n  accordance with regulatory requirements, Duke Energy has outsaurced the management of the investments 
in the trust to one or more third parties. Under SFAS No. 115, "Accounting for Certain Investments in Debt and 
Equity Securities", investments in marketable securities, such as debt and equity securities, are classified as 
trading, held-to-maturity, or available-for-sale, With respect to the nuclear decommissioning trust fund, all the 
marketable securities held in the trust are classified as available-for-sale. Duke Energy management does not 
have the ability to hold the securities to maturity, due to the outsourcing of  the investment management 
procedures, nor do the securities qualify for the trading designation as they are not bought and held principally 
for selling them in the near term. Consequently, under the guidance in SFAS No. 115, the investments are 
carried at fair value in the consolidated balance sheets. 

Net realized and unrealized earnings of the decommissioning fund set aside for contaminated costs are recorded 
as a regulatory asset (debit/credit nuclear decommissioning trust fund, credit/debit regulatory asset). The 
reason the amount is recorded as a regulatory asset is that  at this time, the ARO casts (decommissioning 
expense) allowed for setting rates is less than the cumulative amount of asset retirement costs expensed for 
GAAP purposes. 

Realized and unrealized earnings/losses of the decommissioning fund set aside for clean costs are recorded as a 
regulatory liability (debit/credit nuclear decommissioning trust fund, credit/debit regulatory asset). The 
company has a liability to its customers related to the costs that are booked for setting rates versus the cost of 
removal which is not a GAAP recognized cost until incurred. 

20. Pensions and Other Postretirement Benefits 

The accrual of the net pension asset, net pension liability and other post retirement benefits liability (Le., the "funded 
status") on the balance sheet pursuant to SFAS No. 158 is offset by an entry to regulatory asset or liability to the 
extent allocable to Duke's regulated operations rather than accumulated other comprehensive income 
("Accumulated Other Comprehensive Income (AOCI"). The regulatory asset or liability recorded pursuant to SFAS 
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No. 158 should be on the books of the same company where the associated net pension asset, net pension liability or 
other post retirement benefits liability is recorded. 

The regulatory asset for other post retirement benefits net of deferred taxes, is equal to the other post retirement 
liability, net of deferred taxes, allocated to Duke's regulated operations. The before tax regulatory asset for other post 
retirement benefits does not equal the before tax net liability for other post retirement benefits as a component of  the 
before tax net liability represents a permanent difference. The reason the before tax amount for the regulatory asset 
does not equal the before tax amount for the post retirement benefit liability is that there is a non-taxable component 
of the benefit liability represented by the non-taxable funding by the federal government for medical costs. 

Refer to the accounting policy entitled "Accounting for Defined Benefit Pension and Other Post-Retirement 
Benefit PI a n s" for addition a I guidelines . 

21. Phase-In Plans (SFAS No. 92)  

From SFAS No. 92 :  

3. The term phase-in is used in this Statement to refer to any method of recognition of allowable costs 
(footnote omitted) in rates that meets all of  the following criteria: 

a. The method was adopted by the regulator in connection with a major, newly completed plant of the 
uti l i ty or one of  its suppliers or a major plant scheduled for completion in the future (hereinafter referred 
to  as a "plant"). 

b. The method defers the rates intended to recover allowable costs beyond the period in which those 
allowable costs would be charged to expense under GAAP applicable to enterprises in general. 

c. The method defers the rates intended to recover allowable costs beyond the period in which those 
rates would have been ordered under ratemaking methods routinely used prior to 1982 by that 
regulator for similar allowable costs of that regulated enterprise. 

4. I f  a phase-in plan is ordered by a regulator in connection with a plant on which no substantial physical 
construction had been performed before January 1, 1988, none of the allowable costs that are deferred for 
future recovery by the regulator under the plan' for rate-making purposes shall be capitalized for general- 
purpose financial reporting purposes (hereinafter referred to as "financial reporting"). 

' "Allowable costs that are deferred for future recovery by the regulator under the plan" consist of all 
allowable costs deferred for rate-making purposes under the plan beyond the period in which those 
allowable costs would be charged to expense under generally accepted accounting principles applicable 
to enterprises in general. 

Since it is unlikely that Duke will have a phase-in on a plant constructed prior to January 1, 1988, Duke Energy 
should not be deferring any costs as a result of phase-in plans. 

Phase-in plans do not include the deferral of costs between the commercial operation date o f  a major new plant 
and a change in rates to reflect commercial operation of that plant. Such incurred costs can be deferred 
provided they meet the requirements of SFAS No. 71 paragraph 9 and do not include an amoiint for AFUDC 
equity. (See paragraphs 38-41 of SFAS No. 9 2 )  

22. ProDertv. Plant and Eauioment 

I n  accordance with the FERC Uniform System of Accounts ("USA"), Duke Energy uses composite depreciation to 
depreciate its uti l i ty plant for both FERC and GAAP purposes. Composite depreciation is a method whereby one 
depreciation rate is applied to the entire asset group. For example, the foundation and structure of a building 
may last 50 years, whereas the electrical and plumbing components may have lives of  20 years. These 
component assets would be grouped together, and a composite depreciation rate of  approximately 33 1/3 years, 
as an example, may be used for the entire asset group. When Duke Energy retires its regulated property, plant 
and equipment, it charges the original cost plus the cost of retirement, less salvage value, to accumulated 
depreciation and amortization. When it sells entire regulated operating units, or retires or sells non-regulated 
properties, the cost is removed from the property account and the related accumulated depreciation and 
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amortization accounts are reduced. Any resulting gain or loss i s  recorded in earnings, unless otherwise required 
by the applicable regulatory body. 

Duke capitalizes Contributions in Aid of Construction ("CIAC") as reductions in uti l i ty plant in accordance w i t h  the 
FERC Uniform System of Accounts and prevalent industry practice for GAAP reporting purposes. 
of  extra facilities fees are treated as deferred revenue and not as CIAC. 

Prepayments 

Preliminary survey and development costs that meet the requirements of paragraph 9 of SFAS No. 7 1  are 
recorded as a regulatory asset until a decision has been made to either start or abandon the project. I f  a 
decision has been made to start the project, the costs are transferred to construction work in progress. 
Otherwise, the costs are expensed unless the costs continue to meet the requirements of paragraph 9 of SFAS 
No. 71. 

Investment tax credits, for electric plant, are recorded as deferred credits instead of  as reductions in PP&E (See 
section above entitled "Income Taxes and Investment Tax Credit for Reaulated Entities"). Duke Energy does not 
record any regulatory assets or regulatory liabilities as PP&E. (See section above entitled "Allowance for Funds 
Used Durina Construction or "AFUDC"".) The cost of removal component of depreciation is reported on the GAAP 
balance sheet as a regulatory liability although for regulatory purposes, this liability is credited to Accumulated 
Depreciation. 

The income statement effects o f  SFAS No. 143 "Accounting for Retirement Obligations", are deferred into a 
regulatory asset or regulatory liability. (See section on Asset Retirement Obliclations.) 

Changes in Units of Property are a change in an accounting estimate effected by a change in accounting principle 
as defined by SFAS No. 154, "Accounting Changes and Error Corrections - A Replacement of APB Opinion No. 
29." 

(See section below on Removal Costs.) 

Per SFAS 154, "Accounting Changes and Error Corrections": 

22 .... ."....._...._.... I f  a change in estimate does not have a material effect in the period of change but is 
reasonably certain to have a material effect in later periods, a description of that  change in estimate shall be 
disclosed whenever the financial statements of the period of change are presented. 

Per SAB Topic 1 M "Materiality", materiality considerations include an effect that increases management's 
com pensa tian ~ 

A retirement is the removal from service, sale, abandonment or other withdrawal from service. Refurbishing a 
piece of property and then returning it to service in the same location is not  a retirement. Returning the i tem to 
service after refurbishment in a different location is not a retirement because the item has not been removed 
from service. 

A piece of plant that is removed from service should not be placed in inventory (for GAAP accounting) if it has 
been classified as a capital spare part. Such spare parts do not meet the definition of inventory. I f  the spare 
parts are essential for emergency needs, are associated with specific plant-in-service, and are not subject to use 
as normal periodic replacements, they may be recorded in the depreciable plant-in-service accounts. Spare 
parts which are subject to use as normal periodic replacements (such as meters and transformers) should be 
recorded as inventory. 

All property will be considered as consisting of  either property units or minor items of property. I f  not identified 
as a property unit, the item is considered a minor item. 

w 

I f  a property unit is added, the cost is capitalized. 
I f  a property unit is replaced with new property unit, the old unit is retired and the new unit is 

I f  a minor item of property is added to a property unit, costs are expensed unless there is a "substantial 

I f  a minor item of property is replaced independently of the property unit of which it is a part, the cost is 

All remaining expenditures are expensed. 

capitalized. 

addition" to the property unit, 

expensed, unless there is a "substantial betterment" of the property unit. 

w 

w 

w 
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Substantial Addition - The new minor item being added to the property unit must cost a t  least 25% of the 
current price for that unit, or, using an appropriate and reasonable functional metric, there must be at least a 
25% addition. 

Substantial Betterment - Improvement to a property unit though replacement of a minor item of property tha t  
makes the unit more useful or  more efficient or that increases capacity. Capitalize only the portion that adds a t  
least 25% betterment. (Subtract the current cost of the original minor item from the betterment.) 

A trade-in/salvage arrangement with a vendor where pre-arrangements exist for the repurchase of the same or 
previously-owned refurbished Duke Energy property will not change the accounting treatment from expense to 
capital. 

The repair/refurbishment/overhaul of existing equipment where the company has purchased an additional i tem 
to insert in its place while the work is ongoing shall be accounted for as follows: 

1. Purchase of the additional property unit(s) shall be recorded in materials inventory at cost. 
2. When work begins the property unit(s) are issued out of materials inventory and charged t o  the 
appropriate capital project. 
3. The existing property unit(s) are removed, retired from plant-in-service, and placed in materials 
inventory at original cost (trended to the appropriate vintage date). This occurs whether the unit(s) are 
kept on-site or shipped to a vendor. I f  shipped to a vendor, appropriate supporting documentation 
noting the physical location of the units must be maintained. 
4. Refurbishment costs incurred are expensed currently unless the refurbishment results in a 
substantial betterment or economic life extension of the unit of property. 

Costs that "have a definite relation to construction shall be capitalized. The addition to direct construction costs 
of  arbitrary percentages or amounts to cover assumed overhead costs is not permitted." Capitalization is only 
appropriate when such costs are specifically identifiable with a particular project and are identifiable in the 
accounting records. Indirect costs capitalized should be incremental (costs that would not have been incurred 
had the project not been developed.) 

The following is a summary of costs for overhead departments which i f  not feasible to be direct charged, can be 
included in a cost pool that may be used for capitalization. Overhead cost pools include employee fringe and 
benefit allocations. Direct costs to a capital project also include employee fringe and benefit allocations. 

eligible 
Accounting: (Asset, Controller, Accounting Support): Only Asset Accounting departmental costs are 

for capitalization. No other costs are eligible for capitalization unless direct charged. 
Executive: No costs are eligible for capitalization unless direct charged. 
Information Technology: (mainframe, server, workstation, data center and support services): eligible for 

Human Resources: No costs are eligible for capitalization unless direct charged. 
Facilities: real estate and project management: No costs are eligible for capitalization unless direct 

Finance: (treasury, insurance claims, budgeting, reporting): No costs are eligible for capitalization 

capitalization. 

charged . 

unless direct charged. 

Based on the available guidance, the presumption is that these costs are to be expensed unless there is a direct 
or very close indirect relationship to the Construction project. FERC states only costs that "have a definite 
relation to construction shall be capitalized. The addition to direct construction costs of arbitrary percentages or 
amounts to cover assumed overhead costs is not  permitted." GAAP states capitalization is only appropriate 
when such costs are specifically identifiable with a particular project and are identifiable in the accounting 
records. GAAP also states indirect costs capitalized should be incremental (costs that  would not have been 
incurred had the project not  been developed.) 

The burden of proof is on the Company to support costs are directly identifiable with the construction project. 
Identified costs are based on what activities are performed in support of construction projects, and not simply 
based on what department personnel are associated with. I n  defining these costs the following factors should be 
considered : 

a. Specific information should be available (such as timecards) to support the allocation of overhead 
costs to specific projects. 
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b. 

c. 

The costs incurred should be incremental costs. That is, in the absence of the project or  projects 
under development o r  construction, these costs would not be incurred. 
The impact of capitalization of such indirect costs on the results of operations should be consistent 
with the pervasive principle of  matching costs with related revenue. 

Payroll timesheets and/or special studies of  where personnel spend their t ime are methods which could provide 
acceptable support. 

For additional guidance, see: USFEG CaDitaliz&on Guidelines 

23. Rate Chancres 

Per SFAS No. 71; 

79. Rate actions of a regulator can also impose a liability on a regulated enterprise in the following ways: 

a. A regulator can order a regulated enterprise to refund previously collected revenues. 

b. A regulator can provide rates intended to recover costs that  are expected to be incurred in the future. 
Paragraphs 38 and 39 illustrate that possibility. The resulting increased charges to customers are 
liabilities and not  revenues for the enterprise--the enterprise undertakes to provide the services for 
which the increased charges were collected, and it is obligated to return those increased charges if the 
future cost does not occur. The obligation will be fulfilled either by refunding the increased charges 
through future rate reductions or by paying the future costs with no corresponding effect on future 
rates. The resulting increases in charges to  customers are unearned revenues until they are earned by 
their use for the intended purpose. 

Rate reductions for previously collected revenue (refunds) should be accrued as regulatory liabilities in 
accordance with SFAS No. 71, paragraph l l ( a ) .  Other rate reductions should likely not  be accrued. 

Rate changes for cost tracked items (such as a fuel o r  purchased pawer expense) are booked as revenue as 
billed (typically monthly). The mismatch between fuel or purchased power revenue and the associated expense 
is booked as an adjustment to revenue or expense. 

The effects of regulatory-ordered future rate reductions that do not qualify as regulatory liabilities under FAS 71, 
par. 11 should not be accrued in advance but rather should be recognized as reduced revenue in future periods. 

24. Reaoolication of SFAS No. 71 

Reapplication of SFAS No. 7 1  as a result of reregulation is the result of a change in accounting principle as a 
result of a changed circumstance. The effect of such a change is recognized in current earnings and is not a 
cumulative effect of a change in accounting principle. Caution should be applied to avoid the recognition of 
regulatory assets before they are considered probable of recovery. Reapplication of SFAS No. 71 may be 
considered an “extraordinary item” for income statement classification purposes depending on facts and 
circumstances. 

25. Requlatorv ACCOUnt i f lQ  vs. U. S. GAAP 

Per SFAS No. 111, “Rescission of FASB Statement No. 32 and Technical Corrections” 

25. The chart below summarizes the GAAP hierarchy for financial statements of nongovernmental entities 
under SAS 69, “The Meaning of Present Fairly in Conformity With Generally Accepted Accounting Principles.“ 

Established Accounting Principles 

Category (a)-FASB Statements and Interpretations, APB Opinions, and AICPA Accounting Research Bulletins 

Category (6)-FASB Technical Bulletins, cleared li AICPA Industry Audit and Accounting Guides, and cleared 
AICPA Statements of Position 
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Category (c)-Consensus positions of the FASB Emerging Issues Task Force and cleared AICPA AcSEC 
Practice Bulletins 

Category (d)-AICPA Accounting Interpretations, FASB Implementation Guides (Q&As), and widely recognized 
and prevalent industry practices 

Other Accounting Literature 

Other accounting literature, including FASB Concepts Statements; APB Statements; AICPA Issues Papers; 
International Accounting Standards Committee Statements; GASB Statements, Interpretations, and 
Technical Bulletins; pronouncements of other professional associations or regulatory agencies; AICPA 
Technical Practice Aids; and accounting textbooks, handbooks, and articles. 

Regulatory accounting pronouncements (e.g., accounting from regulatory bodies such as FERC or state public 
utility commissions) should not be assumed to comply with U.S. GAAP reporting requirements (SFAS 71, 
paragraphs 4 & 54). However, per the excerpts from SFAS No. I l l  above, pronouncements of regulatory 
agencies and prevalent industry practice represent lower level GAAP. Therefore, the 

* 

prevalent industry practice 

FERC Uniform System of Accounts, 
FERC Accounting Interpretations, Releases and Rulernakings, 
State Commission Accounting Orders, Rate Orders or other pronouncements and 

provide GAAP guidance as long as they are consistent with SFAS No. 7 1  and are not: in conflict with any higher 
level GAAP. Industry practice cannot take precedence over authoritative literature. 

SFAS No. 7 1  applies to  most of the operations of the USFEG business segment. However, there are some 
exceptions. For example, the regulated operations exclude all af the wholesale operations, as the rates for the 
wholesale operations are not under cost-based regulation, with the exception of the transmission operations 
which continue to be rate regulated. 

Note that the FASB has recently issued SFAS No. 162, "The Hierarchy of Generally Accepted Accounting 
Principles" (SFAS No. 162) which states, "The Board does not expect that this Statement will result in a change 
in current practice. However, transition provisions have been provided in the unusual circumstance that the 
application of the provisions of this Statement results in a change in practice.." Below is the GAAP hierarchy as 
outlined in SFAS No. 162, and we believe the aforementioned use policy guidance remains applicable. 

The GAAP Hierarchy 
3. The sources of accounting principlesl that are generally accepted are categorized in descending 
order of authority as follows: 
a. FASB Statements of Financial Accounting Standards and Interpretations, FASB Statement 133 
Implementation Issues, FASB Staff Positions, and American Institute of Certified Public Accountants 
(AICPA) Accounting Research Bulletins and Accounting Principles Board Opinions that are not 
superseded by actions of the FASB 
b. 
and Statements of  Position 
c. 
FASB, consensus positions of the FASB Emerging Issues Task Force (EITF), and the Topics discussed in 
Appendix D of EflFAbstracts (EITF D-Popics)3 
d. 
AICPA Industry Audit and Accounting Guides and Statements of Position not  cleared by the FASB, and 
practices that are widely recognized and prevalent either generally or in the industry. 
4. 
category (a), an entity shall consider whether the accounting treatment is specified by an accounting 
principle from a source in another category. In such cases, if categories (b)-(d) contain accounting 
principles that  specify accounting treatments for a transaction or event, then the entity shall follow the 
accounting treatment specified by the accounting principle from the source in the highest category-for 
example, follow category (b )  treatment over category (c) treatment. 

FASB Technical Bulletins and, if cleared2 by the FASB, AICPA Industry Audit and Accounting Guides 

AICPA Accounting Standards Executive Committee Practice Bulletins that have been cleared by the 

Implementation guides (Q&As) published by the FASB staff, AICPA Accounting Interpretations, 

I f  the accounting treatment for a transaction or event is not specified by a pronouncement in 
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26. Reauiatorv Assets 

Regulatory assets should be amortized over future periods consistent with the related recovery through 
customer revenues or reductions in the related deferred taxes. Regulatory assets should not be netted against a 
corresponding GAAP liability unless the netting requirements of FIN 39 are met. Regulatory assets should not be 
included as a part of  plant, property and equipment including nuclear fuel (PP&E) or inventory. (See discussion 
on AFUDC, Intercoinoanv orofit and Disallowances for further guidance.) 

Evidence should be maintained for all regulatory assets supporting that the asset is both probable of recovery 
and estimable and that the cost being deferred is a specific cost and not a provision for similar future costs. 

An incurred cost that does not meet the asset recognition criteria in paragraph 9 a t  the date the cost is incurred 
should be subsequently recognized as a regulatory asset if it meets those criteria a t  a later date. 

I tems which meet the requirements of  paragraph 9 of SFAS No. 7 1  and would otherwise be recorded as 
accumulated other comprehensive income ("Accumulated Other Comprehensive Income (AOCI") (see pensions 
and other oost retirement benefits for example) are recorded as regulatory assets. 

27. Requlatorv Liabilities 

Regulatory liabilities should be amortized over future periods consistent with the related decrease in customer 
revenues, increase in expense to which the regulatory liability was originally created, or reductions in the related 
deferred taxes. Regulatory liabilities should not be netted against a corresponding GAAP asset unless the 
netting requirements of FIN 39 are met. Regulatory liabilities should not be included as a part of plant, property 
and equipment including nuclear fuel (PP&E) or inventory. (See the sections above on AFUDC and DisaNowances 
~ _ _ _  of Plant Costs for further guidance.) 

Regulatory liabilities are usually created when the criteria of paragraph 11 (a), (b) or (c) are met. 

Items which meet the requirements of  SFAS No. 7 1  and would otherwise be recorded as AOCI are recorded as 
regulatory liabilities (see pensions and other Dost retirement benefits for example). 

28. Removal Costs 

For certain regulated Duke entities, the depreciation component of rates includes an estimate for costs of 
removal. Costs of removal may include both the "non-legal" retirement obligations, such as estimated costs for 
non-nuclear facilities and the non-contaminated portion for decommissioning nuclear power plants as well as 
certain costs associated with retirement of gas pipeline systems. Under SFAS No. 143, these costs cannot be 
accrued as retirement obligations until incurred because they do not represent legally-obligated costs. (The 
contaminated portion for decommissioning Duke's nuclear power facilities is an ARO liability.) Therefore, 
pursuant to SFAS No. 71, paragraph l l ( b ) ,  the balance for these non-legal costs is recorded as a regulatory 
liability for GAAP reporting although regulated financial statements may be required, in some cases, to classify 
these credits within accumulated depreciation. 

29. Reoortino and Disclosure Reauirements 

Per SFAS No. 71; 

19. For refunds that are recognized in a period other than the period in which the related revenue was 
recognized and that have a material effect on net income, the enterprise shall disclose the effect on net 
income and indicate the years in which the related revenue was recognized. Such effect may be disclosed by 
including it, net of  related income taxes, as a line item in the income statement. However, that  item shall 
not be presented as an extraordinary item. 

Significant refunds that are recognized in a period other than the period in which the related revenue was 
recognized and that have a material effect on net income should be disclosed. The years for which the related 
revenue was recognized should be indicated. The effect may be disclosed, net of related income taxes, as a line 
item in the income statement. However, it should not be presented as an extraordinary item. 
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The amount of any revenue adjustments resulting from rate-making processes related to prior interim periods 
should be disclosed under the following circumstances. 

From SFAS No. 16, "Prior Period Adjustments", paragraph 13: 

a. The effect of the adjustment or settlement is material in relation to income from continuing operations of 
the current fiscal year or in relation to the trend of income from continuing operations or is material by  other 
appropriate criteria, and 

b. All or part of the adjustment or settlement can be specifically identified with and is directly related t o  
business activities of specific prior interim periods of the current fiscal year, and 

c. The amount of the adjustment or settlement could not be reasonably estimated prior to the current 
interim period but becomes reasonably estimable in the current interim period. 

I f  the revenue adjustment occurs in other than the first quarter, prior interim periods of the current year should 
be restated to include the portion of  the revenue adjustment. The portion of  the refund that is directly related to 
business activities during prior years will be included in the first quarter of the current year. Disclosures wil l be 
made of  both a) the change in income and b) the income on 

continuing operations, 
net income and 

0 related per share amounts 

See also, SFAS No. 16, paragraphs 14-15. 

Losses recorded related to abandanments or disallowances should not be reported as extraordinary items. 

Per SFAS No. 101; 

6 .  When an enterprise discontinues application of Statement 71 to al l  or part of its operations, .."."....". I.._I ."..,". I 

The net effect of the adjustments required by this Statement shall be included in income of the period in 
which the discontinuation occurs and shall be classified as an extraordinary item. 

8. 
a separable portion of its aperations, the enterprise shall disclose the reasons for the discontinuation and 
identify the portion of its operations to which the application of  Statement 71 is being discontinued. 

For the period in which an enterprise reflects the discontinuation of application of Statement 71 to all or 

I f  SFAS No. 71 is discontinued for any portion of  the regulated business, the reason for the discontinuance and 
the portion of the operations for which SFAS No. 71 is discontinued should be disclosed. The discontinuance 
should be treated as an extraordinary item. 

Duke Energy discloses in a separate financial statement note all regulatory assets and liabilities. Regulatory 
assets and liabilities exclude AFUDC (borrowed and equity) capitalized as part of plant, property and equipment 
including nuclear fuel, intercompany profit in PP&E or inventory or disallowances. Disclosures include: 

the amount deferred, 

the recovery period and 

the nature of  the cost deferred, 

where each item is presented on the balance sheet, 

whether a return is being provided. 

The SEC's SA6 Topic 10C, "Jointly Owned Electric Utility Plants," requires a utility participating in a jointly owned 
power station to disclose the extent of its interests in such plant(s). Disclosure should include a table showing 
separately for each interest the amount of utility plant in service, accumulated depreciation, the amount of plant 
under construction and the proportionate share. Amounts presented for plant in service maybe further 
subdivided into subcategories such as production, transmission and distribution. Information concerning two or 
more generating plants on the same site may be combined if appropriate. 

Disclosure should address the participant's share of  direc.t expenses included in operating expenses on the 
income statement (fuel, maintenance and other operating). I f  the share of direct expenses is all charged to 
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purchased power, then disclosure of this amount, as well as the proportionate amounts related to specific 
operating expenses in the joint plant records, should be indicated. 

The following is a comment from the SEC, along with the Company's response, from a comment letter received 
in 2007 from the SEC's review of the 2006 form 10-K of Duke Energy Carolinas: 

"Please revise future disclosure to indicate the amount of unbilled revenues recorded a t  
period end. To the extent applicable, please explain any material differences in amounts 
recorded between periods. 

The Company will revise future disclosure to indicate the amount of unbilled revenues recorded at 
period end. To the extent applicable, the Company will explain any material differences in amounts 
recorded between periods." 

Accordingly, these disclosures should be made in all future SEC filings for all Duke Energy SEC registrants. 

Long term purchase power contracts are disclosed in MD&A as a component of the table of  contractual 
obligations. 

30. Unbilled Fuel 

The adjustment made to match billed fuel revenue and fuel expense is reported as an adjustment to revenue or 
fuel expense in order to match billed fuel revenue and fuel expense. Fuel expense is defined by each regulatory 
jurisdiction and may include portions of purchased power expense or exclude components of fuel expense as 
reported in the GAAP financial statements. The matching of fuel revenue and fuel expense ignores the fuel 
component of Unbilled Revenues (meters not read). Depending on the jurisdictional balance, the balance sheet 
amount is recorded as either a current (regulatory) asset or a current (regulatory) liability. 

31. Unbilled Revenue (meters not rt?ad) 

An amount for electricity or gas delivered but not yet billed is accrued each month based on estimates of the 
amounts delivered since the last meter reading date to the end of the reporting period. Revenue is recognized 
as the only activities before conversion into cash are meter reading, billing and cash collection. The revenue 
recognized is gross of meter reading, billing and cash collection costs due to the immateriality of such items. 

The accrual of a receivable for unbilled revenue includes the amount recoverable through the fuel clause o r  the 
purchased gas clause. Unbilled revenue for each jurisdiction is recorded as a current asset. 

Related Links: 

Accountina for Derivative Instruments and Hedqinq Activities 

Asset ImDairments Reviews for LonQ-lived Assets (excludinq Goodwill) and Eauitv Method Investments, Assets 
Held for Sale and Discontinued ODerations (SFAS No. 144 and APB No. 181 

Revenue Recoanition 

Other Comorehensive Income Accountina Procedures 

Accountinq for Defined Benefit Pension and Other Post-Retirement Benefit Plans 

Roles and ResDonsibilities for the Consultation on and Documentation of Sianificant Accountinq or Reuorting 
Matters 
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0 For all accruals impacting customer billings, the appropriate account should be Used 
For capital accruals, the appropriate resource type, 35000 - Direct MaVPurchases Accrual, 
should be used For regulated enterprises, the appropriate resource type for a capital accrual will 
prevent Allowance for Funds Used During Construction (AFUDC) from calculating on those 
accrued charges. Use of resource type is optional for expense accruals 
Appropriate documentation should be attached to each journal to substantiate that the entries 
follow proper accrual guidelines (i e. that liabilitieslassets have been incurred in current period). 
To assist with the account reconciliations, the documentation should include a short,explanation. .. . . 
as to the nature of the accrual. 1) the projected date@) for its reversal and 2) an indication of 
whether the accrual is for one specific item or for a group of smaller items 

Support for the Policy: 
Statement of Financial Accounting Concepts No. 6: Elements of Financial Statements 

35. Liabilities are probable future sacrifices of economic benefits arising from present obligations of a 
particular entity to transfer assets or provide services to other entities in the future as a result of past 
transactions or events. 

PROBABLE is used with its usual general meaning, rather than in a specific accounting or 
technical sense (such as that in Statement 5, par. 3), and refers to that which can reasonably be 
expected or believed on the basis of available evidence or logic but is neither certain nor proved. 
Its inclusion in the definition is intended to acknowledge that business and other economic 
activities occur in an environment characterized by uncertainty in which few outcomes are certain 
(pars 44 - 48) 

OBLIGATIONS in the definition is broader than LEGAL OBLIGATIONS. It is used with its usual 
general meaning to refer to duties imposed legally or socially; to that which one is bound to do by 
contract, promise, moral responsibility, and so forth. It includes equitable and constructive 
obligations as well as legal obligations (pars 37 - 40). 

CHARACTERISTICS OF LIABILITIES 
36 A liability has three essential characteristics. (a) it embodies a present duty or responsibility to one or 
more other entities that entails settlement by probable future transfer or use of assets at a specified or 
determinable date, on occurrence of a specified event, or on demand, (b) the duty or responsibility 
obligates a particular entity, leaving it little or no discretion to avoid the future sacrifice, and (c) the 
transaction or other event obligating the entity has already happened Liabilities commonly have other 
features that help identify them -- for example, most liabilities require the obligated entity to pay cash to 
one or more identified other entities and are legally enforceable. However, those features are not 
essential characteristics of liabilities Their absence, by itself, is not sufficient to preclude an item's 
qualifying as a liability That is, liabilities may not require an entity to pay cash but to convey other assets, 
to provide or stand ready to provide services, or to use assets and the identity of the recipient need not be 
known to the obligated entity before the time of settlement. Similarly, although most liabilities rest 
generally on a foundation of legal rights and duties, existence of a legally enforceable claim is not a 
prerequisite for an obligation to qualify as a liability if for other reasons the entity has the duty ar 
responsibility to pay cash, to transfer other assets, or to provide services to another entity. 
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Accrual Guidelines 

Applicability: Applies to Enterprise 
Originator: 

Approval: Corporate Controller 

Corporate Controller - Corporate Accounting, FE&G Accounting. DEI Accounting 
& Non-Regulated Accounting 

Effective Date: March 31, 2003 
Revision Date: May 15,2009 
Reissue Date: March 31, 2008 

Statement of Purpose and Philosophy 
To ensure that obligations incurred in a given period are reflected on the financial statements for that 
period in accordance with generally accepted accounting principles (GAAP). 

Policv Expectations 
General Policy: 
The guidelines below will help identify when costs should be accrued: 

Purchases of Goods, Equipment and Assets: Payables for the purchase of assets should be 
recorded when the risks of ownership have passed For goods or equipment purchased, this 
generally takes place when title passes, typically the date the items are received or, if the terms 
are F.O.B. shipping point, the date shipped However, if title or possession is retained by the 
seller for security reasons or for the convenience of the buyer, the payable should nevertheless 
be recorded if the substantive risks of ownership have passed. Payables for items received 
subject to testing or installation should also be recorded unless it is probable that the items will 
not be accepted or installed On the other hand, no liability should be recorded for items received 
on consignment until title passes or on bailment. 
Services. Payables for services should be recorded as the services are performed. 
ActivitieslFees. Payables for other activitieslfees should be recorded when the associated 
benefits are received 
ProductslServices Provided to Customers. Receivables for work performed but not yet billed 
should be recorded only when productslservices are rendered consistent with the Revenue 
Recognition policy for the enterprise 
Exempt and Nonexempt Emplovee Compensation. Payables for labor should be recorded as 
work is performed 

Detailed analysis of accruals will be completed on a quarterly basis for the months ended March 31, June 
30, September 30, and December 31 This detailed analysis would include a pursuit for all items greater 
than or equal to $50.000 which meet the guidelines above (Note: for accruals impacting Duke Energy 
Kentucky, the threshold is reduced to $25,000 or greater). Departments may choose to pursue items 
under this threshold as long as the same level is used consistently each period In any month, 
departments should accrue any material items they are aware of that meet the guidelines above and are 
reasonably estimable without any additional detailed analysis - especially any material expense items 
and any material items related to any major construction projects. Accruals should be reversed in the 
month(s) that the associated invoices are processed 

Accountability, Roles and Responsibilities: 
Journal entries should be prepared for capital vs expense items on or before day 3 of the close 
cycle. 
Expenditure accruals should be charged to the appropriate expenselcapital account and accounts 
payable account If you have questions about the appropriate accounting, contact your business 
unit accounting representative 
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Duke Energy Accounting Policy Statement 

Asset Impairments Reviews for Long-lived Assets (excluding 
Goodwill) and Equity Method investments, Assets Held for Sale 
and Discontinued Operations (SFAS No. 144 and APB No. 18) 

Applicability: Enterprise 

Originator: Corporate Controller 

Approval: Corporate Controller 

Approval Date: December 9,2004 

Effective Date: December 1,2004 

Reissue Date December 31,2008 

Statement of Purpose and Philosophy 

The purpose of this policy is to provide guidelines related to the accounting and disclosure of asset 
impairments and assets held for sale as well as the presentation of discontinued operations for long- 
lived assets under the provisions of Financial Accounting Standards Board (“FASB”) Statement of 
Financial Accounting Standards (“SFAS”) No. 144, “Accounting for the Impairment or Disposal of 
Long-Lived Assets” (“SFAS No. 144“), and for investments accounted for using the equity method 
under the provisions of Accounting Principles Board (“APB”) Opinion No. 18, “The Equity Method of 
Accounting for Investments in Common Stock (“APB No. 18”). Duke Energy is committed to 
preparing and providing financial information with the utmost integrity. To facilitate this corporate 
value, the Corporate Controller’s Department will approve policies to ensure the accuracy of books 
and records (as detailed in the Code of Business Ethics). 

Policv Expectations and Scope 

The intent of this policy is to communicate the financial accounting and reporting for impairments, 
assets held for sale and discontinued operations under SFAS No. 144 and APB No. 18. This policy 
contains a high-level summary of the key requirements of U. S. GAAP as it applies to Duke Energy, 
including any significant interpretations or policy elections made by Duke Energy, but is not intended 
to be a substitute for the detailed requirements of authoritative GAAP literature for specific issues or 
matters that may arise. 

Except for equity method investments, this policy does not apply to assets that are scoped out of 
SFAS No. 144 (e.g., goodwill; investments in debt and equity securities accounted for under the cost 
method under SFAS No. 114, “Accounting by Creditors for Impairment of a Loan,” or SFAS No. 11 5, 
“Accounting for Certain Investments in Debt and Equity Securities;” or instruments accounted for 
under SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities,” as amended 
(“SFAS No. 133”)). Furthermore, reference is made to the accounting policy entitled “Accounting for 
Regulated Entities,” (“SFAS No. 71 ”) which provides additional guidance for monitoring regulatory 
assets for recoverability. 
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Examples of assets subject to the accounting and reporting requirements of SFAS No. 144 include“ 

0 Property, plant and equipment 
o 

Intangibles subject to amortization 
0 Long-term prepaid assets 

Assets under capital leases of lessees 
Long-lived assets of lessors subject to operating leases 

This policy is applicable to all businesslcorporate units of Duke Energy Corporation and its 
consolidated subsidiaries (“Duke Energy” or “the Company”), and should help ensure consistent 
application of the accounting rules for asset impairments, assets held for sale, and discontinued 
operations classification across the consolidated Duke Energy group. 

Materialitv 

FASB Statements note that “The provisions of this Statement need not be applied to immaterial 
items.” Accordingly, materiality should be considered when applying this policy. However, materiality 
must be assessed at the consolidated Duke Energy Corporation level (as well as being assessed at 
the SEC sub-registrant level), and involves consideration of both quantitative as well as qualitative 
factors. Any questions regarding materiality should be directed to the Corporate Controller’s 
Department. 

Accountabilitv: Roles and Responsibilities 

- Corporate Controller’s Department - 
0 Maintain an accounting policy available on the Duke Energy portal to help ensure by policy 

that business/corporate units are aware of the criteria in order to record impairments, classify 
an asset as held for sale and record discontinued operations. 
Establish and communicate the reporting timetable for information needed for SEC filings 
regarding SFAS No. 144 and APB No. 18 and accumulate the information reported by the 
business/corporate units for periodic reporting and disclosure purposes (e.g. Form 1 0-K, 
Form IO-Q, etc.). 
Determine the presentation of assets held for sale at each reporting period. 
Provide guidancelassistance to business/corporate units on the classification and disclosure 
of assets held for sale and discontinued operations. 
Provide guidance on the consideration of materiality as may be requested by the 
businesslcorporate units. 
Coordinate with the business/corporate units to assess the need to file a Form 8-K for any 
material asset impairments. 

0 

Business/Corporate Unit - 
Monitor for impairment indicators. 
Ensure that any required recoverability/impairment analyses for assets to be held and used 
and any investments accounted for using the equity method are performed in a timely 
manner and that the appropriate suppoNdocumentation is prepared and retained for the 
analyses. 
Ensure all reporting requirements of assets held for sale are accumulated and reported to the 
Corporate Controller’s Department in accordance with the established reporting timetable. 
Ensure proper supportldocumentation exists for the six criteria which must be met in order to 
classify assets as held for sale. 
Ensure proper supporUdocumentation exists for the determination of fair value of the assets 
classified as held for sale, including support for the discount rate used if a discounted cash 
flow approach is used to determine fair value. 
Ensure that appropriate consideration is given to discontinued operations presentation when 
assets are disposed of or classified as held for sale. 
Notify the Corporate Controller’s Department upon determining that any asset impairment 
exists and coordinate with the Corporate Controller’s Department to assess the need to file a 
Form 8-K for any material asset impairments. 
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[NOTE: In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements,” which 
defines fair value, establishes a framework for measuring fair value in US GAAP, and expands 
disclosures about fair value measurements SFAS No. 157 does not require any new fair value 
measurements; however SFAS No. 157 amends some of the accounting pronouncements discussed 
in this policy and therefore, the application of SFAS No. 157 may change Duke Energy’s current 
practice for determining fair values for the areas of accounting covered by this policy. For Duke 
Energy, SFAS No. 157 is effecfive as of January 1, 2008 for fair value measurements of equity 
method invesfees (as fhey are deemed to be financial assets) whereas fair value measurements for 
non-financial assets (such as PP&E) are not subject to the guidance under SFAS No. 157 until 2009, 
at the earliest. For additional information and guidance with respect to the application of SFAS No. 
157, refer to policy enfitled Fair Value Measurements Used in Accounting.] 

This section primarily contains references to, and excerpts from, the most significant or applicable 
GAAP authoritative literature. Matters specific or unique to Duke Energy are primarily discussed in 
the “Accounting Policy” section below. 

Background 

In August 2001, the FASB issued SFAS No. 144, which superseded the previous asset impairment 
provisions of SFAS No. 121, “Accounting for the Impairment of Long-Lived Assets and for Long-Lived 
Assets to Be Disposed Of‘ (“SFAS No. 1217, and the discontinued operations classification 
provisions of APB Opinion No. 30, “Reporting the Results of Operations - Reporting the Effects of 
Disposal of a Segment of a Business, and Extraordinary, Unusual and Infrequently Occurring Events 
and Transactions”. SFAS No. 144 requires a long-lived asset to be periodically evaliiated for 
impairment under a held and used model. An asset (asset group) which meets certain criteria to be 
classified as held for sale is measured at the lower of its carrying amount or fair value less cost to sell 
and depreciation (amortization) of the asset is ceased. Additionally, subject to meeting certain 
criteria, a component of an enfity (as defined - see “Discontinued Operations Presentation” section 
below), which has been sold or classified as held for sale, is presented as discontinued operations in 
the Statement of Operations. 

The guidance on accounting for equity method investments is included in APB No. 18, which has 
been in effect since 1971 

Supportinq Guidance 

This section contains discussions of the following topics: 

0 

0 Equity Method Investments 
Discontinued Operations Presentation 

Long-Lived Assets to be Held and Used 
Long-Lived Assets to be Disposed Of Other Than by Sale 
Long-Lived Assets to be Disposed Of by Sale 

SEC Form 8-K Reporting Requirements 

This section primarily contains references to, and excerpts from, the most significant or applicable 
GAAP authoritative literature. Matters specific or unique to Duke Energy are primarily discussed in 
the “Accounting Policy” section below. 

Lonq-Lived Assets fo be Held and Used 

A long-lived asset held and used (asset group) shall be tested for recoverability whenever events or 
changes in circumstances indicate that its carrying amount may not be recoverable. The following are 
examples of such events or changes in circumstances which may require an asset (asset group) to 
be tested for recoverability (note that the following are only examples and is not an “all inclusive” 
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listing of circumstances) (paragraph 8 of SFAS No. 144)' 

a. A significant decrease in the market price of a long-lived asset (asset group) 

b. A significant adverse change in the extent or manner in which a long-lived asset (asset 
group) is being used or in its physical condition 

c. A significant adverse change in legal factors or in the business climate that could affect the 
value of a long-lived asset (asset group), including an adverse action or assessment by a 
regulator 

d. An accumulation of costs significantly in excess of the amount originally expected for the 
acquisition or construction of a long-lived asset (asset group) 

e. A current-period-operating or cash flow loss combined with a history of operating or cash 
flow losses or a projection or forecast that demonstrates continuing losses associated with 
the use of a long-lived asset (asset group) 

f. A current expectation that, more likely than not,' a long-lived asset (asset group) will be 
sold or otherwise disposed of significantly before the end of its previously estimated useful 
 life^ 

The term more likely than not refers to a level of likelihood that is more than 50 percent. 1 

A long-lived asset (asset group) is not recoverable if its carrying amount (book value) exceeds the 
sum of the undiscounted cash flows expected to result from the use and eventual disposition of the 
asset (asset group). If a long4ived asset (asset group) is not recoverable, it is impaired and an 
impairment loss shall be recognized only if the carrying amount (book value) of the asset (asset 
group) exceeds its fair value. Such impairment loss shall be measured as the amount by which the 
carrying amount of a long-lived asset (asset group) exceeds its fair value (paragraph 7 of SFAS No. 
144). An impairment loss recognized for a long-lived asset (asset group) to be held and used shall be 
included in income from continuing operations before income taxes, and also reflected in operating 
income if such a subtotal is presented in the Statement of Operations. 

Grouping of Assets for Recognition and Measurement of lmpairment (Asset Group) (paragraphs 10- 
14 of SFAS No. 144) 

For purposes of recognition and measurement of an impairment loss, a long-lived asset or assets 
shall be grouped with other assets and liabilities (an asset group) at the lowest level for which 
identifiable cash flows are largely independent of the cash flows of other assets and liabilities. 
However, an impairment loss, if any, that results from applying SFAS No. 144 shall reduce only the 
carrying amount of a long-lived asset or assets of the group, on a pro-rata basis using the relative 
carrying amounts of those assets. SFAS No. 144 prohibits entities from reversing impairment losses 
should facts and circumstances change in the future. In addition, future depreciation would be based 
on the asset's new cost basis. 

In limited circumstances, a long-lived asset (for example, a corporate headquarters facility) may not 
have identifiable cash flows that are largely independent of the cash flows of other assets and 
liabilities and of other asset groups. In those circumstances, the asset group for that long-lived asset 
shall include all assets and liabilities of the entity. 

When the asset group is at a level below the entire entity, which is often the case, corporate overhead 
expenses that can be specifically identified or attributed to specific assets should still be included in 
the asset group's cash flow projection. For example, advertising expense for a specific business unit 
recorded by corporate headquarters. Accordingly, it may be appropriate to include those specific 
advertising costs in the cash flow projection. However, if an overhead expense is incidental to the 
operations of a particular store (e.g., the Chief Executive Officer's salary or rent on the headquarters 
building), generally it should be excluded from the cash flow projection. 

4 



Case NO. 2009-00202 
sr,i FIWR-O I -008 

Page 131 of 319 

Goodwill shall be included in an asset group to be tested for impairment only if the asset group is or 
includes a reporting unit (the term “reporting unit” is defined in SFAS No. 142, “Goodwill and Other 
Intangible Assets (“SFAS No. 142”),” as the same level as or one level below an operating segment 
(as that term is defined in paragraph 10 of SFAS No. 131, “Disclosures about Segments of an 
Enterprise and Related Information”). SFAS No. 142 requires that goodwill be tested for impairment 
at the reporting unit level)). Goodwill shall not be included in a lower-level asset group that includes 
only part of a reporting unit. Estimates of future cash flows used to test that lower-level asset group 
for recoverability shall not be adjusted for the effect of excluding goodwill from the group. 

Regarding goodwill, paragraph 29 of SFAS No. 142 notes the following regarding the proper 
sequencing when goodwill and another asset are being assessed for impairment at the same time: 

“29. If goodwill and another asset (or asset group) of a reporting unit are tested for 
impairment at the same time, the other asset (or asset group) shall be tested for impairment 
before goodwill. For example, if a significant asset group is to be tested for impairment under 
Statement 144 (thus potentially requiring a goodwill impairment test), the impairment test for 
the significant asset group would be performed before the goodwill impairment test. If the 
asset group was impaired, the impairment loss would be recognized prior to goodwill being 
tested for impairment.” 

Other than goodwill, the carrying amounts of any assets (such as accounts receivable and inventory) 
and liabilities (such as accounts payable, long-term debt, and asset retirement obligations) not 
covered by SFAS No. 144 that are included in an asset group shall be adjusted in accordance with 
other applicable generally accepted accounting principles prior to testing the assel group for 
recoverability. 

Estimates of Future Cash Flows for Recoverability (paragraphs 16- 18 of SFAS No. 144) 

Estimates of future cash flows used to test the recoverability of a long-lived asset (asset group) shall 
include only the future cash flows (cash inflows less associated cash outflows) that are directly 
associated with and that are expected to arise as a direct result of the use and eventual disposition of 
the asset (asset group). 

Estimates of future cash flows used to test the recoverability of a long-lived asset (asset group) shall 
incorporate the entity’s own assumptions about its use of the asset (asset group) and shall consider 
all available evidence. If alternative courses of action to recover the carrying amount of a long-lived 
asset (asset group) are under consideration or if a range is estimated for the amount of possible 
future cash flows associated with the likely course of action, the likelihood of those possible outcomes 
shall be considered A probability-weighted approach may be useful in considering the likelihood of 
those possible outcomes. Such future cash flows used to test the recoverability of a long-lived asset 
(asset group) to be held and used are undiscounted. 

Practicable Considerations in Preparing Estimates of Future Cash Flows for Recoverability 

e General Considerations -the assumptions used in estimating future cash inflows should be 
reasonable in relation to the assumptions used in developing other information used for 
comparable periods, such as internal budgets and projections and accruals related to 
incentive compensation plans. 
Cash Flow Estimation Period - The cash flow estimation period should be based upon the 
long-lived asset’s remaining useful life to the entity. Thus, the process of estimating a long- 
lived asset’s remaining useful life is very important because it directly impacts the number of 
periods over which operating cash flows are to be estimated in performing a recoverability 
test When long-lived assets are grouped for purposes of performing the recoverability test, 
the remaining useful life of the asset group should be based upon the useful life of the 
“primary asset.” The “primary asset” is defined as the principal long-lived tangible asset 
being depreciated or identifiable intangible asset being amortized that is the most significant 
component asset from which the group derives its cash-flow-generating capacity. A primary 

e 
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asset of an asset group therefore cannot be land or an intangible asset not being amortized. 
Factors that an entity should consider in determining whether a long-lived asset is the primary 
asset are: a) whether other assets of the group would have been acquired by the entity 
without the asset, b) the level of investment that would be required to replace the asset, and 
c) the remaining useful life of the asset relative to other assets of the group. 
Asset-Related Expenditures - For a long-lived asset (group) that is “held and used,” estimates 
of future cash flows used to test for recoverability shall be based on the existing service 
potential (Le., “as is”) of the “primary asset” on the date it is tested. Therefore, estimates of 
future cash flows used in that test should exclude the cash flows associated with asset- 
related expenditures that would enhance the existing service potential of the “primary asset” 
that is in use. The cash flow estimates wauld include cash flows (including estimated salvage 
values) associated with future expenditures necessary to maintain the existing service 
potential, including those that replace the service potential af component parts of a long-lived 
asset or component assets (other than the primary asset) of an asset group. 
Debt - Generally, debt (including project level debt) should not be included in an asset group 
because the lowest level of identifiable cash flows will typically not include cash flows 
associated with debt (Le“, the principal payments associated with the debt). However, in rare 
instances, if the lowest level of identifiable cash flows includes cash flows associated with 
debt principal payments and it is not practical to eliminate those cash flows (which would be 
more likely to occur when the asset group is a business or reporting unit), then the debt 
should be included in the asset group (Le., netted with the carrying amounts of the assets of 
the group) so as to maintain an appropriate comparison This basis adjustment provides the 
same result as if the debt principal payments have been excluded (e.g., debt with a carrying 
value of $100, would have undiscounted cash flows of $100). 
Interest expense - SFAS No. 144 prohibits the inclusion of interest expense in assessing the 
recoverability of long-lived assets. However, Paragraph 20 of SFAS No. 144 notes that for 
assets under development, estimates of future cash flows developed to test a long-lived 
asset for recoverability shall include interest payments that will be capitalized as part of the 
cost of the asset. 
Inventory and other assets related to the asset group - Other than goodwill, the carrying 
amounts of any assets and liabilities not covered by SFAS No. 144 that are included in an 
asset group shall be adjusted in accordance with other generally accepted accounting 
principles prior to testing the asset group for recoverability. For example, inventory and 
accounts receivable should be adjusted in accordance with generally accepted accounting 
principles prior to performing a recoverability test, if those assets are included in an asset 
group being tested for recoverability For example, inventory is reported at the lower of cost 
or market in accordance with ARB No. 43. 
End of Estimation Period Cash Flows - because a long-lived asset‘s value is not necessarily 
fully depleted over its depreciable life, assuming proceeds on sale in cash flow estimates is 
appropriate. 

e 

e 

SFAS No. 144 does not contain specific guidance on whether the expected undiscounted cash flows 
should include or exclude income taxes. The following guidance on estimates of future cash flows is 
contained in SFAS No. 144: 

“Estimates of future cash flows used to test the recoverability of a long-lived asset (asset group) 
shall include only the future cash flows (cash inflows less associated cash outflows) that are 
directly associated with and that are expected to arise as a direct result of the use and eventual 
disposition of the asset (asset group). Those estimates shall exclude interest charges that will be 
recognized as an expense when incurred ” 

The following interpretation of this issue is from KPMG: 

“QIIBIO. Should an entity perform the recoverability test using pre-tax or after-tax cash flows? 

In Statement 144, as in Statement 121, the Board did not address the issue of whether estimates 
of future cash flows used to test recoverability of an asset should include or exclude income 
taxes. Generally, an entity performs the recoverability testing using pre-tax cash flows because 
the carrying amounts of the tested long-lived assets are pre-tax. That is, any tax-related 
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consequences of the asset are included in the entity's deferred tax assets and liabilities. Deferred 
tax amounts related to a long-lived asset generally are not included in the carrying amount of the 
asset when testing that asset for recoverability under Statement 144. 

We believe that an entity should make an accounting policy election to use either pre-tax or after- 
tax cash flows when testing its long-lived assets for recoverability. In some situations, an 
exception to a policy to use pre-tax cash flows may be appropriate. For example, we believe that 
an entity should use after-tax cash flows to test the recoverability of an asset if the asset's tax 
characteristics strongly influenced the entity's decision to invest in that asset. An example of an 
asset with that type of tax characteristic is a direct investment in affordable housing (the investor's 
return depends significantly on income tax credits generated by the investment) " 

Additionally, Aspen Publishing's (CCH) Accounting Research Manager has a similar interpretation: 

"7-6. Inclusion of Income Taxes in Statement 144 Analyses 

(a) Inclusion of Income Taxes in Undiscounted Cash Flows 

Question: Statement 144 is silent on the issue of income taxes. Should income taxes be 
considered in the future cash flows of an asset for purposes of determining whether the 
carrying amount of an asset is recoverable? 

Response: Even though Statement 144 does not require income taxes to be considered in 
an entity's estimate of expected future cash flows for purposes of the undiscounted 
recoverability test, the test would normally yield a similar result regardless of whether income 
taxes are included or excluded as demonstrated below. 

The following example demonstrates that the undiscounted cash flow recoverability test for 
Asset Z results in the same answer on both a pretax and after-tax basis. Three scenarios are 
used in the example where the pretax undiscounted cash flows are varied to be more than 
the carrying amount of the asset (Scenario A), equal to the carrying amount of the asset 
(Scenario B), or less than the carrying amount of the asset (Scenario C). 

Assumptions: Scenario A Scenario B Scenario C 
Book carrying amount of Asset Z (a) 10,000 10,000 10,000 
Tax basis of Asset Z (e) 6,000 6.ooo 6.ooo 
Temporary difference 4,000 4,ooo 4.ooo 

(b) 
Deferred tax liability (assuming 40% tax rate) 1,600 1,600 1,600 

1 1,000 10,000 9,700 Pretax undiscounted cash flows (c) 

Pretax Comparison: 
Pretax undiscounted cash flows 
Book carrying amount 
Impairment? 

After-tax Comparison: 
Pretax undiscounted cash flows (c) 

11,000 10,000 9,700 
10,000 10,000 10,000 

No No Yes 

11,000 10,000 9,700 

Future taxes payable (see (d) below) 2,000 1,600 

After-tax cash flows [(c) - (d)] 
Book carrying amount less deferred tax 
liability [(a) - (b)] 

9,000 8,400 8,220 
8,400 8,400 8,400 

Impairment? No No Yes 

Calculation of future taxes payable: 
Pretax undiscounted cash flows (c) 11,000 10,000 9,700 
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Depreciation deductions (e) 
Future taxable income 
Income taxes payable (assuming 
40% tax rate) (d) 

6.000 6,ooo 6.000 
5.ooo 4,000 3,700 
2,000 1,600 1,480 

Note that when performing the after-tax comparison, the book carrying amount must be 
reduced by the deferred tax liability to arrive at the appropriate amount to compare to the 
after-tax cash flows.” 

The above example applies to a taxable entity (e.g., a C corporation). Consideration of the specific 
facts and circumstances would need to be given for a non-taxable entity (e.g., a limited liability 
corporation or a partnership). For example, a non-taxable entity that is not a party to any tax sharing 
agreement and does not provide for income taxes in its financial statements should likely perform the 
impairment assessment without regard to income tax implications. On the other hand, the 
implications for a non-taxable entity that is a party to a tax sharing agreement and therefore provides 
for income taxes in its financial statements would likely be similar to those for a taxable entity. 
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Determination of Fair Value (paragraph 22 and 23 of SFAS No. ,144) 

Note - as discussed on page 3 above, the following excerpts do not reflect amendments by SFAS 
No. 157 which are effective for fair value measurements of equity investees beginning January 1, 
2008. Refer to the separate policy entitled “Fair Value Measurements Used in Accounting ” 

The fair value of an asset (liability) is the amount at which that asset (liability) could be bought 
(incurred) or sold (settled) in a current transaction between willing parties, that is, other than in a 
forced or liquidation sale. The fair value of an asset group or a disposal group refers to the amount at 
which the group as a whole could be bought or sold in a current single transaction. Therefore, the fair 
value of the group would not necessarily equate to the sum of the fair values of the individual assets 
and liabilities of the group. 

Quoted market prices in active markets are the best evidence of fair value and shall be used as the 
basis for the fair value measurement, if available. However, in many instances, quoted market prices 
in active markets will not be available for the long-lived assets (asset groups) covered by SFAS No. 
144. In those instances, the estimate of fair value shall be based on the best information available, 
including prices for similar assets (groups) and the results of using other valuation techniques. 

A present value technique is often the best available valuation technique with which to estimate the 
fair value of a long-lived asset (asset group). FASB Concepts Statement No. 7, “Using Cash Flow 
Information and Present Value in Accounting Measurements,” discusses the use of two present value 
techniques to measure the fair value of an asset (liability). The first is expected present value, in 
which multiple cash flow scenarios that reflect the range of possible outcomes and a risk-free rate are 
used to estimate fair value. The second is traditional present value, in which a single set of estimated 
cash flows and a single interest rate (a rate commensurate with the risk) are used to estimate fair 
value. Either present value technique can be used for a fair value measurement. However, for long- 
lived assets (asset groups) that have uncertainties both in timing and amount, an expected present 
value technique will often be the appropriate technique. 

Whether or not cash flows from derivative instruments designated in qualifying cash flow hedges 
under SFAS No. 133, should be considered in determining whether the carrying value of a long-lived 
asset is recoverable under SFAS No. 144 has been addressed in the following interpretation included 
in Aspen Publishing’s (CCH) Accounting Research Manager: 

“7-13. Interaction Between Statement 133 and Statement 144 

Question: May cash flows from derivative instruments designated in qualifying cash flow 
hedges under SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities, 
be considered in determining whether the carrying value of a long-lived asset is recoverable 
under paragraph 7 of SFAS No. 144? 

Response: No. Paragraph 34 of SFAS No. 133 requires that companies apply impairment 
provisions of generally accepted accounting principles each period after applying hedge 
accounting for the period. Paragraph 34 of SFAS No. 133 prohibits a company from 
considering the fair value or expected cash flows of a hedging instrument in applying 
impairment provisions of other GAAP. 

Under SFAS No. 144, certain circumstances may require a company to estimate the future 
cash flows it expects from an asset’s use and its eventual disposition. Companies should not 
consider cash flows from derivative instruments designated in qualifying cash flow hedges 
under SFAS No. 133 when perfarming the recoverability test under paragraph 7 of SFAS No. 
144. For example, when applying the test to an oil and gas property, the oil and gas 
producer’s estimate of future cash flows should not include cash flows of derivative 
instruments designated in qualifying cash flow hedges of oil and gas sales related to the 
property. 

However, if a company recognizes an impairment loss in accordance with Statement 144 for 
an asset to which hedged forecasted transactions relate, paragraph 35 of Statement 133 
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requires the company to reclassify into earnings any offsetting net gain from accumulated 
other comprehensive income.” 

Therefore, cash flows from recognized derivative instruments under SFAS No. 133 should not be 
included in determining whether the carrying value of a long-lived asset (asset group) is recoverable 
under SFAS No. 144. However, unrecognized derivative instruments (such as instruments being 
accounted for under the Normal Purchase and Normal Sale exception in SFAS No. 133) should be 
evaluated on a facts and circumstances basis as to whether cash flows from such unrecognized 
derivative instruments should be included in the undiscounted cash flows utilized to test the asset 
(asset group) for recoverability under SFAS No. 144. 

Revision of Depreciation or Amortization Estimates (paragraph 9 of SFAS No. 144) 

When a long-lived asset (asset group) is tested for recoverability under SFAS No. 144, it also may be 
necessary to review depreciation estimates or amortization periods for the long-lived asset (asset 
group). Any revision to the remaining useful life of a long-lived asset resulting from that review also 
shall be considered in developing estimates of future cash flows used to test the asset (asset group) 
for recoverability. However, any change in the accounting method (e.g., the depreciation method 
being used) for the asset resulting from that review shall be made only after applying the provisions of 
SFAS No. 144. 

Disclosure Requirements (paragraph 26 of SFAS No. 144) 

The following information shall be disclosed in the notes to the financial statements that include the 
period in which an impairment loss is recognized: 

a. A description of the impaired long-lived asset (asset group) and the facts and 
circumstances leading to the impairment; 

b. If not separately presented on the face of the statement, the amount of the impairment loss 
and the caption in the income statement or the statement of activities that includes that loss; 

c. The method or methods for determining fair value; and, 

d. If applicable, the segment in which the impaired long-lived asset (asset group) is reported 
under SFAS No. 131, “Disclosures about Segments of an Enterprise and Related 
I nformation 

Lonq-Lived Assets to be Disposed Of Other Than bv Sale (paraqraphs 27-29 of SFAS No. 1441 

A long-lived asset to be disposed of other than by sale (for example, by abandonment, in an 
exchange for a similar productive long-lived asset, or in a distribution to owners in a spinoff) shall 
continue to be classified as held and used until it is disposed of. If an asset (asset group) that is to be 
exchanged for a similar productive long-lived asset (asset group) or distributed to owners in a spinoff 
is tested for recoverability while it is classified as held and used, the estimates of future cash flows 
used in that test shall be based on the use of the asset for its remaining useful life, assuming that the 
disposal transaction will not occur. 

Lonq-Lived Assets to be Distributed in to Owners in a Spinoff 

Long-lived assets (groups) to be exchanged or distributed to owners in a spinoff are considered 
disposed of when they are exchanged or distributed. Prior to the exchange or distribution, if the 
assets are tested for recoverability on a “held and used” basis, the undiscounted cash flows would be 
based on the use of the asset for its remaining useful life, assuming the disposal transaction will not 
occur. For example, if an entity has committed to a plan to distribute a long-lived asset (group) to 
owners in a spinoff but the distribution will not occur for several months and impairment indicators 
trigger a recoverability test, the cash flow estimates used in that test should assume the long-lived 
asset will be used over its remaining useful life (even though the distribution of the long-lived asset 
(group) is expected to occur in the near future). 
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~ Lonq-Lived Assets to be Disposed Of b y  Sale 

A long-lived asset (disposal group) classified as held for sale shall be measured at the lower of its 
carrying amount or fair value less estimated costs to sell. Costs to sell are the incremental direct 
costs to transact a sale, that is, the costs that result directly from and are essential to a sale 
transaction and that would not have been incurred by the entity had the decision to sell not been 
made, including broker commissions, legal and title transfer fees, and closing costs that must be 
incurred before legal title can be transferred. Additionally, a long-lived asset shall not be depreciated 
(amortized) while it is classified as held for sale. 

The carrying amounts of any assets that are not covered by SFAS No. 144, including goodwill, that 
are included in a disposal group classified as held for sale shall be adjusted in accordance with other 
applicable generally accepted accounting principles prior to measuring the fair value less cost to sell 
of the disposal group. 

Certain assets are specifically scoped out of SFAS No. 144 (including equity method investments, as 
discussed below). As there is no evidence that presentation of the assets scoped out of SFAS No. 
144 to be sold was specifically contemplated, separate presentation of such assets on the face of the 
balance sheet (as held for sale), while not required, would not be prohibited. Duke Energy's position 
on this matter is addressed in the "Accounting Policy" section below. 

Criteria for Classification as Held for Sale 

A long-lived asset is only classified as held for sale in the period in which of the following six 
criteria (paragraph 30 of SFAS No. 144) are met (commentary on meeting certain of the criteria has 
been added in italics below): 

1 Management, having the authority to approve the action, commits ta a plan to sell the 
asset (or group of assets, referred to as "disposal group"). 

0 Management must be of the proper level and have the proper authority to be able to 
commit the entity to a plan to sell. 

e If Board approval is required, or management seeks such approval, in order to sell an 
asset, the entity has not committed to a plan to sell the asset until Board approval is 
granted (this position is consistent with that previously expressed by the SEC in Staff 
Accounting Bulletin Topic 5.P. 1 (from SAB 100, which was ultimately deleted by SAB 
103)). Executive management or Board approval of an overall budget or forecast 
that includes information on potential asset dispositions does not constitute approval 
for the purposes of this item if subsequent more detailed approval (e.9. individual 
asset dispositions) will be required. However, explicit Board approval to proceed with 
the sales of assets may constitute the requisite level of approval, depending upon the 
specific facts and circumstances, even if subsequent Board approval will be required 
under the Company's delegation of authority policy to execute a specific transaction. 

Public announcements concerning an entity's consideration of selling do not meet the 
definition of "committing to a plan to sell the asset" if subsequent approval is required 
(such as from an executive committee or board of directors). 

2 The asset (disposal group) is available for immediate sale in its present condition 
subject only to terms that are usual and customary for sales of such assets (disposal 
groups) 

Any requirement the Company may have to hold or operate the asset for a certain 
future period of time would not allow the asset to be available for immediate sale. As 
an example, if an entity did not intend to sell a property until certain renovations or 
improvements are completed (in order to increase the value), the asset would not be 
available for immediafe sale until the renovations or improvements are completed. 
Additionally, any requirement of an entity to continue to operate an asset in order to 
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complete pending customer orders would not allow the asset to be available for 
immediate sale. 

Any third party requirements to hold or operate the facility for a certain period of time 
which are outside of the entity’s control (such as pending regulatory approvals) would 
not preclude the asset from being available for immediate sale as long as it is 
expected the requirement or pending approval will not permanently delay the sale of 
the asset. 

3. An active program to locate a buyer and other actions required to complete the plan to 
sell the asset (disposal group) have been initiated. 

This would include engagement of investment bankers, deploying of internal staff to 
market the long-lived asset for sale, etc. 

4. The sale of the asset (disposal group) is probable (Le. “likely to occur”) and transfer of 
t h e  asset (disposal group) is expected to qualify for recognition as a completed sale, 
within one year, except as explained below: 

The term “recognition as a completed sale” is interpreted to mean the transaction 
meets the requirements to be recognized as a sale under the accounting literature, 
such as SFAS No. 66, “Accounting for Sales of Real Estate“, within a one year 
timeframe. 

If delay beyond one-year is outside of the control of the company, held for sale 
classification may still be appropriate if any of the following conditions are met (the 
following are the specific items from paragraph 3 1 of SFAS No. 144): 

* If at the date an entity commits to a plan to sell a long-lived asset (disposal 
group) the entity reasonably expects that others (not a buyer) will impose 
conditions on the transfer of the asset (group) that will extend the period required 
to complete the sale and (1)  actions necessary to respond to those conditions 
cannot be initiated until affer a firm purchase commitment is obtained from the 
buyer and (2) a firm purchase commitment is probable within one year of the 
date an entity commits to a plan to sell the asset; 

If an entity obtains a firm purchase commitment and, as a result, a buyer or 
others unexpectedly impose conditions on the transfer of a long-lived asset 
(disposal group) previously classified as held for sale that will extend the period 
required to complete the sale and (I) actions necessary to respond to the 
conditions have been or will be timely initiated and (2) a favorable resolution of 
the delaying factors is expected, or, 

If during the initial one-year period, circumstances arise that previously were 
considered unlikely and, as a result, a long-lived asset (disposal group) 
previously classified as held for sale is not sold by the end of that period and (1) 
during the initial one-year period the entity initiated actions necessary to respond 
to the change in circumstances, (2) the asset (group) is being actively marketed 
at a price that is reasonable given the change in circumstances, and (3) the six 
criteria for classification as held for sale are met. 

5. The asset (disposal group) is being actively marketed for sale at a price that is 
reasonable in relation to its current fair value. 

“Reasonable sales price” is interpreted as no greater than an asset’s fair value 

“Actively marketed means that the asset (disposal group) is being marketed for sale 
by the Company. This can be directly by the Company through an offering 
memorandum, through investment bankers or brokers, etc. 
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6 Actions required to complete the plan indicate that it is unlikely that significant changes 
to the plan will be made or that the plan will be withdrawn. 

If the above criteria in paragraph 30 of SFAS No. 144 are met after the balance sheet date but before 
issuance of the financial statements, a long-lived asset shall continue to be classified as held and 
used in those financial statements when issued (only classified as held for sale at the date the criteria 
above are met). 

Subsequent Measurement (paragraph 37 of SFAS No. 144) 

A loss shall be recognized for any initial or subsequent write-down to fair value less cost to sell. A 
gain shall be recognized for any subsequent increase in fair value less cost to sell, but not in excess 
of the cumulative loss previously recognized (for a write-down to fair value less cost to sell). The loss 
or gain shall adjust only the carrying amount of a long-4ved asset, whether classified as held for sale 
individually or as part of a disposal group. A gain or loss not previously recognized that results from 
the sale of a long-lived asset (disposal group) shall be recognized at the date of sale. 

Changes fo a Plan to Sale (paragraphs 38 and 39 of SFAS No. 144) 

If circiimstances arise that previously were considered unlikely and, as a result, an entity decides not 
to sell a long-lived asset (disposal group) previously classified as held for sale, the asset (disposal 
group) shall be reclassified as held and used. A long-lived asset that is reclassified shall be measured 
individually at the lower of its (a) carrying amount before the asset (disposal group) was classified as 
held for sale, adjusted for any depreciation (amortization) expense that would have been recognized 
had the asset (disposal group) been continuously classified as held and used, or (b) fair value at the 
date of the subsequent decision not to sell. 

Any required adjustment to the carrying amount of a long-lived asset that is reclassified as held and 
used shall be included in income from continuing operations in the period of the subsequent decision 
not to sell. That adjustment shall be reported in the same income statement caption used to report a 
loss. 

' 1-ong-Lived Assets Acquired in a Purchase Business Combination (paragraph 887 of SFAS No. 144) 

When long-lived assets newly acquired in a purchase business combination are classified as assets 
to be sold (disposal group), the purchase price allocation is to reflect this determination. SFAS No. 
144 has the following discussion: 

"A long-lived asset (disposal group) classified as held for sale shall be measured at 
the lower of its carrying amount or fair value less cost to sell, whether previously held 
and used or newly acquired. This Statement also requires that the results of 
operations of a disposal group classified as held for sale be recognized in the period 
in which those operations occur, whether reported in continuing operations or in 
discontinued operations." 

Thus, the purchase price allocation would report the disposal group at the lower of its carrying 
amount or fair value less cost to sell. In the period the disposal group is sold (assuming it is a 
component of an entity), the respective results from operations would be reported in discontinued 
operations in the Statement of Operations. 

Disclosure Requiremenfs (paragraphs 46-48 of SFAS No. 144) 

The disclosure requirements of an asset classified as held for sale are as follows: 

A long-lived asset classified as held for sale shall be presented separately in the balance sheet, 
if material. The assets and liabilities of a disposal group classified as held for sale shall be 
presented separately in the asset and liability sections, respectively, of the balance sheet, if 
material. Those assets and liabilities shall not be offset and presented as a single amount. The 

13 



Case No. 2009-00202 
S I‘AFF-DR-0 1-008 

I’age 140 of 319 

major classes of assets and liabilities classified as held for sale shall be separately disclosed 
either on the face of the balance sheet or in the notes to financial statements. Additionally, 
classification of the assets and liabilities included in the disposal group should be considered 
between current and non-current. 

The following information shall be disclosed in the notes to the financial statements that cover 
the period in which a long-lived asset (disposal group) either has been sold or is classified as 
held for sale: 

a A description of the facts and circumstances leading to the expected disposal, the expected 
manner and timing of that disposal, and, if not separately presented on the face of the statement, the 
carrying amount(s) of the major classes of assets and liabilities included as part of a disposal group 

b. The gain or loss recognized and if not separately presented on the face of the income statement, 
the caption in the income statement that includes that gain or loss 

c. If applicable, amounts of revenue and pretax profit or loss reported in discontinued operations 

d If applicable, the segment in which the long-lived asset (disposal group) is reported under 
Statement 131 

If an entity subsequently decides to change the plan to sell the long-lived asset (disposal 
group), a description of the facts and circumstances leading to the decision to change the plan 
and its effect on the results of operations for the period and any prior periods presented shall 
be disclosed in the notes to financial statements that include the period of that decision. 

Equitv Method Investments 

Impairment Assessment 

The guidance for assessing investments accounted for under the equity method for impairment is 
included in paragraph 19(h) of APB No. 18: 

“A loss in value of an investment which is other than a temporary decline should be 
recognized. Evidence of a loss in value might include, but would not necessarily be limited 
to, absence of an ability to recover the carrying amount of the investment or inability of the 
investee to sustain an earnings capacity which would justify the carrying amount of the 
investment. A current fair value of an investment that is less than its carrying amount may 
indicate a loss in value of the investment. However, a decline in the quoted market price 
below the carrying amount or the existence of operating losses is not necessarily indicative of 
a loss in value that is other than temporary. All are factors to be evaluated.” 

Note - as discussed on page 3 above, amendments by SFAS No. 157 are effective for fair value 
measurements of equity invesfees beginning January I, 2008. Refer to fhe separate policy entitled 
“Fair Value Measurements Used in Accounting. ” 

APB 18 does not provide any further guidance regarding how to assess a “loss in value.” However, 
the SEC has commented on this matter more than once. For example, at the December 2002 AICPA 
Conference on Current SEC Developments, the SEC presentation included the following slide“ 

“Other Hot Topics 

Impairment of Equity Method Investments 
Guidance - See paragraph 19(h) of APB 18 
Undiscounted cash flow methodology is not an appropriate means of assessing whether 
an equity method investment is impaired 
Trigger is “other than temporary” loss in value” 

The SEC also commented on this matter at the March 2004 ElTF meeting .- the following is an extract 
from the minutes to that meeting. 
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“The SEC Observer stated that registrants should continue to rigorously assess equity method 
investments for impairment and indicated that the SEC staff will continue to object to 
inappropriate impairment analyses for such investments, for example a Statement 144 
undiscounted cash flow approach.” 

The accounting literature does not expressly define what constitutes an “other than temporary” 
decline in value. However, the SEC has provided some observations on this topic in SEC Staff 
Accounting Bulleting Topic 5.M., “Other Than Temporary Impairment of Certain Investments in Debt 
and Equity Securities” (“SAB Topic 5.M.” or “SAB 59”). In SAB Topic 5.M., the SEC staff notes that 
“other than temporary” is not the same as ”permanent“ and provides the following guidance in 
assessing whether an impairment should be considered to be “other than temporary”: 

“There are numerous factors to be considered in such an evaluation and their relative significance 
will vary from case to case. The staff believes that the following are only a few examples of the 
factors which, individually or in combination, indicate that a decline is other than temporary and 
that a write-down of the carrying value is required: 

a The length of the time and the extent to which the market value has been less than cost; 

b. The financial condition and near-term prospects of the issuer, including any specific events 
which may influence the operations of the issuer such as changes in technology that may impair 
the earnings potential of the investment or the discontinuance of a segment of the business that 
may affect the future earnings potential; or 

c. The intent and ability of the holder to retain its investment in the issuer for a period of time 
sufficient to allow for any anticipated recovery in market value. 

Unless evidence exits to support a realizable value equal to or greater than the carrying value of 
the investment, a write-down to fair value accounted for as a realized loss should be recorded.” 

SEC Accounting and Auditing Enforcement Release Nos. 309, 316, 370, and 422 provide factors to 
be evaluated in determining an other-than-temporary impairment in addition to those listed in SAB 
Topic 5.M,  including: 

e 

e 

e 

The condition and trend of the economic cycle, 
The issuer‘s financial performance and projections, 
Trends in the general market, 
The issuer’s capital strength, and 
The issuer’s dividend payment record. 

Other specific adverse conditions at the investee level are further indicators of an other-than- 
temporary diminution in value, including: 

e Known liquidity crisis. 
Bankruptcy proceedings. 

e Going concern commentary in the auditor‘s report on the investee’s most recent 
financial statements. 

Financial Statement Presentation and Classification 

As noted above, equity method investments are among the assets that are specifically scoped out of 
SFAS No. 144. APB Na. 18 is silent regarding the presentation of any equity method investments to 
be disposed of. Paragraph 19(c) of APB No. 18 simply notes that the equity investments (e g., 
investments in common stock) should be shown in the balance sheet as a single amount. As there is 
no evidence that presentation of an equity method investment to be sold was specifically 
contemplated, separate presentation of such assets on the face of the balance sheet (as held for 
sale), while not required, would not be prohibited. Duke Energy’s position on this matter is addressed 
in the “Accaunting Policy” section below. 

1s 



Case No. 2009-00202 

Pige 142 of349 
Sl-AFF-DR-0 1-008 

See also the discussion of equity method investments in the “Discontinued Operations Presentation” 
section below. 

Discontinued Operations 

The results of operations of a component of an entity that either has been disposed of or is classified 
as held for sale shall be reported in discontinued operations if both of the following conditions are 
met: (a) the operations and cash flows of the component have been (or will be) eliminated from the 
ongoing operations of the entity as a result of the disposal transaction and (b) the entity will not have 
any significant continuing involvement in the operations of the component after the disposal 
transaction. For these purposes, a component of an entity comprises operations and cash flows that 
can be clearly distinguished, operationally and for financial reporting purposes, from the rest of the 
entity. 

The following is a Q&A from KPMG regarding what constitutes a component of an entity: 

“QVII” Can a disposal group that does not include assets within the scope of the impairment 
provisions of Statement 144 (because the impairment of those assets is addressed by other 
generally accepted accounting principles) be a component of an entity under paragraph 41 ? 

A. Yes. Assets or groups otherwise outside the scope of Statement 144 for impairment 
recognition and measurement may represent a component of the entity and, if the asset or 
group meets the conditions in paragraph 42, qualify for discontinued operations display.” 

“Significant” continuing involvement is a lower hurdle or threshold than the concept of “substantial” 
continuing involvement contained in SFAS No. 66 to recognize a transaction as a sale. Therefore, it 
is possible that a transaction would meet the criteria to be recognized as a sale under SFAS No. 66 
as the continuing involvement was not “substantial”, but the criteria for classification as discontinued 
operations would not be met as the continuing involvement is considered “significant”. 

Additional operational guidance on the assessment of ( I )  the elimination of cash flows and (2) the 
significance of any continuing involvement is addressed in EITF Issue No. 03-13, “Applying the 
Conditions in Paragraph 42 of FASB Statement No. 144 in Determining Whether to Report 
Discontinued Operations (“EITF Issue 03-13”),” for which a final consensus was reached in late 2004. 
In the consensus, the EITF concluded that classification of a disposed component as a discontinued 
operation is appropriate only if the ongoing entity (1) has no “continuing direct cash flows” (a term 
Issue 03-1 3 introduces to interpret paragraph 42(a) of SFAS No. 144), and (2) does not retain an 
interest, contract, or other arrangement sufficient to enable it to exert significant influence over the 
disposed component’s operating and financial policies after the disposal transaction (an interpretation 
of paragraph 42(b) of SFAS No. 144). 

Paragraphs 13-1 5 of EITF Issue 03-1 3 provide an assessment period in which to evaluate whether a 
disposed component should be classified as a discontinued operation. The assessment period 
includes the earlier of (i) the date at which the component meets the criteria to be classified as held 
for sale or (ii) is disposed of, and continues through one year after the disposal date. Those 
paragraphs from EITF Issue 03-1 3 are presented below: 

“Assessment Period 

13 The Task Force reached a consensus that the appropriate assessment period should include the point at 
which the component initially meets the criteria to be classified as held for sale or is disposed of through one 
year after the date the component is actually disposed of The assessment should be based an all facts and 
circumstances, including management‘s intent and ability to (a) eliminate the cash flows of the disposed 
component from its operations and (b) not have significant continuing involvement in the operations of the 
disposed component. For one year after a component has been disposed of, an entity should reassess 
whether the criteria in paragraph 42 are expected to be met only when significant events or circumstances 
occur that may change its current assessment” If the occurrence of a significant event or circumstance at 
any time during the assessment period results in an expectation that the criteria in paragraph 42 will not be 
met by the end of the assessment period, the component‘s operations should not be presented as 
discontinued operations. If the occurrence of a significant event of circumstance at any time during the 
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assessment period results in an expectation that the criteria in paragraph 42 will be met by the end of the 
assessment period, the component's Operations should be presented as discontinued operations. 
Reclassification into and out of discontinued operations for all periods presented may be required during the 
assessment period. 

14. The assessment period may extend beyond one year after the component is actually disposed of in 
situations in which events or circumstances beyond an entity's control extend the period required to 
eliminate the direct cash flows of the disposed component or eliminate significant continuing involvement in 
the ongoing operations of the disposed component provided that the entity (a) takes the actions necessary 
to respond to those situations and (b) expects to eliminate the direct cash flows and the significant 
continuing involvement. 

15 The evaluation of whether the criteria in paragraph 42 are expected to be met for a component that is 
either disposed of or classified as held for sale at the balance sheet date should include significant events or 
circumstances that occur after the balance sheet date but before the issuance of the financial statements. 
This evaluation is solely for the purposes of determining the presentation of discontinued operations 
pursuant to paragraph 42 of Statement 144 and does not apply to any other guidance in Statement 144 " 

The forward-looking considerations discussed in paragraph 13 of ElTF Issue 03-13 include the need 
to assess any potential implications of any planned or potential purchases or acquisitions For 
example, the Duke Energy North America ("DENA") discontinued operations assessment in the 3rd 
quarter of 2005 required the consideration of the potential implications of the trading operations 
intended following the proposed merger with Cinergy Corp. that was expected to close in the first half 
of 2006. 

In a period in which a component of an entity either has been disposed of or is classified as held for 
sale, the income statement of a business enterprise (or statement of activities of a not-for-profit 
organization) for current and prior periods shall report the results of Operations of the component, 
including any gain or loss recognized related to classification as held for sale, in discontinued 
operations. The results of operations of a component classified as held for sale shall be reported in 
discontinued operations in the period(s) in which they occur. The results of discontinued operations, 
less applicable income taxes (benefit), shall be reported as a separate component of income before 
extraordinary items and the cumulative effect of accounting changes (if applicable). 

ElTF Topic No. D-104, "Clarification of Transition Guidance in Paragraph 51 of FASB Statement No. 
144," contains the following regarding the timing of discontinued operations presentation for a 
component of an entity to be liquidated or wound down: 

"However, if, after Statement 144 is initially applied, a component of an entity will he abandoned 
through the liquidation or run-off of operations, that component should not be reported as a 
discontinued operation in accordance with Statement 144 tmtil all operations, including run-off 
operations, cease " 

Regarding significance, or materiality, assessments for discontinued operations presentation, in the 
basis for conclusions to SFAS No. 144 the FASB commented that one of the reasons for revising the 
guidance for accounting for discontinued operations was to broaden the disposal transactions 
presented as discontinued operations to include the results of operations of a component of an entity, 
as defined. l h e  FASB concluded that the requirements for reporting discontinued operations should 
not focus on whether a component of an entity is significant or otherwise incorporate a quantitative 
criterion. Instead, those requirements should focus on whether a component of an entity has 
operations and cash flows that can be clearly distinguished from the rest of the entity, consistent with 
the stated objective of broadening the reporting of discontinued operations Accordingly, the FASB 
likely anticipated that the materiality threshold for assessing presentation of discontinued operations 
would be relatively low. 

If the disposal transaction or anticipated transaction meets the requirements for Presentation as a 
discontinued operation before the balance sheet date, financial statements for prior periods must also 
be restated to reflect the discontinued operation. If a material disposal transaction or anticipated 
transaction meets the requirements for presentation as a discontinued operation after the balance 
sheet date, but prior to the issuance of the financial statements, the transaction should not be 
presented as a discontinued operation. Discontinued operations presentation is only appropriate in 
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historical financial statements covering the period during which the discontinued operations 
presentation requirements are met. 

Once the threshold for reporting discontinued operations for a reporting period has been crossed, and 
the discontinued operations line item(s) are included in the Statement of Operations, any previous 
dispositions that occurred during the reporting period that were not shown as discontinued operations 
due to materiality should be reassessed to determine if discontinued operations presentation is now 
appropriate. Unless the impact is immaterial, it is possible that discontinued operations presentation 
for any such items will be appropriate. 

If a registration statement is filed after the date that a transaction qualifies for discontinued operations 
presentation, but prior to the time such transaction has been presented as a discontinued operation in 
the historical financial statements (e.g. included in filed financial statements), pro forma financial 
statements pursuant to Article 11 of Regulation S-X would be required, for all periods presented in the 
registration statement, if the transaction exceeds the significance threshold in Article 11 I While such 
Article 11 pro forma financial statements are not required in the historical periodic 1934 Act filings 
(e.g. SEC Forms 10-K and 10-Q), subsequent event disclosure of the transaction should be 
considered in those financial statements, if material. If a registration statement is filed after a current 
year transaction has been presented (included in filed financial statements with the SEC) as a 
discontinued operation, the historical financial statements for all periods included or incorporated by 
reference in the registration statement (e.g., three years plus any subsequent interim periods) would 
be required to be restated and reissued to reflect the transaction as a discontinued operation. 

SFAS No. 144 specifically does not apply to investments in equity securities accounted for under the 
cost or equity method, and APB No. 18 does not address the topic of discontinued operations 
presentation. Additionally, it is unlikely that an investment accounted for under the cost or equity 
method, by itself, would qualify as a 'component of an entity', as prescribed by SFAS No. 144. 
Operations and cash flows of an equity method investment usually cannot be clearly distinguished, 
operationally and for financial reporting purposes from the rest of an entity (the investor), and thus 
would not qualify as a disposal group. As pointed out in Deloitte & Touche's interpretations of SFAS 
No. 144, in November of 2001 the FASB Board clarified that the disposal of an equity method 
investment, by itself, should not be reported as a discontinued operation under SFAS No. 144, as 
paragraph 5 excludes investments in equity securities accounted for by the equity method from the 
scope of SFAS No. 144. Accordingly, unless i t i s a r t  of a larqer disposal qroup that represents a 
component of an entitv, sale of an equity method investment usually would not be reported as a 
discontinued operation in the Statement of Operations. 

Cash flows relating to discontinued operations are not required to be set out separately in the 
statement of cash flows, but they may be if the enterprise desires to do so. Whether or not cash flows 
from discontinued operations are set out separately, the reconciliation of net income to net cash flows 
from operations should begin with net income, as required by paragraphs 28 and 29 of SFAS No. 95, 
"Statement of Cash Flows." 

Extraordinary items and the cumulative effect of changes in accounting principles are not allocated 
between continuing and discontinued operations. Accordingly, to the extent that the Company has 
either an extraordinary item or a change in accounting principle that relate to an entity or operation 
accounted for as discontinued operations for any of the periods presented, these items should 
continue to be presented at their full amounts, net of the related income tax effects, in their 
appropriate locations in the income statement and not reclassified into discontinued operations. 
Neither accounting changes nor extraordinary items are part of the normal operations of an entity; 
therefore, their effects shall not be allocated between continuing operations and discontinued 
operations. 

Operations to be presented as discontinued may contain intercompany transactions with other 
business or corporate units (e.g., purchases from, or sales to, other units that will continue to be 
owned). SFAS No. 144 does not expressly address the treatment of intercompany accounts, but the 
matter is addressed in the following Deloitte & Touche interpretation of SFAS No. 144: 
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“INTERCOMPANY SALES TO A DISCONTINUED OPERATION 

FASB 144.43-5 
[Issued February 14,20031 
[Amended December 9,20051 

Question 

Company N is a paper manufacturing company with plants around the country. N owns a 
distribution business, Company X, who buys paper from N and then sells the paper to outside 
customers. N is planning to discontinue the operations of X and sell X to another paper 
manufacturer. N has appropriately eliminated the intercompany sales between itself and X, 
and therefore, only recognizes the sales from X to the customers. 

X will continue to purchase paper from N to sell to outside customers. Therefore, N will 
continue to have sales to X that will not be eliminated once it is no longer a related party. N 
has analyzed the significance of the continuing cash flows pursuant to ElTF Issue No. 03-1 3, 
“Applying the Conditions in Paragraph 42 of FASB Statement No. 144 in Determining 
Whether to Report Discontinued Operations,’’ and has concluded that the continuing cash 
flows are not significant. Therefore, X will be classified as discontinued operation in the 
second quarter financial statements 

May the intercompany sales between N and X that have not been passed on to outside 
customers remain in continuing operations? 

Answer 

Yes, the sales from N to X that have not been passed on to outside customers should be 
shown in the continuing operations of N 

For example: N sells paper to X for $6 with a cost of $4. N’s profit is $2. X sells paper to 
outside customers for $7 with a cost ( X s  purchase price from N) of $6. X’s profit is $1. In the 
consolidated financial statements of N, the intercompany sales of $6 will be eliminated along 
with the $6 cost of sales, leaving a profit of $3. The $3 margin will come through as $2 in 
continuing operations (representing the sales from N to X) and $1 in discontinued operations 
(representing the sales from X to the outside customers). Next year (assuming the same 
facts) when N sells paper to X, it will have the same $6 sale, $4 cost of sale and $2 profit in 
its Continuing operations (and will not have the additional $1 profit from sales to the outside 
customers) 

The company should record sales from continuing operations of $6, cost of sales of $4, a 
profit of $2, and $1 of profit in discontinued operations.” 

The appropriate presentation of amounts resulting from intercompany transaction will depend on the 
particular facts and circumstances of each transaction. 

SEC Form 8-K Reportinq Requirements 

In August 2004, the SEC expanded the number of events that are reportable on Form 8-K to include 
“material impairments.” See the separate Duke Energy policy statement entitled “Form 8-K 
Requirements and Filing Procedure” for further discussion of this matter. 

Accountins Policy 

A long-lived asset (asset group) classified as “Held and Used” is evaluated periodically for impairment 
when certain events or changes in circumstances indicate the long-lived asset may not be 
recoverable. If the long-lived asset is considered impaired, the impairment loss recognized is 
measured as the difference between the long-lived asset‘s carrying value and its fair value. 
Impairment losses are recorded as a component of income from continuing operations before income 
taxes. 
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As discussed under “Estimates of Future Cash Flows for Recoverability” above, SFAS No. 144 is 
silent regarding the consideration of income taxes when assessing undiscounted cash flows to 
determine the recoverability of an asset (asset group). Since the undiscounted recoverability test is 
expected to normally yield a similar result regardless of whether income taxes are included or 
excluded, for simplicity purposes, Duke Energy’s preferred method, no matter the form of legal entity 
(C-Corp, LLC, etc.) is not to consider the impact of income taxes. However, in the event that factors 
indicate that the outcome of the test would differ if income taxes were considered (e.g., a non- 
conventional fuel source property in which the decision to invest was based in part on receiving 
special income tax credits), the test should be performed after giving consideration to income taxes. 

An asset (asset group) is classified as held for sale and measured at the lower of carrying value or 
fair value less costs to sell in the period when all of the six criteria in paragraph 30 of SFAS No 144 
are met. Once classified as held for sale, depreciation (or amortization) of the long-lived asset is 
ceased. If at any time the criteria for classification as held for sale are no longer met, a long-lived 
asset (disposal group) classified as held for sale shall be reclassified as held and used and measured 
individually at the lower of its (a) carrying amount before the asset (disposal group) was classified as 
held for sale, adjusted for any depreciation (amortization) expense that would have been recognized 
had the asset (disposal group) been continuously classified as held and used, or (b) fair value at the 
date of the subsequent decision not to sell (in accordance with paragraph 38 of SFAS No. 144). 

The guidance in SFAS No 144 does not specify whether assets and liabilities held-for-sale should be 
classified as current or noncurrent in the statement of financial position. Paragraph 8120 of SFAS 
No. 144 indicates, “The Board concluded that because requirements for classifying assets and 
liabilities as current or noncurrent are provided by other accounting pronouncements, including ARB 
No. 43, Chapter 3, “Working Capital,” further guidance in this Statement is not needed.” ARB No. 43 
indicates that current classification applies to those assets that an entity will realize in cash, sell, or 
consume within one year and those liabilities an entity will discharge by use of current assets or the 
creation of other current liabilities within one year. Therefore, all assets and liabilities classified as 
held-for-sale will need to be evaluated for classification as current or non-current. Normally, those 
assets and liabilities will retain their previous current or noncurrent classification (as held and used) 
and will be disclosed under the provisions of paragraph 46 of SFAS No 144. 

As noted above there is no authoritative literature that addresses the balance sheet Presentation for 
assets that are intended to be sold but are outside the scope of SFAS No. 144. Accordingly, Duke 
Energy’s policy for presentation is that these assets, including any equity method investments being 
held for sale, should usually continue to retain their previous presentation and therefore not be 
presented as “assets held for sale.” An exception to this presentation might be made if, for example, 
a significant operation was being disposed of that included some assets that were within the scope of 
SFAS No. 144 and some that were outside its scope (e.g., for the substantial exit of DENA 
announced in September 2005, substantially all of the assets to be disposed of were within the scope 
of SFAS No. 144, so all, including some contracts not under SFAS No 144, were presented as 
assets held for sale, as this was determined to be the most useful presentation to a user of Duke 
Energy’s financial statements). 

Regarding any intercompany accounts that may accompany assets being sold (e.g , an intercompany 
liability to be assumed by a buyer), such intercompany accounts must continue to be eliminated in 
consolidation until the transaction closes and the accounts cease to represent intercompany 
transactions. Accordingly, in assessing balance sheet presentation of any such intercompany 
balances related to assets to be sold, appropriate coordination with the business or corporate unit on 
the other end of the transaction should occur to ensure that the balances continue to be eliminated in 
consolidation. Consistent with the treatment of other items that are outside the scope of SFAS No. 
144, the normal practice should be to not reclassify intercompany amounts to “assets held for sale” or 
“liabilities associated with assets held for sale.” As discussed under the “Discontinued Operations 
Presentation” section above, the determination of the appropriate presentation of amounts for 
intercompany transactions will be dependent on the facts and circumstances surrounding each 
transaction. 

Additionally, the businesslcorporate unit will be responsible for reporting to the Corporate Controller’s 
Department all the disclosure requirements in accordance with SFAS No. 144 and APB No. 18 (see 
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“Reporting Requirements” below). All asset impairments and assets classified as held for sale shall 
be reported by each business/corporate unit to the Corporate Controller’s Department regardless of 
any materiality thresholds, as discussed below. 

If assets classified as held for sale exceed five percent of total assets on a consolidated basis at the 
reporting date, they must be separately disclosed on the face of the balance sheet in accordance with 
SEC Regulation S-X, Rule 5-02. For all other instances, classification as held for sale on a 
consolidated basis will be determined by the Corporate Controller’s Department. 

If some, but not all, of the six criteria in SFAS No. 144 are met and the asset is classified as held and 
used, the potential impact of the following other accounting requirements should be considered: 

The potential need to adjust the remaining depreciable life of the asset. If a loss is 
anticipated on the ultimate sale of the asset, depreciation expense should be adjusted based 
upon the remaining period of time the entity expects to use the asset and the expected 
proceeds from the asset’s sale (if less than the historical depreciation expense amount); and 
The potential need to assess the asset for impairment under an “asset to be held and used” 
scenario, with appropriate probability weighting of the various potential uses of the asset, as 
discussed in paragraph 17 of SFAS No. 144. 

Equity method investments should be assessed for impairment when conditions exist that indicate 
that the fair value of the investment is less than book value. If the decline in value is considered to be 
other than temporary, the investment should be written down to its estimated fair value, which 
establishes a new cost basis in the investment. This new cost basis cannot subsequently be written 
up to a higher value as a result of increases in fair value, nor can the write-down be reversed over 
time by amortization of the basis difference (the difference between the carrying value of the 
investment and the investor’s underlying equity in the net assets of the investee) caused by the write- 
down. Any subsequent increases in the value of the investment should not be recognized until 
realized 

ReDorfinq and Disclosure Requirements 

In financial statements containing a period in which an impairment loss is recognized, the following 
are required to be disclosed: 

A description of the impaired long-lived asset (asset group) and the facts and circumstances 
leading to the impairment; 

If not separately presented on the face of the statement, the amount of the impairment loss 
and the caption in the income statement or the statement of activities that includes that loss; 

The method or methods for determining fair value (whether based on a quoted market price, 
prices for similar assets, or another valuation technique); and, 

If applicable, the segment in which the impaired long-lived asset (asset group) is reported 
under SFAS No. 131. 

For each asset (disposal group) a businesskorporate unit has classified as held for sale, the following 
items are required to be reported at each quarterly or annual reporting period until the asset is sold or 
is no longer classified as held for sale: 

Carrying amount of the asset (disposal group) at the reporting balance sheet date 
The account balance the carrying amount of the asset is included within 
The amount of any loss recorded and the classification of the loss in the income statement 
The expected manner and timing of the sale transaction 
The methodology utilized to determined fair value (e.g. appraisals, quoted market prices, 
comp sales, etc.) 
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Presentation of Discontinued Operations 

Assets sold or classified as “held for sale” must be assessed for presentation as a discontinued 
operations in accordance with the provisions of SFAS No. 144 

As a general rule, revenues are required in order to qualify for discontinued operations 
presentation. For example, the sale of equipment that was never placed into use or partially- 
completed power plants Would likely not qualify for discontinued operations presentation 
because there were never any revenues generated by these assets. 
A component of an entity may qualify for discontinued operations presentation even if it does 
not include conventional long-lived assets, such as power plants For example, a component 
that represents a trading and marketing operation may qualify for discontinued operations 
presentation. 
Equity method investments do not qualify for discontinued operations presentation unless 
they are part of a larger disposal group that represents a component of an entity. This also 
applies for any investments for which the accounting has changed (e.g., from equity method 
to consolidation) during the period covered by the financial statements. For example, if an 
investment is being sold that was consolidated in the most recent year, but accounted for 
under the equity method in prior years, only the period that the investment was consolidated 
would be eligible for discontinued operations presentation (unless they are part of a larger 
disposal group that represents a component of an entity). The results for the investment for 
the prior years when it was accounted for using the equity method should remain in 
continuing operations. 
Discontinued operations are presented at the bottom of the income statement following 
income from continuing operations 
Discontinued operations presentation is appropriate, subject to materiality considerations, if 
both af the following conditions are met. 

* 

o 

o 

The operations and cash flows related to the asset will be eliminated from ongoing 
operations following the sale, and 
The Company will not have any significant continuing involvement with the operations 
of the asset following the sale 

Note that the assessment period in which to evaluate whether a disposed component should be 
classified as a discontinued operation includes the date at which the component meets the criteria to 
be classified as held for sale or is disposed of, and continues through one year after the disposal 
date. Once the threshold for reporting discontinued operations for a reporting period has been 
crossed, and the discontinued operations line item(s) are included in the Statement of Operations, 
any previous dispositions that occurred during the reporting period that were not shown as 
discontinued operations due to materiality should be reassessed to determine if discontinued 
operations presentation is now appropriate. Unless the impact is immaterial, it is possible that 
discontinued operations presentation for any such items will be appropriate (management judgment 
should be applied, and in the event of uncertainty contact the Corporate Controller’s Department). 

Related Links: 

Accountinq for Goodwill 

&counting for Regulated Entities ISFAS No. 71 1 
Accounting for Derivative Instruments and Hedqinq Activities 

Fair Value Measurgments Used In Accountinq 
Form 8-K Requirements and Filing Procedure 
Roles and Responsibilities for the Consultation on and Documentation of Siqnificant Accounting 
or Reportinq Matters 
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Statement of Purpose and Philosophy 

The purpose of this policy is to provide guidelines related to  the accounting and disclosures for fair value 
accounting measurements, under SFAS No. 157, "Fair Value Measurements," ("SFAS No. 157") and other related 
accounting pronouncements. Duke Energy is committed to preparing and providing financial information with the 
utmost integrity. To facilitate this corporate value, the Corporate Controller's Department will approve policies to 
ensure the accuracy of books and records (as detailed in the Code of Business Ethics). 

On January 1, 2008, Duke Energy adopted SFAS No. 157. As discussed further below, Duke Energy's adoption of 
SFAS No. 157 is currently limited to financial instruments and to non-financial derivatives as, in February 2008, 
the FASB issued FSP No. 157-2, which delayed the effective date of SFAS No. 157 for one year for non-financial 
assets and liabilities, except for items that are recognized or disclosed at fair value in the financial statements an 
a recurring basis. 

Accounting references have been provided for much of the Accounting Policy discussion. For additional 
accounting references including interpretations, see Accounting Policv Sumor t  - Fair Value. 

Policv Expectations and Scope 

This policy is applicable to all business/corporate units of Duke Energy corporation and its Consolidated 
subsidiaries ("Duke Energy" or "the Company") which utilize fair value measurements in accounting. This policy 
contains a high-level summary of the key requirements of U. S. generally accepted accounting principles 
("GAAP") as it applies to Duke Energy, including any significant interpretations or policy elections made by Duke 
Energy, but is not intended to be a substitute for consulting with the detail requirements of authoritative GAAP 
literature for specific issues or matters that may arise. This policy should help ensure consistent application of 
fair value measurements in accounting acrass the consolidated Duke Energy group. 

Materiality 

FASB Statements note that "The provisions of this Statement need not be applied to immaterial 
items." Accordingly, materiality should be considered when applying this policy. However, materiality miist be 
assessed at the consolidated Duke Energy Corporation level (as well as being assessed a t  the SEC sub-registrant 
level), and involves consideration of both quantitative as well as qualitative factors. Any questions regarding 
materiality should be directed to the Corporate Controller's Department. 

Accountabilitv: Roles and Responsibilities 

Business Units/CorDorate Areas 

Ensure appropriate business/corporate unit personnel understand the fair value measurement technique 
requirements of SFAS 157 and apply all material aspects of such requirements to the period end 
measurements. 
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Fair Value Measurements (SFAS No. 157) 

Maintain supporting documentation of the appropriateness of the fair value techniques employed to 
demonstrate compliance with SFAS 157's measurement requirements. 
Ensure business/corporate unit personnel with appropriate level of experience complete the data 
request forms that will be used in the preparation of the SFAS 157 disclosures in Form 10-Qs and Form 

Work with the Corporate Controller's Department - CARG to address any identified cases of 
noncompliance with or inconsistencies in the application of SFAS 157. 
Provide assistance to the External Reporting Group ("ERG") in completing the SFAS 157 disclosures 
within Form 10-Q and Form 10-K by answering questions from the ERG and providing supporting 
documentation, if applicable. 
Ensure all reporting requirements are accumulated and reported to the Corporate Controller's 
Department in accordance with the established reporting timetable. 

10-Ks. 

CorDorate Controller's DeDartment 

ERG and CARG will maintain data request forms outlining the needed information for financial assets 
and liabilities measured a t  fair value. 
CARG will be available to answer questions from business/corporate units with respect to  the application 
of SFAS 157 to their fair value measurements and will coordinate as necessary with the company's 
external auditors in resolving complex matters. 
Address any instances of noncompliance with SFAS 157 or any inconsistencies and review and approve 
final results with the Corporate Controller. 
Maintain an accounting policy for Fair Value accounting available on the Duke Energy portal to help 
ensure that business/corporate units are aware of the criteria/applicability of applying the provisions of 
SFAS No. 157 and other related accounting pronouncements. 
Establish and communicate the reporting timetable for Fair Value accounting information needed for SEC 
filings and accumulate the information reported by the applicable entities for periodic reporting and 
disclosure purposes (e.g., Form l O - K ,  Form 10-Q, etc.). 
Provide guidance on the consideration of materiality as may be requested by the business/corporate 
u n its , 
Determine Accounting Policy decisions with respect to the use of Fair Value Measurements. 
Approve changes in valuation techniques. 

Risk Manaaement - 

Develop and maintain valuation techniques for commodity derivatives that comply with this accounting 
policy and assist business unit and corporate accountants with obtaining other market-based valuation 
inputs for other valuations, as requested. 

Treasurv - 

Value interest rate swaps consistent with this policy and assist business unit and corporate accountants 
with obtaining other market-based valuation inputs for other valuations, as requested. 

Standards/Reauirements/Backqround Information 

This section primarily contains references to, and excerpts from, the most significant or applicable GAAP 
authoritative literature. Matters specific or  unique to Duke Energy are primarily discussed in the "Accounting 
policv" section below. 

Standards 

Guidance on accounting and disclosures for fair value measurements is provided primarily but not exclusively by 
the following: 

SFAS No. 107, "Disclosures about Fair Value of Financial Instruments" 
SFAS No. 157, "Fair Value Measurements" 
SFAS No. 159, "The Fair Value Option for Financial Assets and Financial Liabilities" 
FIN 39, "Offsetting o f  Amounts Related to Certain Contracts" 
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FSP FIN 39-1, "FASB Staff Position: Amendment of FASB Interpretation No. 39" 
FSP FIN FAS 157-1, "FASB Staff Position: Application of FASB Statement No. 157 to GAS6 Statement 
No. 13 and Other Accounting Pronouncements That Address Fair Value Measurements for Purposes of  
Lease Classification or Measurement under Statement 13" 
FSP FIN FAS 157-2, "FASB Staff Position: Effective Date of FASB Statement No. 157" 

Backaround- 

I n  September 2006, the Financial Accounting Standards Board (FASB) issued SFAS No. 157. Per SFAS No. 157, 

Summarv - 

The definition of fair value retains the exchange price notion in earlier definitions of fair value. This 
Statement clarifies that the exchange price is the price in an orderly transaction between market 
participants to sell the asset or transfer the liability in the market in which the reporting entity would 
transact for the asset or liability, that is, the principal or most advantageous market for the asset or liability. 
The transaction to sell the asset or transfer the liability is a hypothetical transaction at the measurement 
date, considered from the perspective of a market participant that holds the asset or owes the liability. 
Therefore, the definition focuses on the price that would be received to sell the asset or paid to transfer the 
liability (an exit price), not the price that would be paid to acquire the asset or received to assume the 
liability (an entry price). 

This Statement emphasizes that fair value is a market-based measurement, not  an entity-specific 
measurement. Therefore, a fair value measurement should be determined based on the assumptions that  
market participants would use in pricing the asset o r  liability. As a basis for considering market participant 
assumptions in fair value measurements, this Statement establishes a fair value hierarchy that distinguishes 
between (1) market participant assumptions developed based on market data obtained from sources 
independent of the reporting entity (observable inputs) and (2) the reporting entity's own assumptions 
about market participant assumptions developed based on the best information available in the 
circumstances (unobservable inputs). l h e  notion of unobservable inputs is intended to allow for situations in 
which there is little, i f  any, market activity for the asset or liability at the measurement date. In those 
situations, the reporting entity need not undertake all possible efforts to obtain information about market 
participant assumptions. However, the reporting entity must not ignore information about market participant 
assumptions that is reasonably available without undue cost and effort. 

This Statement clarifies that  market participant assumptions include assumptions about risk, for example, 
the risk inherent in a particular valuation technique used to measure fair value (such as a pricing model) 
and/or the risk inherent in the inputs to the valuation technique. A fair value measurement should include 
an adjustment for risk if market participants would include one in pricing the related asset or liability, even if 
the adjustment is difficult to determine. Therefore, a measurement (for example, a "mark-to-model" 
measurement) that does not  include an adjustment for risk would not represent a fair value measurement i f  
market participants would include one in pricing the related asset or liability. 

This Statement clarifies that  market participant assumptions also include assumptions about the effect of  a 
restriction on the sale or use of an asset. A fair value measurement for a restricted asset should consider the 
effect of the restriction i f  market participants would consider the effect of the restriction in pricing the asset. 
That guidance applies for stock with restrictions on sale that terminate within one year that is measured a t  
fair value under FASB Statements No. 1.15, Accounting for Certain Investments in Debt and Equity 
Securities, and No. 124, Accounting for Certain Investments Held by Not-for-Profit Organizations . 

This Statement clarifies that  a fair value measurement for a liability reflects its nonperformance risk (the risk 
that the obligation will not  be fulfilled). Because nonperformance risk includes the reporting entity's credit 
risk, the reporting entity should consider the effect of i t s  credit risk (credit standing) on the fair value OF the 
liability in all periods in whic:h the liability is measured a t  fair value under other accounting pronouncements, 
including FASB Statement No. 133, Accounting for Derivative Instruments and Hedging Activities . 

This Statement affirms the requirement of other FASB Statements that the fair value of a position in a 
financial instrument (including a block) that trades in an active market should be measured as the product 
of the quoted price for the individual instrument times the quantity held (within Level 1 of the fair value 
hierarchy). The quoted price should not be adjusted because of the size of the position relative to trading 
volume (blockage factor). This Statement extends that requirement to broker-dealers and investment 
companies within the scope of the AICPA Audit and Accounting Guides for those industries. 
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This Statement expands disclosures about the use of fair value to measure assets and liabilities in inter im 
and annual periods subsequent to initial recognition. The disclosures focus on the inputs used to measure 
fair value and for recurring fair value measurements using significant unobservable inputs (within Level 3 of 
the fair value hierarchy), the effect of the measurements on earnings (or changes in net assets) for the 
period. This Statement encourages entities to combine the fair value information disclosed under this 
Statement with the fair value information disclosed under other accounting pronouncements, including FASB 
Statement No. 107, Disclosures about Fair Value of Financial Instruments, where practicable. 

The guidance in this Statement applies for derivatives and other financial instruments measured at fair value 
under Statement 133 at initial recognition and in all subsequent periods. Therefore, this Statement nullifies 
the guidance in footnote 3 of  EITF Issue No. 02-3, "Issues Involved in Accounting for Derivative Contracts 
Held for Trading Purposes and Contracts Involved in Energy Trading and Risk Management Activities." This 
Statement also amends Statement 133 to remove the similar guidance to that in Issue 02-3, which was 
added by FASB Statement No. 155, Accounting for Certain Hybrid Financial Instruments . 
Scooe - 

2. This Statement applies under other accounting pronouncements' that  require or permit fair value 
measurements, except as follows: 

a. This Statement does not apply under accounting pronouncements that address share-based payment 
transactions: FASB Statement No. 123 (revised 2004), Share-Based Payment, and its related 
interpretive accounting pronouncements that address share-based payment transactions. 

b. This Statement does not eliminate the practicability exceptions to fair value measurements in 
accounting pronouncements within the scope of this Statement. 

c. This Statement does not apply under FASB Statement No. 13, Accounting for Leases, and other 
accounting pronouncements that  address fair value measurements for purposes of lease classification or 
measurement under Statement 13. This scope exception does not apply to  assets acquired and liabilities 
assumed in a business combination that are required to be measured a t  fair value under Statement 141 
or Statement 141(R), regardless of whether those assets and liabilities are related to leases. 

Footnote omitted 

3. This Statement does not apply under accounting pronouncements that require o r  permit measurements 
that are similar to fair value but that are not intended to measure fair value, including the following: 

a. Accounting pronouncements that permit measurements that are based on, or otherwise use, vendor- 
specific objective evidence of fair value 

b. ARB No. 43, Chapter 4, "Inventory Pricing." 

Definition of Fair Value - 

5. Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly 
transaction between market participants at the measurement date. 

9. The price in the principal (or most advantageous) market used to measure the fair value of the asset or 
liability shall not be adjusted for transaction costs.' Transaction costs represent the incremental direct costs 
to sell the asset or transfer the liability in the principal (or most advantageous) market for the asset or 
liability.6 Transaction costs are not an attribute of the asset or liability; rather, they are specific to the 
transaction and will differ depending on how the reporting entity transacts. However, transaction costs do 
not include the costs that would be incurred to transport the asset or liability to (or from) its principal (or 
most advantageous) market. I f  location is an attribute of the asset or liability (as might be the case for a 
commodity), the price in the principal (or most advantageous) market used to measure the fair value of the 
asset or liability shall be adjusted for the costs, if any, that would be incurred to transport the asset or 
liability to  (or from) its principal (or most advantageous) market. 

Page 4 of 24 



Fair Value Measurements (SFAS No. 157) 

Case No. 2009-00202 

Page I53 of 349 
STAFF-DR-0 1-008 

Transaction costs should be accounted for in accordance with the provisions of other accounting 
pronouncements. 

Fair Value Hierarchv 

22. To increase consistency and comparability in fair value measurements and related disclosures, the fair 
value hierarchv Drioritizes the inDuts to valuation techniaues used to measure fair value into three broad 
levels. The fair value hierarchv qives the highest Drioritv to Quoted prices (unadjusted) in active markets for 
identical assets or liabilities (Level 1 )  and the lowest Drioritv to unobservable inputs (Level 3 )  TNote: 
Underline formattina added bv Duke Enerav author to add emphasisl. I n  some cases, the inputs used t o  
measure fair value might fall in different levels of the fair value hierarchy. The level in the fair value 
hierarchy within which the fair value measurement in its entirety falls shall be determined based on the 
lowest level input that is significant to the fair value measurement in its entirety. Assessing the significance 
of a particular input to the fair value measurement in its entirety requires judgment, considering factors 
specific to the asset or liability. 

Level 1 InDuts 

24. Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities that  the 
reporting entity has the ability to access at the measurement date. An active market for the asset o r  liability 
is a market in which transactions for the asset or liability occur with sufficient frequency and volume to  
provide pricing information on an ongoing basis. A quoted price in an active market provides the most 
reliable evidence of fair value and shall be used to measure fair value whenever available, except as 
discussed in paragraphs 25 and 26. 

25. I f  the reporting entity holds a large number of similar assets or liabilities (for example, debt securities) 
that  are required to be measured a t  fair value, a quoted price in an active market might be available but: not 
readily accessible for each of those assets or liabilities individually. In that case, fair value may be measured 
using an alternative pricing method that does not rely exclusively on quoted prices (for example, matrix 
pricing) as a practical expedient. However, the use of an alternative pricing method renders the fair value 
measurement a lower level measurement. 

26. In some situations, a quoted price in an active market might not represent fair value a t  the 
measurement date. That might be the case if, for example, significant events (principal-to-principal 
transactions, brokered trades, or announcements) occur after the close of a market but before the 
measurement date. The reporting entity should establish and consistently apply a policy for identifying those 
events that might affect fair value measurements. However, if the quoted price is adjusted for new 
information, the adjustment renders the fair value measurement a lower level measurement. 

Level 2 InDuts 

28. Level 2 inputs are inputs other than quoted prices included within Level 1 that are observable for the 
asset or liability, either directly or indirectly. I f  the asset or liability has a specified (contractual) term, a 
Level 2 input must be observable for substantially the full term of  the asset or liability. Level 2 inputs include 
the following: 

a. Quoted prices for similar assets or liabilities in active markets 

b. Quoted prices for identical or similar assets or liabilities in markets that  are not active, that is, 
markets in which there are few transactions for the asset or liability, the prices are not current, or price 
quotations vary substantially either over time or among market makers (for example, some brokered 
markets), or in which little information is released publicly (for example, a principal-to-principal market) 

c. Inputs other than quoted prices that are observable for the asset or liability (for example, interest 
rates and yield curves observable at commonly quoted intervals, volatilities, prepayment speeds, loss 
severities, credit risks, and default rates) 

d. Inputs that  are derived principally from or corroborated by observable market data by correlation or 
other means (market-corroborated inputs). 

29. Adjustments to Level 2 inputs will vary depending on factors specific to the asset or liability. Those 
factors include the condition and/or location of the asset or liability, the extent to which the inputs relate to 
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items that are comparable to the asset or liability, and the volume and level of activity in the markets wi th in 
which the inputs are observed. An adjustment that  is significant to the fair value measurement in its entirety 
might render the measurement a Level 3 measurement, depending on the level in the fair value hierarchy 
within which the inputs used to determine the adjustment fall. 

Level 3 InDuts 

30. Level 3 inputs are unobservable inputs for the asset or liability. Unobservable inputs shall be used to 
measure fair value to the extent that observable inputs are not available, thereby allowing for situations in 
which there is little, if any, market activity for the asset or liability at the measurement date. However, the 
fair value measurement objective remains the same, that  is, an exit price from the perspective of a market  
participant that holds the asset or owes the liability. Therefore, unobservable inputs shall reflect the 
reporting entity's own assumptions about the assumptions that market participants would use in pricing the 
asset or liability (including assumptions about risk). Unobservable inputs shall be develoDed based on t h e  
best information available in the circumstances, which miaht include the reoortina entitv's own data. In 
developifla unobservable inputs, the-rtinq entitv need not undertake all possible efforts to obtain 
information about market DarticiDant assumDtions. However, the reoortina entitv shall not ianore 
information about market.particiDant assumptions that is reasonablv available without undue cost and effort. 
Therefore. the reporting entitv's own data used to develop unobservable inputs shall be adiusted if 
information is reasonablv available without undue cost and effort that indicates that market participants 
would use different assumptions. [Note: Underline formattinq added bv Duke Enerqv author to add 
emohasis1 

Disclosures 

32. For assets and liabilities that are measured at fair value on a recurring basis in periods subsequent t o  
initial recognition (for example, trading securities), the reporting entity shall disclose information that 
enables users of its financial statements to assess the inputs used to develop those measurements and for 
recurring fair value measurements using significant unobservable inputs (Level 3), the effect of the 
measurements on earnings (or changes in net assets) for the period. To meet that objective, the reporting 
entity shall disclose the following information for each interim and annual period (except as otherwise 
specified) separately for each major category of assets and liabilities: 

a. The fair value measurements at the reporting date 

b. The level within the fair value hierarchy in which the fair value measurements in their entirety fall, 
segregating fair value measurements using quoted prices in active markets for identical assets or 
liabilities (Level I), significant other observable inputs (Level 2), and significant unobservable inputs 
(Level 3) 

c. For fair value measurements using significant unobservable inputs (Level 3), a reconciliation of the 
beginning and ending balances, separately presenting changes during the period attributable to the 
following:'* 

l2 For derivative assets and liabilities, the reconciliation disclosure required by paragraph 32(c) 
may be presented net. 

(1) Total gains or losses for the period (realized and unrealized), segregating those gains or losses 
included in earnings (or changes in net assets), and a description of where those gains or losses 
included in earnings (or changes in net assets) are reported in the statement of income (or 
activities) 

(2) Purchases, sales, issuances, and settlements (net) 

(3) Transfers in and/or out of Level 3 (for example, transfers due to changes in the observability of 
significant inputs) 

d. The amount of the total gains or losses for the period in subparagraph (c)( 1) above included in 
earnings (or changes in net assets) that are attributable to the change in unrealized gains or losses 
relating to those assets and liabilities still held at the reporting date and a description of where those 
unrealized gains or losses are reported in the statement of  income (or activities) 
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Opinion 18 
Opinion 2 1  
Opinion 28 Interim Financial Reportinq 

Statement 35 
Statement 66 Accounting for Sales of Real Estate ~ 

Statement 87 
Statement 106 

The Equity Method of  Accountinq for Investments in Common Stock 
Interest on Receivables and Payables 

. Opinion 29 Accounting for Nonmonetary Transactions _____. 

Accounting and Reporting by Defined Benefit Pension Plans 

Employers' Accounting for Pensions 
Employers' Accounting for Postretirement Benefits Other Than 

e. I n  annual periods only, the valuation technique(s) used to measure fair value and a discussion o f  
changes in valuation techniques, if any, during the period. 

D1. This appendix lists APB and FASB pronouncements existing at the date of this Statement that refer t o  
fair value. Those pronouncements that are amended by this Statement are indicated by an asterisk. (See 
Appendix E.) 

Amendix D: Pronouncement Title 

NOTE: This is a partial list designed to identify the APB, FASB and FIN'S that are most applicable to Duke 
Energy. 

Statement 107 Disclosures about Fair Value of Financial Instruments -- 
. Statement 115 

Statement 133 
Statement 141* Business Combinations 
Statement 142* 
Statement 143* 
Statement 144* 
Statement 146* 
Statement 150 

Statement 153 
Interpretation 45 

Interpretation 46 
(revised December 

Interpretation 47* 

Accounting for Certain Investments in Debt and Equity Securities 
Accounting for Derivative Instruments and Hedging Activities 

Goodwill and Other Intangible Assets 
Accounting for Asset Retirement Obligations 
Accounting for the Impairment or Disposal of  Long-Lived Assets 
Accounting for Costs Associated with Exit or Disposal Activities 
Accounting for Certain Financial Instruments with Characteristics of 
both Liabilities and Equity 
Exchanges of Nonmonetary Assets 
Guarantor's Accounting and Disclosure Requirements for Guarantees, 
Including Indirect Guarantees of Indebtedness of Others 
Consolidation of Variable Interest Entities 

2003) ______ 
Accounting for Cond i t i onakse t  Retirement Obligations 

- - These statements are generally not impacted by SFAS No. 157 in 2008. Duke Energy's adoption * 
of SFAS No. 157 is currently limited to financial instruments and to non-financial derivatives as, 
in February 2008, the FASB issued FSP No. 157-2, which delayed the effective date of SFAS No. 157 
for one year for non-financial assets and liabilities, except for items that are recognized or disclosed 
at fair value in the financial statements on a recurring basis. 
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- Accountinq P o l a  

The following topics are discussed in this section 

1 .  
2" 
3" 
4.  
5. 
6. 
7" 
8 .  
9. 
10. 
11. 
12" 
1.3. 
14. 
15 
16. 
17" 
18. 
19 
20. 
21. 
22. 
23 
24. 
2 5. 
26. 
2 7. 
28. 
29. 
30. 
31. 
32. 
33. 
34. 
3 5" 
36. 
3 7" 
38. 
39" 
40. 
41. 
42. 
43. 
44. 
45. 
46. 
4 7. 
48. 
49. 
50. 
51. 

1. 

For 

Accrued Interest, Dividends and Interest rate swau oavments 
Active Market 
Asset Retirement Obliaations 
Auction Revenue Riqhts 
Bid-Ask Spreads 
Broker Ouotes 
Cash and Cash Eauivalents 
Ca sh Colla tera I 
Cost of Service 
Classification bv Level 
Credit Risk 
Debt and Eouitv Investments accountedior a t  Fair Value 
Deferred Comoensation 
Derivatives: Commoditv 
Disclosures: FSP FAS 157-2 
Derivatives.' Interest Rate Swaos 
Disclosures: Non-Recurrinq 
Disclosures: Other, 
Disclosures: Recurrinq 
Eauitv Method Investments 
Estimated (or Stale) Values 
Fair Value Election (Policv on Interest i n c o m e / e x D m  
Financial Transmission Ricrh t s 
Goodwill. Intanqibles. and Property, Plant and EquiDment 
Imoairments 
Inactive Markets ImDact to the Fair Value of Financial Assets 
~ IVC 
Level 3 
Level 3 Rollforward 
Liabilities 
Life Insurance 
Net Asset Values (NAV) 
Non-Performance Risk 
Nuclear Deconlmissionina Trust Fund 
Observable Inputs 
Other Items in Trust Fund Balances not reported a t  Fair Value 
Pension and OPEB Assets 
Portfolio level reserves 
Post-Market Adiustments 
Pia ctica I Exoedien ts 
Present Value 
Principal Market 
Probabilitv of default 
Reauiatorv Assets and Liabilities 
Reserves 
SFAS No. 11 5 disclosures 
Significant 
Stock Based Comuensation 
Transaction Costs 
Unit of Account 
Valuation Premise 

Accrued Interest, Dividends and interest rate swao pavments 

net-cash-settled derivatives (e.g., fixed-for-floating interest rate swaps), there may be no separately 
recorded accrued receivable or payable line item. Instead, the fair value of the derivative may include an 
accrual component. Such an accrual component may exist in the fair value of a net-cash-settled derivative 
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because it is common for a time lag to exist between the date on which the floating price of the contract is 
set and the date on which cash settlement occurs (e.g., the contract settlement amount is based on the 
price of an index established on March 3 1  even though the contract does not cash-settle until April 3). The  
fact that the recorded fair value of a net-cash-settled derivative contains an accrual component does n o t  
affect an entity's ability to offset contracts carried at fair value. The accrual component is not separately 
reported from its related derivative. It still may be possible to offset separately recorded accrued 
receivables and payables against similar separately recorded payables or receivables held by the same 
counterparty, if all the conditions in paraaraolis 5 and 8 of Interpretation 39 are satisfied. Note, however, 
that paragraph 8 states that "amounts recognized as accrued receivables should not be offset against 
amounts recognized as accrued payables unless a right af setoff exists." 

The market convention for bond investments is that they are typically quoted excluding accrued interest. 
Duke Energy excludes accrued interest (accrued dividends in the case of investments in preferred and 
common stock) but does include the accrued payment on a fixed-floating interest rate swap as an i tem 
measured a t  fair value in the recurrinq Fair Value disclosures. 

Return to: Index to Accountinq Policy 

2. Active Market 

An active market includes markets such as NYMEX, NYSE, NASDAQ, Pink Sheets (a daily list of over-the- 
counter stocks not traded on NASDAQ and the broker/dealers making markets in them.) and Chicago Baard 
of Trade as long as transactions for the particular instrument in question have taken place on an on-going 
basis during the last month. Transaction volume is not usually a factor in determining whether or not a 
market is active. 

Return to: Index to Accountina Policy 

3 Asset Retirement Obliclations 

The application of SFAS No. 157 a t  Duke Energy for non-financial measurements excluding derivatives has 
been delayed until 1/1/2009 as a result of  FSP FAS 157-2. We anticipate adding additional guidance to this 
policy as it applies to this item in the future. See also Disclosures: FSP FAS 157-2. 

Return to: Index to Accountina Policv 

4. Auction Revenue Riclhts 

Auction Revenue Rights (ARRs) in PJM and MIS0 are not considered derivatives. See also the discussion on 
Financial Transmission Rishts. ARRs are not carried at Fair Value and are not included in the recurring o r  
non -recurrinq Fair Value disclosures. 

Duke Energy's accaunting for ARRs and FTRs is documented in separate memoranda. Contact a 
representative of the Corporate Accounting Research Group for additional information. 

Return to: Index to Accountinq Policv 

5. Bid-Ask SDreads 

From SFAS No. 157: 

31. I f  an input used to measure fair value is based on bid and ask prices (for example, in a dealer 
market), the price within the bid-ask spread that is most representative o f  fair value in the 
circumstances shall be used to measure fair value, regardless of where in the fair value hierarchy the 
input falls (Level 1, 2, or 3). This Statement does not  preclude the use of mid-market pricing or other 
pricing conventions as a practical expedient for fair value measurements within a bid-ask spread. 

Investments which are traded on a bid-ask spread are reported using the latest closing price. 

Commoditv derivatives are priced by adjusting the mid-market price for liquidity. Liquidity is calculated by 
taking one quarter of the difference between the bid-ask spread under the assumption that the fair value 
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will typically settle somewhere within the bid-ask spread but not necessarily a t  mid-market. Within the 
observable window, long positions are fair valued by subtracting the liquidity adjustment. Short positions 
are recorded by adding the liquidity adjustment. 

For derivatives which are settled outside an observable window, an adjustment is also required to reflect a 
bid-ask spread. This adjustment should reflect the full spread required to move the price to either the "bid", 
if the position is a long position, or  the "ask" if the position is a short position. 

I n  the context of the above discussion, a 'long position' is a position which benefits from price increases. 
For example, if you own a contract to buy a mWh of on-peak electricity a t  $50/mWh, price increases are to 
your advantage. A price increase means you will be able to sell the electricity for a profit or a t  worst, a price 
increase means you will be able to sell for less of  a loss. Conversely, a price decrease means you will sell a t  
a loss or at less of a profit. 

A 'short position' benefits from price decreases and is therefore, the opposite of  a long position. ".. 

'Bid Ask' is from the perspective of the market, or a third party. A 'bid' price is the price which the market is 
'bidding', that is, what the market will pay you for what you have to sell. An 'ask' price is the price which 
the market is "asking', that is what price the market will sell something to you. Thus, the 'bid' price is lower 
than the 'ask' price. 

For interest rate swaps, Duke is typically a price-taker. When Duke is 'long' interest rates (receives the 
variable interest rate), swaps will be priced a t  the "bid". When Duke is 'short' interest rates (pays the 
variable interest rate), swaps will be priced a t  the 'ask'. 

Return to: Index to Accountina Policy 

6. Broker Quotes 

Indicative Broker Quotes which are defined as broker quotes where the broker does not agree to trade on 
the price quoted are not considered observable inouts. Broker quotes are considered level 3 inputs. 
Multiple broker quotes do not change broker quotes to a level 2 input. 

Return to: Index to Accountina Policv 

7. Cash and Cash Eauivalents 

Cash equivalents are investments with a maturity when acquired of 3 months or less. I n  general, these 
investments are held a t  carrying cost and therefore, are not considered Fair Value measurements when 
classified as current assets. As a result, cash and cash equivalents held as current assets will not be 
included in the disclosures on Fair Value. Cash and cash equivalents include money market funds. 

Cash equivalents held inside the NDTF or as funding for executive benefits are not reflected in the cash and 
cash equivalents line item on the balance sheet and are therefore subject to disclosure in the FAS 157 
footnote. Any investment funding the executive benefits are reported as non-current assets since the 
corresponding liability is also reported as non-current. 

Return to: Index to  Accountincl Policy. 

8. Cash Collateral 

It is not appropriate to offset separately recorded accrued receivables or payables against the fair value 
amounts for derivative assets or liabilities and associated fair value amounts for cash collateral receivables 
or payables entered into with the same counterparty. Physically settled derivatives (e.g., forward contracts 
to purchase/sell commodities or bonds) require delivery of an asset. Upon delivery of the asset underlying 
the physically settled derivative, but  before the cash payment, an entity will remove the derivative from its 
balance sheet and record separate inventory and accrued payable balances. For multiple delivery contracts, 
this often results in a current payable for the latest delivery and a derivative asset or liability for any 
remaining deliveries. Once a receivable or payable (other than for cash collateral) is reported separately 
from its related derivative, however, that  receivable or payable no longer can be offset against derivative 
assets or liabilities and associated cash collateral receivables or payables carried at fair value. 
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Effective with financial statements after December 31, 2007, cash collateral which approximates fair value 
will be netted against MlM derivatives on the balance sheet which are 1Jnder a master netting agreement. 
Unless the master netting agreement provides for a different methodology, netting against MTM balance 
sheet positions on the balance sheet will use the following process: 

1) Put all the positions that were used to determine the amount of collateral posted into five buckets: 
a) On-Balance Sheet derivatives: Current 
b) On-Balance Sheet derivatives: Non-Current 
c) Off-Balance Sheet derivatives: Current 
d) Off-balance Sheet derivatives: Nan-Current 
e) Accounts Receivable or Accounts Payable 

2) I f  cash collateral is an Asset (i.e., Duke Energy has paid/posted collateral to a 3rd party as its 
derivative liability or contract position has tripped the requirement for such posting, and the posting 
effectively is a receivable back to Duke Energy upon the contractual settlement of the underlying 
position), add up only the net liabilities in the five buckets. (Leave out any bucket which is a ne t  
asset.) Allocate the Cash collateral accordingly. 
a) Cash collateral allocated to Accounts Payable should not  be netted against Accounts Payable. 
b) Cash collateral allocated to the Off-balance sheet buckets should be reported as current 

accounts receivable and non-current other assets. 
c) Cash collateral allocated to the On-Balance sheet buckets should be netted against the Current 

MTM liabilities and the non-current other liabilities. 
3) I f  cash collateral is a Liability (i"e., Duke Energy has received collateral from a 3rd party as its 

derivative asset or contract position has tripped the requirement for such posting, and the cash 
collateral received effectively is a payable for Duke Energy that will be settled upon the contractual 
settlement of the underlying position), add up only the net assets in the five buckets. (Leave out  
any bucket which is a net liability.) Allocate the Cash collateral accordingly. 
a) Cash coliaterai allocated to Accounts Receivable should not be netted against Accounts 

Receivable. 
b) Cash collateral allocated to the Off-balance sheet buckets should be reported as current 

accounts payable and non-current other liabilities. 
c) Cash collateral allocated to the On-Balance sheet buckets should be netted against the Current 

MTM assets and the non-current other assets. 

The amounts put in each bucket are allocated based on the dollars in each bucket prior to the 
allocation of the collateral. 

The above allocation guidance should be used on a recurring basis, unless amounts become 
significantly higher than historical levels (consultation with the GM of the Corporate Accounting 
Research Group should be made to determine iF  this additional process is necessary) and it is 
determined that the master netting arrangement dictates the level of collateral that  must be 
provided for each contract covered by the agreement on the basis of a specified formula. I n  that  
situation, it will be advisable that the contractual formula should be used to determine the level of 
collateral associated with derivatives carried at fair value. Additionally, consideration should be 
made of whether the master netting arrangement provides some other means of ascertaining how 
the collateral would be allocated if a default occurred under the arrangement. 

Whether or not cash collateral is at approximate Fair Value will be determined based on judgment which 
considers the following factors: 

a) anticipated date of repayment of the collateral, 
b) interest rate accrued on collateral, 
c) the market rate of interest for an equivalent credit risk, 
d) frequency of  compounding and 
e) frequency of  paying interest. 

Unless the terms of the cash collateral are such that the present value of the collateral based on the market 
rate of interest for an equivalent credit risk differs sianificantly from the carrying value, cash collateral is 
assumed to approximate Fair Value. 
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Balance sheet presentations after December 31, 2007 shall reflect the netting of cash collateral 
retrospectively for all periods presented. 

Disclosure of the amount of Cash Collateral that is offset against fair value positions is required. I n  addition, 
disclosure of the amount of Cash Collateral that is not  offset (for example, if the carrying value of the 
collateral does not approximate fair value or if cash collateral is allocated to  NPNS off-balance sheet 
positions) is also required to be disclosed. 

Disclosure of the amount of Cash Collateral offset against fair value positions can be shown as an additional 
column in the table o f  fair values bv level. 

Return to: Index t o  Accountinq Policy 

9. Cost of Service 

Cost of service is a reserve that incorporates an estimate of accounting, billing, collecting, nomination and 
scheduling costs. A cost of service reserve is internally developed and is therefore a level 3 input. 

Return to: Index t o  Accountinq Policy 

10. Classification bv Level 

Unadjusted quoted prices from NYSE, AMEX, NASDAQ, NYMEX, Chicago Board of Trade and Pink Sheets are 
considered to be Level 1 measurements. 

The following are the 'default' levels for typical financial assets and commodity derivatives: 

Level 1: 
a) Both 'On-the-Run' treasuries (the most recently issued U.S. Treasury bond or note of a 

particular maturity) and 'Off-the-run' treasuries are typically considered to be level 1 
measurements. 
NYMEX commodity contracts (excluding options) 
Mutual funds with published and traded Net Asset Values. 
Listed Domestic and Foreign common stock, ETFs, exchange traded ADRs (American 
Depositary Receipt. A negotiable certificate issued by a U.S. bank representing a specific 
number of shares of a foreign stock traded on a U.S. stock exchange. ADRs make it easier for 
Americans to invest in foreign companies, due to the widespread availability of dollar- 
denominated price information, lower transaction costs, and timely dividend distributions). 

Commingled cash funds 
Corporate Bonds 
Municipal Bonds 
Swaps 
NYMEX commodity option contracts 

Illiquid Auction Rate Securities 
Commodity contracts with more than 10% of tenor outside of observable window 

Return to: Index to Accountina Policy 

1 1 .  Credit Risk 

Credit risk is a reserve that incorporates the risk of default by a counterparty of Duke Energy. Credit risk 
involves a balance sheet asset of Duke or a Duke subsidiary. It is analogous to  non-Derformance risk and 
reflects: 

a. probabilitv of default, 
b. master netting agreements, 
c. credit enhancements such as guarantees from the parent, letters of credit or  cash collateral 

posted, 
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d. 
e. expected recovery in bankruptcy 
f. 
g. credit limits. 

timing of the expected payment(s), 

discount rate used to present value the expected payments and 

Exposures are netted and then bucketed by year and a credit reserve is calculated for each year. 

Credit limits established are assumed to be effective so that the exposure for any year is limited to the total 
credit limit. 

Letters of credit and guarantees are assumed to be credit enhancements for balance sheet derivatives as 
opposed to off balance sheet derivatives (NPNS). 

Present value calculations of future payments often incorporate a component for credit risk (asset valuation) 
or non-performance risk (liability valuation). For example, a fixed floating interest rate swap is typically 
discounted at LIBOR. I f  so, the discounting already reflects a credit spread over the risk-free rate of 
interest. Theoretically, in the case of a liability valuation, the measurement of  non-performance risk is the 
difference between the credit rating implicit in LIBOR and the credit rating of Duke or the Duke subsidiary. 
Due to the difficulty in and likely insignificance, Duke ignores any adjustment to reflect the difference 
between the risk-free rate and LIBOR (however, this decision should be reconsidered each reporting period 
based on significance - refer to the separate "Significance" section of this policy). 

Derivative assets on the balance sheet will reflect a reserve for credit risk, when sianificant. For interest 
rate swaps which are assets, a credit risk reserve, if significant, is calculated based on the probability of  
default applied to the timing of the payments as bucketed by year. 

Return to: Index to Accountins Policy 

12. Debt and Eauitv Investments accounted For at Fair Value 

Non-current investments in debt and equity instruments are carried at fair value and therefore are included 
in the recurrincl Fair Value disclosures and subject to the fair value measurement principles outlined in this 
policy. 

Current (short-term) debt investments are often reported a t  carrying value which approximates Fair Value 
due to the short t ime to maturity and the minimal risk of default. I f  there is a siqnificant difference between 
Fair Value and carrying value, the carrying value is adjusted to Fair Value. Since all instruments with the  
same CUSIP number have the same fair value per unit, significance is determined relative to each 
investment. For example, for ail investments with the same CUSIP number, the total fair value vs the total 
carrying value. Short term investments are also included in the recurrins Fair Value disclosures. 

Return to: Index to Accountins Policy 

13. Deferred Comoensation 

Deferred compensation plans, including the excess executive savings plans, are liabilities of Duke Energy. 
The liability is typically measured as an amount equal to the fair value of a set of investments which the 
executives have selected. As a result, these liabilities have the appearance of a Fair Value measurement. 

However, the liability itself is not a Fair Value measure and therefore should not  be included in the DQE 
recurrinq or recurrincl Fair Value disclosures. Likewise, the liability is not adjusted to reflect non- 
perform an ce risk. 

Return to: Index to Accountina Policy 
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14. Derivatives: Commoditv 

Commodity derivatives that are on the balance sheet are carried a t  Fair Value in accordance with SFAS No. 
133, "Accounting for Derivative Instruments and Hedging Activities", as amended and are included in t h e  
recurrina Fair Value disclosures. Commodity derivatives which are exempted from SFAS No. 133 as a result 
of the Normal Purchase Normal Sale election (NPNS) are not included in the recurring Fair Value disclosures. 
Commodity derivatives include coal, electricity (on-peak or off-peak), electric capacity swaps, emission 
allowances (contracts on emission allowances but not emission allowances themselves), FTRs or Financial 
Transmission Riahts and natural gas contracts. 

RetLJm to: Index to Accountina Policy 

15. Disclosures: FSP FA5 157-2 

FSP FAS 157-2 allows a one-year deferral of FAS 157 for non-financial assets and liabilities measured on  a 
recurring (annual) basis. Disclosures required by FSP FAS 157-2 should state that: 

a) The provisions o f  FAS 157 has been partially applied (i.e., fully applied to financial assets and 
liabilities and non-financial derivatives but not applied to non-financial assets and liabilities) and 

b) The provisions have not been applied to Goodwill tests effective 3rd quarter 2008. (NOTE: 
Goodwill impairment testing is done annually as of August 31). 

Any other non-financial asset and liability fair value measures not being done in accordance with FAS 157 
should also be disclosed. 

As a reminder, in 2008, SFAS No. 157 measurement principles need not be applied in the accounting for the 
following (however, pre-existing fair value guidance, such as that outlined in FASB Concept Statement CON 
7, "Using Cash Flow Information and Present Value in Accounting Measurements", should continue to be 
applied): 

a. Acquisitions - nonfinancial assets and liabilities initially measured at fair value. 
b. Goodwill - reporting units measured at fair value in the lSt step of a GW impairment test. 
c. Goodwill impairment - nonfinancial assets and nonfinancial liabilities measured a t  fair value in the 
Znd step of a goodwill impairment test as described in SFAS No. 142 
d. Plant, Property and Equipment measured a t  fair value for an impairment assessment under SFAS 
No. 244. 
e. ARO's initially measured at FV under SFAS 143, (nonrecurring fair value measurements) 
f. Liabilities for exit or disposal activities initially measured a t  fair value under SFAS 146. 

Return to: Index to Accountina Policv 

16. Derivatives: Interest Rate S w a m  

Interest Rate Swaps are derivatives and carried a t  Fair Value in accordance with SFAS No. 133, as amended 
and included in the recurrinq Fair Value disclosures. The accrual cornnonent of  an interest rate swap is no t  
separately reported from its related derivative. 

Return to: Index to Accountina Policv 

17. Disclosures: Non-Recurrinq 

The application of SFAS No. 157 at Duke Energy for non-financial measurements excluding derivatives has 
been delayed until 1/1/2009 as a result of  FSP FAS 157-2. We anticipate adding additional guidance to this 
policy as it applies to this item in the future. See also Disclosuses: FSP FAS 157-2. 

Return to: Index to Accountina Policv 

18. Disclosures: Other 

Other disclosures include a statement that the company does not typically adjust prices to reflect after- 
hours market activity. (Post-Market Adjustments) 
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Description Balance Level 1 Level 2 
Short Term 
Investments 
Long Term 
Investments 
N DTF 
Derivative Assets 
Total Assets 
Derivative 
Lia b i I i ti es 
Net Assets 
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Level 3 

a. 
b. 

d. 
e. 
f. 
9. 

C. 

beginning balance, 
realized and unrealized changes in value reflected in earnings, 
realized and unrealized changes in value reflected in OCI, 
realized and unrealized changes in value reflected on the balance sheet, 
purchases, sales, issuances and settlements, 
transfers in and out of Level 3 and 
ending balance. 

Realized and unrealized changes in value reflected on the balance sheet (item d) are typically reflected in 
Reaulatorv Assets or Liabilities (for Duke Energy's USFEG segment) or  in non-current liabilities (for 
executive compensation). 

Another recurring disclosure is the disclasure required by SFAS No. 107, "Disclosures about Fair Value o f  
Financial Instruments". Disclosures for SFAS No. 107 are required annually. 

Disclosure of the valuation methods and any changes in those methods for the Fair Value measurements is 
required quarterly during 2008 and annually thereafter. 

The Nuclear Decommissionina Trust Fund (NDTF) is a separate line on Duke's balance sheet. Since the 
amount reported in the footnote far the NDTF may not directly tie to the line item on Duke's balance sheet, 
the footnote will disclose the reconciling items, if any, (for example, accrued interest and dividends, cash 
including foreign currency and cash equivalents but not commingled cash) if sianificant. Alternatively, the 
External Reporting Group may determine that items within the NDTF not subject to SFAS No. 157 disclosure 
are insignificant to the NDTF in total and therefore include them in the disclosure in order to agree to the 
face of the balance sheet. 

Some items (executive benefits) are currently accounted for on a month delay basis, if the difference from 
the actual reporting date balance is not material. However, it is expected that this timing lag will be 
reflected in the general ledger when immaterial and thus the balance in the disclosure will equal the amount 
in the general ledger. Thus, the amount of the difference is only considered for purposes of  determining 
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Fair Value Measurements (SFAS No. 157) 

whether the recorded amount should be disclosed as a level 2 or level 3 measurement. There are two 
sources of variance from the actual quarter end balance; the price of  each investment and the quantity of  
the investments and the mixture of the investments in the portfolio. The total variance for the portfolio can 
be viewed as a measurement 'error', These investments will be viewed as either a level 2 or level 3 
measurement depending on the magnitude of the variance between the numbers used in the GL and the  
correct numbers. I f  the variance is less than lo%, we will call the measurement a level 2 measure, 
otherwise a level 3 measure. 

Other recurring disclosures include the Level 3 rollforward. 

Return to :  Index to Accountincl Policv 

20. Eauitv Method Investments 

SFAS No. 1.57 for non-financial measurements excluding derivatives has been delayed for Duke Energy unti l 
1/1/2009 as a result of FSP FAS 157-2. We anticipate adding additional guidance to this policy as it applies 
to this item in the future. See also Disclosures.' FSP FAS 157-2. 

A reporting entity is not  required to provide fair value disclosures under either FASB Statement No. 107, 
Disclosures About Fair Value of Financial Instruments, o r  SFAS No. 157 for an investment accounted for 
under the equity method in accordance with APB Ooinion No. 18, The EQUitV Method of Accountincl for 
Investments in Common Stock. However, a reporting entity must provide such disclosures if it either elects 
to carry its investment at fair value under the fair value option in FASB Statement No. 159, The Fair Value 
Ootion for Financial Assets and Financial Liabilities. 

Duke Energy has not elected to use the Fair Value Option of SFAS No. 159 for equity method investments. 

I f  Duke Energy concludes an impairment of any of i ts equity method investments has occurred ("outside 
basis impairment"), then the equity method investment should be impaired down to its fair value. Fair value 
should be determined consistent with the guidance in this policy effective January 1, 2008 as equity 
investments are considered financial assets. 

Return to: Index to Accountina Policy 

21. Estimated (or stale) Values 

Fair value measurements for debt and equity investments are made using actual data whenever practical. 
I n  valuing investments, in the event estimated data is used due to actual data being stale, and the variance 
between the estimated and actual fair value is siqnificant, the variance will be assessed as a nonobservable 
input. Nonabservable inputs are level 3 inputs and will render the investment as a level 3 measure for 
disclosures purposes if siclnificant. 

Return to: Index to  Accountino Policy 

22. Fair Value Election lpolicv on Interest income/expense) 

Duke Energy may elect the Fair Value option under SFAS No. 159 in lieu of using a) hedge accounting, b) 
SFAS No. 7 1  (for IJSFEG) for new issuances of fixed rate debt (after 1/1/2008) that are hedged with a pay 
floating, receive fixed rate interest swap or c) VRDN investments with an attached 'put' option. I f  so, 
documentation of the election must be approved by the Corporate Controller's department. The decision to 
make the Fair Value election is irrevocable as long as the debt instrument is outstanding. The election 
requires that the entire value of the debt is carried at Fair Value. Separate components of the debt, such as 
the benchmark rate or the credit spread cannot be elected to be carried a t  Fair Value. 

At the time Duke first elects the Fair Value option, an accounting policy decision should be made that 
explains the allocation of changes in Fair Value to interest expense or interest income and on which line 
item(s) of the company's income statement, the changes in Fair Value will be presented. 

Additional disclosures are required stating 1) that the company has elected the Fair Value option, 2) why the 
company has elected the Fair Value option for some debt or investments issuances but not for others and 3) 
explaining the company's accounting policy an reporting interest expense. 
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Fair Value Measurements (SFAS No. 157) 

A t  this time, Duke will not  elect the Fair Value option for equity method investments or for cost method 
investments unless at least a level 2 measurement is expected to be consistently available for the 
investment. 

Return to: Index to Accountinq Policy 

23. Financial Transmission Riahts 

Financial Transmission Rights (FTRs) in MIS0 and PJM (both the initial value and any changes in the initial 
value), whether granted or purchased, are considered derivatives and should be carried a t  fair value in 
accordance with SFAS No. 133, "Accounting for Derivative Instruments and Hedging Activities", as amended 
and included in the recurrinq Fair Value disclosures. 

Duke Energy's accounting for ARRs and FTRs is documented in separate memoranda. Contact a 
representative of the Corporate Accounting Research Group for additional information. 

Return to: Index to Accountina Policy 

24. Goodwill, Intanaibles, and Plant, Prooertv and EauiRrnent 

The application of SFAS No. 157 at Duke Energy for nan-financial measurements excluding derivatives has 
been delayed until 1/1/2009 as a result of FSP FAS 1.57-2. We anticipate adding additional guidance to this 
policy as it applies to this item in the future. See also Disclosures: FSP FA5 157-2. 

Return to: Index to Accountinq Policy 

25. &nDairrnents 

The application of SFAS No. 157 a t  Duke Energy for non-financial asset measurements excluding derivatives 
has been delayed until 1/1/2009 as a result of FSP FAS 157-2. We anticipate adding additional guidance to 
this policy as it applies to this item in the future. See also Disclosures: FSP FA5 157-2. 

Return to: Index to Accountinq Policy 

26. Inactive Markets Impacts to the Fair Value of Financial Assets 

On October 10, 2008, the FASB issued Staff Position (FSP) FAS 157-3 to clarifV the application of SFAS No. 
157 in a market that is not active and provides an example to illustrate key considerations in determining 
the fair value of a financial asset when the market for that financial asset is not active. Duke Energy 
believes the practices outlined in this policy are consistent with this FSP, but encourages company 
accountants to analyze FSP FAS 157-3 when valuing financial assets in inactive markets. 

Return to: Index to Accountinq Policy 

27. 

IVC or Implied Value Correction is an adjustment (reserve) that  is made to the forward price curve 
developed by the front office based on indicative broker quotes. IVC reserves are considered Level 3 inputs 
if based on indicative broker auotes. 

Return to: Index to Accountinq Policy 

28. Level3 

A level 3 input is an unobservable input. Examples of unobservable inputs include indicative broker auotes, 
valuations from interest rate swap counterparties and internally developed cash flow projections. However, 
valuations of commodity derivatives based on actual market data are level 2 inputs. 

I f  a level 3 input is sianificant to the fair value measurement, then the measurement is a level 3 
measurement and will be included in the rollforward analysis required for recurrina Fair Value disclosures. 
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Beqinning balance, 
realized and unrealized changes in value reflected 
in earnings, 
realized and unrealized changes in value reflected 
in OCI, 
realized and unrealized changes in value reflected 
on the balance sheet, 
Purchases, sales, issuances and settlements, 
transfers in and out of Level 3 
Endi nq ha lance. 

Fair Value Measurements (SFAS No. 157) 

$1,000 
50 

0 

0 

(1,050) 
0 

$0 

The term of the contract can also have an impact on the determination of whether or not the overall 
measure is considered a level 3 measure. For example, if the term of the contract that is unobservable is 
more than 10% of the total remaining term of the contract, then the measurement is a level 3 
measurement. 

Beginning balance, 
realized and unrealized changes in value reflected 
in earninqs, 
realized and unrealized changes in value reflected 
in OCI, 
realized and unrealized changes in value reflected 
on the balance sheet, 
Purchases, sales, issuances and settlements, 
transfers in and out of  Level 3 
Ending balance. 

Return to: Index to Accountins Policy 

$1,000 
500 

0 

0 

(1,500) 
0 

$0 
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Beqinning Balance for the lSt quarter 

Cash settlement 
Ending Balance for the lst quarter 

Gain or loss in earnings 

Fair Value Measurements (SFAS No. 157) 

Attributable Attributable Total Q1 
to portion of to portion of Activity in 

contract contract to the general 
settled in be settled in ledger 
lst quarter znd quarter Tota I 

$100 $150 $250 
10 15  25 

0 -110 
$- $165 ----$%-I 

level 3 adjustment a t  the end of the first quarter. Duke will assume that a transfer to level 3 occurred a t  
the beginning of the quarter. 

For example, the date an auction for an auction rate security fails is a discrete date for identifying a change 
from level 2 to level 3. 

In the instance where an item measured at fair value changes from level 2 to level 3, the change will b e  
shown as a transfer in and not a purchase. 

For level 3 measurement items still on the balance sheet at period end, Duke will disclose per paragraph 32 
(d) the amount of the total gains or losses for the period that are attributable to the change in unrealized 
gains or losses relating to those assets and liabilities still held at the reporting date. 

Consider the following example. The derivative contract was signed in the 4'h quarter of the previous year 
for the delivery of electricity in the lSt and 2"d quarter of the current year (as of  the end of the 4th quarter, 
the fair value of the derivative contract was $250). The MTM activity for the lSt quarter shows a gain o f  $25 
during the 1"quarter with $10 of that gain attributable to the delivery made in the lSt quarter (total portion 
of contract settled of $110) and $15 attributable to the delivery to be made in the 2"d quarter (total 
remaining fair value of contract at end of the lSt quarter of $165). 

Return to: Index to Accountinq Policy 

30. Liabilities 

Duke's MTM derivative liabilities that are recorded on the balance sheet will reflect a non-Derformance 
reserve adjustment, when sianificant to the measurement of the liability and when material to the financial 
statements of Duke Energy or is SEC sub-registrants. 

Return to: Index t o  Accountina Policy 

31. Life Insurance 

Duke's Company Owned and Trust Owned Life Insurance policies are not Fair Value measurements unless 
held for the purpose of funding Pensions or Other Post Retirement Benefits (for interpretative gllidance 
related to this topic, refer to the doc:ument entitled "Accounting Policv Sumort  - Fair Value." 

Return to: Index to Accountinq Policy 

32. Net Asset Value (NAV) 

The fair value (under SFAS No. 157) for an interest in an open-end mutual fund that allows entities to sell 
their ownership interest back to the fund at NAV on a daily basis is NAV. 

Return to: Index to Accountina Policy 

33. Non-Performance Risk 
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Fair Value Measurements (SFAS No. 157) 

Non-performance risk is the risk of default by Duke (parent) or a subsidiary of Duke. Non-performance risk 
involves a balance sheet liability of Duke or a Duke subsidiary. It is analogous to credit risk and reflects: 

a. probabilitv of default, 
b. master netting agreements, 
c. 

d. 
e. expected recovery in bankruptcy, 
f. 
9. credit limits. 

credit enhancements such as guarantees from the parent, letters of credit or  cash collateral 
posted, 
timing of the expected payment(s), 

discount rate used to present value the expected payments and 

Exposures are netted and then bucketed by year and a non-performance reserve is calculated for each year. 

Credit limits established are assumed to be effective so that the exposure for any year is limited to the total 
credit limit. 

Credit enhancements in the form of letters of credit and guarantees are allocated between balance sheet 
derivatives, accounts payables or accounts assets and off balance sheet derivatives (NPNS). 

Present value calculations of future payments often incorporate a component for non-performance risk. For 
example, a fixed floating interest rate swap is typically discounted a t  LIBOR. I f  so, the discounting already 
reflects a credit spread over the risk-free rate of interest. Theoretically, the measurement of non- 
performance risk is the difference between the credit rating implicit in LIBOR and the credit rating of Duke or 
the Duke subsidiary. Due to the difficulty in and likely insignificance, Duke ignores any adjustment to reflect 
the difference between the risk-free rate and LIBOR. 

Derivative liabilities on the balance sheet will reflect a reserve for non-performance risk, when significant. 
For interest rate swaps which are liabilities, a non-performance risk reserve, if significant, is calculated 
based on the probability of default applied to the timing of the payments as bucketed by year. 

Return to: Index to Accounting Pol= 

34, Nuclear Decommissionma Trust Fund 

Investments in the Nuclear Decommissioning Trust Fund (NDTF) are carried a t  Fair Value and are included in 
the recurring Fair Value disclosures. 

From FIN 39 

50. Some respondents identified Statement 87 as an example in which plan assets are offset against the 
plan liabilities without meeting the criteria of the proposed Technical Bulletin. They indicated that other 
assets held in trust should be offset against the related liabilities in a manner similar to the reporting 
prescribed in Statement 87. Pension trusts are significantly different from most trusts and trusteed 
assets supporting other liabilities. The accounting and reporting for pensions was specifically considered 
by the Board in Statement 87. However, trusts established for other specified purposes, such as for 
decommissioning of a nuclear generating plant, would have to meet the conditions for setoff specified in 
paragraph 5. 

I f  not  sianificant, liabilities of the NDTF can be netted against the line item on the balance sheet. 

Return to: Index to Accountina Policv 

35. Observable InDuts 

An observable input is an input that is observable in the market. To be considered observable in the 
market, there must be evidence that the information can be used for trading. 

With respect to prices, a price quote on the Intercontinental Exchange (ICE), is usually considered to be 
observable if the price is for a particular product and delivery location, has both a bid and an ask price and 
the difference between the two forward prices are not too great. 
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Another example of an observable input is a price developed by the front office if the pricing is based on  
actual trading that has taken place during the last business day of the period for the particular forward 
month and location. I f  trading has not taken place, during the business day, the pricing will be considered a 
level 3 input. 

Valuations of interest rate swaps by the counterparty to the swap which are verified from Bloomberg or 
similar sources are level 2 inputs. 

Return to: Index to Accountinq Policy 

36. Other Items in Trust Fund Balances not reoorted at  Fair Value 

Nuclear Decommissionina Trust Fund per the recurring Fair Value footnote will be reconciled to the balance 
shown on the balance sheet. Reconciling items may include amrued interest and dividends, cash in foreign 
currency and liabilities. As long as the liabilities are not significant to the total amount in the NDTF, they will 
be netted against the NDTF on the balance sheet. I f  the liabilities are sianificant, the NDTF will displayed on 
the balance sheet gross of liabilities. With respect to disclosiires, the External Reporting Group may 
determine that items within the NDTF not subject to SFAS No. 157 disclosure are insignificant to the NDTF in 
total and therefore include them in the disclosure in order to agree to the face of the balance sheet. 

The Indiana Grantor Trust also has similar items which are not fair value measurements. 

Return to: Index to Accountinq Policy 

37. Pension and OPE6 Assets 

Based on preliminary guidance from the FASB, it is anticipated that there are no Fair Value disclosure 
requirements for Pension and OPEB assets under SFAS No. 157 for the year ending December 31, 2008. 
However, it is also anticipated that a form of fair value disclosures will be required, no earlier than for the 
year ending December 31, 2009, as a result of a potential FASB staff position on FASB 132(R) for Pension 
and OPEB plan assets. 

Pension assets and OPEB assets are required to be held at fair value less transaction costs, if transaction 
costs are sianificant. See discussion on Transaction Costs. 

Return to: Index to Accountina Policy 

38. Portfolio level reserves 

I f  the calculation of a reserve is done a t  a portfolio level due to offsetting, the allocation of the reserve to  
the individual contract for the purpose of determining the level is done as follows. The allocation of all 
portfolio level reserves will be done on a gross basis (excluding all other portfolio level reserves). For a 
credit reserve, the allocation is pro-rated to just  the contracts in the portfolio that are assets. For a non- 
performance reserve, the allocation is pro-rated to just the contracts in the portfolio that are liabilities. 

Return to: Index to Accountina Policv 

39. Post-Market Adrustments 

Duke has elected not to reflect adjustments to fair values that take place after the close of the market on 
the last business day o f  the month (but prior to the last day of the reporting period end) unless those 
changes are believed to be significant. Any adjustments made will change a level 1 measurement to a level 
2 or level 3 measurement. 

Return to: Index to Accountinq Policv 

40. Practical Exoedients 

Fair Value measurements will reflect market observable data if practical to obtain. SFAS No. 157 does not 
eliminate the practicality expedients of SFAS No. 107 that allow the company to avoid developing Fair Value 
measures for disclosures of financial instruments when not practical. 
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Return to: Index to Accountinq Policv 

41" Present Value 

MTM analysis of derivatives or impairment calculations discount to the present, the expected cash flows or 
payments. Depending on the nature of the asset or liability being valued, discounting can be done utilizing 
a risk free rate of interest, LIBOR or a weighted average cost of capital (WACC). To the extent LIBOR o r  a 
WACC is used, there is an explicit or implicit adjustment for credit risk. Hence, there is a credit spread 
between the risk free rate of interest and LIBOR. Likewise, the WACC typically factors in an adjustment for 
credit risk. 

Return to: Index to Accountina Policy 

42. Princioal Market 

Where the company typically uses the Intercontinental Exchange (ICE) for derivative transactions, then I C E  
represents the principal market for Duke. Conversely, where the company's derivatives are not typically 
transacted in ICE, the ICE is not the principal market. Pricing that is not based on the principal market 
cannot be level 1 pricing. 

Return to: Index to Accountina Policy 

43. Probabilitv of default 

The probability of default (POD) is used in the calculation of credit risk and non-performance risk. When 
practical, the probability of default will be derived from a current market-based approach such the credit 
default market or the credit spreads on rated debt relative to the risk free rate of interest. A credit default 
swap also takes into consideration the recovery in bankruptcy. 

When not practical, the POD will be determined from historical analysis such as the S&P analysis of 
cumulative default probabilities. PODS take into consideration the timing of the expected payment such that 
the longer the tenor, the higher the POD. 

Return to: Index to Accountincl Policv 

44. Reclulatorv Assets and Liabilities 

For regulated operations, the other side of  a balance sheet entry for a change in the fair value of  a 
derivative can be a regulatory asset or liability. Although the regulatory asset or liability may be set equal 
to the fair value of the derivative, the regulatory asset or liability is not a fair value measure and therefore is 
not included in the non-recurrinq or recurrinci Fair Value disclosures. Likewise, a regulatory liability is not  
adjusted to reflect non-performance risk. 

Return to: Index to Accountinq Policy 

45. Reserves 

The measurement of commodity derivatives, other than NYMEX contracts, includes the following types of  
reserves: 

a. Credit or non-performance 
b. Present value 
c. Bid-Ask or Liauiditv 
d. Cost of service 
e. IVC or Imdied Value Correction 

Return to: Index to Accountincl Policv 

46. SFAS No. 11 5 disclosures 

The footnote disclosure of the amount reported for SFAS No. 115 disclosures as the Fair Values of Available 
for Sale investments will be the same values used in the SFAS No. 157 disclosures. 
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Return to: Index to Accountins Policy 

47. Significant 

Significant: is used in this policy for several purposes. A deviation from this policy is acceptable if the result 
is not significant to the Fair Value measurements. Level 3 inputs, i f  significant, result in a Fair Value 
measurement being classified as a Level 3 measurement. Pension Assets do not  have to be adjusted f o r  
transaction costs if transaction costs are not significant to the Pension Assets (significance should be 
determined based on the nature of the potential adjusting entry - in the case of pension assets, any 
adjusting entry as of a year-end date would not affect the income statement). An unobservable window can 
be significant to a Fair Value measurement. 

To determine if something is significant for measurement purposes, a t  a minimum, a 'back of the envelope' 
calculation is required in order to estimate the impact of  the item in question a t  each reporting period. This 
estimate should be provided to Corporate Accounting who will accumulate and assess the materiality for  
financial reporting purposes. 

Measurement is made by contract for derivatives. For example, level 3 inputs are considered significant to 
the measurement of a derivative contract reported a t  Fair Value on the balance sheet if the input represents 
10% of the total Fair Value or 1.O0/o of the total tenor. 

Measurement is typically made by investment for investments. For example, level 3 inputs are considered 
significant to the measurement of an investment reported at Fair Value an the balance sheet if the input 
represents 10% of the total Fair Value of the investment. 

An exception to the measurement of significance by investment occurs if the unit of account is a portfolio. 
For example, sometimes a group of derivatives are may be valued as a single portfolio. 

Return to: Index to Accountins Policv 

48. Stock Based Comoensation 

Fair Value measurements for Stock Based Compensation covered by SFAS NO. 123R are not Fair Value 
measurements under this policy. 

Return to: Index to Accounting Policy 

49. Transaction Costs 

Unlike other fair value measurements, the fair value measurement of investments held by a pension or 
other postretirement benefit plan should be reduced by the transaction costs involved to dispose of the 
asset. 

Per SFAS No. 87; "Employers' Accounting for Pensions" 

49. For purposes of applying the provisions of paragraph 35 and for purposes of the disclosures required 
by paragraphs 5 and 8 of FASB Statement No. 132, Employers' Disclosures about Pensions and Other 
Postretirement Benefits, plan investments, whether equity or debt securities, real estate, or other, shall 
be measured at their fair value as of the measurement date.12 

l2 The fair value of an investment shall be reduced by reflect the brokerage commissions and 
other costs normally incurred in a sale if those costs are significant (similar to fair value less 
cost to sell). 

Per SFAS No. 106; "Employers' Accounting for Post Retirement Benefits Other than Pensions" 

65. For purposes of the disclosures required by paragraphs 5 and 8 of FASB Statement No. 132 
(revised 2003), Employers' Disclosures about Pensions and Other Postretirement Benefits, plan 
investments, whether equity or debt securities, real estate, or other, shall be measured a t  their fair 
value as of the measurement date.21 (Refer to paragraph 71.) 
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21 The fair value of an investment shall be reduced by brokerage commissions and other costs 
normally incurred in a sale if those costs are significant (similar to fair value less cost to sell). 

Duke will reduce Pension Assets and Other Post Employment Assets by transaction costs if these costs are 
significant to the assets or the transaction cost is material to the line item on the balance sheet. See also 
the discussion on significant. 

Return to: Index to Accountinq Policv 

50. Unit of Account 

The unit of account defines what is being measured for financial reporting purposes. It is an 
accounting concept that determines the level at which an asset or liability is aggregated or disaggregated for 
purposes of applying SFAS No. 157, as well as other accounting pronouncements. The identification of 
exactly what asset or liability is being measured, while basic, is fundamental to determining its fair value. I t  
can be easy to confuse the concept of "unit of account" with that of "valuation premise" because 
both concepts deal with determining the appropriate aggregation or disaggregation of assets and 
liabilities. However, to appropriately apply SFAS No. 157, the distinction between these two concepts mus t  
be understood. l ln i t  of account is an accounting concept that, as it pertains to the application of SFAS 
No.157, primarily drives the level of aggregation (or disaggregation) for presentation and disclosure 
purposes (e.g., whether disclosure requirements are made a t  the individual asset level or for a group of  
assets). Valuation premise is a valuation concept that determines how the asset or liability is measured (i.e~, 
based on the value it derives on a standalone basis or the value it derives in conjunction with other assets 
and liabilities). 

Unit of account for stock is a single share, for debt is each unit of the debt instrument, for a derivative, is 
the contract. Policy guidance with respect to the unit of account for a non-financial asset or liability will be 
provided upon the effective date for SFAS No. 157 for non-financial assets and liabilities. 

Return to: Index to Accountinq Policv 

51. Valuation orernise 

Refer to the above section entitled "Unit of Account." 

The valuation premise is value in exchange for investments and derivatives. 

Return to: Index to Accountinq Policv 

Related Links: 

Accountinq for Derivative Instruments and Hedqincl Activities 

Accountinq for Defined Benefit Pension and Other Post-Retirement Benefit Plans 

Asset ImDairments Reviews for Low-l ived Assets (excludinq Goodwill) and Eauitv Method Investments, Assets 
Held for Sale and Discontinued ODerations (SFAS No. 144 and APB No. 18) 

Accountinq for Requlated Entities (SFAS No. 711 

Roles and ResDonsibilities for the Documentation of and Consultation on Siqnificant Accountinq or Reporting 
Matters 
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Effective Date: 12/15/2004 
Revision Date: 0 51 1 512 009 
Reissue Date: 03/31/2008 

Statement of Puroose and Philosophy 

Transactions between related parties commonly occur in the normal course of business. These transactions 

include, but are not limited to, sales, purchases, loans, transfers, leasing arrangements, guarantees, and 

other commercial transactions. To assist investors in understanding the impact of these transactions on the 

financial statements ,U.S. generally accepted accounting principles (GAAP), specifically Statement of 

Financial Accounting Standards ("SFAS") No. 57, Related Party Disclosures, and Securities and Exchange 

Commission (SEC) Regulation S-X Rule 4-O8(k)( l), require the disclosure of certain control relationships and 

related party transactions. This policy provides guidance for identifying, appropriately accounting for, and 

reporting related party transactions. 

Poiicv Exoectations 

This policy is designed to help ensure consistent application of the accounting rules and disclosure provisions 

for related party transactions across the consolidated Duke Energy group. All Business Units and Corporate 

Areas must follow U.S. GAAP with respect to accounting for and reporting related party transactions and 

maintain adequate internal processes to ensure compliance. 

Accountabilitv: Roles and Resoonsibilities 

Business Units/Corporate Areas ("Units") 

Ensure appropriate unit personnel understand the definitions and requirements of the accounting for 
and reporting of related party transactions, as evidenced through unit communications, training of 
personnel, etc. 
Appropriately account for, based upon the economic substance, any known related party 
transactions in accordance with GAAP 
Report related party transactions in each quarter accordance with the instructions provided by the 
Corporate Controller's Department 
Review and update, as needed, enterprise list of related parties for Duke Energy Corporation (DEC) 
distributed by the Corporate Controller's Department each quarter 
Maintain enterprise list of  related parties for any registrant that reports to the unit. Consult World 
Records database to find consolidated subsidiaries of DEC 

* 

* 
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Corporate Controller's DeDartment 

Provide interpretation of accounting guidance as to whether or not a person is considered a related 
party (Corporate Accounting Research) and whether or not a transaction is considered material 
(Internal/External Reporting) 
On a quarterly basis, obtain information about related parties and related party transactions from 
the DEC Business Units/Corporate areas through the distribution of the list of related parties to the 
Business Units/Corporate Areas and review of related party transaction summaries provided byt  he 
Business Units/Corparate Areas 
On an annual basis, obtain summary of Directors and Officers (D&O) questionnaire responses from 
Corporate Legal Department to determine if any disclosures are required (Internal/External 
Reporting) 
Report material related party transactions as appropriate in the periodic SEC filings 
(Internal/External Reporting ) 

* 

Standards/Reauirements 

- Backqround and Related Accountinq & ReDortinq Guidance 

SFAS No. 57, Related Party Disclosures, and SEC Regulation S-X Rule 4-08(k)(l) require disclosure in the 

consolidated financial statements and periodic (e.g., quarterly) filings of certain relationships and 

transactions between an entity (or registrant) and its related parties, as appropriately defined, so that  users 

of an entity's financial statements have a full and clear picture of  the financial position and results of 
operations of that entity when making an investment and/or lending decision. 

Based on the guidance in SFAS No. 57 and S-X Rule 1-02, related parties are generally understood to be 

one of the following (refer to Key Terms below for Duke Energy Corporation's guidance regarding these 

definitions) : 

1. 

2. 

3" 

4. 

5 .  

6. 

Affiliates - an affiliate is a person that controls, is controlled by, or is under common control with 
another person. Control may be direct or  indirect and may be exercised through one or more 
intermediaries 
Related parties also include entities for which Duke Energy's investments in their equity securities 
are required to be accounted for by the equity method (for example, any entity in which Duke 
Energy owns 20% or more of its common stock). 
Management- any person with responsibility for achieving objectives of the organization and 
requisite authority to make decisions that pursue those objectives. Management normally includes 
members of the board of directors, chief executive officers, chief operating officer, any vice 
president in c.harge of  a principal business function (such as sales, administration, or finance), and 
any other individual who performs a similar policy making function 
Principal owners - a person who owns more than 10% of any class of equity securities of an entity. 
Such ownership may be direct or indirect and includes beneficial ownership as well as ownership 
through one or more affiliates. Principal owners include owners, each of whose individual holdings is 
10% or less of the voting interest but whose combined holdings are more than IO%,  if such owners 
are acting in concert with respect to a transaction or transactions with the reporting entity 
Promoter - a person who receives 10% or more of the stock of an entity in connection with its 
founding or organization 
Immediate family members - family members whom a principal owner or member of management 
might control or  influence or by whom they might be controlled or influenced because of the family 
relationship 

The above items do not  necessarily represent an all inclusive listing. The determination of whether a person 

or an entity is a related party to a reporting entity is  generally a determination of fact. Such determination 

does, in certain cases, require the exercise of professional judgment. When certain persons (or person) have 
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the ability to exert significant influence over the terms of a transaction between two parties, those parties 

could be considered related. For example, if Entity A's Chief Executive Officer's (CEO) immediate family 

member is the owner of Entity B and those two entities enter into transactions with each other, those 

entities could be considered related parties, as significant influence is presumed to exist between the CEO 

and h idhe r  immediate family member as to the price and other terms that would not be present between 

unrelated parties. In contrast, if the CEO's immediate family member is an employee of Entity B with no 

ability to exert any influence over the terms of the transaction(s), those parties would generally not be 

considered related. An additional example would be a situation in which a member of the board of directors 

of  Entity A is the CEO of Entity B, transactions between Entity A and Entity B would be considered related 

party transactions to both entities, as that director/CEO is presumed to have the ability to exercise 

significant influence over the terms to those transactions. 

Related party transactions are any direct or indirect transactions between the reporting entity and a related 

party, as defined above. Related party transactions generally include transactions between: 

A parent company and its subsidiaries (transactions eliminated in consolidation are not required to 
be disclosed under SFAS No. 57 as they are not included in the consolidated financial statements, 
but  they remain related party transactions nonetheless) 
Subsidiaries of a common parent (e.g., Cinergy Corp. and Duke Energy Carolinas, LLC are under the 
common control of Duke Energy) 

The reporting entity and: 

* Other affiliated businesses 

* Promoters 

Management (including directors and members of their immediate families), excluding 
compensation arrangements 
Principal owners (including members of their immediate families), excluding compensation 
arrangements 
Pension and profit-sharing trusts managed by or under the trusteeship of management 
Investees accounted for on the equity method of accounting (see below for guidance regarding 
equity method investees of a reporting entity's equity method investee) 

Other interests having the ability to exert significant influence (see above for examples) 

As discussed above, the determination of whether a person or an entity is a related party to a reporting 

entity requires significant judgment. From the accounting guidance discussed abave, it is clear that an 

equity method investee of a reporting entity is considered a related party. However, it is less clear as to 

whether an equity method investee of a reporting entity's equity method investee (referred to as a "second 

tier" equity investee) should be considered a related party. Such determination will depend upon the level 

of  involvement the reporting entity has with the second tier equity investee. For example, the reporting 

entity may have a 50% owned equity investee (investee A) which has a 50% owned equity investee 

(investee B). Therefore, the reporting entity has an indirect ownership of 25% in investee B. Normally, 

direct ownership in an entity of 20% or greater results in a presumption that the investee should be 

accounted for under the equity method and, therefore, would be considered a related party. The 

determination as t o  whether or not the second tier equity investee is considered a related party to the 

reporting entity will depend upon such factors such as the level of influence over operating and financial 

decisions of investee B held by investee A and, indirectly, the reporting entity (such as board representation, 

contractual arrangements, etc). 



Established accounting principles ordinarily do not require transactions with related parties to be accounted 

for on a different basis from that which would be appropriate if the parties were not related. Related party 

transactions should be considered satisfactorily accounted for when: 

The substance of the transaction is accounted for in conformity with existing authoritative 
accounting literature and the accounting principles selected are appropriate in the circumstances, 
and 
When the requisite disclosures (material transactions and relationships) are made in accordance 
with the requirements of SFAS No. 57 and S-X Rule 4-08 

Disclosures required by paragraphs 2-4 of SFAS No. 57 include the following: 

2. Financial statements shall include disclosures of  material related party transactions, other than 

compensation arrangements, expense allowances, and other similar items in the ordinary course of 

business. However, disclosure of transactions that are eliminated in the preparation of consolidated or 

combined financial statements is not required in those statements. The disclosures shall include: 

a. The nature of  the relationship(s) involved 

b. A description of the transactions, including transactions to which no amounts or nominal amounts were 

ascribed, for each of the periods for which income statements are presented, and such other information 

deemed necessary to an understanding of the effects of the transactions on the financial statements 

c. The dollar amounts of transactions for each of the periods for which income statements are presented and 

the effects of any change in the method of establishing the terms from that used in the preceding period 

d. Amounts due from or to related parties as of the date of each balance sheet presented and, if not  

otherwise apparent, the terms and manner of settlement 

e. The information required by paragraph 49 of SFAS No. 109, Accounting for Income Taxes (see below) 

3. Transactions involving related parties cannot be presumed to be carried out on an arm's-length basis, as 

the requisite conditions of  competitive, free-market dealings may not exist. Representations about 

transactions with related parties, if made, shall not  imply that the related party transactions were 

consummated on terms equivalent to those that prevail in arm's-length transactions unless such 

representations can be substantiated. 

4. I f  the reporting enterprise and one or more other enterprises are under common ownership or 

management control and the existence of that control could result in operating results or financial position of 

the reporting enterprise significantly different from those that would have been obtained if the enterprises 

were autonomous, the nature of the control relatianship shall be disclosed even though there are no 

transactions between the enterprises. 

Paragraph 49 of SFAS No. 109, Accounting for Income Taxes, states the following: 
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49. An entity that is a member of a group that files a consolidated tax return shall disclose in its separately 

issued financial statements: 

a. The aggregate amount of current and deferred tax expense for each statement of earnings presented and 

the amount of any tax-related balances due to or from affiliates as of the date of each statement of financial 

position presented 

b. The principal provisions of the method by which the consolidated amount of  current and deferred tax 

expense is allocated to members o f  the group and the nature and effect of any changes in that method (and 

in determining related balances to or from affiliates) during the years for which the disclosures in (a) above 

are presented. 

Regulation S-X Rule 4-08(k) requires the following: 

(1) Related party transactions should be identified and the amounts stated on the face of the balance sheet, 

income statement, or statement of cash flows. 

(2) I n  cases where separate financial statements are presented for the registrant, certain investees, or 

subsidiaries, separate disclosure shall be made in such statements of the amounts in the related 

consolidated financial statements that are (i) eliminated and (ii) not  eliminated. Also, any intercompany 

profits or losses resulting from transactions with related parties and not eliminated and the effects thereof 

shall be disclosed. 

For purposes of applying the provisions of SFAS No. 57 and Regulation S-X Rule 4-08, only those 

transactions that are material need be disclosed, See Staff ACCOlJnting Bulletin ("SAB") No. 99 for guidance 

in determining materiality. Also, for stand-alone financial statements of Duke Energy subsidiaries (e.g., 

Duke Energy Carolinas, LLC, Duke Energy Ohio, Inc. and Duke Energy Indiana, Inc.), the guidance found in 

SAB, Topic IB, should be followed with respect to the allocation of expenses from a parent to a subsidiary 

and the related required disclosures. 

Procedure for ReDortina Related Party Transactions 

In order to appropriately account for and disclose related party transactions a t  the Duke Energy Corporation 

level, the following policy/procedure is to be followed at the Corporate/Business unit level 

* Corporate Controller's Department will distribute DEC enterprise l is t  of related parties to appropriate 
personnel within the Corporate/Business units quarterly 
Business Units/Corporate Areas will provide updates to the DEC enterprise list of related parties to 
the Corporate Controller's Department quarterly or when there are significant changes 
Business Units/Corporate Areas will report related party transactions in accordance with this policy 
and the instructions contained in the quarterly data request distributed by the Corporate Controller's 
Department. Related party transactions with one entity that  are less than $1 million in aggregate 
need not be reported to the Corporate Controller's Department. The units should consult with the 
Corporate Controlfer's Department (Internal/External Reporting) on questions of materiality. 
When developing the enterprise list of related parties for DEC's subsidiary registrants (such as Duke 
Energy Carolinas, LLC), the unit will need to  consult the World Records database to identify 
consolidated entities of DEC which are not included in the subsidiary registrant's consolidated 
financial statements as these entities will not  be on the DEC enterprise list of related parties. The 



"ownership" tab in the World Records database will indicate the parent entity. The consolidated 
subsidiaries are eliminated in the DEC consolidation, but may not be eliminated in the consolidation 
of the subsidiary registrant. 

Kev Terms 

ComDensation ArranQements - salary, bonus, deferred compensation, pension, profit sharing, stock options 

and awards, expense allowances, director fees, and other similar items that are paid or incurred in the 

ordinary course of  business. Compensation arrangements also may include other items pursuant to company 

policy, such as providing low-cost financing for shares acquired through a stock option plan. 

Control - the power to direct or cause the direction of the management and policies of a specified person. 

Control may be exercised directly or indirectly through ownership, contract, or by other means. 

Enterprise - registrant 

Immediate Fami& - a person's spouse; parent; child; sibling; parent-, child-, sibling-in-law; and anyone who 

shares a person's home in a non-employee capacity 

Ordinarv Course of Business - Paragraph I of SFAS No. 57 gives the following examples of  items that are 

considered in the ordinary course of business: 

Some examples of common types of transactions with related parties are: sales, purchases, and transfers of 
realty and personal property; services received o r  furnished, for example, accounting, management, 

engineering, and legal services; use of property and equipment by lease or otherwise; borrowings and 

lendings; guarantees; maintenance of bank balances as compensating balances for the benefit of another; 

intercompany billings based on allocations of common costs; and filings of consolidated tax returns. 

Manaaement - refers to management of the registrant (i.e., the board of directors and executive officers of 

the registrant) 

Person - an individual, corporation (excluding 5Ql(c)(3) tax-exempt organizations), partnership, association, 

joint-stock company, business trust, or unincorporated organization. 

Related Links: 

Code of Business Ethics 
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have an understanding, appropriate to his or her role, as to whether the entry is reasonable, 

relevant, complete, complies with GAAP and properly referenced. The performance of the Reviewer 

responsibilities must not be a perfunctory exercise. An independent party should be able to 

conclude that the performance of these responsibilities is meaningful and appropriate. 

The following section designates specific accountabilities of the roles associated with each journal: 

Creator 

Prepares the journal entry, attaches the appropriate supporting documentation and 
references it to the journal entry, or if supporting documentation is filed separately, 
indicates the location. See Attachment A - Recommended Guidelines for Documentincl a 
Journal&&y for journal entry referencing guidelines. 
Ensures information received from others is appropriate or is derived from someone with 
appropriate authority (see related Policy, "Preparing and Reviewing Schedules, Statements, 
or  Reports"). 
Completes the journal line description field. 
Prepares a written summary of the purpose of the journal on the face of the journal entry 
or separate page, referencing any applicable accounting literature or pronouncement (e.g., 
a FASB pronouncement, APB Opinion, FERC Code of Federal Regulations section, etc.). 
Ensures the journal is Valid. 
Loads the journal in the financial application via the appropriate mechanism. 
Acts as the steward during the journal entry process flow to ensure the timeliness and 
completion of journal entry responsibilities. 

0 

0 

Reviewer 

Cannot organizationally report to the Creator of the journal entry. 
Ensures proper accounting for the journal entry. 
Verifies journal entry is being recorded to the appropriate accounting period. 
Checks or confirms calculations (e.g., foot/cross-foot, multiplication, division, etc.). 
Has the appropriate technical or functional expertise to perform the review responsibilities. 
Verifies adequate documentation is attached to the journal to substantiate the entry. 
Performs final verification that the journal does not require further review or approval by 
management - see "Roles and Responsibilities in Accounting for Major Transactions, New 
Accounting Issues, and Significant Nan-recurring Entries" Policy. 
Approves the journal for posting. 

Electronic date, time and signature stamps are the evidence of creation and review. Financial 

applications used to process journal entries are required to have a system-enforced segregation of 

duties which requires action from two individuals - journal  entry Creator and Approver (to post). 

The Approver (to post) is required to be the Reviewer. 

Assembling the Journal 

The journal entry and supporting documents should be organized in a reasonable and appropriate 

manner and include the following: 

Journal Entry reports 
Written summary of the purpose of the journal entry 
Supporting documentation, appropriately referenced 
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Recurring Journal Entries 

"Recurring" journal entries are designated as such as part of the initial setup of these journal entries 

in the financial application. After initial set-up, the financial application automatically creates these 

journal entries each month. An appropriate individual must approve the journal entry to post. 

Because recurring journal entries are created by the financial application and their review is 

maintained within the financial application, it is not required to maintain hard copy documentation 

of the Create and Approve process. Two steps are required to initially set up these journal entries, 

but only one step, posting, is required in subsequent months. 

A journal entry which is manually initiated each month, while it may be regarded by the Business 

Unit/Corporate Area as recurring, is not  considered a "Recurring" journal entry for purposes of this 

Policy since such designation is not maintained in the financial application. Accordingly, such manual 

journal entries are subject to this Policy. 

Statistical Journal 

Statistical journals impacting the general ledger, or journals which impact rates used for allocations, 

loading factors for overheads, etc., must have two individuals perform the initial setup or change, 

but do not require monthly manual approval until a change is initiated. 

Reporting Overrides 

An override represents any failure to comply with the requirements of this Policy. Overrides must 

be reported to Internal Controls, Corporate Controller's Department no later than 4 business days 

after "pencils down" of the close cycle. See Attachment B - Journal Entry Create/Review Override 

ReDort for the form to use to  report overrides. I f  there are no overrides to report, indicate such 

positive affirmation to  Internal Contrals in the Corporate Controller's department no later than 4 

business days after "pencils down." 

Requesting an Exception to this Policy 

A n  exception to any aspect of this Policy is requested using the form shown in Attachment C - 
Request for Ongoing €xception to Policy. No exceptions to  this Policy are authorized until approval 

from the Corporate Controller's Department is received. Any failure to comply with this Policy prior 

to receipt of an approved exception constitutes an override which must be reported. 

Accountability: Roles and Responsibilities 

Creator and Reviewer: 

Process journal entry in compliance with this policy. 
Have appropriate expertise and understanding of the journal entry and supporting 
documentation. 

Business Unit and Corporate Area Management: 

Ensure that the appropriate individuals in their respective Business Unit/Corporate Area are 
aware of and comply with the requirements of this Policy. 
Report Policy overrides to  Internal Controls, Corporate Controller's Department. 
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Purpose 

The intent of this Policy is to provide minimum standards expected for information prepared or 
supplied for use in financial statements o r  reports, including information supplied in support of  a 

journal entry. Proper preparation, review and approval mitigates the risk of a material 

misstatement in Duke Energy's financial statements. 

(Note: Create/Review process for manual journal entries is covered by the Journal Entry Creation 

and Approval Requirements for Non-System Generated Journals Policy.) 

Terms 

Finance Function - Individuals or departments which are either direct reports or have a dotted-line 

relationship to the Duke Energy Chief Financial Officer. 

Expectations 

All Business Units/Corporate Areas must comply with this Policy, including areas outside the Finance 

Function. 

Information Prepared Outside the Finance Function 

Information supplied to Finance personnel which is used to record a journal entry, prepare 
financial Statements or be included in footnote disclosures is required to be appropriately 
verified and authorized by the provider. Verified includes confirming calculations and 
ensuring the data is accurate and complete. The information supplied is required to  be 
from someone authorized, either From: 

o 
o 

an individual with the appropriate level of authority; or  
a designee, provided the individual with the appropriate level of authority is 
knowledgeable that the data is being supplied. 

0 When an individual in the Finance Function receives information or data used in preparing 
financial statements or journal entries from an individual outside the Finance Function, 
he/she is expected to verify that  the information is appropriate and/or is provided from 
someone with the appropriate level of authority. 



factors such as the credit standing of the buyer, age and location of the property, and adequacy of cash flow from the 
Property 

If the buyer does not demonstrate a commitment to pay that is supported by substantial initial and 
continuing investments then profit recognition (i.e., revenue recognition) shall not occur. 

As stated in paragraph 3, in other than retail land sales, the full accrual method is to be used. Profit 
shall not be recognized under the full accrual method until all of the following criteria are met as 
stated in paragraph 5 (further guidance): 

a 

b 

A sale is consummated (paragraph 6) 

The buyer’s initial and continuing investments are adequate to demonstrate a commitment to pay for the property 
(paragraphs 8-16) 

The seller’s receivable is not subject to future subordination (paragraph 17) 

The seller has transferred to the buyer the usual risks and rewards of ownership in a transaction that is in substance 
a sale and does not have a substantial continuing involvement with the property (paragraph 18) 

c 

d 

If a real estate sales transaction does not satisfy the criteria in paragraphs 3-5 (with guidance 
contained in paragraphs 6-18) for recognition of profit by the full accrual method, the transaction shall 
generally be accounted for using the deposit, installment, percentage-of-completion, or the cost- 
recovery method, as appropriate. 

(Note: There are separate measurement and recognition criteria in SFAS No. 66 for “retail land 
sales”, however, Duke Energy does not currently enter into such sales, which are defined in 
paragraph 100 of Appendix E to SFAS No. 66) 

Lease Revenue 

SFAS No 13, “Accounting for Leases”, paragraphs 17 through 19 govern the accounting for reven’ue 
related to sales-type, direct financing and operating leases. The following discussion covers the 
recognition of revenue related to these types of leases; however, it is not intended to cover the 
determination of whether a lease will meet the criteria for treatment as such. 

Revenue recognition related to leases would be as follows: 

Direct financing 

1 ., Amortization of unearned income and initial direct costs as interest income over the lease term so 
as to produce a constant periodic rate of return on the net investment in the lease. 

Sales-type leases 

1. Recognition of revenue from sales-type leases at the commencement date of the lease term. The 
amount recognized as sales revenue from a sales-type lease would exclude the present value of the 
unguaranteed residuals 

2. Amortization of unearned income as interest income over the lease term so as to produce a 
constant periodic rate of return on the net investment in the lease. 

Operating leases 

1. Rental revenue is recognized on a straight-line basis regardless of the lease provisions, unless 
another systematic and rational basis is more representative of the timing pattern in which use benefit 
from the leased property is diminished. 

Leases Involving Real Estate 

8 
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Paragraph 22(f) of SFAS No. 98, “Accounting far Leases, an amendment of FASB Statements No. 
13, 66 and 91 and a Rescission of FASB Statement No. 26 and Technical Bulletin No. 79-1 1,” states 
the following with respect to the treatment of real estate leases: 

The first two sentences of paragraph 8 and paragraph 8(a) [of SFAS No. 131 are superseded by the following: 

From the standpoint of the lessor, a lease involving real estate shall be classified as a sales-type lease only if it meets the 
criterion in paragraph ‘7(a) as appropriate under paragraph 6(b)(i). Otherwise, if the lease at inception meets any one of the 
four criteria in paragraph 7 and in addition meets both of the following criteria, it shall be classified as a sales-type lease, a 
direct financing lease, a leveraged lease, or an operating lease as appropriate under paragraph 6(b) If the lease does not 
meet any of the criteria of paragraph 7 or both of the following criteria, the lease shall be classified as an operating lease. 

a. Collectibility of the minimum lease payments is reasonably predictable. A lessor shall not be precluded from classifying 
a lease as a sales-type lease, a direct financing lease, or a leveraged lease simply because the receivable is subject 
to an estimate of uncollectibility based on experience with groups of similar receivables 

Indefeasible Right to Use VIRU’s”] 

Duke Energy, through its wholly-owned subsidiary, DukeNet, sells capacity related to its fiber optic 
cable network to third parties as part of its core business. The indefeasible right to use such network 
capacity is often referred to as an “IRU”. Pursuant to an IRU, an entity purchasing network capacity 
has the exclusive right to use a specified amount of capacity for a period of time. In determining 
when to recognize revenue related to an IRU, a network capacity provider must determine whether 
the IRU represents a lease or a service contract. If the IRU is in substance a lease, and it is 
determined to be a sales-type lease, the recognition provisions enumerated above would apply and 
likewise if it is an operating lease. If the IRU is a service contract then revenue would generally be 
recognized straight-line over the life of the contract (see above for further guidance related to revenue 
recognition with respect to services). 

Long-Term Power Purchase Arranqements 

In ElTF Issue No. 91-6, the ElTF issued guidance far “non-utility generators” (“NUGs”) as ta the 
appropriate recognition of revenue from certain long-term power sales arrangements, Le., electricity 
sales contracts. ElTF Issue 91-6 applies only to those entities that do not meet the criteria for 
application of SFAS No. 71 It is also important to note that long-term pawer supply contracts that 
would qualify for lease accounting pursuant to SFAS No. 13, including EITF Issue No. 01-8, 
“Determining Whether an Arrangement Contains a Lease,” are also outside the scope of ElTF Issue 
91 -6. Duke Energy’s PPA Contract Review Accounting Checklist provides a guide for applying 
these accounting standards to power purchase agreements. 

The issues identified by the EITF in determining revenue recognitian from long-term power sales 
contracts are as follows: 

1 Whether revenue on a power sales contract that contains scheduled price changes should be recognized based on the 
scheduled prices or ratably over the term of the contract 

2. Whether the accounting prescribed in Issue 1 changes if the power sales contract provides that total revenues for the 
term of the contract are determined by a separate, formula-based pricing arrangement 

3. Whether the accounting prescribed in Issue 1 changes if the power sales contract provides that total revenues for the 
term of the contract are limited by a separate, formula-based pricing arrangement 

The consensus reached on these issues is as follows. 

The Task Force reached a consensus that a NUG should recognize as revenue the lesser of (1) the amount billable under 
the contract or (2) an amount determined by the k W h s  made available during the period multiplied by the estimated average 
revenue per kWh over the term of the contract. The determination of the lesser amount should be made annually based on 
the cumulative amounts that would have been recognized had each method been consistently applied from the beginning of 
the contract term. 

The Task Force reached a consensus on Issues 2 and 3 that a NUG should recognize revenue in each period determined 
under the separate, formula-based pricing arrangement if it determines or limits total revenues billed under the contract The 
separate, formula-based pricing arrangement should not be used to recognize revenue if its only purpose is to establish 
liquidating damages The Task Force indicated that the NUG should recognize a receivable only if the contract requires a 
payment to the NlJG at the end of the contract term and such payment is probable of recovery A receivable arises when 
amounts billed are less than the amount computed pursuant to the formula-based pricing arrangement. 

9 
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However, the FASB in SFAS No. 133, as amended, partially nullified the consensus above as stated 
below in the status section of ElTF Issue 91 -6. 

If a long-term power sales contract meets the definition of a derivative under Statement 133, then it would be marked to fair 
value through earnings, unless designated as a hedging instrument in certain types of hedging relationships Otherwise, the 
consensus in Issue 91-6 would apply. Some long-term power sales contracts that meet the definition of a derivative may 
qualify for the normal purchases and normal sales scope exception contained in paragraph 10(b), in which case the long- 
term power sales contract would be accounted for under this consensus in Issue 91-6. Long-term power sales contracts that 
are accounted for as derivatives may possibly qualify as hedging instruments in all-in-one hedges (as described in 
Statement 133 Implementation Issue No. G2, "Hedged Transactions That Arise from Gross Settlement of a Derivative 'All in 
One Hedges') The guidance in Statement 133 Implementation Issue No. A6, "Notional Amounts of Commodity Contracts." 
may be relevant 

Additionally, in ElTF Issue 96-17, the Task Force reached a consensus on how revenue should be 
recognized on a long-term power sales contract that contains separate, specified terms for (1) a fixed 
or scheduled price per kilowatt hour (kWh) for one period of time and (2) a variable price per kWh 
(based on market prices, actual avoided costs, or formula-based pricing arrangements) for a different 
period of time, where neither a tracker account nor any other form of adjustment determines or limits 
the total revenues to be billed under the contract over its entire period. The EITF reached a 
consensus that: 

... the long-term power sales contracts covered by this Issue should be bifurcated and accounted for as follows: 

1. The revenue associated with the fixed or scheduled price period of the contract should be recognized in accordance 
with the consensus reached for Issue 1 of Issue 91-6 (that is, the lesser of (a) the amount billable under the contract or (b) 
an amount determined by the kWhs made available during the period multiplied by the estimated average revenue per kWh 
over the term of the contract). The determination of the lesser amount should be made annually based on the cumulative 
amounts that would have been recognized had each method been consistently applied from the beginning of the contract 
term. 
2. The revenue associated with the variable price period of the contract should be recognized as billed, in accordance 
with the provisions of the contract for that period. 

The Task Force noted that if the contractual terms during the separate fixed and variable portions of the contract are not 
representative of the expected market rates at the inception of the contract, the revenue associated with the entire contract 
should be recognized in accordance with the consensus reached for Issue 1 of Issue 91 -6. 

The Task Force observed that the long-term power sales contract should be periodically reviewed to determine whether it is 
a lass contract in which the loss should be recognized immediately. 

As with EITF Issue 91-6, SFAS No. 133, as amended, partially nullified the consensus in EITF Issue 
96-1 7 as stated in its status section: 

If a long-term power sales contract meets the definition of a derivative under Statement 133, then it would be marked to fair 
value through earnings, unless designated as a hedging instrument in certain types of hedging relationships. Otherwise, the 
consensus in Issue 96-17 would apply Same long-term power sales contracts that meet the definition of a derivative may 
qualify for the normal purchases and normal sales scope exception contained in paragraph 10(b), in which case the long- 
term power sales contract would be accounted for under the consensus in Issue 96-17. Long-term power sales contracts 
that are accounted for as derivatives may possibly qualify as hedging instruments in all-in-one hedges (Refer to Statement 
133 Implementation Issues No A6, "Notional Amounts of Commodity Contracts," and No. G2, "Hedged Transactions That 
Arise from Gross Settlement of a Derivative ('All in One' Hedges).") 

Multiple element arrangements 

Scope & Amlicabilitv 

In ElTF Issue 00-21, the Task Force addressed the identification of separate units of accounting in 
revenue arrangements with multiple deliverables. It is important to note that per EITF Issue 00-21 
paragraph 3: 

3. This Issue does not address when the criteria for revenue recognition are met or provide guidance on the appropriate 
revenue recognition convention for a given unit of accounting For example, this Issue does not address when revenue 
attributable to a unit of accounting should be recognized based on proportional performance The timing of revenue 
recognition for a given unit of accounting will depend on the nature of the deliverable(s) composing that unit of accounting 
(and the corresponding revenue recognition Convention) and whether the general conditions for revenue recognition have 
been met 

Therefore, revenue should be recognized from those separate units of accounting, as identified or 
not, based upon the principles set forth above (specific literature or SAB Topic 13). In applying the 
provisions of EITF Issue 00-21, paragraph 2 states that "separate contracts with the same entity or 
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related parties that are entered into at or near the same time are presumed to have been negotiated 
as a package and should, therefore, be evaluated as a single arrangement in considering whether 
there are one or more units of accounting That presumption may be overcome if there is sufficient 
evidence to the contrary.” 

There may be instances where higher level authoritative literature governs the allocation of 
consideration to multiple-element arrangements, such as SFAS Nos. 13, 45 and 66 (see paragraph 
4a (i) and (ii)) Paragraph 4a (iii) states that: 

iii If higher-level literature provides no guidance regarding the separation of the deliverables within the scope of higher- 
level literature from those deliverables that are not or the allocation of arrangement consideration to deliverables within 
the scope of the higher-level literature and to those that are not, then the guidance in this Issue should be followed for 
purposes of such separation and allocation In such circumstances, it is possible that a deliverable subject to the 
guidance of higher-level literature does not meet the criteria in paragraph 9 of this Issue to be considered a separate unit 
of accounting In that event, the arrangement consideration allocable to such deliverable should be combined with the 
amount allocable to the other applicable undelivered item@) within the arrangement The appropriate recognition of 
revenue should then be determined for those combined deliverables as a single unit of accounting. 

Principles 

ElTF Issue 00-21 specifies certain general principles with respect to the accounting for multiple- 
element arrangements, they are: 

1 I Revenue arrangements with multiple deliverables should be divided into separate units of 
accounting if the deliverables in the arrangement meet the criteria in paragraph 9 of ElTF 
Issue 00-21. 

2. Arrangement consideration should be allocated among the separate units of accounting 
based on their relative fair values (or as otherwise provided in paragraph 12). The amount 
allocated to the delivered item(s) is limited as discussed in paragraph 14 of EITF Issue 00-21. 

3. Applicable revenue recognition criteria shotild be considered separately for separate units of 
accounting 

Paragraph 9 states the following 

In an arrangement with multiple deliverables, the delivered item@) should be considered a separate unit of 
accounting if all of the following criteria are met: 

a The delivered item(s) has value to the customer on a standalone basis That item@) has value on a 
standalone basis if it is sold separately by any vendor or the customer could resell the delivered item@) on a 
standalone basis In the context of a customer’s ability ta resell the delivered item@), the Task Force observed 
that this criterion does not require the existence of an observable market for that deliverable(s) 

There is objective and reliable evidence of the fair value of the undelivered item(s) 

If the arrangement includes a general right of return relative to the delivered item, delivery or performance of 
the undelivered item(s) is considered probable and substantially in the control of the vendor 

b 

c 

Additional Regulatory Considerations 

In SFAS No. 71, paragraph 11, the FASB put forth certain instances in which a regulatory liability 
should be recognized. They include: 

a A regulatar may require refunds to customers. Refunds that meet the criteria of paragraph 8 (accrual of loss 
contingencies) of FASB Statement No 5, Accounting for Contingencies, shall be recorded as liabilities and as 
reductions of revenue or as expenses of the regulated enterprise 

b A regulator can provide current rates intended to recover costs that are expected to be incurred in the future with 
the understanding that if those costs are not incurred future rates will be reduced by corresponding amounts If 
current rates are intended to recover such costs and the regulator requires the enterprise to remain accountable for 
any amounts charged pursuant to such rates and not yet expended for the intended purpose, the enterprise shall not 
recognize as revenues amounts charged pursuant to such rates. Those amounts shall be recognized as liabilities 
and taken to income only when the associated costs are incurred. 

11 



c. A regulator can require that a gain or other reduction of net allowable costs be given to customers over future 
periods That would be accomplished, for rate-making purposes, by amortizing the gain or other reduction of net 
allowable costs over those future periods and reducing rates to reduce revenues in approximately the amount of the 
amortization. If a gain or other reduction of net allowable costs is to be amortized over future periods for rate-making 
purposes, the regulated enterprise shall not recognize that gain or other reduction of net allowable costs in income of 
the current period. Instead, it shall record it as a liability for future reductions of charges to customers that are 
expected to result. 

Thus, in certain instances in which revenue is or may be recognized related to the Company's 
regulated operations a regulatory liability may be required to be recognized under paragraph 11 of 
SFAS No. 71. See the separate Accounting for Regulated Entities (SFAS No. '71) for further 
guidance as to when such a liability should be recognized, and how it is to be accreted into income. 

ElTF Issue 92-7 addresses the timing of revenue recognition by "rate-regulated utilities" for billings 
under additional, alternative revenue programs. We have confirmed with our external auditors, 
Deloitte & Touche, that the reference in this Issue to rate-regulated utilities results in the guidance in 
ElTF Issue 92-7 only being applicable to operations that are accounted for under SFAS No. 71" The 
types of "alternative revenue programs" addressed by ElTF Issue 92-7 can generally be segregated 
into two categories, Type A and Type B. Type A programs adjust billings for the effects of weather 
abnormalities or broad external factors or to compensate the utility for demand-side management 
initiatives (for example, no-growth plans and similar conservation efforts) Type B programs provide 
for additional billings (incentive awards) if the utility achieves certain objectives, such as reducing 
costs, reaching specified milestones, or demonstratively improving customer service. 

The Task Force reached a consensus on ElTF Issue 92-7 that the additional revenues should be 
recognized when all of the following conditions have been met: 

1. The program is established by an order from the utility's regulatory commission that allows for 
automatic adjustment of future rates. Verification of the adjustment to future rates by the regulator 
would not preclude the adjustment from being considered automatic. 

2. The amount of additional revenues for the period is objectively determinable and is probable of 
recovery. 

3. The additional revenues will be collected within 24 months following the end af the annual 
period in which they are recognized. 

Reporting & Disclosure Requirements 

Gross versus net presentation 

In EITF Issue 99-19, the Task Force set forth a number of indicators that should be considered in 
evaluating whether to record revenues gross versus net (gross meaning revenue presented 
separately from the related costs). The Task force also stated that the decision is a matter of 
professional judgment and is dependent upon the relevant facts and circumstances. None of the 
indicators should be considered presumptive or determinative; rather, the relative strength of each 
indicator should be considered. 

ElTF Issue 99-19 Indicators of Gross Reporting: 

1" The Company is the primary obligor in the arrangement 
2. The Company has general inventory risk (before customer order is placed or upon customer 

return) 
3. The Company has latitude in establishing price 
4. The Company changes the product or performs part of the service 
5. The Company has discretion in supplier selection 
6. The Company is involved in the determination of product or service specifications 
7. The Company has physical loss of inventory risk (after customer order or during shipping) 
8. The Company has credit risk. 
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EITF Issue 99-19 Indicators of Net Reporting: 

1” The supplier is the primary obligor in the arrangement 
2. The amount the Company earns is fixed 
3. The supplier has credit risk. 

For a contract that is deemed to be an energy trading contract under EIT’F Issue 02-3, the related 
gains or losses should be presented net in the income statement whether or not settled physically. 
Also, the gross transaction volumes for those energy trading contracts that are to be physically settled 
should be disclosed. For those contracts that are accounted for under SFAS No. 133’s normal 
purchase and sale exception, evaluation of gross versus net presentation should be made under the 
indicators mentioned above. 

Financial statement disclosures 

APB Opinion No. 22, “Disclosure of Accounting Policies,” requires disclosures of “.I. important 
judgments as to appropriateness of principles relating to the recognition of revenue.” SAB Topic 13 
expresses the opinion of the SEC Staff that because revenue recognition generally involves the 
exercise of judgment, companies are always required to disclose their revenue recognition policies. 
SAB Topic 13 also provides that, when applicable, the notes the financial statements shall include 
disclosure of: 

1 I The revenue recognition policy for each type of material transaction 
2. If the Company were to enter into multiple-element sales arrangements, the method of 

accounting for each element and the method used to determine each element and value it 
3. Material changes in estimates of returns in accordance with SFAS No. 48, if applicable. 

The SEC Staff, in Financial Reporting Release (“FRR”) No. 60, “Cautionary Advice Regarding 
Disclosure about Critical Accounting Policies,” strongly suggested that companies disclose in their 
filings with the SEC, their accounting policies that required a significant level of management estimate 
and judgment in their application. The Staff, as mentioned above, believes that revenue recognition 
involves the exercise of judgment. Thus, they would in turn expect to see revenue recognition 
discussed in light of FRR No. 60 as a critical accounting policy. Therefore, Duke Energy shall 
discuss, in Management‘s Discussion and Analysis, its policies related to revenue recognition that 
contain significant estimates and judgments. 

In addition, SEC Regulation S-X requires that each of the following categories of revenue (and the 
related costs), if applicable, be stated separately on the face of the income statement: 

1 Sales of tangible products 
2 
3. Income from rentals 
4. Revenue from services 
5. Other revenues 

Operating revenues of public utilities 

Currently, income from rentals is immaterial to Duke Energy and to Duke Energy’s subsidiary SEC 
registrants, and therefore is not stated separately on the statement of operations. Duke Energy, on 
an elective basis, presents separately its regulated revenue (electric and natural gas are presented 
separately) from its non-regulated revenues. Both regulated and non-regulated contain revenue from 
services, and sales of tangible products. Regulated contains operating revenues of public utilities. If 
any of the other types of revenue as listed above were to become material, then they shall be stated 
separately in the statement of operations. 

Unbilled revenues 

The following is a comment from the SEC, along with the Company’s response, from a comment 
letter received in 2007 from the SEC’s review of the 2006 form 10-K of Duke Energy Carolinas: 
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“Please revise future disclosure to indicate the amount of unbilled revenues recorded at period 
end. To the extent applicable, please explain any material differences in amounts recorded 
between periods. 

The Company will revise future disclosure to indicate the amount of unbilled revenues recorded at 
period end. To the extent applicable, the Company will explain any material differences in amounts 
recorded between periods.” 

Accordingly, these disclosures should be made in all future S E C  filings for all Duke Energy SEC 
registrants. 

Related Links: 

Accountinq for DerivativeLnstruments and Hedqinq Activities Policv 

Accountinq for Reuuiated Entities (SFAS No. 71) 

Fair Value Measurements Used in Accountig 

Duke Enerqv PPA Contract ReviewAccountincl Checklist 

Roles and Responsibilities for the Consultation on and Documentation of Siqnificant Accountinq or 
Reportinq Matters 
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Statement of Puruose and Philosouhy 

To ensure ethicality and consistency, this policy was developed to provide guidelines related to (1) the roles 

and responsibilities for the accounting for major transactions, new accounting issues, new accounting 
guidance, and significant non-recurring transactions, (2) the documentation of significant accounting or 

reporting matters and (3) the consultation protocol for interacting with the Corporate Accounting Research 

Group ("CARG"), a unit of the Corporate Controller's Department, and the external auditor regarding 

significant accounting and reporting matters. This policy is applicable to all Business/Corporate Units of Duke 

Energy Corporation and its consolidated subsidiaries ("Duke Energy" or "the Company"). The objectives of 

this policy include describing the appropriate components of  a memo for a significant accounting or reporting 
matter and best practices for docurnentation; addressing reporting, consultation and review requirements; 
and developing consistency in the documentation throughout Duke Energy. The Company's Accounting 

Function roles and responsibilities are also discussed in the "Duke Energy Finance Entity Level Controls 

Documentation". 

Accountabilitv: .Roles and Responsibilities 

Coroorate Controller Deoartment: 

The Corporate Controller or the head of CARG is required to approve, or concur with, conclusions 
reached on all matters that require CARG involvement as indicated in this policy. 
Review this policy periodically, identify any areas of improvement and communicate any changes to 
Business Unit Accounting Personnel. 
Maintain CARG Research Matters Lotus Notes database and file all documentation subject to this 
policy in the database in a timely manner. 
Provide feedback to Business Units/Corporate Areas regarding areas of non-compliance with this 
policy for any particular matter in a timely manner. 

Business Unit/Coroorate Area Accountinq Manaqement: 



* Ensure Business Unit/Corporate Area personnel abide by the outline of the roles and responsibilities 
and the documentation requirements and consultation protocol as stated herein. 

Standards/Reauirements 

The roles and responsibilities for the proper documentation and consultation on significant accounting and 

reporting matters include: 

1. 
2. 
3. Resolution of issues 
4. Recording the entries 
5. 

Identification and communication of the issues or new accounting guidance 
Research and documentation of accounting issues 

Coordination with transaction sources (e.g., Mergers & Acquisitions or Business Unit team), and 
other relevant participants (e.g., Treasury, Tax). 

This policy applies to all Business Units (B.U.) and Corporate Groups responsible for accounting entries, the 

Corporate Accounting Research Group (CARG), and the remainder of the Corporate Controller's area. Other 
areas which may generate transactions (e.g., M&A or B.U. team, Tax, Treasury, etc.) are also addressed as 

potential sources of transactions requiring application of the policy. This policy specifically addresses 

Corporate versus Business Unit roles, as opposed to how Business Units will manage the processes 

intern a I I y . 

The types of transactions this policy pertains to include the following: 

1. Significant transactions generated either by a Business Unit (asset acquisitions or divestitures, 
business expansion, etc.) or by Corporate (e.g., divestiture or acquisition of business units) that are 
outside of the normal course of business. 
Significant transactions generated by other areas (e.g., tax, treasury, HR, etc.) that are outside of 
the normal course of business. 
Significant, non-recurring entries or issues (i.e., those that are anticipated to occur singularly or 
infrequently; e.g., impairments, restructuring charges, severance charges, etc.) 
New accounting pronouncements or interpretations (e.g., new guidance from FASB, internal or 
external reinterpretation of existing guidelines, reclassifications, etc.) 

2.  

3 .  

4. 

Identification and Communication of the Issues /Transactions or New Accountina Guidance: 

* 
* 

See Roles and Responsibilities Matrix below 
CARG will have primary responsibility for identifying new accounting pronouncements or 
interpretations that affect the company. The Corporate Controller or the head of CARG will make an 
assessment to determine the needs of the implementation. The Corporate Controller or the head of 
CARG may either assign primary responsibility for the implementation to a member of the CARG 
team, or when it affects one particular area, a specific business unit or corporate area. When 
deemed appropriate, an implementation team will be formed to help ensure a consistent 
implementation of the accounting guidance across the company. The implementation of a new 
accounting pronouncement is still subject to the Roles and Responsibilities Matrix below. 
Issues should be addressed on an ongoing basis throughout the year as they arise. For significant 
issues pending during a quarter close, they should be identified early in the quarter-close process, 
consultation with CARG should occur if required by this policy, and if warranted the issues should be 
discussed a t  the meeting called to specifically identify pending and open issues (termed internally as 
the "audit issues" meeting). For significant issues closed during the quarter, those issues should be 
identified, and resolution communicated at the audit issues meeting. 
Assignment of the issues will take place based on the matrix below. An individual will be assigned 
accountability, and will be responsible for updating the quarter close project manager and all other 
parties as defined in the matrix. This individual will act as the "Issue Project Manager" or IPM in 
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managing through the deliverables and timelines. The IPM will use the matrix to determine who is 
responsible for each of the tasks defined. 
Deadlines and accountabilities will also be established at the pre-close meeting, and the IPM will 
have the responsibility of adhering to deadlines and schedules and keeping the quarter close project 
manager informed of any issues that will jeopardize meeting the deadline for resolution, 
documentation, and approval, Deadlines for submission for approval, if needed, will allow sufficient 
time for the review and approval process a t  Corporate (CARG / Corporate Controller). This review 
time will be established up front, and CARG and the Corporate Controller will be held accountable 
for adhering to it and updating the quarter close project manager and IPM of any issues that will 
jeopardize meeting the deadlines established. 

Resolution of issues: 

* 

The IPM will submit all required documentation and facts for appraval, including opinion of local D&T 
reps, as necessary to CARG and /or the Corporate Controller. 
Corporate Controller / CARG will review in time period allotted. Approval or agreement by Corparate 
Controller / CARG will be communicated to the B.U, or any disagreement with the interpretation of 
GAAP or other guidelines will be addressed immediately with the submitting B.U. and D&T via 
meetings or conference calls. 
For B.U. specific issues < $10M, for which the B.U. is wholly responsible, copies of the 
documentation will be filed in the corporate database. The docurnentation should indicate approval 
up through the B.U. Informational only copies of the outcome and documentation should be sent to 
CARG and the Corporate Controller. CARG will review informational copies to ensure that there is 
not applicability across other 6.U.s. I f  the issue is applicable to other 6.U.s and is deemed 
significant, the proper protocol per the matrix must be applied. 
Ultimate decision making authority rests with the Corporate Controller and Corporate CFO 
for all accounting decisions and interpretations covered per the matrix. The IPM should 
allow time for dispute resolution, and ultimate concurrence among all parties is the goal. However, 
if a B.U. does not agree with the ultimate decision made, that position can be noted in the quarterly 
internal management representation letter signed by the B.U. for the 302 certification process. 
In the extremely rare instance that consensus on an accounting decision is not reached for an entity 
that has separately certified financial statements, the decision will ultimately be made by the audit 
committee for each legal entity (i.e", Duke Energy and the separate subsidiary). 

Recording the entries: 

I f  the resolution of the issue results in the need to record an entry in the books the IPM will 
determine the proper time and reporting level to record the entry. 

Coordination with transaction sources and other relevant participants: 

The IPM will determine when it is appropriate t o  coordinate with transactions sources (e.g., Mergers 
& Acquisitions or Business Unit teams) and other relevant participants (e.g. Treasury, Tax). 
The IPM will be responsible for ensuring the proper communication with the transaction sources and 
other relevant participants. 

Roles and Resuonsibilities Matrix 

This matrix is to be used in assigning responsibility for the various tasks. The $10 million amount is a gross 

dollar amount by issue (pre-tax income statement effect - i.e., the $10 million amount does not apply to 

issue that clearly have a balance sheet only effect), whether the impact is immediate, potential, or a 

cumulative effect of anticipated ongoing entries. Significant transactions are those that are outside of the 

normal course of business for a B.U. or Duke Energy (e.g., acquisitions, divestitures, etc.) 
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pertaining to a 

specific B.U. 

Significant, non- 

i-ecu rri ng 

transactions or deals 

specific to a B.U. 
(e.g., asset 

acquisition or 
divestiture, business 

expansion, etc.) 

Description 

guidance 

I 

Non-recuking issues 

of $10M or less 
pertaining to a I- pecific B.U. 

pertaining to all or 

multiple 6.U.s 

Identification / 
Zommunication o 

Issue and Status 

:ARG or B.U. 
either may 

dentify - if B.U. 
dentifies, CARG is 
esponsible for 
:ommunicating to 

bther 6.U.s). The 

3.U.s, with the 

issistance of CARG 

ire responsible for 

letermining 

ipplicability. 

3.U. 

--- 

...- 

:ARG or B.U. 
either may 

jentify - if B.U. 
jentifies, CARG is 
espansible for 
o m m u n i cati ng 

:sues potentially 

lertaining to other 

b.U.s). The B.U.s, 
Ire responsible for 

etermining 
pplicability. 

1.U. or CARG 

either may 
Ientify) 

--.-- 

i&A or B.U. team 

Research & 

Documentation 

ARG to determine 
3.9. depending on 

rhether the change 

npacts a single or 
iultiple areas in tht 

ompany) 

esearch - CARG. 
. any B.U. specific 

ems to research, 

.U. is responsible 

ntity level 

ocumentation - 

ARG 

.U. specific 

ocumentation - 
.u. 
. IJ.,  with CARG 

ivolvement and 
msultatian up 

ont 

--- I- 

-~ 
.U., with CARG 

ivolvement and 

msultation up 
ont 

Coordination 

with D&T 

ZARG to 
letermine (e.g. 

lepending on 

vhether the 

:hange impacts a 

;ingle or multiple 

ireas in the 
:ompany) 

--- -- 
3.U. (at local 

evel) 

:ARG 

-- 
I.U. D&T staff - 

LU" 

:entral D&T 

:taff - CARG 

LU. D&T staff - 
LU. 

:entral D&T 

,taff - CARG 

CARG Involvement 

landatory if impact of 
ccounting change is 

reater than $10 

iillion. CARG to 

etermine specific 

xtent of CARG 

ivolvement (e.g. 
ased on the 

ignificance and 
ervasiveness of the 

ccounting change) 

---I_ 

lptional - information: 

opy of documentation 
ent. Position paper 

bgged into database 

landatory 

- -____..._ 
landatory 

- 
I and a t  ory 
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originating party 

recurring issue 

appropriate. 
Central D&T 

issues, Treasury staff - CARG 

issues) 
_ - - - 1 1 _ _ - ~ - 1  .---__I_. 

*-I__...... 
Ea'ndatary 

Kev Terms 

Description: Details the type of transaction or entry to which the policy applies 

Identification / Communication of Issue and Status: Denotes who would typically identify that an 

accounting issue exists or that a transaction or deal has taken place that will require accounting 

involvement. 

Research and Documentation: The party accountable for this activity will conduct the research, with input 

as necessary from CARG and the external auditors to reach a conclusion as to the proper accounting for the 

issue. The party will then adhere to the policy for the appropriate documentation content and format. 

Coordination with D&T: The party accountable for this activity will coordinate with D&T at either the B.U. 

or central D&T level as appropriate. This will include managing the activity and timeline to ensure timely 
signoff by D&T, a t  each level needed. I f  local D&T representatives must get signoff a t  a higher level, the 

party accountable for the coordination will make sure time is built into the timeline for resolution, and 

communicate the status to the appropriate parties. 

CARG Involvement: This denotes whether involvement of CARG is mandatory or optional. All 6.U.s should 

use their judgment when deciding when to use CARG if their involvement is optional. It is highly advisable to 

use CARG if a matter requires consultation with the external auditor, includes significant assumptions or 
subjectivity, has little or no accounting guidance, or requires significant interpretation of available 

accounting guidance. Additionally, if an item does not initially meet the threshold for CARG involvement, but 

future activity is anticipated that will bring the total amount to the threshold, the B.U. is required to  involve 

CARG, to avoid restatements and different interpretations in later periods. Regardless of the consultation 

activity, any and all position papers should be sent to CARG to be logged into the Corporate database. I f  a 
position does not require CARG input or consultation, the final position paper should note that CARG has not: 
reviewed or approved the position. CARG "Involvement" encompasses both (1) consultation with and review 

by CARG and (2) approval or agreement from CARG. Any matters for which CARG is involved but does not 
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agree with or approve of the position of the B.U. will be elevated to the Corporate Controller for resolution 
as discussed in "Resolution of issues" above. 

For items for which CARG involvement is deemed appropriate, the reporting, consultation and review 
protocol may be summarized into the following general steps: 

* 
Notify CARG of accounting or reporting matter 
Provide documentation of accounting or reporting matter (as discussed above) to CARG 
Submit revisions to documentation as a result of CARG review 
Coordinate external auditor review with CARG 
File documentation within Business/Corporate Unit files 
Provide a copy of final documentation, including any attachments, t.a CARG in electronic format 

For items for which CARG is not involved, the procedures should generally follow these same steps, 
substituting the references to  "CARG" with "external auditor." For matters for which CARG was not involved, 

a final version of any docurnentation should be provided to CARG, as discussed in "Provide a copy of final 

documentation to CARG" below. 

An explanation of each of the above steps is as follows: 

Notifv CARG of accountina or reoortina matter - Upon identification of an accounting or reporting matter 

within the Business/Corporate IJnit, a Business/Corporate Unit contact (the "Contact") should be established 

and such individual should inform a member of CARG regarding the matter to be addressed. 

Provide documentation of accountina or reoortina matter to CARG - Upon discussion of the matter with 

CARG, the Contact and CARG will jointly determine the nature and timing of the documentation to be 

provided and any assistance that the Business/Corporate Unit may require from CARG. While assistance 
may be provided from CARG, responsibility of all docurnentation will reside with the Business/Corporate Unit 

unless expressly agreed with CARG. All documentation submitted by the Contact should receive local 

management approval prior to being sent to CARG for review. CARG members will consult internally and 
with others as they deem appropriate based upon the facts and circumstances surrounding each matter 

(e.g., materiality, level of judgment required, any potential impact on prior periods, etc.). 

The author of each memo is responsible to ensure that any other policies have been complied with, including 

the policy on "Preparing & Reviewing Financial Schedules, statements, or Reports." While each issues memo 

is not required to undergo a formal "prepare/review" process, any financial information in an issues memo, 

o r  in any corresponding attachment to a memo, authored by anyone outside of CARG should be subjected to 
the procedures in the "Preparing & Reviewing Financial Schedules, Statements, ar Reports" policy, including 

the docurnentation requirements of this policy. For any memos authored by members of CARG, since any 
financial information used by CARG usually comes from a corporate or business unit, any financial 

information in an issues memo, o r  in any attachments, should be verified to CARG's source of the 

information by another member of CARG. The performance of  these procedures by CARG should be 

documented when "final" versions of memos are placed in the CARG Research Matters Lotus Notes database 
(including the name of the person who verified any financial or other quantitative information). 
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Submit revisions to documentation as a result of CARG review - As mentioned above, upon 

Business/Corporate Unit approval, an initial draft memo will be presented to CARG. Depending on the nature 

of the matter, documentation may be reviewed by one or more members of CARG. A version of the memo 

containing comments or proposed revisions will be provided to the Contact within the established time 

frame. The Contact should process proposed revisions or indicate why such revisions should not be 
processed and address all questions posed by CARG. Upon completion of review, the Contact should submit 

a revised version of the documentation to CARG. This process may repeat, as necessary, until approval is 

received from CARG. CARG will also coordinate any other review deemed appropriate (e.g., Corporate 

Controller). 

Coordinate external auditor review with CARG - Upon notification of the accounting or reporting matter to 
CARG, CARG will coordinate with the BusinesslCarporate Unit regarding responsibility for communications 

with the external auditor for both the corporate and local teams. The standard procedure on matters 

requiring documentation will be for the Business/Corporate unit (or CARG if requested by the 

BusinesslCorporate unit) to initially inform the external audit team in the respective location. The 

Business/Corporate Unit and CARG will also coordinate the timing for communications with the external 
auditor, with concurrent communications permitted for matters of a time sensitive nature. 

File documentation within BusinesdCorporate Unit f i lE - I f  CARG involvement is determined to be 

appropriate by the Business/Corporate unit, no documentation subject to this policy will be considered final 

until indicated, or signed-off, by CARG. Either the corporate Controller or the head of CARG is required to 
approve, or concur with, conclusions reached on all matters that require CARG involvement as. 

Upon finalization of the documentation of a significant accounting or reporting matter, the Contact should 
remove the draft stamp, ensure the date of documentation is appropriate, and modify electronic file name, 

as appropriate. All previous drafts should be disposed in accordance with Duke Energy‘s documentation 

retention policies. An electronic copy of the final documentation should reside in a designated folder on the 

local BusinesslCorporate Unit’s server. Discretion may be applied to storage of hard copy documentation by 

local management 

Provide a c o w  of final documentation to CARG - Upon finalization of the docurnentation of a significant 

accounting or reporting matter, provide an electronic copy of the final documentation, including any 

attachments, in electronic format to the CARG representative for filing in the CARG Research Matters Lotus 

Nates database. When indicating a matter as “final” in the CARG Research Matters Lotus Notes database, 

the CARG member should indicate whether the Corporate controller or the head of CARG, or bath, 

approved, or concurred with, the documented conclusion. Also, as discussed above, when filing a memo in 

the database, the CARG member should also indicate the name of the person who verified any financial or 
other quantitative information included in the memo, or in any attachments to the memo, that was prepared 

by a member of CARG. 

Copies of all documentation of significant accounting or reporting matters subject to this policy should be 
submitted to CARG. The procedures for matters in which CARG is involved are outlined above. For matters 

for which CARG was not involved, a final version of the documentation should be provided to a member of 

CARG for filing in the CARG Research Matters Lotus Notes database. If a position does not require CARG 
input or consultation, the final position paper should note that CARG has not reviewed or approved the 
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position. CARG members may choose to read such documentation submitted to them for filing purposes and 
any CARG questions or comments should be resolved prior to filing the documentation as final. 

Research and Documentation of Accountinq Issues: 

Documentation of an accounting or reporting matter should be comprised in order of the following general 
sections: 

Purpose 
Background 
Issue(s) 
Accounting Guidance and Discussion 
Conclusion 
Attachments 

A description of each of the above sections is as follows: 

PurDose - The purpose section describes why the memo has been written. It typically is brief in nature (1-3 

sentences) and alerts the reader as to the key subject matter. 

Backaround - The background section describes information leading up to the issue to be discussed. It 
provides information regarding key personnel, decisions made regarding related business and economic 

events and why such decisions are important to the matter under evaluation. The Background section 

provides the context needed to understand and evaluate the accounting or reporting matter to be 
addressed. Depending on the nature of the matter, this section may range from a few sentences to several 

pa rag rap hs . 

- The issue section describes the specific accounting or reporting matter or matters to be addressed. 

An  issue should be specific in nature and, i f  appropriate, multiple issues should be separately listed and 
separately addressed in the memo. Documentation of this section may be accomplished in the form of a 

question (e.g., how should Duke Energy account for a particular transaction?) or in the form of an assertive 

position (e.g., Duke Energy should account for a particular transaction in this manner). 

Accountina Guidance and Discussion - The accounting guidance and discussion section describes the 

applicable literature related to the issue and an explanation of the applicability of such guidance to the issue 

being addressed. Documentation should include specific citations of the accounting references used and 

excerpts, as applicable. This section should discuss the accounting literature that is in support of any desired 

accounting treatment as well as any literature that might point to a different conclusion. The purpose of this 

section is to ensure that dl applicable accounting literature has been identified and appropriately considered. 

Conclusion - The conclusion section draws on the information provided in the previous section to provide a 

final resolution on the issue being addressed. It is typically fairly brief in nature and should often be evident 

based on the discussion above. 
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Attachments - The attachments section contains information referenced in the body of the memo. Such 
information includes supporting documentation, calculations, other related memos, examples, etc. 

Depending on the nature of the memo, this section may or may not exist. 

Documentation of all matters prepared in accordance with this policy should contain the following attributes: 

0 

0 

Memo included on related Duke Energy Business/Corporate Unit letterhead 
Memo should include the caption "Draft- for discussion purposes only" until such memo is approved 
by business/corporate unit management, external auditors, and CARG if apprapriate. 
Memo shauld include a date indicator, version number or some other identifier to indicate the 
progression of initial and revised documentation. 
Memo should include the name of external auditor personnel to whom the memo was provided as 
well as the name(s) of CARG and any other Duke Energy personnel (including Business/Corporate 
Unit management) copied on the memo 

I n  addition, documentation style of internal memos should be consistent among Business/Corporate Units. 

When preparing documentation in accordance with this policy, the following best practices should be 

employed: 

Always assume the documentation will be delivered to a third party (e.g., SEC) 
Focus on the facts 
Avoid extraneous comments and discussion 
Use short and complete sentences with action verbs 
Include relevant dates and Duke Energy personnel involved 
Define terms and acronyms 
Use "Duke Energy" or "the Company" instead of "I" or  "you" 
Perform a thorough self-review with each draft memo 
For sensitive matters, obtain input from Duke Energy legal department regarding privileged 
information 

Related Links: 
Enqaqina the Indeoendent Auditor for Services 

Preoarinq & Reviewina Schedules, Statements, or Reoorts 
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Duke Energy Accounting Policy Statement 

U.S. GAAP Accounting and Disclosure Compliance Checklists 

Applicability: 
Originator: 
Approval: 

Effective Date: 
Revision Date: 
Reissue Date: 

- .  

-. . . . . . . . . . . . . . . . . . . . . .  - . . . . .  .- ...... ___. ._ 

Applies to  Enterprise 
Corporate Control ler  
Corporate Control ler  

12/0 1/2004 
12/31/2008 
1213 112008 

........... ......... -- .... 

Statement of Pureose and PhilosoDhv 

As part of Duke Energy's effort to  ensure complete and consistent application of United States 

generally acc.epted accounting principles ("U.S. GAAP") across its business and corporate units, 

separate US.  GAAP Accounting and Disclosure Compliance Checklists will be used to help assess 
complete and consistent application of U.S. GAAP, including conformity with the related disclosure 

requirements, a t  Duke Energy. U.S. GAAP encompasses both the appropriate accounting under 
promulgated standards by the Financial Accounting Standards Board ("FASB") as well as applicable 

incremental requirements of the U.S Securities and Exchange Commission ("SEC") for U.S. public 
companies. 

Policv Expectations 

This policy and related processes should help to ensure (1) complete and consistent application of 

U.S. GAAP across Duke Energy and (2) compliance with all U.S. GAAP disclosure requirements in 
Duke Energy's Form 10-K and Farm IO-Q filings. Two separate checklists and processes will be used 

- one for accounting (the "Accounting Checklist") and one for disclosure (the "Disclosure Checklist"). 

The Accounting Checklist will be used quarterly to help assess (1) any areas of 

noncompliance with U.S. GAAP accounting and (2) any areas of inconsistent application, or 

changes in interpretation or application of, U.S. GAAP. The Accounting Checklist will be 

completed in connection with the closing of the books, and any events of noncompliance 
with U.S. GAAP or inconsistencies should be resolved prior to the year end or quarterly 

earnings release. The Accounting Checklist for each business or corporate unit will apply to 

the Duke Energy consolidated level and therefore will cover any ather SEC registrants under 

the Duke Energy umbrella. The timeframe for completion of the Accounting Checklist will 

be communicated to the business/corporate units in the periodic data requests sent by the 

External Reporting Group ("ERG") or in a separate communication from Corporate 
Accounting Research Group ("CARG"). The date will coincide with the earnings release. 
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* The Disclosure Checklist will be completed by the Corporate Controller's Department - ERG 

in connection with the drafting of the Form 10-K or Form 10-Q with any disclosure gaps 
resolved prior to the filing of the Form 10-K or Form 10-Q. A single Disclosure Checklist will 

be completed for Duke Energy as a whole and will apply to all registrants. 

Accountabilitv: Roles and ResDonsibilities 

Business Units/Coroorate Areas 

Ensure appropriate business/corporate unit personnel understand the requirements and 
timeline for completing the Accounting checklist. 
Ensure appropriate business/corporate unit personnel with appropriate level of experience 
complete the checklist (i.e., those with sufficient knowledge of GAAP). 
Complete the Accounting Checklist within the appropriate timeframe, including submitting 
to the Corporate Controller's Department. 
Work with the Corporate Controller's Department - CARG to address any identified cases of 
noncompliance with or inconsistencies in the application of U.S. GAAP. 
Determine the appropriate level of "drill-down'' that is required to appropriately address the 
application of U.S. GAAP within each respective business/corporate unit. 
Business/corporate unit controller should review and approve the final checklist prior to 
sending the checklist to CARG. 

Corporate Controller's DeDartment 

ERG will complete the Disclosure Checklist a t  each quarter and year-end for the 
Consolidated Company. The Checklist will be subject to the Do/Review policy. 
CARG will be the responsible group within the Corporate Controller's Department with 
respect to the Accounting Checklist. 
Identify the business and corporate units for which the Accounting checklist needs to be 
completed. 
Communicate timeline to business/corporate units in a timely manner to allow for sufficient 
time to complete the Accounting checklist. 
Distribute the Accounting checklists and accumulate the completed checklists. Review the 
completed checklists for any identified areas o f  noncompliance with U.S. GAAP and for any 
inconsistencies across business/corporate units. 
Provide assistance in completing the Accounting Checklist by answering questions from the 
business/corporate units. 
Address any instances of noncompliance with U.S. GAAP or any inconsistencies and review 
and approve final results with the Corporate Controller. 

- Standards/Reauirements 

1. CARG and ERG will coordinate with Corporate Internal Controls to ensure that appropriate 

representations are included in the appropriate internal management representation letters. A 

representation will be required from the business/corporate units to indicate that they have 

completed, reviewed and submitted the Accounting checklist to CARG, as discussed below. Other 

representations may be deemed necessary as appropriate in the circumstances. 
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2. The CARG Accounting Issues database will be used for housing the Accounting Checklists. The 

business/corporate units will not be able to view each other's checklists. Each business/corporate 
unit will be responsible for completing the Accounting Checklist for their respective unit prior to the 

quarterly or annual earnings release. The ERG will be responsible for completing the Disclosure 
Checklist in connection with the issuance of the Form 10-K or Form 10-Q. 

3. CARG will assist the business/corporate units in  completing the Accounting Checklist by 
answering questions regarding U.S. GAAP. 

4. CARG will review an accumulation of the completed Accounting Checklists for any identified 

events of noncompliance with U.S. GAAP and any inconsistencies in the application of U.S. GAAP. 

5. CARG will coordinate and document the resolution of any identified instances of noncompliance 
with U.S. GAAP or any inconsistencies noted. ERG will coordinate and document the resolution o f  
any required disclosures that are not included in the draft Form 10-K or Form 10-Q. 

6. The Accounting Checklist process is to be completed prior to the quarterly and annual earnings 

releases; the Disclosure Checklist process is t o  be completed prior to the filing of the DEC Form 10- 
K o r  Form 10-Q. 

Related Links: 
Roles and Resoonsibilities for the Consultation on and Documentation of Sicinificant Accountincl or 
Reportino Matters 
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Duke 
Energy,, 

Duke Energy Policy Statement 

Accounts Payable and lmprest Petty Cash Policy 

Applicability: Applies to Enterprise 
Originator: Corporate Controller 
Approval: Corporate Controller 

Approval Date: 7/19/2006 
Revision Date: 04/20/2009 

Statement - This policy covers accounts payable and imprest petty cash fund systems used by 
businesslcorporate units. The policy describes the minimum controls required. The businesslcorporate 
unit should implement additional procedures and controls as needed to ensure an appropriate level of 
control exists within the accounts payable and imprest petty cash fund systems. 

lmprest petty cash funds should only be established when necessary to facilitate local payments of minor 
incidental expenditures. Business/corporate unit accounts payable systems or corporate cards are 
preferred methods of payment for purchases due to enhanced control benefits. 

lmprest funds and corporate cards should not be used to circumvent company purchasing policies or 
procedures lmprest funds should be reimbursed through the business/corporate unit's accounts payable 
system. 

Roles and Responsibilities- 

Business/Corporate Unit- 
Implement internal controls as necessary to ensure accounts payable and imprest petty cash fund 
disbursements are appropriate. The following minimum controls are required: 

Accounts Payable: 
e Payment authorization must he approved in accordance with the businesslcorporate unit 

delegation of authority. See the Delesation of Authoritv Policv for additional information. 
Approvals should be by original signature or properly secured electronic approval. 

e Approvals by initials, rubber stamp, forging a signature or using another person's 
password are prohibited. 
Automated approval of payments using automated matching of approved purchase order, 
receipt and invoice is acceptable. 

The following functions should be separated between at least two people. Weaker 
segregation of duties should be accompanied by additional management review. 
e 

e receiving goods and services 
e approving invoices 

processing and signing checks 
The general ledger accounts payable account should be reconciled to the accounts payable 
sub-ledger at least monthly. Corrections should be made within one month of identifying a 
reconciliation difference. 
Procedures shauld restrict entry or payment of duplicate payments. 
Payments should be made in a timely manner considering discount terms. 
Payments should be supported by an invoice, receipt, or other documentation that accurately 
describes the purpose of the disbursement. 
All data required on Form 1099s and related state reporting for payments made to 
contractors and independent consultants must be accurately captured and reported by the 
business units. 

e 

originating and approving a purchase 

e 



0 Businesskorporate units must obtain Forms W-9s or W-8s before making payments to 
customers where required 

lmprest Petty Cash Funds: 
lmprest petty cash funds may be used for incidental expenses of less than $1,000. 

Unusual circumstances warranting a different transaction limit may be approved by 
the Corporate Controller. 

The fund should be secured, such as in a locked box, or deposited in a local bank checking 
account in the company's name. See the Bank Account and Check Disbursement Policv 
for additional infomation. 
The imprest fund should be reimbursed by submitting approved documentation (invoices, 
receipts, expense reports, etc.) to the businesslcorporate unit's accounts payable system. 

Approval of the imprest fund reimbursement request should be authorized through 
the businesslcorporate unit delegation of authority for expenditures. See the 
Deleaafion of Aufhoritv Policv for additional information. 

* 

* The following functions should be separated between at least two people Weaker 
segregation of duties should be accompanied by additional management review: 

fund custodian 
approving invoices 

o 

signing checks 
approving reimbursement request to replenish the imprest fund 

The imprest fund bank statement and checkbook should be reconciled to the fund advance 
amount at least monthly. Corrections should be made within one month of identifying a 
reconciliation difference. 

Relevant accounts payable controls indicated above apply to imprest funds. 
The reconciliation should be reviewed by management on a monthly basis. 

* 
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Duke Energy Policy Statement 

Approval of Annual Budget Policy 

. . . . . .. ... . . . ... .- . ......-.._I___ . . . . _ _  . . .... . . -. - ~ .. 

Applicability: Applies to Enterprise 
Originator: 
Approval : 

SVP Inves to r  Relations and Financial Planning 
Chairman, President and Chief Executive Off icer ("CEO") __ -_ - __ _ -  _ _ _  - _. . - II I ____I _ _  - ._- ---- 

Effective Date: 08/31/20aa 
Revision Date: 04/01/2aa8 
Reissue Date: 04/0 1 /2008 

.. ... . . . -. . . .. . . ~  

Statement- The following approval requirements describe the process for Duke Energy's CEO and Board of 

Directors approval of annual Business/Corporate Unit income/expense forecasts, as well as annual capital 

budgets. 

ADDroval- 

Business/Corporate Unit annual capital budgets and income/expense forecasts are reviewed in a 
Senior Executive Leadership Team (SELT) meeting prior to submitting to CEO and Board of Directors 
for approval. 
Business/Corporate Unit annual capital budgets and income/expense forecasts are presented to the 
CEO and Board of Directors for approval in the year preceding the budget period. 
Annual capital budgets must include all projected capital expenditures, even if the specific projects 
or acquisitions are not yet determinable. 
Annual capital budgets must be presented gross with separate identification of divestitures. 
Annual capital budgets should be segmented as follows: 

* 

o Expansion 
o Environmental 
o Maintenance 

Variance Revortina- 

Income and annual capital budget variances must be reported monthly to  the CEO, Direct Reports 
to the CEO and the Board of Directors. 
Refer to the Approval of Business Transactions Policy for approvals required associated with project 
cost overruns. 

Related Links: 

h p r o v a l  of Business Transactions 
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Duke Energy Policy Statement 

Approval of Business Transactions 

- _ .  

Applicability: 
Originator: 
Approval: 

Effective Date: 
Revision Date: 
Reissue Date: 

.-. _ _ .  

Applies t o  Enterprise 
Finance 
President & Chief Executive Off icer ("CEO") 

07/0 1/2000 
0 1/0 1/2009 
01/01/2009 

_ _  - - 

.. . .. - . - . . . . . .. . . __. . . . . .. .. .- ... _ _  . -. . .. . . . .. . . . .. .. -. ... - . . .... .. . .. . . ~ . --.. 

Statement of Puruose and Scooe: 

This Policy outlines the minimum reviews and approvals required for the execution of transactions, 
documents and forms necessary for the conduct of business of (1) Duke Energy Corporation ("Duke 

Energy"), (2) subsidiaries of Duke Energy that are treated by it as consolidated subsidiaries for accounting 

purposes, and/or (3) non-consolidated subsidiaries of Duke Energy that require the approval or consent of 
(i) Duke Energy, or any of its wholly-owned subsidiaries, or (ii) any board member or other voting 

representative appointed by Duke Energy or any of its wholly-owned subsidiaries. Transactions for purposes 

of this Policy, include, but are not limited to: expenditures of cash; Use of employee(s) time; use of 

equipment, facilities, vehicles; payment of invoices; employee expense reimbursement; payroll related 

transactions; project approvals; contracts; operating and capital leases; divestitures and terminations; 

issuance of corporate securities; credit support; guarantees; nan-binding bids or offers; warranties; and 

purchases or sales of commodities. 

Transactions, including related contracts or other legally binding agreements, must be approved, in writing, 

by the appropriate authority prior to execution by Duke Energy or any of its subsidiaries. 

No employee may approve a transaction that is for his/her own benefit. 

This Policy does not provide for every possible scenario regarding the approval of transactions and is not a 

substitute for good judgment or communication; nor is it the objective of this Policy to set forth all additional 

necessary reviews which may be advisable in certain circumstances (e.g., Legal, Finance, Risk Management, 

etc.). It is Management's intent that those given the authority by this Policy to conduct business be 

responsible and accountable for assuring the advice, counsel, and review from appropriate staff are obtained 

and evidenced, as necessary. 
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This Policy outlines the authority limits of Duke Energy related to the commitment or disbursement of funds 

or resources. Approvals of the many varied work management documents and/or reports are to be defined 

and administered by the various Business Units/Corporate areas. 

I n  addition to this Policy, Duke Energy has other corporate policies (e.g., Purchasina Controls Policy, Credit 
policv, Lesal Settlement Procedures, etc.). The approval o f  transactions shall conform to all corporate 

policies. 

Lastly, Duke Energy maintains a Deleclation of Authoritv ("DOA") Policy covering Duke Energy employees 

below the level of Direct Reports to the CEO. Employees based outside of the United States are covered by 
the Deleaation of Authoritv - International Emolovees Policv. 

Accountabilitv: Roles and Responsibilities: 

The Board of Directors is responsible for approving the autharity limits for the President and CEO. 

The President and CEO is responsible for approving this Policy and any updates. I n  addition, the 

President and CEO and the Corporate Controller are responsible for approving any requests for 
exceptions to the standard authority limits of the Direct Reports to the CEO. 

The Direct Reports to the CEO are responsible far approving any requests from individuals within their 

organization for exceptions to the standard authority limits that are specified within this or the DOA Policy. 

They are also responsible for establishing and maintaining the appropriate processes to  ensure all 
transactions are appropriately reviewed and approved and initiating or updating, as necessary, exceptions to 

his/her standard authority limits. 

View Direct Reoorts to the CEO Authority Limit Matrices. 

Duke Energy Management is responsible for adhering to this Policy and the DOA Policy, ensuring that 
their employees are classified in the proper Management Levels, and verifying the appropriateness of 

employee access to transactional systems. 

'The Duke Energy Senior Vice President and Controller is responsible for maintaining this Policy, 

including communicating all applicable updates and exceptions. 

Administrators of Duke Energy Systems that utilize or store ABT data are responsible for the proper 

use, updating and maintenance of that data. 

Approvals: 

Below are the authority limits associated with the President and CEO and the standard authority limits far 

the Direct Reports to the CEO. I f  circumstances warrant, additional dollar level restrictions may be defined 

by individual Business Unit/Corporate areas and incorporated into department policy and/or procedures so 
long as the limits established do not increase approval authority from those limits set forth in this Policy or 

the DOA Policy. 
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Individual transactions cannot be separated into multiple transactions for the purpose of circumventing an 
individual's authorized approval limit. However, transactions may be evaluated for required authority limits 
individually where the transactions are discrete, separate and independent of each other. 

Authority Limits for the President and CEO I/ 

---- Standard Authority 

Non-Routine and Routine Transactions (Including 
Expenditures and Terminations) 

psTG&rruns/Scope Changes/Additional Funding for 

- 

I .-I_- --- 

Previously Approved Transactions 

Purchases or Sales of Commodities, Storage, 
Transportation or Capacity, or Other Sales: 

Fixed Price Contracts - Coal 
Fixed Price Contracts - All others 
Indexed, Cost Plus, Reimbursable or Tariff 
Contracts 

e 

e Option Contracts 

Outgoing Credit Support, Guarantees and Warranties 

(Including Letters of Credit; Performance Bonds; 
Surety Bonds; Comfort Letters; Warranties; and 

Uncapped Guarantees for Measurable Theoretical 
Exposures, Standard Seller Indemnities, and Workers' 
Compensation) 

----__-.....-'- I- 

-I____ .__1__---- 

e 

e 

I f  Consistent with an Existing Shelf Registration 
and the Company's Approved Financing Plan 
I f  Not Consistent with an Existing Shelf 
Registration and the Company's Approved 
Financing Plan 

]Component Transactions of a Previously Approved 

Authority Limits 

e US < $100 million 
Non-US < $50 million 

3reater of $30 million or 20% of 
xiginal amount; total overrun capped 
3 t  $100 million for 1JS and $50 million 
ion-LIS 

e Any transaction => 5 years in 
term 

0 <= $750 million 
<= $500 million 

e <= $I billion 

< $100 million premium 

--- 
<= $500 million and prior 
approval of the Chief Financial 
Officer 

e <= Existing shelf registration 

e < $I billion 

<= $500 million 

---..- 
<= Amount of previously 

...."...-, 
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Transact ion i approved transact ian I 
1/ Al l  transactions exceeding the specified authority limits must be  approved by the Board of  Directors 
and/or Finance & Risk Management committee. Transactions which require Finance & Risk Management 

committee approval are: Cost Overruns/Scope Changes/Additional Funding for Previously Approved 

Transactions and Incurrence of Debt, Issuance of al l  Corporate Securities, Excluding Common Stock. 

For approval purposes under this Policy, the transaction amount is broadly defined and is based on expected 

gross, aggregate expenditures and commitments (including debt, leases, and other liabilities). The 

expenditures and commitments are considered in nominal dollars and not present value amounts. For 
dispositions or divestitures, the capital amount, for approval purposes, is the higher of the original cost or 

sales price. The measurement period for the term limit requirement includes the current calendar year the 
transaction is entered into, regardless of the obligation start date, through the end date of the transaction. 

The routine standard authority limit for the Direct Reports to the CEO is $25 million. 

Transactions which exceed the Direct Reports to the CEO authority limits require review/approval by the TRC 

and approval by the President and CEO. The Secretary of the TRC should be contacted for guidance and 
coordination of such approval requests. The Financial Analysis Manual provides speciFic guidelines for 

conducting a Financial Analysis. 

Exceptions to Routine Standard Authority Limits: 

Through the ABT Policy exception process, the President and CEO may delegate his/her authority limits to 

another individual within Duke Energy, as business needs dictate. The President and CEO and the Corporate 

Controller must approve all exceptions t o  the Direct Reports to the CEO standard authority limits. For 

further guidance and direction on the ABT Policy exception process, see Reauest for Exception to the 

Approval of Business Transactions (ABT) Policv. 

For existing exception authority limits applicable to the Direct Reports to the CEO, see the applicable Direct 

Report to the Chief Executive Officer (CEO) Authority Limit Matrix. 

Any material changes made by the President and CEO to existing authority limits must be communicated to 

the Audit Committee of the Board of Directors. 

Any exception to the standard approval authority limits for employees reporting up through the Direct 

Reports to the CEO requires approval by the applicable Direct Report to the CEO. 

For those limited circumstances where an increase in approval limit is needed, the Delesation of Authority 
ExceDtion Reauest Form should be used to request an exception. For further guidance and direction, see 

the DOA Policy. 

Standard Authority Limits - Non-Routine Transactions: 



For purposes of this Policy, non-routine transactions are transactions that are not part of an individual's 

normal course of business and include such items as acquisitions, mergers, divestitures, joint ventures, 
partnerships and investments in third party businesses. 

A Direct Report to the CEO has authority to approve non-routine transactions up to $5 million. Any non- 

routine transaction which is greater than $5 million must be approved by the President and CEO. Prior to 

submission to the President and CEO for approval, all such transactions must first be reviewed and approved 
by the TRC. 

Soecial Aooroval Requirements: 

0 

Transactions that might pose unusual or unique contingent exposure or risk to Duke Energy or any 
affiliate, as determined by the President and CEO, will be presented to the Board of Directors for 
approval. 
The President and CEO shall cause the Board of Directors to receive an informational briefing of 
transactions greater than $25 million, which do not otherwise require approval by the Board of 
Directors. These informational briefings are coordinated by the Board Secretary. 
Procurement of goods and services, including pricing agreements, must follow the guidelines in the 
Purchasina Controls Policy. 
Any transaction which causes a material change to Duke Energy's capital structure (e.g., 
consolidation of debt resulting from an increase in ownership percentage) will also require the prior 
approval of the Treasurer. All capltal leases need to be approved by the Treasurer. However, once 
approved, these leases can be executed by Treasury, Business Unit, or Corporate area personnel 
with an appropriate authority limit. All operating leases are the responsibility of the appropriate 
Business Unit or Carporate area. 
Transactions involving less than 100% owned Duke Energy subsidiaries must be approved by 
individuals with the appropriate authority limits based on Duke Energy's direct or indirect ownership 
percentage in the subsidiary or the amount of the transaction attributable to Duke Energy, 
whichever value requires the higher level of approval. 
Nan-binding bids or offers (e.g., indicative bids, indications of interest, fetters of intent, 
memorandums of understanding, or other non-binding bids or offers) of a dollar amount which 
would otherwise require the approval of the President and CEO and/or Board of Directors, are to be 
reviewed and approved by the President and CEO and the Chief Financial Officer ("CFO"). A 
confirmation from Legal must be obtained supporting that the bid or offer is non-binding. For 
purposes of this approval, term limit requirements do not apply. In addition, notice to or review by 
the TRC is not required. 
A brief informational report must be provided to the TRC for material changes in project scope for 
transactions that do not have a monetary impact (e.g., a change in the location of a proposed 
power plant, a significant change in counterparties involved in the project) which were originally 
approved by the President and CEO andlor Board of Directors. The TRC will determine i f  notification 
to or re-approval by the President and CEO is required. 
The President and CEO may substitute an alternative committee review for an otherwise required 
review by the TRC. 
A brief informational report must be provided to the President and CEO and CFO for cost 
overrunslscope changesladditional funding for previously approved transactions approved by the 
Direct Reports to the President and CEO that result in total cost exceeding their normal authority. 

Direct Reports to the CEO - Authority Limit Matrices 

Grouo Executive and Chief Administrative Officer 
Grouo Executive and Chief Financial Officer 
Grouo Executive and President,Commercial Businesses 
Grouo Executive and Chief Leaal Officer 
Grouo Executive and Chief Nuclear Officer 
GrouD Executive and Chief Strateav, Policv and Reaulatorv Officer 
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* 
e 

Group Executive and President, Chief Operatinq Officer, U.S. FE&G 
Senior Vice President and Chief Sustainabilitv Officer 
President, Office of Nuclear Development 

Related Links: 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

Approval of Business Transactions - FAQs 
Request for Exception t o  ABT Authority Limits 
Delegation of Authority 
DelePation of Authority - International Employees 
Credit Policy 
Intercompany Funding Policy 
Purchasing Controls Policy 
Credit DeleRation of Authority 
-. Financial Analysis Manual 
Legal Settlement Procedures 
Commodity Risk P& 
Financing Activity and Financial Risk Management Policy 
Creation, Dissolution, or Restructuring of Legal Entities and Subsidiaries 
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Amount of Check 
Under $1 million 

$1 million to $5 million 

Duke 
#linergym 

Duke Energy Policy Statement 

Minimum Signature Requirement 
facsimile or manual signature of a designated/ 
authorized signer or their designee. 
manual signature of a designated/authorized 

sinner 

Check Signing Policy 
Originator: Vice President & Treasurer 
Sponsor: Vice President & Treasurer 
Approval: Vice President & Treasurer 

Approval Date: 01/01/09 
Revision Date: 01/01/09 

Statement- This policy covers check signing processes used by businesdcorporate units.. The 
policy describes the minimum controls required. The businesslcorporate unit should implement 
additional procedures and controls as needed to ensure an appropriate level of control exists 
within the check signing process. 

The purpose of this policy includes the requirement for proper management authorization for the 
payment of disbursements by checks. 

Roles and Responsibilities- 

Business/Corporate Unit- 
* Issue checks only for properly approved disbursement requests supported by adequate 

documentation. 
Check signers must review supporting documentation before signing and releasing checks, 
unless the check is for an expenditure that has been authorized by businesskorporate unit 
management as a recurring transaction with a credible vendor. 
Check signers must not have access to blank checks. 
Check signature requirements are as follows (table below excludes Midwest business due to 
differences in the corporate banking resolutions): 

1 $5 million and over I manual signature of two designated/authorized 
sianers. 
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Duke Energy Policy Statement 

Contract Ad m in is t ra t io n Po I i cy 

Applicability: Applies t o  Enterprise 
Origin ator: Supply Chain 

Corporate Con trol ler  Approval: 

Effective Date: July 1, 2008 
Revision Date: 
Reissue Date: 

__ - - __- - - __ __ I - _- - - - - __ - - ._ --_____I - -. 

-- Statement 

This Policy covers contract administration for Business/Corporate Units. The Policy describes the minimum 

controls and responsibilities required. The Business/Corporate Unit should implement additional procedures 

and controls as needed to ensure an appropriate level of control is included in their business processes 
associated with contract administration. 

Definition of Contract Administration 

Contract administration involves those activities performed by designated individuals to determine that the 

contract invoices comply with the pricing and other terms of the contract as well as other oversight roles as 

specified by the Business/Corporate Unit. 

Roles and ResDonsibilities 

Managers/supervisors are responsible for ensuring that this Policy is understood by all employees 

involved in the contract administration process. Management is also responsible for monitoring compliance 
o f  this Policy in their workgroup. 

The Contract Administrator's specific responsibility is to review and attest to the appropriateness of all 
contract-related invoices. A Contract Administrator must understand the administrative, billing, cost, legal, 

and other aspects of a contract in order to ensure that the supplier is paid for work performed or goods 

provided within the scope of the contract. Any persons involved in contract administration should ensure 
adherence to the Policy and should raise concerns regarding any steps defined herein to their manager or 

the appropriate purchasing personnel. 

A Contract Administrator must complete: 



0 Contract Administrator training, and 
0 Have a thorough understanding of the Purchasing Controls Policy 

Contract Administration Guidelines 

Contract Administrators or individuals performing contract administration activities should perform the 

following when applicable: 

Verify that invoices match the service/goods received and that labor costs, per diem, etc. comply 
with the contract, working in conjunction with the contract/project manager. 
Determine the documentation needed to validate invoicing and maintain such a file in accordance 
with the Records Manaaement Policv . Documentation requirements vary, however, examples may 
include a log of labor, equipment and material usage, and other types of costs charged to the job. 
Review and route for approval invoices, prior to release of funds using the appropriate Delegation of 
Authority depending on the value of the invoice. 
Resolve questions related to supplier invoices, involving appropriate Purchasing Personnel as 
needed. 
Ensure the Purchase Order (PO) dollar value will not be exceeded by the processing of the 
invoice (s) . 
Ensure the Contractor is back charged for use of  Duke Energy materials or equipment if appropriate, 
as the information is received. 

Supplemental roles may include the following as designated by the Business/Corporate Unit 

Ensure the contractor is aware of the appropriate individuals to handle questions for various aspects 
of the work being performed, i.e., safety, work scope, invoicing, etc. 
Ensure an evaluation of the contractor is done at work completion. 

The Purchasins Controls Policy requires clear segregation of duties such that contract administrators may 

not receive goods or services and authorize payment for the work. Refer to the Purchasing Controls Policy 
for more information on segregation of duties. 

Related Links: 

Purchasing Controls Policy 
Records Management Policy 

Delegation of Authoritv Policy 
* Approval of Business Transactions Policy 
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Duke Energy Policy Statement 

Delegation of Authority 

Applicability: Applies t o  U.S. Employees 
Originator: Fin an ce 
Approval: 

Effective Date: 08/31/2000 
Revision Date: 0 1/0 l/2008 
Reissue Date: 01/01/2008 

_ _  - - Corporate Controller _ _  - ____ - - - _ _  - - - __ -_I - 

_I___I___-_-__ I I " _ _ I  - I _ _  _ _  _ _  - - I_ - -- 

Statement of Purpose 

This policy establishes the approval authority limits for all employees within the organization below the 

Direct Reports to the Chief Executive Officer (CEO). Approval authority limits for the Board of Directors, 

CEO, and Direct Reports to the CEO are defined in the Approval of Business Transactions (ABT) Policy. 

Employees based outside of the United States are covered by the International Employee Delegation of 

Authority Policy. 

This policy does not provide for every possible scenario regarding approval limits and is not a substitute for 

good judgment or communication. 

Scope of Policy 

This policy applies to business transactions that are part of an individual's normal course of business for 

Commitments of less than five years. It applies to routine transactions including, but not limited to, invoice 

approvals, requisition approvals, employee expense approvals, and project approvals. Authority to execute 

transactions above an individual's standard approval limit requires approval, at a minimum, by a Direct 

Report to the CEO. Non-routine transactions, as defined by the ABT Policy, are transactions that are not 

part of an individual's normal course of business and include such items as acquisitions, mergers, 

divestitures, joint ventures, partnerships, and investments in third party businesses. Nan-routine 

transactions are not covered by the standard approval authority limits set forth in this policy. Accordingly, 

unless an exception to the standard approval authority limits has been granted, all non-routine transactions 

of this nature must be approved by a Direct Report to the CEO or higher in accordance with the ABT Policy. 

Transactions with terms greater than or equal to five years also require approval in accordance with the ABT 

Pal i cy. 

Other policies that address approval limits for specific transactions or commitments will take precedence 

over the Delegation of Authority (DOA) Policy. Examples include, but are not limited to: C o m m o d i t w  

and Credit Deleclation of Authority as amended from time to time. I n  addition, transactions for the 
purchase of goods and services are subject to the Purchasincl Controls Policy. 
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Accountability: Roles and Responsibilities 

The Duke Energy Controller is responsible for appraving this policy and any updates. Per the ABT Policy, 

the CEO and the Controller approve any requests for exceptions to the standard approval authority levels 
that are above the approval limits specified for the Direct Reports to the CEO. 

Direct Reports to the CEO are responsible for approving any requests from individuals within their 

organization for exceptions to the standard approval authority levels that are specified within this policy. 

They are also responsible for establishing and maintaining the apprapriate processes to track and monitor 
transaction expenditures within their respective areas of responsibility to ensure cost overruns are 

appropriately identified and approved. 

Duke Energy Management is responsible for ensuring adherence to  this policy, ensuring that their 

employees are classified in the proper Management Levels, and verifying the appropriateness of employee 

access to  transactional systems. 

The Duke Energy Chief Procurement Officer is responsible for communicating and implementing this 

policy throughout the corporation. This responsibility also includes interpreting requirements under the 

policy. The Chief Pracurement Officer has purchasing approval authority up t o  the previously approved 

amount for the underlying transaction. 

The Duke Energy DOA Administrator, under the direction of the Chief Procurement Officer, is responsible 

for the day to day administration of this policy including maintaining and updating the related database and 

exception form pracess. 

Administrators of Duke Energy Systems that utilize or store DOA data are responsible for the proper 

use, updating and maintenance of that data. 

Standard Approval Authority Limits 

The table below defines the authorized approval limits for specified levels of the organization. Individual 

transactions cannot be separated into multiple transactions for the purpose of circumventing an individual's 

authorized approval limit. 

Standard Approval Authority 

Limits Management Level' 
--I_-______ ~ _ I _ ~ _ . _ - A -  .......-I__-- r Covered by ABT Policy 

F i e 1  2 (Direct Reports to CEO) - T = v e r e d  by ABT 

$io,ooo,aoo 
$5,OOOr000 

1 /Level 3 (Senior Vice President Level) 
..--.----- -I-- 

m 4 ( V i c e s i  d e n t Leve I ) r 
$1,000,000 

$750,000 

Level 5 (General Manager Level) 

F v e l  6 (Director Level) 
I ---- 

-_-__- _ - ~ . _  - 
62 7 (Manager Level) r 



----l--- $100,000 
.I-_-- -..--._____--- 

$5,000 
----- 1- 

__--.I--~ 

Levels1-9; all o ther  j o b  t i t les are 

mapped t o  one of these management  levels. 

2. Certain indiv idual  contr ibutors need substantially more  than t h e  $5,000 o f  

standard approval  author i ty t o  per fo rm the i r  j o b  dut ies.  Within t h e  DQA database 

application, such positions are mapped t o  ei ther a $50,000 o r  $100,000 approval  

limit. These positions include, b u t  are n o t  l imi ted to, t h e  following: engineers, 

scientists, mater ia l  planners, project /praduct managers, and certain technicians. 
- -----I~ 

a 

It is the responsibility of the Direct Reports to the CEO to establish and maintain the appropriate 
processes to track and monitar project expenditures within their respective areas of responsibility 
I f  a t  any time total  expected project expenditures exceed the original approver's DOA authority 
limit, project re-approval is required (e.g., Form 201) 
I f  actual project expenditures exceed the approved estimate by $3.5 million: 
Project re-approval is required (e.g., Form 20l), and 
The appropriate Direct Report t o  the CEO must be notified 

Note: For non-capital projects, i f  at any time the total  expected expenditures exceed the original 
approver's DOA authority limit, re-approval of total expected expenditures is required by someone with the 

appropriate DOA authority. 

Exceptions to Standard Approval Authority Levels 

Any exception to the standard approval authority levels requires approval by a Direct Report to the CEO. 

Exceptions above the limits specified for the Direct Reports to the CEO require approval by the CEO and the 

Cantroller. For those limited circumstances where an increase in approval limit is needed, the Deleaation of 

Authoritv Exceotion Reauesl Form should be used to  request or delegate an exception. 

Related Links: 

0 DOA Frequently Asked Questions 

Purchasing Authoritv Policv 
0 

0 DOA lnauirv 'Tool 

Delegation of Authority - International Emplovees 

Approval of Business Transactions Policy 
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Duke Energy Policy Statement 

Employee Expense Reimbursement Policy 

Applicability: 
Originator: 
Approval: 

Enterprise 
Supply Chain 
Corporate Control ler 

- --. - - _ -  . - - - - __ - - - - - - - - -  
Effective Date: 0813 i /200a 
Revision Date: Q4/20/2009 
Reissue Date: 04/20/200 9 
__ _ _ _  -_ _ _ _ _  - - - - - - - - - . -- - - - __ __ - - - - 

Statement  - This policy describes the minimum requirements for employee expense reporting and reimbursement. 
Information about covered expenses for Duke Energy employees is found in the Travel and Work Expense Procedure, 
and information on travel services is found in the Business Travel Policv. A business/corporate unit can implement 
additional procedures and controls as needed to support this policy and to ensure an appropriate level of control exists 
for employee expense reimbursements. 

NOTE: I f  Duke Energy management authorizes contractors to receive a Corporate Card and/or to incur expenses on 
behalf of the company, contractors have the same responsibilities as employees for compliance with this policy. 
Managers have a responsibility to inform contractors of the policy and the Contractors' need to comply. 

Roles and Resuonsibilities 

Aporover's ResDonsibilities 

0 

Ensure that submitted expenses are valid and reasonable business expenses, and are properly described for 
tax purposes. 
Ensure that expenses are coded appropriately for accounting purposes. 
Ensure that business/corporate unit procurement, travel, human resources, and asset policieslprocedures are 
being followed for reported items. 
Ensure that expense reports and/or cash advances are approved by a higher level of management with direct 
authority over the expenses being charged. 
Ensure that expenses were not incurred on behalf of the approver, unless for a group function. 
Ensure that required receipts are submitted and legible. 

Coroorate Card 

The Corporate Card should be used where possible for payment of the following types of business-related 
expenses: 

Employee expenses 
Travel-related business expenses 
Material purchases less than $5,000 (cannot be used for stock items or to purchase chemicals). 
Services less than $5,000 (cannot be used for on-site services with risk factors requiring certificates 
of insurance or Environmental Health & Safety (EH&S) program compliance). 
The Corporate Card should not be used to circumvent the procurement process. 

The Corporate Card should not be used for personal expenses unless it is an exceptional situation. I f  personal 
charges are incurred on the Corporate Card, those charges must be paid directly to  the card provider bank. I f  
not reimbursed in a timely manner, personal use of the Corporate Card will be considered to be an 
unapproved cash advance. 
Corporate Card expenditures should be reconciled and approved within 30 days of transaction date. 
I f  Corporate Card transactions are not reconciled within 90 days, the corporate Card is subject to cancellation. 
The issuance of the Corporate Card must be approved by the next level of management with sufficient 
Delegation of Authority (DOA). 

* 
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* All expenses must be appropriately documented as shown below. 

ExDense ReDorts 

* Receipts or supporting documentation are required for: 
* 
* 

Each expenditure of $75 or more, i f  not charged on the Corporate Card. 
Itemized hotel bills, regardless of method of payment or amount of charge. 
Any purchase of materials such as office supplies, subscriptions, tools, etc. (the resource type begins 
with a "3" in the accounting codeblock) 

0 

* 
Out of pocket expenses should be submitted promptly, normally within 30 days of expenditure. 
All expenses on the report must include: 

0 Date(s) 
Where the expenditure was incurred (place) 
Merchant ( i f  required for the expense type) 
Amount 
Descriptions (should clearly identify the business purpose, i.e., meeting, outage, conference, business 
trip. Description is necessary to support the Company's tax deductions for business expenses). 

Business meals must list attendees. 
Meals must be reported separately from other travel expenses on the expense report, even when 
included in other expenditures such as hotel bills. 
The "Entertainment" expense type should be used for any expenses incurred while entertaining 
vendors, customers, or persons from other companies (as defined in the Business Courtesv Policv), or 
for expenditures allowable under client contracts (i.e., "pass-through" charges). Entertainment must 
be reported separately from other travel expenses. 
Overtime meals, service award luncheons, and other similar meals should not be reported as "meals 
and entertainment". Specific expense types are available in the Peoplesoft Travel and Expense 
system for these expenditures. 

For Company tax purposes, the following applies to meals and entertainment: 

* 

* 

* All Corporate Card transactions and credits must be included on an expense report and routed through the 
approval process. Any personal charges must be listed separately in the report. Employees are responsible 
for directly paying the card provider bank for any personal charges. 
When approved by management, the per diem allowance will be reimbursed by Duke Energy to the employee 

for each scheduled shift of incurred lodging expense to cover the expense of meals, accommodations and all 
related miscellaneous expenses. 
Per diem will be reimbursed per the amount stated in Travel and Work Expense Procedure for non-unionized 
employees and appropriate labor contract for union employees. 

* 

Expenses prohibited on Exoense ReDorts: 

All moving related expenses must be submitted to the Company's third party moving coordinator for 
reimbursement and appropriate tax treatment. 
Charitable contributions: All charitable giving should be conducted through Duke Energy Foundation. For 
more information refer t o  the Portal Community Involvement Page. 
Educational Assistance: Refer to the Human Resources procedure W i n u i n q  Education Procedure. 
Software should be purchased by contacting the IT  Help Desk. 

Cash Advances 

* 

Cash advances for travel-related expenses should be requested, approved, reported and reconciled through 
the Peoplesoft Travel and Expense System. 
Requests must indicate the purpose of the advance. 
Individuals may not approve their own advances. 
Cash advances may be obtained no earlier than 30 days before the date for which the expenses are to be 
incurred. 
The employee should reconcile the advance and related expenses &reimburse Duke Energy for the unspent 
Cash Advance within 30 days. 
Reports of cash advances not remitted in a timely manner will be provided to the next level of management 
and/or Human Resources for follow-up. 
Failure to reconcile this cash advance may result in corrective action and/or income tax withholding on the 
balance. 



IRS guidelines state that cash advance amounts outstanding more than 120 davs will be  treated as taxable 
income to the employee. 

Foreisn Currencv Exchanae 

* 

Employees should only convert company funds that they would reasonably expect to need for business 
purposes. 
The actual exchange rate realized by the employee for converting LJS dollars to foreign currency should be the  
exchange rate used for reporting foreign currency in US dollars for cash expenditures listed on the employee's 
expense report. 
The foreign currency exchange gain or loss must be calculated on company funds by multiplying the money 
converted back to  US dollars by the difference between: 

* the rate a t  which the original funds were exchanged to the foreign currency and 
the rate the remaining funds were converted back to US currency. 

Corporate Card charges listed on the expense report should reflect the exchange rate a t  which charges were 
processed by the card provider bank. 

Taxable ExRenses 

Expense reports must l i s t  the following reimbursements as taxable benefits for the employee per Internal Revenue 
Service requirements. This list is not all inclusive; these are the most commonly used. Please refer to the Portal for 
additional taxable expense types. 

* Memberships - in organizations that are not civic, service, or professional. 
Meal expenses - when employees are authorized lodging accommodations, but with advance management 
approval choose to return home. 
Reimbursements for off-premise overtime meals. 
Temporary Assignment Living Expenses- living expenses (e.g. meals, lodgings, per diem) for temporary away- 
from-home assignments projected to last more than 1 year. 
Professional Exam Fees - Management may authorize a single reimbursement of professional exam fees and 
reasonable related expenses. 

Related Links: 

Travel and Work Exoense Procedure 

Business Travel Policv 

Business Courtesy Policy 

Deleaation of Authoritv Policv 

Purchasina Controls Policy 

Emplovee Expense Reoort Worksheet 

Coroorate Card Missinci Receiot Form 

Continuins Education Procedure 

Exoerise Tvoe Descriotions 
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Job Position / Authority Level - -- . - - - -_ - . - 
CPO /up to  previously approved amount 

Duke Energy Policy Statement 

Purchasing Authority Policy 

~- 
Applicability: 
Originator: 
Approval: 

Effective Date: 
Revision Date: 
Reissue Date: 

Applies t o  Enterprise 
Supply Chain Operations 
Chief  Procurement Off icer 

01/01/2008 
0 1/01/2008 
01/01/2008 

Statement of Purpose 

This Policy defines the approval limits for all employees of Duke Energy (excluding Duke Energy employees 

based outside the United States) with purchasing authority. Approval limits will be assigned based on an 

employee's position and /or responsibilities in the organization. This policy will be maintained in  the Duke 

Energy Supply Chain organization. 

Accountabilitv: Roles and Responsibilities 

The Duke Energy Chief Procurement Officer (CPO) is the owner of this policy and is responsible for 

approving this policy and all exceptions to this policy. The approval authority for purchasing is delegated to 

individuals in  supply chain organizations by the CPO based on approval levels delegated to the CPO per the 

Corporate Delegation of Authority (DOA) policy. 
Supply Chain Management is responsible for compliance with this policy. 

DOA Aooroval Levels 

Purchase Order approval must comply with the following Purchase Order Approval matrix. The job positions 

in the matrix are general purchasing titles; however, actual purchasing positions throughout. Duke Energy 

will be mapped to these titles. 

as exceptions to this policy and require CPO approval. The approval levels are based on the purchasing 

organizational hierarchy. The approval levels and exceptions will be maintained in a DOA database. 

Non purchasing positions who perform purchasing functions will be treated 
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Buyer I $250,000 

$ioo,oao 

Related Links: 

0 Delegation of Authoritv Policy 
Amroval of Business Transactions Policy 



Duke Energy Policy Statement 

Purchasing Controls Policy 

- - I  I____ _I " - -_ - - - _ _  - - 
Applicability: Applies to  Enterprise 
Originator: Global Sourcing and Logistics 
Approval: Corporate Con troller 

Effective Date: 
Revision Date: 
Reissue Date: 

03/31/2004 
04/01/2008 
04/01/2008 

. - . ~ . -. ... .- ... . . " I_. . ... -.. - ... . - ,  . .... . . . .. . .. . . . . - 

Statement of Purpose 

This policy defines the roles, responsibilities, and requirements related to the procurement process at Duke 

Energy Corporation and its subsidiaries (Duke Energy or the Company). Specific topics addressed include 

required approvals, the sourcing process, contract formation, segregation of duties, and standards of 
business conduct. 

Accountabilitv: Roles and ResDonsibilities 

The Duke Energy Controller is responsible for approving this policy and any exceptions to the policy. 

The Duke Energy Chief Procurement Officer is the owner of this policy and is also responsible for 

communicating this policy throughout the corporation to all persons involved in the supply chain processes. 

Any exceptions to this policy should be documented and approved in advance by the Chief Procurement 
Officer prior to obtaining approval by the Duke Energy Controller. 

Operational Management is responsible for compliance with this policy within their areas of responsibility. 

This responsibility includes ensuring the unit has adequate internal controls over the procurement process 
and establishing effective contract management. 

Supply Chain Management is responsible for compliance with this policy for all purchases made by their 

personnel. Supply Chain personnel are responsible for managing the sourcing process for the purchase of 

goods and services above $1 00,000 excluding exceptions as defined within this policy. 

Designated Sourcing Personnel are employees outside of the Supply Chain function within Duke Energy 

International (DEI) and Duke Energy Generation Services (DEGS) who have been authorized by the Chief 

Procurement Officer to act in an agent capacity to contractually obligate Duke Energy. Designated Sourcing 

personnel are responsible for managing the purchasing process for goads and services greater than 

$100,000. They may also be involved with procurements of less than $100,000 as requested. Designated 
Sourcing personnel should comply with this policy in carrying out their responsibilities. 
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Standards/Reauirements 

1. Purchase Commitments 

Supply Chain personnel and Designated Sourcing personnel are authorized to make purchase commitments 

consistent with their Delegation Of Authority (DOA) limits. Officers can make contractual commitments 

consistent with the ADproval of Business Transaction Policy and this policy. Other employees covered by the 

Deleqation of Authoritv Policv are not authorized to contractually commit the Company. All purchases of 
goods and services for amounts greater than $100,000, except those noted below, must be sourced through 

Supply Chain personnel or Designated Sourcing personnel. Supply Chain personnel and Designated 
Sourcing personnel will be active in the selection of qualified bidders; developing the sourcing strategy; 

managing the bidding process; negotiating terms and conditions; and ensuring compliance with this policy. 

I n  cases where, pursuant to this policy, involvement of Supply Chain personnel or Designated Sourcing 

personnel is not required, the person making the purchase is responsible for compliance with this policy. 

Pricing Agreements or Blanket Orders are long term agreements that establish pricing and legal terms and 
conditions for recurring or routine purchases of goods or services but do not represent a financial 

commitment. Examples of such transactions include: alliance agreements, service agreements, enterprise 
pricing agreements and supplier terms and conditions agreements. These types of agreements use a 

requisition, purchase order, contract, or letter agreement to execute specific transactions or releases against 

the Pricing Agreement. Specific transactions or releases under a Pricing Agreement are subject to  

authorization per the DQA limits. Pricing Agreements are not subject to review by the Transaction Review 

Committee per the requirements of the Approval of Business Transaction Policv. However, Pricing 
Agreements with expected purchases above $10 million will comply with all other requirements of this policy 

and require approval of the Chief Procurement Officer. 

Exceptions to this policy include: real estate (buying, selling, leasing properties), fuel, energy trades, 

mergers and acquisitions, financing charges/treasury fees/audit services, legal services, statutory tax 

payments and insurance. These do not require involvement of Supply Chain personnel or Designated 

Sourcing personnel. 

2. Sourcing 

Subject to the exceptions listed above, competitive bids are required for all purchases greater than 
$100,000. Purchases may not be split into multiple transactions to avoid use of competitive bidding. All 

other exceptions must be documented and approved as required below. Competitive bidding is not required 

for each purchase under a strategic alliance when the alliance relationship was formed in accordance with 

this policy. 

Single Sourcing 

A single source purchase occurs when a competitive bidding process is not undertaken and the decision is 

made to select a specific supplier based on technical, commercial, or other valid business reasons. Because 

a single source procurement removes the advantages of the competitive bidding process, it should be used 

on an exception basis. Contract extensions, inclusive of exercising contract options to extend longer than 

six months should be treated as single sourcing decisions. 



Sole Sourcing 

This situation exists when because of unique or specialized characteristics only one supplier offers a 
particular product or service. An example of a sole source would be a supplier who has a specific patent or 

other proprietary right on a good or service. I n  this case, there is not an opportunity to  use a competitive 
bid process. 

Premium Over Low Bid Sourcing 

Another purchasing exception is premium over low bid sourcing. This occurs when the decision is made to 

select a supplier who is not the lowest evaluated bidder based on technical, commercial, or other business 
considerations. 

Single, Sole, or Premium over Low Bid Sourcing Documentation and Approval Requirements 

Any recommendation to single source or to pay a premium over lowest evaluated bid for spend greater than 

$100,000 must be supported by documentation explaining the rationale for the recommendation. This 

recommendation requires joint approval by a Vice President (VP) or their designee and Supply Chain. The 
VP will establish the designee's single source or premium over lowest evaluated bid approval limits (can be 

separate from their DOA limits) with a signed document to be filed with, and retained by Supply Chain. 
Recommendations to sole source purchases greater than $100,000 must be approved by Supply Chain in 

accordance with their DOA limits. 

Purchasing Cards 

All employees are expected to utilize purchasing cards for non-stock purchases of $5,000 or less per 

transaction. Below are guidelines for the use of purchasing cards. 

1. 

2. 

3. 

4. 
5.  

6 .  
7. 
8.  
9. 

All employees are expected to utilize purchasing cards for non-stock purchases of $5,000 or less per 
transaction, while giving consideration to leveraging common use goods or high volume purchases 
to obtain favorable pricing. 
Repetitive purchases for designated goods should be coordinated with the purchasing group so the 
best terms can be contracted. 
Purchasing cards should not be used for chemicals or on-site services with risk factors requiring 
certificates of insurance or Environmental Health & Safety (EH&S) program compliance. (Refer to 
MasterCard Enterprise Purchasing Card Program Manual on the Services Center for other 
restrictions.) 
Operational management must establish maximum limits for each employee. 
The maximum limit must be below the limit of the manager/supervisor authorizing the card. 
Managers/supervisors have an inherent limit of $5,000 per transaction unless otherwise approved 
by the business unit in accordance with DOA limits. 
Transactions may not be split into multiple transactions to allow the use of a purchasing card. 
The process must ensure appropriate sales tax is paid to the vendor. 
Purchases must be reviewed by a higher level of management. 
Purchasing cards should not be used to make personal purchases, even if the Company is later 
reimbursed. 

Supplier Diversity 
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Qualified diverse suppliers will be actively solicited to participate in bidding opportunities and their bids will 
be evaluated on a nondiscriminatory basis. Additionally, suppliers will be encouraged to utilize diverse 

suppliers to fulfill their contracts with the Company. 

3. Contract Formation 

Contracts can take many forms, such as purchase orders, written agreements, intellectual 

properties/software licenses, pricing agreements and engagement letters. These are defined below. 

Contracts must be written and include: 

a. A clear, concise statement of work or description of rnaterials/equipment. 
b. Standard legal terms and conditions or Legal Department approval of any exceptions. 
c. Specifications for accrual and payment of taxes for purchase of goods and services. 
d. The right to terminate the contract for convenience; exceptions must be approved by the Legal 

Department. 
e. Requirements for appropriate business conduct in accordance with Code of Business Ethics, EH&S 

programs and fitness for duty, as applicable. 
f. An audit clause for non-fixed price contracts and for any non-fixed price Subcontracts created by 

Duke Energy's prime contractor within the scope of their work. 

A purchase order (PO) is a legally binding document prepared by a purchaser to describe all terms and 

conditions of a purchase. 

A written agreement is a legally binding document used to describe more complex contracts. I t  contains the 

terms and conditions needed to cover risks, complexities and/or service levels. This type of contract is used 

because the transaction is not adaptable to  standard commercial terms and Conditions. 

Intellectual properties/software licenses are used to document appropriate language specific to purchase of 

software, and it contains the terms and Conditions necessary to protect the Company's interests related to 
use of  software. 

Engagement letters are used to describe specific work activities to be done by consultants or other 
professionals. They normally reference a master agreement or larger contract. 

4. Purchasing Process Guidelines 

The purchasing process and related documentation should reflect the complexity and materiality of the 

goods o r  services being purchased. The steps identified below should be considered and included in the 

process as appropriate to support compliance with this policy or to meet specific operational requirements. 

a. 
b. Supplier qualification review. 
c. 

d. 

e. 

f. 

Engineering or technical review to ensure compliance with statement of  work or other specifications. 

Compliance with a standard set of terms and conditions with any legal exceptions approved by 
Legal. 
Commercial and risk assessment including insurance and credit considerations and appropriate 
hedges against foreign currency or commodity risks. 
Reviews by Accounting and Corporate Tax for any sales or property tax implications (e.g., mill 
machinery) or accounting considerations (e.g., lease obligations). 
Other analyses and functional coordination as appropriate. 
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Documentation of the purchase process should support that the appropriate steps were taken and provide 

an audit trail. Documentation should be maintained in accordance with the Records Management Policy and 
the Duke Energy Records Retention Schedule (DERRS) and may be attached to the request in the 

purchasing system. 

5. Changes in any Contract Terms, Requirements, or Work Scope 

Prior to being implemented, any material changes in contract terms including requirements, work scope, or 
cost should be documented in writing and approved in accordance with this policy, the Deleclation of 

Authority, and Amroval of Business Transactions policies. 

6. Confidentiality 

In cases where Duke Energy is entering into a relationship with a prospective or selected supplier and 
confidential or proprietary information will be shared, a Mutual Confidentiality and Non-Disclosure 

Agreement must be signed by both parties. This is a legally binding agreement that will protect Duke 
Energy and the supplier's interests and information. These non-disclosure requirements should also be 

included in the procurement documentation. 

Supplier quotations should always be maintained as confidential information. Quotations of one supplier are 

not to be divulged to another. This information should not be made available within the Company except to 

individuals with a business need to know. The number of bidders, who is bidding, how much is in the 
budget, the past performance of bidders, and future business potential are topics that should not be 

discussed with suppliers unless Supply Chain personnel or Designated Sourcing personnel authorize the 

discussion. 

7. Segregation of Duties 

The following functions should be segregated between at least two people: 

Requisitioning and/or specifying 
Vendor File Maintenance 
Procurement/contracting 
Contract administration 
Receipt of goods or services 
Invoice approval 
Check signing or disbursements 

Weaker segregation structures should be accompanied by additional management review. I f  anyone 

performs both the procurement and invoice approval processes, an additional level of management must 

review the approval of the invoice. 

8. Standard of Business Conduct and Ethics 

Duke Energy complies with all applicable governmental laws, rules and regulations and maintains the 

highest standard of business ethics and conduct. Employees should refer to the Duke Energy Code of 

Business Ethics for an explanation of the Company's policies pertaining to topics such as gifts and 



entertainment; conflicts of interest; and bribery, kickbacks and other improper payments. Employees or 
contractors who are concerned about unethical behavior can anonymously report their concerns on the 

EthicsLine by calling 1-800-525-3783 or visiting httn://www.dukeenerqv-ethicsline.coml. Employees should 

also consult and follow policies, procedures, and guidelines for complying with applicable Affiliate Codes of 
Conduct for any transactions between the regulated and non-regulated businesses. 

Procurement card 

_ _  - 

9. Sourcing Requirements Summary 

iShould be used for  non-stock purchases o f  

less than  $5,000 per  transaction. 
. _  

Related Links: 

Purchasing Authoritv Policy 

0 Business Courtesy Policy 

B r a n d P W  

Diversitv and Inclusion 

Delegation of Authority 

0 

-I Records Management Policy 

Approval of Business Transactions Policy 

Delegation of Authoritv - International Emplovees 

- Sales/Use and Excise Tax Policy 
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Code of Business Ethics 
Figure 1 -Sample Purchase Decision Summar-y 
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Statement of Puruose 

This policy defines the roles, responsibilities, and requirements related to the engagement process 
at Duke Energy Corporation and its subsidiaries (Duke Energy or the Company) for any and all 

services from major accounting firms, other than the Company's independent auditor. 

Accountabilitv: Roles and ResDonsibilities 

The Duke Energy Corporate Controller is the owner of this policy and is responsible for 

approving this policy and any exceptions to the policy. I n  addition, the Corporate Controller is 

responsible for approving all engagement letters of named major accounting firms other than Duke 
Energy Corporation's independent auditor. Engagement letters using Duke Energy Corporation's 

independent auditor are governed by the Enaaainci the Indeoendent Auditor for Services policy. 

Operational and Financial Management personnel are responsible for compliance with this 

policy within their areas of responsibility. This responsibility includes obtaining the Corporate 

Controller's approval for any and all services from named major accounting firms prior to entering 

into the engagement and retaining related approval documentation. 

Audit Services and General Counsel personnel are responsible for promptly notifying the 

Corporate Controller of engagement letters entered into with the named major accounting firms for 

any and all services. 

Standards/Reauirements 

1. Engaging of Major Accounting Firms for All Services 

The Corporate Controller is authorized to approve engagements with Major Accounting Firms 
(defined below) for any and all services consistent with his/her Delegation of Authority (DQA) limits. 

1 



Other employees covered by the Deleclation of Authoritv Policy are not authorized to contractually 

commit the Company without prior approval from the Corporate Controller. 

2. Named Major Accounting Firms 

Major Accounting Firms, as currently defined, are: 

Ernst & Young* 
* KPMG* 

PricewaterhouseCoopers* 
RSM McGladrey 
Grant Thornton 
BDOSeidman 

* Note: Fees paid to these firms are reported to the Audit Committee 

3. Services 

Any and all services (including but not limited to audit, tax consulting and other types of  consulting) 
to  be provided by the Major Accounting Firms are subject to this policy. 

4. Exceptions 

Engagements by or on behalf of the Vice President Audit Services or in support of the legal 

departments of the Office of General Counsel for any and all services of Major Accounting Firms, 

other than financial statement audit services, are not subject to prior submission to or approval by 

the Corporate Controller. The Vice President Audit Services or General Counsel, as applicable, shall 

promptly notify the Corporate Controller of such engagements. 

5. Applicability of Other Policies 

Other than the additional requirement of obtaining the Corporate Controller's approval prior to 
engaging a Major Accounting Firm for any and all services, all other applicable policies (ex. 

Purchasing Controls Policy, etc.) and their requirements are still in effect. 

2 



Duke 
EnergF" 

Duke Energy Policy Statement 

Engaging the Independent Auditor for Services 

Applicability: 
Originator: 
Approval: 

Effective Date: 
Revision Date: 
Reissue Date: 

Applies to Enterprise 
Fin a nce 
Audit Committee 

04/04/2006 
I 2/09/20 0 8 
12/ 12/2007 

Statement of Purpose and Philosophy 

This policy describes the guidelines to be used when considering the use of the independent 

auditor for all audit and non-audit services work. 

Policy Expectations 

The Audit Committee of the Board of Directors (the "Audit Committee") o f  Duke Energy 

Corporation (the "Company") is required to pre-approve all audit and non-audit services 

performed by the Company's independent auditor in order to assure that the provision of 

such services does not impair the auditor's independence. Unless a type of service to  be 

provided by the independent auditor has received general pre-approval pursuant to the 

policies and procedures set forth in this Policy, it will require specific pre-approval by the 

Audit Committee. I n  addition, any proposed services exceeding pre-approved cost levels 

will require specific pre-approval by the Audit Committee. 

The term of any pre-approval is I2 months from the date of pre-approval, unless the Audit 

Committee specifically provides for a different period. The Audit Committee will 

periodically, but  no less often than annually, review and revise, as necessary, the list of pre- 

approved services that may be provided by the independent auditor without obtaining 

specific pre-approval from the Audit Committee. The services by the independent auditor 

pre-approved by the Corporate Controller in accordance with this policy shall be reported to 

the Audit Committee by the independent auditor a t  the Audit Committee's first regularly- 

scheduled meeting that occurs after the independent auditor's engagement. I n  addition, 

the Company will inform and review with the Audit Committee a t  each of its meetings, but 

not less frequently than on a calendar quarterly basis, all services being provided by the 

independent auditor. 
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'The Audit Committee may delegate specific pre-approval authority to  one or more of its 

members. The member or members to  whom such authority is delegated shall report any 

pre-approval decisions to  the Audit Committee a t  its next scheduled meeting. The Audit 

Committee does not delegate its responsibilities to pre-approve services performed by the 

independent auditor to  management. 

Accountability: Roles and Responsibilities 

Business Units/Corporate Areas: 

0 Prior to  beginning any engagement of Duke Energy Corporation's independent 
auditor, contact the Corporate Controller's Department to confirm whether or not the 
requested services are included in the annual base scope of work that has been 
approved by the Audit Committee. I f  the requested services are outside the 
approved base scope of work, then these requirements must be followed: 
o Obtain advance approval from the Corporate Controller prior to  beginning the 
engagement of the independent auditor 
Ensure that only officers of the Company or authorized contracting agents sign 
engagement I e tters 

Corporate Controller: 

0 Determine whether services are included in the base scope of work that has been 
approved by the Audit Committee or whether separate approval of  the services is 
required 
Obtain Audit Committee approval for any engagement outside of the base scope or 
pre-approved services 
Approve engagements of the independent auditor in accordance with pre-approvals 
by the Audit Committee, as follows: 

o Audit Services. The annual audit services engagement terms and fees will be 
subject to  the specific pre-approval of the Audit Committee. The Audit 
Committee will approve, if necessary, any changes in terms, conditions and 
fees resulting from changes in audit scope, Company structure or other 
matters. The Audit Committee pre-approves other Audit services listed 
below, which are those services that only the independent auditor reasonably 
can provide. The Audit services listed below are pre-approved up to  
$100,000 in estimated fees per individual project and up to  $1,000,000 in 
estimated fees in the aggregate. All Audit services not listed below or that 
exceed the amounts stated above must be separately pre-approved by the 
Audit Committee. . 
. 

Statutory audits or financial audits for subsidiaries or affiliates of the 
Company 
Services associated with Securities and Exchange Commission (SEC) 
registration statements, periodic reports and other documents filed 
with the SEC or other documents issued in connection with securities 
offerings (e.g., comfort letters, consents), and assistance in 
responding to SEC comment letters 
Consultations by the Company's management as to the accounting or 
disclosure treatment of transactions or events and/or the actual or 

. 
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potential impact of final or proposed rules, standards or interpretations 
by the SEC, FASB, or other regulatory or standard setting bodies' 
Consultations regarding accounting research and appropriate 
accounting treatment of transactions, including any fees associated 
with the independent auditor's electronic or web-based, proprietary 
tools (E&, Deloitte & Touche's Deloitte Accounting Research Tool, a 
web-based accounting research system) 
Attest services required by statute or regulation 

. 

o Audit-Related Services. Audit-related services are assurance and related 
services that are traditionally performed by the independent auditor. The 
Audit Committee believes that the provision of Audit-related services does not 
impair the independence of the auditor, and pre-approves the Audit-related 
services listed below, The Audit-related services listed below are pre- 
approved up to  $100,000 in estimated fees per individual project and up to  
$1,000,000 in estimated fees in the aggregate. All Audit-related services not 
listed below or that exceed the amounts stated above must be separately pre- 
approved by the Audit Committee. . 

0 . 
. 

Due diligence services related to  potential business 
acquisitions/dispositions 
Financial statement audits of employee benefit plans 
Internal control reviews and assistance with internal control reporting 
req ui rem en ts 
Agreed-upon or expanded audit procedures related t o  accounting 
and/or billing records required to respond to  or comply with financial, 
accounting or regulatory reporting matters 
Consultations by the Company's management as to  the accounting or 
disclosure treatment of transactions or events and/or the actual or 
potential impact of final or proposed rules, standards or interpretations 
by the SEC, FASB, or other regulatory or standard-setting bodies 
Consultations regarding accounting research and appropriate 
accounting treatment of transactions, including any fees associated 
with the independent auditor's electronic or web-based, proprietary 
tools (e.q., Deloitte & Touche's Deloitte Accounting Research Tool, a 
web-based accounting research system) 
Attest services not required by statute or regulation 

9 

a Tax Services. The Audit Committee believes that: the independent auditor can 
provide 'Pax services to the Company, such as tax compliance, tax planning 
and tax advice, without impairing the auditor's independence. The Audit 
Committee pre-approves the Tax services listed below. The Tax services 
listed below are pre-approved up to  $100,000 in estimated fees per individual 
project and up to  $1,000,000 in estimated fees in the aggregate. All Tax 
services not listed below or that exceed the amounts stated above must be 
separately pre-approved by the Audit Committee. 

Review of international and U.S. federal, state and local income and 
non-income tax returns and similar types of returns for the Duke 
Energy consolidated entity 
Review and preparation of international and U.S. federal, state and 
local income tax returns, non-income tax returns and similar types of 
returns for subsidiaries, investments, and joint ventures 
Assistance in connection with tax audits and appeals of  international 
and U.S. federal, state and local income and non--income tax returns, 
including communicating with taxing authorities regarding tax returns 

. 

. 

. 
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1 

1 

Assist in resolving identified state reporting and disclosure tax 
compliance issues 
Tax compliance and consulting services, including assistance with 
respect to (1) tax savings/planning/refund opportunities, (2) the 
proper tax treatment of certain types of income and expenses, (3) 
calculation of total tax liabilities relating to exposures, (4) preparation 
of calculations needed to properly reflect certain types of income, 
expenses, exemptions, and credits on a tax return, (5) updates and 
analysis of legislative tax matters, (6) planning for deduction of certain 
transaction costs, (7) confirmation of the current administrative 
position of revenue authorities, (8) ruling requests filed with taxing 
authorities, (9) planning and calculation of debt/equity ratios for thin 
capitalization purposes to come to a conclusion regarding inter-group 
interest deductibility, (10) foreign tax treaties, and (11) verification of 
tax assessments 
Assistance regarding tax issues with respect to acquisitions, 
dispositions and restructurings, including due diligence on potential 
acquisition targets, ruling requests and meetings with tax authorities 
Assistance in determining the corporate income tax and indirect tax 
implications of proposed or actual transfers of the Company's 
subsidiaries' stock between related Company entities 
Services related to compensation and compensation packages; 
granting and exercise of stock options; benefit plans; and payroll, 
social security and information reporting tax issues 

1 Assistance with GST and Value Added Tax (VAT) issues in foreign 
jurisdictions . Compliance and planning issues with respect to import, export, and 
international transport services and activities 

1 Technical, planning, and other assistance relating to  transfer pricing 
issues 

4 Services related to internet website tools 
Other Services. The Audit Committee pre-approves the Other services listed 
below. The Other services listed below are pre-approved up to  $100,000 in 
estimated fees per individual project and up to $500,000 in estimated fees in 
the aggregate. All Other services not listed below or that exceed the amounts 
stated above must be separately pre-approved by the Audit Committee. 

Accounting and other related training 
Other general consulting not prohibited as described below 

m 

1 

= 

o 

1 

1 

0 Maintain an internal process to ensure compliance with approved services and 
accurate reporting to the Audit Committee 

Standards/Requirements 
The following guidelines should be used in engaging the independent auditor for services: 

0 When a need is identified for additional services from the independent auditor, the 
Business UnitlCorporate Area should submit a scope of work including a fee estimate 
to the Corporate Controller's Department in advance of work being performed 
The independent auditor is to perform services only at  the Company's request and in 
conformity with all applicable standards. 'The scope of service and estimate of fees 
must be documented in an engagement letter or scope definition signed by both the 
independent auditor and the Company (typically the Corporate Controller or Business 
Unit Accounting Vice President) in advance of work being performed. 

0 



* Engagement letters must be signed by an appropriate Company representative in 
advance of work 
Engagement letters must be provided to the Corporate Controller for approval in 
advance of work 
The Corporate Controller's Department will maintain copies of all engagement letters 
I f  the requested services are not included in the base scope or pre-approved 
services, each new service request or change order will require approval individually 
by the Audit Committee. The Corporate Controller will coordinate the approval. 
Requests to provide services that require separate pre-approval by the Audit 
Committee will be submitted to the Audit Committee by the Chief Financial Officer or 
Controller and a representative of the Legal Department, and must include a joint 
statement, in writing, (a) describing (i) the scope of the service, the fee structure for 
the engagement, and any side letter or other amendment to the engagement letter, 
or any other agreement (whether oral, written, or otherwise) between the 
independent auditor and the Company, relating to the service; and (ii) any 
compensation arrangement or other agreement, such as a referral agreement, a 
referral fee or fee-sharing arrangement, between the independent auditor (or an 
affiliate of the independent auditor) and any person (other than the Company) with 
respect to the promoting, marketing, or recommending of a transaction covered by 
the service; and (b) discussing the potential effects of the services on the 
independence of the independent auditor. The independent auditor will provide a 
detailed description of the scope of the services to be performed, a description of the 
fee structure for the engagement, and a statement that the independent auditor 
does not believe the service will impair its independence. 
Independent auditor cannot be engaged to perform the following services2: 

o 

o 
o 

o Actuarial services 
o Internal audit outsourcing services 
o Management functions or humqn resources 
o Broker or dealer services, investment adviser or investment banking services 
o Legal services and expert services unrelated to the audit 
o Tax services on a contingency basis 
o Tax service to a person in a financial reporting oversight role at  the Company, 

or an immediate family member of such person, during the audit and 
professional engagement period, unless: (a) the person is in a financial 
reporting oversight role a t  the Company only because he or she serves as a 
member of the Board of Directors or similar management or governing body 
of the Company; (b) the person is in a financial reporting oversight role a t  the 
Company only because of his or her relationship to an affiliate of the 
Company (i) whose financial statements are not material to the consolidated 
financial statements of the entity being audited; or (ii) whose financial 
statements are audited by an auditor other than the firm or an associated 
person of the firm; or (c) the person was not in a financial reporting oversight 
role a t  the Company before a hiring, promotion, or other change in 
employment event and the tax services are (i) provided pursuant to an 
engagement in process before the hiring, promotion, or other change in 
employment event; and (ii) completed on or before 180 days after the hiring 
or promotion event 

Bookkeeping or other services related to the audit client's accounting records 
or financial statements 
Financial information system design or implementation services 
Appraisal or valuation services, fairness opinions, or contribution-in-kind 
reports 
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Invoices must be approved by the Business Unit/Corporate Area requesting party 
under an established engagement letter; invoices should reference which 
engagement letter authorizes the payment 
Business Unit/Corporate Area requesting party will process invoice for payment if 
within the parameters of an approved engagement letter 
Copies of  all approved invoices of the independent auditor must be sent to  the 
Corporate Controller 
The Corporate Controller will provide a report on the use of the independent auditor 
and associated fees a t  each Audit Committee meeting 

. . -.. . .. .. . . .. ~ . .  . _. _. .. .. . .. ... . . . .. . . .., . ... 

'Under SEC rules, some consultations may be considered "audit-related" services rather 

than "audit" services. For example, the SEC recognized that complex accounting issues 

may require that  the firm engage in consultation with "national office" or other technical 

reviewers to  reach an audit judgment and stated that this activity constitutes an audit 

service since it is a necessary procedure used by the accountant in reaching an opinion on 

the financial statements. This would contrast, the SEC stated, with a situation where a 
registrant is evaluating a proposed transaction and asks the independent auditor to  evaluate 

the accounting for the proposed transaction. After research and consultation, the 

accounting firm provides an answer t o  the registrant and bills for those services. I n  

considering the nature of  the services, the SEC stated that these services would not be 

considered t o  be audit services. 

'The Legal Department should be consulted for guidance as to the definitions of these 

services and the applicability of exceptions to  certain of the prohibitions. 

Related Links: 

Approval of Business Transactions 
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Statement of Purpose and Philosophy 

This Policy describes the guidelines to be used by Duke Energy Corporation and it subsidiaries (“Duke 
Energy”) when considering the hiring of employees and former employees of the external auditor. The 

Sarbanes-Oxley Act of 2002 increases focus on key aspects of auditor independence including the potential 
conflict of interest that can be created when a former member of the audit engagement team accepts 

certain positions with the audit client, and the role of the audit committee in the assessment of auditor 
independence. The rules are intended to protect the reliability and integrity of the financial statements of 

public companies and to  promote investor confidence in the independence of accountants and the audit 

process. According to the rules, the external auditor is not considered independent with respect to the 

registrant if certain employees or former employees of the external auditor are hired by the registrant into a 

financial reporting oversight role. 

Policv Expectations 

Business Units and Corporate Areas are expected to understand the requirements of this policy and to have 

internal processes in place to ensure compliance. 

Standards/Reauiremem 

The following guidelines should be used in hiring employees or former employees of the external auditor: 

The terms used in these guidelines are defined as follows: 
o Audit Team - Lead partner, concurring partner, or any other member of the audit 

engagement team who provides more than ten hours of audit, review or attest services for 
the issuer. 
Financial Reoortino Oversioht Role - Means a role in which a person is in a position to or 
does exercise influence over the contents of the financial statements and related 
information (e.g., management discussion and analysis) or anyone who prepares them, 
such as when the person is a member of the board of directors or similar management or 
governing body, chief executive officer, president, chief financial officer, chief operating 
officer, general counsel, chief accounting officer, controller, director of internal audit, 
director of financial reporting, treasurer, or any equivalent position. 

o 



Case No. 1009-00202 

Page 264 of 319 
STAFF-DR-0 1-008 

No member of the Audit Team that is auditing Duke Energy and its affiliated entities can be hired 
into a Financial Reporting Oversight Role for a period of 2 years following association with that 
audit. 
Any uncertainties (e.g. whether a position is a Financial Reporting Oversight Role) must be cleared 
with the Duke Energy Corporate Controller before any job offers are executed. 
Duke Energy's Corporate Controller must approve any hires from the independent auditor prior to 
an offer being made. 
Duke Energy's Corporate Chief Financial Officer ("CFO") must approve all executive level (0 
classification and above and all Leadership jobs) hires from the external auditor. 
Duke Energy's Corporate Controller shall report annually to the Audit Committee any of the 
preceding year's hires from the external auditor. 

e 

0 

* 

0 

Accountabilitv: Roles and ResDonsibilities 

Business UnitsICoroorate Areas 

* Submit request for any planned hires from Duke Energy's external auditor (employees or former 
employees) to the Corporate Controller for review. Such request must be made whether or not the 
prospective employee is being hired into a Financial Reporting Oversight Role. Approval from the 
Corporate Controller and, if necessary, the Corporate CFQ is required prior to an offer being made. 

Coroorate Controller/Coroorate CFO 

Review and approve, i f  appropriate, requests to hire employees from Duke Energy's external 
auditor. 
Report annually to the Audit Committee any of the preceding year's hires from the external auditor. 
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BE:Eip. 
Duke Energy Policy Statement 

Property, Equipment and Inventory 

Originator: Corporate Controller 
Sponsor: Corporate Controller 
Approval: Corporate Controller 

Approval Date: 08/31/00 
Revision Date: 

Statement- This policy covers property, equipment and inventory systems used by 
business/corporate units. The policy describes the minimum controls required. The 
business/corporate unit should implement additional procedures and controls as needed to ensure an 
appropriate level of control exists within property, equipment and inventory systems. 

Roles and Responsibilities- 

Business/Cornorate Unit- 
* 
e 

e 

Items classified as inventory must be physically reconciled to the ledger at least every two years. 
Discrepancies in physical inventory counts must be reported to management and corrected in 
accounting records. 
Reasonable physical safeguards must be in place to protect company assets against improper 
use or disposition 
Losses of and damage to company property must be immediately reported to the appropriate 
level of management and site security personnel or Duke Energy’s Corporate Security 
Department. 

Losses estimated to exceed $10,000 must be promptly reported 
Insurance Department. 

Inventory must be evaluated for surplus or obsolescence on a routine 
appropriate authorized disposition. 

Asset Sales 
Business/cornorate unit management must authorize the disposal or sale of 

to Duke Energy’s 

basis followed by 

company property, _ .  . - 
equipment o; inventory in accordance with the Delegation of Authority. See the Delesation of 
Authoritv Policy for additional information. 
Significant company assets (property, plant, equipment and inventory) should be marked, or 
otherwise identified, so they can be readily located in detailed asset and inventory records. 
Bids or other competitive mechanisms should be used to sell property, equipment, or inventory. 
A different person should perform each of the following functions. These functions must be 
segregated between at least two people. Weaker segregation structures should be accompanied 
by additional management review. 

declaration of need to sell 
entry on accounting tracking system 0 

e sales 
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Duke 
Energy, 

Duke Energy Policy Statement 

Creation, Dissolution, or Restructuring of Legal Entities and Subsidiaries 

Applicability: 
Originator: 
Approval: 

Applies to  Enterprise 
Legal and Finance 
Carparate Control ler  

- - I _" .._" __ ~ - - - - -- I - - - - -I-̂ - . -1-1 - ___i - 
Effective Date: 03/25/2004 
Revision Date: 05/15/2009 
Reissue Date: 03/15/2008 

__.. _ _  . .. . .. . . ,. . ... ~ _ _ _  . ._ r^___...___.I.__..__._,.._. " .- . ..... 

Statement of Purpose and Philosophy 

This policy describes the accountability for and the process of creating, dissolving, or restructuring 
(e.g., merge, convert, change a parent or reporting relationship, etc.) a Duke Energy legal entity or 
subsidiary. 

Policy Expectations 

Al l  Business Units and Carparate areas must follow this policy and obtain the requisite approvals 
identified in this policy before taking formal actions affecting the status of a Duke Energy legal 
entity or subsidiary. 

Accountability: Roles and Responsibilities 

Business Unit /Carporate Area 

0 Provide rationale and required pieces of information as identified on the respective e-form 
(located on the Portal) to initiate the approval process related to the creation, dissolution, 
or restructuring of a Duke Energy legal entity or subsidiary. 
Identify the placement of the affected entity or subsidiary in the entity hierarchy. The 
current entity structure can be located on the General Counsel Web site under World 
Records. 
Follow the guidelines established in the Business Unit Capitalization Protocol (as established 
by the Corporate Treasurer and Tax staffs) when funding or changing the funding structure 
for the creation, dissolution, or restructuring of any legal entity or subsidiary. 
The General Manager of Consolidations and Controls in the Corporate Controller's Group 
should determine for each SEC registrant, based on U.S. Generally Accepted Accounting 
Principles ("GAAP") guidance provided by the Corporate Accounting and Research Group 
("CARG"), if the legal entity affected by the creation, dissolution, or restructuring should be 
consolidated or deconsolidated under U.S. GAAP (including Financial Accounting Standards 
Board Interpretation ("FIN") 46, Consolidation of Variable Interest €ntities, as revised) and 
should ensure that the accounting for the legal entity is in accordance with U.S. GAAP. This 
determination and any instructions related to accounting entries for the creation, 
dissolution, or restructuring of the legal entity should be documented and retained by the 
Business Unit or Corporate Area. I n  making this determination, the General Manager of 
Consolidations and Controls should consult with the Corporate Accounting and Research 
Group ("CARG") in accordance with the "Roles and Responsibilities Matrix" contained in the 
Roles and Responsibilities for the Consultation on and Documentation of Sisnificant 
Accountincr or ReDorting Matters p o k y  

0 



* Obtain the requisite internal approvals before finalizing actions affecting the status of a 
legal entity or subsidiary. 

Corporate Secretary Office 

a Retain the completed request form which serves as evidence of the approval for the 
creation, dissolution, or restructuring of the Duke Energy legal entity or subsidiary. 
Distribute a summary of final approved actions to the appropriate parties involved in the 
approval process. 

Business i ln i t  General Counsel/Corporate Secretary Office 

* 
Prepare and circulate for signature the requisite consents formally approving said action. 
Ensure consents of the Board of Directors and/or Board of Managers are filed in the 
respective minutes books. 

Approvals 

Actions affecting the status of a Duke Energy legal entity or subsidiary must be approved 
by the Corporate Secretary Office, Office of General Counsel, Corporate Secretary, 
Corporate Tax Contact, Treasurer, and Controller. These contacts are specified in the 
electronic form for approval. 
A formal request to alter the status of a Duke Energy legal entity or subsidiary shall be 
accomplished by completing the respective Duke Energy e-form that contains rationale for 
the request and to serve as a record of the action including the requisite approvals. 
Separate forms for the creation, dissolution, or restructuring of Duke Energy legal entities 
and subsidiaries are located in the Electronic Forms ReDositorX under General Counsel. With 
respect to a restructuring, a white paper detailing the request (including a summary of the 
restructuring, a current and proposed entity structure of the affected entity(ies), the tax 
position, and formal actions needed to accomplish the restructure (e.g. written consents), 
must be attached. 
The respective Board of Directors and/or Board of Managers for each affected entity shall 
formally approve the requisite actions as set forth in order for the creation, dissolution, or 
restructuring to be effectuated. 

0 



Duke Energy Corporation (DEC) 

Disclosure Committee Charter u 

The Disclosure Committee of DEC and subsidiaries (the “Company”) has been established to 
consider the materiality of information and to assist in determining disclosure obligations pursuant to 
applicable securities laws and regulations and stock exchange requirements. The Disclosure 
Committee (the “Committee”) shall review and reassess this Charter as necessary and recommend 
any proposed changes to the Company’s Chief Financial Officer for approval. 

I. Organization 

The membership of the Committee shall consist of the following: 

e 

e 

0 

e 

e 

e 

e 

e 

e 

e 

e 

0 

e 

e 

0 

e 

SVP & Controller (Chairperson) 
GM Accounting Research 
GM Corporate Accounting 
GM Internal & External Reporting 
GM Financial Consolidation and Controls 
VP FE&G Accounting 
VP DEI Accounting 
VP Non-Regulated Accounting 
VP Legal, Securities & Financial Reporting & Assistant Secretary 
SVP Investor Relations 
VP Audit Services & Chief Ethics & Compliance Officer 
VP & Treasurer 
SVP & Chief Communications Officer 
SVP Tax 
SVP Rates & Regulatory Accounting 
SVP & Chief Information Officer 
VP Supply Chain & Chief Procurement Officer 

! 

The members of the Committee will also represent all reporting subsidiaries of the Company, 
including Duke Energy Carolinas, LLC, Cinergy Corp., Duke Energy Ohio, Inc., Duke Energy 
Indiana, Inc., and Duke Energy Kentucky, Inc. Members of the Committee may be replaced, or new 
members added, at any time and from time to time by the Chief Financial Officer. The Chairperson 
may recommend to the Chief Financial Officer changes to the composition of the Committee, All 
such changes shall be subject to the approval of the Chief Financial Offker. 

The Chairperson may designate three or more delegates who can, acting together, review Disclosure 
Statements (other than periodic reports) when time does not permit the full Committee to meet. All 
delegates must be employees of the Company, at least one delegate must be a member of the 
Committee, at least one delegate must be knowledgeable about financial reporting matters and at 
least one delegate must be an attorney knowledgeable about SEC rules and regulations with respect 
to disclosure. One delegate may satisfy more than one of the above requirements. 

1 
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The Committee shall meet as frequently as circumstances dictate. The Chairperson shall be 
responsible for scheduling and presiding over meetings and preparing agendas, as applicable. Any 
question of interpretation of this charter or the Committee’s procedures shall be determined by the 
Chief Financial Officer or, in his absence, the Chairperson. 

11. Purpose 

The purpose of the Committee is to assist the Company’s Chief Executive Officer and Chief 
Financial Officer (“Senior Officers”) in fuliilling their responsibility for oversight of the accuracy 
and timeliness of disclosures made by the Company in accordance with applicable laws and 
regulations. 

The Committee shall focus on the following areas, in each case subject to the supervision and 
oversight of the Senior Officers: 

Monitoring the integrity and effectiveness of disclosure controls and procedures that have 
been designed to ensure that (1)  information required by the Company to be filed with or 
furnished to the Securities and Exchange Commission (“SEC”) under the Securities and 
Exchange Act of 1934, as amended (the “Act”) is recorded, processed, summarized and 
reported accurately and on a timely basis and (2) information is accumulated and 
communicated to management, including the Senior Officers, as appropriate to allow timely 
decisions regarding such required disclosure (“Disclosure Controls”). This monitoring will 
include, but not be limited to, a periodic assessment of the effectiveness of Disclosure 
Controls. 
Reviewing for completeness of disclosure, in advance of filing or public disclosure, the 
Company’s periodic and current reports, proxy statements andor any other information filed 
with or fiunished to the SEC under the Act (collectively, the CcDisclosure statements”). 

No member of the Committee will be responsible individually for evaluating, approving or 
overseeing Disclosure Controls or any process, procedure or document of any area of the Company 
other than the area under his or her responsibility, nor will they be responsible for reviewing the 
completeness of disclosure for any area of the Company other than the area under his or her 
responsibility. Rather, the Committee will perform its fimctions by applying the members’ collective 
expertise and experience in and knowledge of the areas of the Company for which the respective 
members are responsible for the monitoring of Disclosure Controls and review of Disclosure 
Statements. 

The Chairperson, or such other Committee member or members designated by the Chairperson, shall 
discuss with the Senior Officers, individually or together, all relevant information with respect to the 
Committee’s proceedings and findings, including the results of reviews of Disclosure Statements and 
the Committee’s findings with respect to the integrity and effectiveness of the Company’s Disclosure 
Controls. Such discussions shall occur prior to the filing by the Company of each Form I O-K and 
Form 10-Q (and any amendments thereto), and at such other times as is necessary or appropriate. 

In discharging its duties, the Committee shall have full access to all Company books, records, 
facilities, and personnel, including the internal auditors. 

Date of Last Update: January 2009 

2 
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Duke Energy Policy Statement 

Disclosure Controls and Procedures Overview 
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Applicability: Applies to Enterprise 
Originator: 
Ap prova I : 
Effective Date: 01/01/2008 
Revision Date: 01/01/2008 

GM Financial Controls and Office of General Counsel 
Corporate Controller and Chief Legal Officer _ _  _ _  - - -  - _I - - - - . - . . . . . - __ - _ _  

Reissue Date: 01/ai/2008 

Statement of Purpose and Philosophy: 

It is the policy of Duke Energy Corporation and its subsidiaries ("DEC" or the "Company"), to prepare full, 

fair, accurate, timely and understandable disclosures in reports filed or submitted with the Securities and 

Exchange Commission ("SEC") and to comply with all applicable governmental rules and regulations, 

including the Sarbanes-Oxley Act of 2002 ("SOX''). 

As part of this policy, the Company wants to ensure that business unit and corporate area management 
establish and maintain appropriate controls and procedures to collect, process, summarize and report 
information required to be disclosed in the Company's filings and submissions with the SEC, within the t ime 

periods specified by the SEC's rules, forms and regulations, specifically under the Securities Exchange Act of 

1934, as amended. The policy requires all applicable business units and corporate areas to design and 

maintain appropriate controls and procedures to accumulate and communicate information to management, 

including the Chief Executive Officer and Chief Financial Officer, to allow timely decisions regarding required 

disclosure. 

Policy Expectations and Scope: 

This policy is applicable to all business units and corporate areas of DEC involved in the collection, 

processing, summarizing and/or reporting of information required to be disclosed in the Company's filing 
and submissions with the SEC. 

Accountability: Roles and Responsibilities: 

Disclosure Committee members are responsible for considering the materiality o f  information and 

assisting in determining disclosure obligations pursuant to applicable securities laws and regulations and 

stock exchange requirements. The Disclosure Committee maintains a charter describing the functions and 

responsibilities of the committee. 
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Business Unit and Corporate Area Executives are responsible for maintaining controls and procedures, 

documented via documentation related to internal controls over financial reporting and Section 404 of SOX, 

to meet their specific needs and business situations to help ensure that information required to be disclosed 

is gathered, processed and communicated. On a quarterly basis, certain employees are required to attest 

that, among other things, they have evaluated the effectiveness of disclosure controls and procedures 
associated with their areas of responsibility. 

The Corporate Controller's Department is responsible for the quarterly internal management 

representation letter process, which is a key element in supporting the Chief Executive Officer and Chief 

Financial Officer certifications to the SEC. The corporate Controller's Department is also responsible for 
coordinating the timely siibmission of the Company's SEC filings. 

The Chief Legal Officer's Department is responsible for the facilitation of the "fraud" sub-certification 
process and the quarterly review of ethics violations, which are key elements supporting the Chief Executive 

Officer and Chief Financial Officer certifications to the SEC. 

Glossary : 
Disclosure Controls and Procedures - controls and other procedures designed to ensure that infarmation 

that is required to be included in SEC filings is recorded, processed, summarized and reported in a timely 

basis. 

Internal Control Over Financial Reporting - a process implemented by the Board of Directors, 

management and other personnel that is designed to provide reasonable assurance regarding the reliability 

o f  financial reporting and preparation of financial statements in accordance with generally accepted 

accounting principles. 

Related Links: 

Disclosure Committee Charter 
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Duke Energy Policy Statement 

Sarbanes-Oxley Change Control 
. . . . . . . . . . . . . . . . . . . . . . . . .  . . . .  . .  . - . . . . . . .  . . . . . .  . . . . .  _._ 

Applicability: 
Originator: 
Approval : 

Effective Date: 
Revision Date: 
Reissue Date: 

Applies to Enterprise 
General Manager, Financial Controls 
Corporate Control ler 

04/01/2004 

04/01/2006 
09/15/2007 

........... .... ._.__ .... .._- .. .......... 

Statement of Purpose and Philosophy 

It is the policy of Duke Energy Corporation, including its subsidiaries, such as Duke Energy Carolinas, LLC, 
Duke Energy Ohio, Inc., and Duke Energy Indiana, Inc. and affiliates, to comply fully with the Sarbanes- 

Oxley Act of 2002  ("the Act"). As part of this policy, the Company wants to ensure that, as relevant 
business processes, controls and information technology (IT) components (collectively, "SOX processes") are 

changed or enhanced, appropriate approval is obtained for such changes, and documentation is maintained 
reflecting the latest approved processes, controls and systems. Collectively, the disciplines associated with 

the timely approval, coordination and docurnentation of changes in SOX processes covered under the Act 

shall be referred to as "SOX Change Control." 

To ensure adequate t ime for management testing, external audit testing, and remediation of ineffective 
controls prior to year-end, process changes that impact SOX controls (planned or unplanned) after 

September 30 will need prior approval of the business unit and/or corporate area executive responsible for 

SOX compliance. 

Policy Expectations 

A designated universe of SOX processes, sub-processes, controls and IT components has been defined, and 

can be obtained by contacting the Sarbanes-Oxley Program Management Office. 

Each Business Unit and/or Corporate area executive is ultimately responsible for identifying all 
required process, control or system changes for their respective business area, and is further 
responsible for communicating such changes, as well as the timing of those changes, to the 
Corporate Financial Controls Group ("Corporate FCG"), using the established change control 
mechanisms. For changes after September 30,  an assessment should be completed with input from 
the Corporate FCG to determine the potential risks and impacts to the overall compliance effort 
Standard change control reporting tools and methods will provide an audit trail and current status of 
SOX-relevant process and control changes 
Changes to SOX processes will be approved by the defined Business Process Owner and/or Business 
Unit or Carporate area executive, or designee 
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0 Changes that affect the Corporate financial closing and reporting process require Corporate 
Controller or designee review and approval to assess design effectiveness prior to a change being 
implemented 
Defined Sarbanes-Oxley testing and documentation standards will be adhered to on a timely basis 
by all Business Units and Corporate areas\ 
As SOX process changes are implemented, the responsible Business Process Owner shall enter a 
current, standards-compliant, approved copy of the process and control documentation to the 
Sarbanes-Oxley Process/Control Documentation Repository located on the portal at Home - Policies 
- Sarbanes-Oxley Compliance gadget. 
IT change activities will comply with enterprise level change control policies and local IT change 
control procedures 
The Sarbanes-Oxley Process/Control Documentation Repository will be a controlled file housing the 
most recent and official SOX documentation. The content of the repository will be the responsibility 
of the Business Unit or Corporate area process owner. Centralized maintenance of the repository 
will be the responsibility of the Corporate FCG 

0 

0 

Accountability: Roles and Responsibilities 

The responsibilities of Business Unit/Corporate area management are to: 

Establish and maintain a strong and effective system of internal controls consistent with the 
Sarbanes-Oxley Act of 2002, including an appropriate tone at the top 
For all SOX process changes, ensure that appropriate approvals occur in accordance with this policy 
and ensure that appropriate documentation, testing and training on changes occur in a timely 
manner and as prescribed by this policy 

The responsibilities of the Business Process Owners in each Business Unit/Corporate area are to: 

Identify, approve and implement necessary process, control and IT improvements to maintain 
business effectiveness 
Update or prepare required documentation, conduct testing and communicate SOX process changes 
as required by this policy 

The responsibilities of the Business Unit and/or Corporate area executive are to: 

Approve, or ensure approval, of necessary SOX process changes for the Business Unit/Corporate 
area 
Assist with the identification of needed improvements in controls, processes or systems in the 
Business UnitlCorporate area or in the enterprise as a whole 
Appoint or ensure the appointment of Business Process Owners within the Business Unit/Corporate 
area for each identified process which falls under SOX purview 

The responsibilities of the Corporate Controller are to: 

a 

Review and approve, or ensure approval, of changes that affect the Corporate financial closing and 
reporting processes 
Assist with the identification of needed improvements in controls, processes or systems in the 
Business Units/Corporate areas or in the enterprise as a whole 

The responsibilities of the Corporate Financial Controls Group are to: 

Set policy regarding change control or modify this policy as appropriate for Sarbanes-Oxley Act 
matters 
Periodically review the effectiveness of the change control policies and procedures 
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* Ensure a continuing program of communication and education occurs to  keep enterprise members 
current on required compliance with change control requirements of Sarbanes-Oxley Act compliance 
Maintain and ensure the completeness of the Sarbanes-Oxley Process/Control Documentation 
Repository 

Glossary 

SOX Processes - Business processes, controls and IT components which have a role in ensuring an 
appropriate financial control environment at Duke Energy Corporation and its subsidiaries and which play a 

role in the accuracy of the financial statements of the Company. 

Process Control/Documentation ReDos i ta  - The Sarbanes-Oxley Process/Control Documentation Repository 

will be a controlled file housing the most recent and official documentation for SOX processes throughout the 

Company. 
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Duke Energy Policy Statement 

Payroll Policy 

Originator: Corporate Controller 
Sponsor: Corporate Controller 
Approval: Corporate Controller 

Approval Date: 08/31/00 
Revision Date: 

Statement- This policy covers payroll systems used by business/corporate units, The policy 
describes the minimum controls required. The business/corporate unit should implement additional 
procedures and controls as needed to ensure an appropriate level of control exists within payroll 
systems. 

Roles and Responsibilities- 

Business/Corporate Unit- 

* Paid hourly, regular non-exempt, overtime and supplemental hours reported by employees must 
be appropriately approved. 
Business/corporate tinit management, who does not have other payroll responsibilities such as 
modifying employee payroll files or entering time, must review Q&M budget variances or other 
similar reports for reasonable and accurate payroll entries. 
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Duke Energy Policy Statement 

Commodity Risk Policy 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  _ _ _ _ _ _  . . . . . . . . . . .  - .... .. ....... _ _  ..... 
Applicability: Applies to  Enterprise 
Originator: 
Approval: 

Effective Date: 0 5/24/20 04 
Revision Date: 04/01/2006 
Reissue Date: 04/01/2006 

Finance - Corporate Risk Management 
Chief Financial Officer - - . - __ - __ __ - - .- - _ _ _  _ _ _  

Statement of Purpose and Philosophy 

The purpose of the Commodity Risk Policy ("the Policy") is to provide clear and consistent directives in the 

identification, quantification, management and reporting of commodity risk across the Enterprise. 

This Policy covers all sales or purchases of  commodities, storage, transport, capacity o r  fuel procurement 

and related services. 

All subsidiaries and affiliates, including consolidating Joint Ventures, will manage commodity risk in 

accordance with this policy or in the case of Joint Ventures, the risk policy approved by their Board of 
Directors, or other appropriate governing body. The Chief Risk Officer (CRO) or designee will review such 

joint venture policies to ensure compliance with the Duke Energy Commodity Risk Policy. 

Commodity Policy, Risk Limits and Procedures 

Commoditv Policv 

This policy outlines broad business objectives and identifies general operating practices in the management 

of commodity risk. 

Risk Limits 

The Risk Limits set the strategic and operational parameters that bridge Policy, enterprise risk-reward 

objectives, and evolving market opportunities. These limits are unique for each Business Unit. 

As such, these Limits will be reviewed more frequently and updated than the Policy. 

Business Unit Procedures 
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I t  is the responsibility of the Business Unit to develop procedures which describe specific activities to ensure 
compliance with the Commodity Policy and Risk Limits. Business Unit procedures will be reviewed by the 

CRO or a designee. 

These policies and limits are intended to: 

Provide guidance and direction to achieve the business objectives 
Assign responsibilities for commodity risk planning, transaction management, and monitoring 
Create awareness of commodity risk among commercial and risk management personnel 
Ensure consistency across the business units in commodity risk methodologies, models, policies, 
methods of analysis, and procedures 
Establish effective, efficient and consistent commodity risk management practices, including 
organizational accountabilities, approved products, term, calculations, procedures and information 
management. 

Policy Expectations 

Obiectives 

The four primary objectives of this Policy relating to risk governance are: 

A. Identification- The recognition and classification of risks to the Enterprise 
B. Ouantification- The measurement of identified risks 
C .  Manaciement- Actions designed to alter the risk profile of the Enterprise 
D. Commun icam-  The reporting of risks and mitigation as appropriate within the Enterprise 

The Enterprise participates in many physical and financial commodity markets, which expose the Enterprise 

to  a variety of risks. Business Units subject to this policy will address the following risks in their process and 
procedures : 

A. Market Risk- exposure to movements in prices, volatilities, and correlations; swings in demand and 
supply volumes; the market value of capacity; illiquid markets; modeled valuations; inability to 
physically deliver on obligations 

B. Transaction Risk- exposure caused by inefficiencies in the transaction processes that may cause 
transactions to be last, delayed, or processed incorrectly, thereby subjecting the Enterprise to risk 
of loss; Transaction Risk is also the risk that personnel may hide, incorrectly value, fail to record, or 
incorrectly represent positions 

ADoroved Counteroarties 

Employees who execute transactions are responsible for ensuring that Corporate Risk Management has 

approved all prospective counterparties, and that any new transactions or modifications to existing 

transactions are within specified limits. Transactions with counterparties not on the approved list are 

prohibited. New counterparties must be reviewed and approved by Corporate Risk Management prior to  

trade execution. 
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I n  addition, transactions in excess of existing credit risk limits shall be reviewed with Corporate Risk 
Management prior to trade exewtion to determine how to enhance the credit position and/or modify credit 

limits. 

Aooroval of Business Transactions 

All transactions that are reviewed by a Business Unit scrub team must be reviewed by Corporate Risk 

Management. 

Accountability: Roles & Responsibilities 

The Chief Financial Officer is responsible for approval of the Policy. Amendments to the Policy must also be 

approved by the Chief Financial Officer or his/her designee and will be effective immediately upon approval. 

The CRO or his/her designee has authority to approve exceptions to this policy. Any activity, not explicitly 

approved by the Commodity Policy, BU Risk Limits, Option Trading Addendum or the Approved Products and 

Instruments documents, is prohibited. CRO approval required for any exceptions. 

The Policy will be reviewed annually by Corporate Risk Management (CRM) to ensure all provisions are 

reasonable and in accordance with the industry and Duke Energy's business activity. 

Failure to comply with this policy may result in disciplinary action up to and including termination. 

All personnel are responsible for ensuring a sound risk control environment. The responsibility for risk 

oversight is owned in varying degrees throughout the Enterprise's management structure. 

Senior Manaaem- 

The following business functions constitute Senior Management and are ultimately responsible for 
establishing and communicating the risk tolerances and objectives for the organization. 

A. Chief Executive Officer (CEO) 
8. Chief Financial Officer (CFO) 
C. 
D. Chief Risk Officer (CRO) 
E. 

Business l ln i t  Presidents / Chief Commercial Officer (CCO) 

Business Unit CFO (BU CFO) 

Coroorate Risk Manaqement 

The CRM function develops the Policy and the Risk Limits. Additionally, CRM is responsible for the adequacy 

of the risk management control infrastructure, approving Business Unit specific risk practices, and provides 
independent identification, oversight and management of market risks. 

Business Units 
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Commercial Operations executes the Enterprise's risk taking and risk mitigation strategies. Commercial 
Operations is also responsible for developing and executing business plans that are consistent with the 

strategies and risk tolerances of the Enterprise and compliant with the established policies, procedures and 
I im i ts. 

Each Business Unit is responsible for developing procedures and processes designed to govern commodity 

risk management activity in a manner consistent with the risk tolerance of the Enterprise, and which also 

comply with this policy. 

Each Business Unit's procedures will be approved by the CRO or his/her designee and the Business Unit CFO 

or i t s  designee. 

For purposes of the Commodity Risk Poky, Business Units are defined in Appendix A. The CRO has the 

authority to change Appendix A. 

Requirements 

Risk DecomDosition and Transaction Desianation 

Duke Energy recognizes that many transactions have multiple commodity risk components and the 

Enterprise will capture such transactions in a manner that allows the Enterprise to properly measure and 

monitor the associated market risks. 

For businesses whic,h have accrual and MTM portfolios, individual book managers are not permitted to 

manage both portfolios or compensating controls must be in place and operating to ensure proper 

designation of transactions in accordance with applicable Enterprise policy and Generally Accepted 

Accounting Principles. 

Conflict o f  Interest and Confidentialitv 

No Duke Energy employees (including employees of affiliates) shall cause Duke Energy (or its affiliates) to 

enter into, or direct others to cause Duke Energy (or its affiliates) to enter into, energy commodity contracts 

for account of themselves, members of their families, friends, or persons or entities with whom they have a 

personal business interest. 

To maintain the confidentiality and integrity of the Enterprise's portfolio, no Enterprise employee shall 

knowingly, willfully or intentionally, disclose to any person not employed by the Enterprise any confidential 

business strategy or position, except when compelled by an outside government or oversight body, or with 

approval from Senior Management. 

Authorization and Approval of Commodities, Products, and Projects 

Aooroved Commodities 
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Each Business Unit will maintain a list of authorized commodities. The original list of authorized commodities 
will be approved by the Chief Risk Officer and the Business Unit President or CCQ. Any proposed alteration 
to this list shall require approval by the Chief Risk Officer and the Business Unit President. 

Aparoved Products 

Each Business Unit will maintain a list o f  authorized instruments. The original list of authorized commodities 

will be approved by the Chief Risk Officer and the Business Unit President or CCO. Any proposed alteration 
to this l i s t  shall require approval by the CRO or his/her delegate and the Business Unit President. New 

products will not be approved until an appropriate valuation model has been implemented as defined in the 

Modeling Review and Approval Process. 

Transaction Review Process 

As defined in the Approval of Business Transactions Policy, certain transactions with large capital 

requirements or extended duration require the review by the Transaction Review Committee (TRC). The CRO 
or his/her designee must approve the commodity price assumptions for the proposed transaction in addition 

to overall risk review of the transaction. 

Risk Measurement 

Al l  Business l lni ts will utilize appropriate risk measures to quantify the risk inherent in the business. The 

CRO or his/her designee has primary authority to approve the analytic methodologies, models and 

assumptions supporting the risk measurement calculations and will additionally determine appropriate 
calculation frequency. 

Deal Caature 

The business unit shall be responsible for the accuracy of the firm's books and records and is required to 

ensure that all transactions under its given activity are accurately captured and reported in Duke's systems. 
These systems include the source system (deal capture system), as well as the downstream risk systems. 

Limit Violations 

Material violations are to be remediated within 24 hours unless exception is received from the Chief Risk 

Officer or his/her designee. The violation must be explained identifying the cause of the violation, any 

corrective action taken, profit and loss impact as well as future plans to better manage the portfolio within 

limits. Other violations and notifications are defined in the Risk Limit documents and/or the Business Unit 
Pracedure documents. 

Commoditv Forward Market Curves and Commoditv Price Forecasts 

Forward market commodity curves will be developed using methodologies and sources of information 

approved by the CRO or his/her designee to ensure consistency of application. Subject to limitations 
imposed by Code of Conduct requirements, each unique forward market commodity curve (energy/location) 
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will have a single owner across the corporation who will maintain the curve and make the curve available to 

other traders and/or Business Units. Responsibility for the validation of these curves resides with the CRO or 

his/ h er designee. 

Each Business Unit will develop and maintain procedures regarding the use of Commodity Price Forecasts 

within that Business Unit. 

Modelinq and Valuation 

Al l  models utilized for valuation of commodity instruments mljst be reviewed and approved by the CRO or 

his/her designee. See Model Review and Approval Process documentation for detailed procedures. Corporate 
Risk Management will maintain an inventory of commodity valuation models to ensure consistent and 

appropriate use across all Business Units. 

Risk Limits 

Any Business unit which is engaged in commodity market activity will have risk limits to govern and control 

this activity. The CRO will determine what type of limit shall be utilized to govern and control each type of 

activity. The CRO or his/her designee will ensure effective and appropriate limits are in place and operating 

effectively in each affected Business Unit. 

Risk Limits will also govern the risk management activity related to operating asset revenue and/or expense 

risk driven by commodity prices, except where such risk is already mitigated by regulatory mechanisms. The 

CRO or his/her delegate will monitor risk metrics to  ensure compliance. 

Commercial personnel will keep their positions within the risk limits. Any proposed transaction(s) that would 

result in a situation where a guideline would be exceeded requires pre-approval of the CRO. If a risk limit 

violation has occurred, the commercial employee must get back within compliance within 24 hours after 

having received notification of the violation, 

Where appropriate, risk limits will be utilized to ensure compliance with the risk tolerances of the Enterprise 

as established by Senior Management to govern and control all other commodity market activity. The CFO 
will approve such risk limits. The CRO or his/her designee will ensure appropriate limits are in place and are 

operating effectively in each Business Unit. 

Reoorting 

Corporate Risk Management and the Business Unit will produce periodic reports that will help management 
monitor, understand, and make decisions regarding its market risks. Business Units will work with Corporate 

Risk Management to determine the proper frequency and content of the reports. The CRO will periodically 
report on Risk Management issues to Senior Management and Board of Directors. 

Changes to Policy 81 Risk Limits 
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All changes to the Commodity Policy will be reviewed by the Chief Risk Officer (CRO) and approved by the 

Chief Financial Officer (CFO). 

Adoption & Implementation 

This policy supersedes prior publications and is effective April, 2006. Both Corporate Risk Management and 

the business units must comply. Updated policy will require business units and Corporate Risk Management 

to adopt or alter business practices and procedures. 

Prior t o  the effective date noted above, Corporate Risk Management and all affected business units are 

expected to implement those elements of this policy that do not require material changes in underlying 

processes. 

Gap assessments outlining misalignment between current practice and new requirements are to be 

developed by the business units with assistance from Corporate Risk Management, as needed. Business 
units that are out of compliance must assess the deviation and develop action plans to bring conditions into 

corn pl ia  nce. 

Business unit management is responsible for monitoring progress on these action plans and providing status 

updates to Corporate Risk Management on a monthly basis. 

Corporate Risk Management is responsible for notifying Business Units of changes to this policy. Special 

circumstances may occasionally require deviation from the standards of this policy. All exceptions require 
the approval of the CRO and for designee. 

I f  any requirement in this document is inconsistent with any law, tariff or regulation applicable to Duke 

Energy Corporation or its subsidiaries, the law, tariff or regulation will prevail. 

Related Links: 

a Approval of Business Transactions 

Code of Business Ethics 

- Credit Policv 

AppendixA 

Mode l  Review and Approval Process 
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Duke Energy Policy Statement 

Credit Delegation of Authority 

- - - - _- - - - 
Applicability: 
Originator: 
Approval: 

Effective Date: 
Revision Date: 
Reissue Date: 

._ _. - - - - - - -_ 

. - - . . --111 ". . 
Applies to Enterprise 
.Finance - Global Risk Management  
Treasurer - Duke  Energy 

04/01/2006 
05/0 l/2008 
05/01/2008 

- - __ __- . I . __ - 

.. ... .. . . - . .. _ _  ... - . .. . - .-. . .. ... .... .. . ... . . .... .. . -.. . .- .. ... . . .. . .. . .. . . 

Statement of Purpose and Philosophy 

The Credit Delegation of Authority ("Credit DOA") contains various required credit activities and standards 

involved in setting credit limits including the delegation of credit authority. I t  bridges the Credit Policv and 
evolving market conditions as well as provides guidance for best practices to ensure consistent application 

across Duke Energy Corporation and its subsidiaries ("Duke Energy"). As such, the Credit DOA will be more 

frequently reviewed and updated than the Credit Policv. 

Business Units ("BU") are required to conform with this Credit DOA in conjunction with the requirements of 

the Aaproval Of  Business Transactions Policv. 

Approval 

Only Global Risk Management ("GRM") personnel have credit approval authorization for transactions within 

the scope of the Credit Policy, Such authorization may be delegated to BU personnel with the approval of 

the head of GRM. 

Approval requirements for an unsecured line of credit or specific tenor limit transaction with a given 

counterparty will be determined in accordance with the Credit Approval Matrix. For required approvals 

beyond the delegated authority of the credit underwriter, approvals must be obtained by all individual 

signers up to and including the required final approver. A peer group authorized to delegate (same level 
credit authority within the Credit Peer Group only) may provide an approval in the absence of an authorized 

delegate in the chain of command. 

Limits will be established by counterparty a t  the BU level. In certain cases approvals may also contain tenor 

limits. As an alternative to establishing a counterparty credit limit, GRM may approve extensions of credit to 
a counterparty on a transaction-by-transaction basis. 

The risk rating, amount and tenor of the proposed credit award determine the required approval authority as 
shown in the matrices below. The amount is the total credit by counterparty, net of cash, U.S, Treasury 
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securities, and letter of credit amounts only. Other forms of collateral (equity, guarantees, realty, 
receivables, physical assets, etc ...) are not to be deducted from the total credit when determining approval 

authority. 

Tenor is the maximum of the following three time periods: 

e 

e 

The term as specified by contract, 
The length of time that passes before goods or services are received and payments for goods or 
services are satisfied in full, or 
For evergreen contracts, the length of time until the Duke Energy entity has the right or option to 
ultimately fulfill its obligations or receive its rights under the contract. 

I f  certain regulatory or contractual provisions for creditworthiness are present, such as the right to obtain a 

letter o f  credit or other security, or terminate the contract, when the service provider determines that 

creditworthiness has fallen below acceptable levels or upon the occurrence of any other default event, as 
determined by the service provider, then the tenor is deemed to be 1 year for the purpose of determining 

approval authority. 

Credit Approvals Authority 

The Credit Approval Matrix below shows the credit approval authorization levels by Tenor and 

Internal/External Counterparty Ratings. Counterparties shall be assigned a credit limit based upon the 

Credit Authority Limits below. I n  the event no credit limit is established, but approval is requested for a 

specific transaction, the dollar amounts in the Credit Approval Matrix should be compared to the estimated 

credit exposure associated with the transaction for determining the required authorization. 

Internal Credit Ratings for counterparties sharing a common parent or affiliate are based on a composite of 
the entities within that corporate group. Prior to assigning a new counterparty credit l imit in excess of $15 

million, GRM personnel will consult internally to insure that the new limit does not result in an unacceptably 

high unsecured limit for the Corporate group of the counterparty. 

Credit Approval Matrix - Tenor up to Five Years 

I n te rna l  Credi t  1 2 3 4 5 6 7 

Rating 

(S&P AAA AA A BBB BB B ccc 
equivalent) 

Lead Analyst  $ 3 0 M M  $ 2 O M M  $ l S M M  $ 1 0 M M  $ 2 M M  

Manager $ 4 0 M M  $ 3 5 M M  $ 3 0 M M  $ 2 5 M M  $ 5 M M  $ l M M  $0 

Director $ 7 S M M  $ 6 0 M M  $ 5 0 M M  $ 4 0 M M  $ 2 0 M M  $ 5 M M  $ 1 M M  

Head o f  G R M  $ 2 O O M M  $ 1 5 0 M M  $ 1 5 0 M M  $ 7 5 M M  $ 4 0 M M  $ 1 0 M M  $ 5 M M  

Treasurer > $ 2 0 0 M M  > $ 1 5 0 M M  > $ 1 5 0 M M  > $ 7 5 M M  > $ 4 0 M M  > $ I O M M  > $ 5 M M  

-- 



Spot Transactions 

For purchases of commodities with tenor of less than one year wherein delivery of the commodity is required 

prior to payment, credit approval may be granted without performing a detailed counterparty review and 
establishing an Internal Credit Rating, subject to quantity and tenor restrictions approved by the Head of 

GRM. 

For spot emission allowance transactions, wherein delivery of the allowances is required within three days, 

credit approval may be granted without performing a detailed counterparty review and establishing an 

Internal Credit Rating, subject to quantity and/or dollar restrictions approved by the Head of GRM. 

Tenor greater than five years 

All credit authorizations for transactions greater than five years with counterparties with an Internal Credit 
Rating of 4 or better require approval of the Head of  GRM. Any transaction with a tenor greater than five 

years with counterparties with an Internal Credit Rating worse than 4 requires approval of the Treasurer, 

Duke Energy. 

Approval Requirements 

Input and approval from both Legal and Credit is required prior to negotiating, finalizing and executing 
agreements with counterparties. Based on the type of account, additional approvals may be required in 

accordance with the guidelines and/or procedures. 

Denial of Credit 

Duke Energy will not approve credit for a counterparty if the entity does not have adequate creditworthiness 

as established in the underwriting process. Reasons for the denial of credit may include, but are not limited 

to, the following: 

Counterparty is unable or unwilling to provide audited financial statements, 
Counterparty refuses to provide a Letter of Credit or other collateral acceptable to  Duke Energy 
Counterparty fails to provide a prepayment as collateral 

Counterparty refuses to agree to critical credit terms and conditions in underlying or governing 
document 

Process for Appealing a Denial of Credit Approval 

To appeal the denial of credit, the credit package will be routed to the next higher level 
authority on the approval matrix. I t is incumbent on the requesting party to document the 
reasons for credit denial a t  all previous levels before forwarding the request to the next 
level. 
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Duke Energy Policy Statement 

C red it Po 1 icy 

Applicability: 
Originator: 
Approval: 

Effective Date: 
Revision Date: 
Reissue Date: 

._ _ _ -  

." _.. . _. . _, ,.. .. ...~.,...._."._..I__I . ... .... - ... . . . _. ..... ~- . .... .,. __... __..I.I....._._ 

Applies to  Enterprise 
Finance - Global Risk Management 
Treasurer - Duke Energy 

04/01/2006 
05/01/2008 
05/01/2008 

- -  - - -  - - - - . ____ - ____ - __ __ - __ I - ___ . 

Statement of Purpose and Scope 

Extending and monitoring credit to customers and counterparties is integral to all of Duke Energy 

Corporation's businesses. Global Risk Management (GRM) has established standards of practice related to 

Credit Risk Management across Duke Energy Corporation and its subsidiaries ("Duke Energy"). This policy 
governs the extension of credit related to wholesale business activity (including fuel procurement), major 

construction projects and all enterprise sourcing. This policy does not pertain to the extension of credit for 

the franchised customer sales which are governed by applicable state law and regulatory rules for each 

jurisdiction. 

Extension of credit includes sales of goods, services, commodities, storage, transportation, and capacity to 

counterparty where payment is expected at a future date and/or where Duke prepays counterparty for the 

delivery of goods or services at a future date. Extension of credit also includes the fixed price purchase of 

goods, services, commodities, storage, transportation and capacity as well as any contract which under 

which Duke Energy may assert a monetary damage claim in the event of failure to perform by the other 

party. 

Authorized employees are expected to provide for and utilize resources necessary to  make sound, credit 

decisions under the Credit Delegation of Authority (Credit DOA). 

All subsidiaries and affiliates, including consolidated Joint Ventures, will manage credit risk in accordance 

with this policy or in the case of Joint Ventures, the risk policy approved by its Board o f  Directors, o r  other 

appropriate governing body. The Treasurer or designee will review such joint venture policies to assess 

compliance with this Policy. 

Credit Policy, Credit Delegation of Authority, and Procedures 

Credit Policv 

This policy outlines broad business objectives and identifies general operating practices in the management 

of credit risk. 
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Credit Deleciation of Authoritv 

The Credit DOA contains various required credit activities and standards involved in setting credit limits 
including the delegation of credit authority. It bridges Policy and evolving market conditions as well as 

provides guidance for best practices to ensure consistent application across the Enterprise. As such, the 

Credit DOA will be more frequently reviewed and updated than the Policy. All credit limits must be approved 

by GRM in accordance with the Credit DOA. 

Credit Procedures 

It is the responsibility of GRM to develop Credit Procedures to ensure compliance with both the Credit Policy 
and Credit DOA. Credit Procedures will be reviewed and approved by the head of GRM or a designee. 

The Credit Policy, Credit DOA and Credit Procedures are intended to: 

* 
* 

Provide guidance and direction to achieve the business objectives 
Assign responsibilities for credit risk planning, transaction management, and monitoring 
Create awareness of credit risk among commercial and credit risk personnel 
Ensure appropriate consistency across the business units in credit risk methodologies, models, 
policies, methods of analysis, and procedures 
Establish effective, efficient and consistent credit risk management practices, including 
organizational accountabilities, exposure calculations, credit procedures and information 
management 
Assign responsibilities for managing credit to achieve business unit, corporate, and stakeholder 
objectives 

Policy Expectations 

GRM must approve all extensions of credit related to business transactions within the Scope of this Policy, as 

defined below: 

Al l  transactions involving extension of credit must be with counterparties approved by GRM. 
Al l  Commodity, Storage, Transportation or Capacity piirchases or sales transactions must be with 
approved counterparties. 
Any exception to this Policy must be approved by the Treasurer. 

GRM will analyze counterparties, approve or reject counterparties and set credit limits. Business Units will 

ensure that any new transactions or modifications to existing transactions shall be within the specified 

counterparty limit. Credit extension to any counterparty not approved is prohibited. New counterparties 

must be reviewed and approved by GRM. Al l  credit support instruments (e.g. parent guarantees or letters 

of credit) must be submitted to GRM and Legal Counsel for review before consenting to  the form of these 

documents. 

Accountability: Roles and Responsibilities 

Duke Energy Treasurer 

The Treasurer leads the credit risk management function across Duke Energy. Responsibilities include: 

Formulating credit strategy 
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Creating a common credit culture by developing efficient, effective and consistent applications of 
Credit Policy 
Approving either directly or through a delegate, Credit DOA and Credit Procedures 
Approving either directly or through a delegate, any exceptions to Credit Policy, Credit DQA or 
Credit Procedures 

Global Risk Management 

As it relates to credit risk management, GRM has the following areas of responsibility: 

Formulatina Enterprise Credit Policv 
GRM supports the Treasurer in formulating credit strategy, establishing a consistent credit culture 
and recommending new or revised credit policies. GRM ensures that the Credit Policy and Credit 
DOA support strategy and stakeholder objectives. GRM sets credit risk objectives, contract-related 
credit risk terms and conditions and is responsible for reporting credit exposure to management. 

GRM monitors credit exposure and performance and analyzes counterparty credit quality. 

GRM performs credit reviews on specific transactions, counterparties and/or credit exposures as set 
forth above. GRM sets credit risk objectives, assigns credit limits and Internal Risk Ratings to 
counterparties. GRM is responsible for negotiating credit terms of transactions and trading 
agreements (e.g. default parameters, collateral arrangements); As a result of such review, GRM 
may require risk mitigation consistent with corporate objectives. 
Technoloav ADDlications. GRM maintains adequate credit risk systems which allow for timely 
recording and reporting of exposures. 
Information and Analvsis Consistencv 
GRM identifies, reviews and approves consistent credit exposure calculations and credit risk 
methodologies. 

Monitorino and ReDortinq 

Manaainq Credit Risk 

Business Units and Corporate Areas 

All Business Units and Corporate Areas must comply with the Credit Policy, operate within credit 
limits set forth by GRM and develop procedures and controls to ensure compliance. 
All Business Units and Corporate Groups must communicate/report information and/or transactions 
to GRM with adequate t ime for review so they can complete the counterparty credit risk 
assessments. 
Prior to entering into any transaction, all Business Units and Corporate Areas must receive credit 
approvals for extension of credit and credit-related contract terms. 
Employees who execute transactions are responsible for ensuring that GRM has approved all 
prospective counterparties before extension of credit, and that any new transactions or 
modifications to existing transactions are within specified limits. Transactions with counterparties 
not approved by GRM are prohibited. 
I n  addition, transactions in excess of existing credit limits shall be reviewed with GRM to determine 
how to enhance the credit position and/or modify credit limits. 

Organizational Relationships 

The GRM group is independent of the business. No member of GRM should have a direct reporting 
relationship to  any of the businesses. However, Business llnits may have risk personnel that maintain a 

dotted line reporting relationship with GRM. 

Compensation, including incentive compensation or spot bonuses, for all GRM personnel shall be 

independent of Business Unit financial performance. 
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Any exceptions to the above rule must be approved by the Treasurer or designee. 

Changes to the Policy 

All changes to the Credit Policy will be reviewed and approved by the Treasurer 

Adoption 81 Implementation 

l h i s  policy supersedes prior publications and is effective April, 2008. GRM, Corporate Areas and the Business 

llnits must comply. Policy updates may require changes to business practices and procedures at Business 

Units and Corporate Areas. 

Gap assessments outlining misalignment between current practice and requirements are to be developed by 
the Business Units and Corporate Areas with assistance from GRM, as needed. Business Units and 

Corporate Areas that are out of compliance must develop action plans to bring conditions into compliance. 

GRM is responsible for notifying Business Units and Corporate Areas of changes to this policy. Special 

circumstances may occasionally require deviation from the standards of this policy. All exceptions require 
the approval of the Treasurer and /or designee. 

If any requirement in this document is inconsistent with any law, tariff or regulation applicable to Duke 

Energy Corporation or i t s  subsidiaries, the law, tariff or regulation will prevail. 

Related Links: 

Amroval of Business Transactions 

Code of Business Ethics 

Credit Delecration of Authority 

Commoditv Risk Policy 
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Duke Energy Policy Statement 

Loan Policy 

I _ _  - -  - -  
Applicability: Applies to Enterpr ise 
Originator: 
Approval: 

Effective Date: 01/07/2002 
Revision Date: 04/01/2006 
Reissue Date: 04/01/2006 

Finance - Corporate Risk Management  
Chief Financial Off icer - Duke Energy 

.- - - _. 

.. . . . . . . . .. . .. . . . . . . . . . .. . .. . . . . - -. ._ _..I_. ._I_- - 

Statement of Purpose and Philosophv 

Duke Energy BusinesslCorporate Units may originate or administer loans in accordance with this policy and 

the Credit Policy. 

For the purposes of this policy, regardless of maturity, Loans shall be defined as: 

Money advanced by Duke Energy to non-wholly owned borrowers under a note or other instrument 
of indebtedness other than those non-wholly owned subsidiaries in place as of the date of this 
policy. Such subsidiaries will be grandfathered under their existing financing arrangements 
Al l  new enhancements of credit provided by Duke to non affiliated entities, and the continuance of 
credit enhancement for affiliates which will no longer be owned by Duke Energy 
A note or other instrument of indebtedness equal to or greater than $5MM received by Duke Energy 
as consideration for providing a good or service or as part of the proceeds of an asset sale 

* 

Extensions of credit made in the ordinary course of business such as standard trade credit for commodities 

sold or transmission capacity provided are not subject to this Loan Policy but are subject to the Credit Policy 

and Credit Risk Limits. 

I n  the event the originating business unit or corporate area is unsure whether or not this Policy applies to a 

given transaction, the Chief Risk Officer shall be advised of the relevant facts and will make the final 

determination. 

Roles and Responsibilities 

Business Units and other CorDorate Units (Oriaination.) 

Responsible for all loan administration and accounting for all 3rd party credit support fees, interest 
and principal, monitoring applicable loan covenants and financial information, and safeguarding all 
relevant loan information and documentation. 
Will periodically review loan performance with Corporate Treasury and Corporate Risk Management. 

CorDorate Treasury 
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* Responsible for negotiating the terms and conditions of all Loans, including, but not limited to the 
repayment schedule and interest rate charged by Duke Energy. 
Responsible for pricing, structuring and negotiating all relevant loan infarmation and documentation, 
including perfecting any security interest granted to Duke as collateral for the loan. 

Coroorate Risk Manasement 

Will approve the transaction and structure of any Loan prior to any written offer (indicative or 
binding) to provide such Loan in accordance with the Corporate Credit Policy and related Corporate 
Credit Risk Limits. 
Establish Duke Energy Corporate Credit Policy and Risk Limits for business unit loans, origination 
and administra tion. 

Risk Limits for the Oriqination and Administration of Loans 

Guidins Princioles 

* 

* 

Follow a specified system of loan origination and management, as detailed in the Credit Policy and 
Risk Limits 
Adhere to all applicable laws and regulations regarding the extension of credit and investment of 
funds 
Avoid conflicts of interest in accordance with the Code of Business Ethics 
Respect and preserve the confidentiality that is entrusted by clients 
Comply with federal securities laws, which forbid the use of material non-public information in 
buying, selling or advising the transfer of securities. Accordingly, employees must not give material 
nan-public information about clients or Duke Energy itself, to outsiders, or use such information 
themselves in the purchase or sale of  securities 

Client Files 

A client file should be maintained on all loan customers. 
The client file should consist of Loan Service and Loan Transaction sections. 
The Loan Service section should include customer requests, history and extent o f  relationship, 
borrowing base calculations and correspondence. 
The Loan Transaction Documentation section should include all original executed documents related 
to a) debt instruments, b) loan or letter agreements perfecting the security interest in 
negotiable/non-negotiable collateral, c) other documents obtained at closing, and e) all original 
amendments/releases/waivers related to these documents. 

Financial Statement Reauirements 

Financial statements include: 
o balance sheet 
o income statement 
o statement of cash flows 
o 
o 

o 

Financial statements should be maintained on all customers, including guarantors/endorsers/co- 
makers, general partners in partnership and other third parties providing support to a transaction. 

consolidating statements for all entities, and 
footnotes including description of contingent liabilities, discussion of material subsequent 
events, and description of deviations from GAAP. 
Updated financial statements are to be received a t  least annually and within three months 
of the customer's fiscal year end. 

Credit Aooroval Form 
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0 All Originating Units should use a Credit Approval Form similar to and containing relevant significant 
information as found in the Credit Policy and Risk Limits document. 

Credit Memorandum 

The Credit Memorandum is the presentation of factors for consideration by management on which a 
credit decision is to be based. 
Originating Units should use a Credit Memorandum similar to, and containing all significant and 
relevant topics, as found in the Credit Policy and Risk Limits. 

Extension of Credit 

Approval of commitments to extend credit must comply with the Credit Policy. 
Commitments to extend credit must be made in writing i f  $500,000 or greater. 

Material modifications in terms, conditions, covenants, or collateral (releases or substitutions) are to be 
approved a t  the same level as originally required. 
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Duke Energy Policy Statement 

Summary of Internal Controls and Financial Controls Policies 

Applicability: 
Originator: 
Approval: 

Effective Date: 
Revision Date: 
Reissue Date: 

_ _  __ . . 

- . _  _ _  
Appl ies t o  Enterprise 
Duke  Energy Corporate Control ler  
Duke Energy Corporate Control ler  

12/ 16/2004 
12/ 16/2004 
12/16/2004 

Statement of Puruose and PhilosoDhy 

To ensure all units are aware of the Duke Energy Corporation internal controls and financial controls policies, 
these policies are posted on the employee portal. See link below for "List of Internal Cantrols and Financial 

Controls Policies." 

Policv Exuectations 

Al l  units are expected to comply with corparate policies that are applicable to their business. Management 
within each unit must ensure that appropriate communications and training as needed are provided to 

employees. I n  rare instances, an exception to a corporate policy may be approved by the Corporate 

Controller or other comparable Corporate Officer. The "Request for Exception to Policy Form" (see link 

below) or other comparable information should be provided to support the requested exception. 

Accountabilitv: Roles and Resuonsibilities 

Business Un its/Coraorate Areas ("unit(s)"l 

Maintain awareness of approved internal controls and financial controls policies 
Ensure unit compliance with all applicable policies 
Communicate applicable policies to appropriate personnel within the unit and ensure training is 
received as needed 

Coraorate Controller's Deaartment 

Communicate new and revised policies to the units 
Work with policy subject matter experts and recammend/coordinate training as needed 
Maintain the internal controls and financial controls policies on the employee portal as well as a 
complete listing of all these palicies (Internal Controls Group) 

Standards/Reauirements 



List o f  Internal Controls and Financial Controls Policies 

The Internal Controls Group of the Corporate Controller's Department will ensure a complete list of approved 

internal controls and financial policies is available to the units. The internal controls and financial controls 
policies are located on the "Policies/Compliance" page of the employee portal. The Corporate Controller's 

Department will also communicate new and/or revised internal controls and financial controls policies. 

Related Links: 

Request for Exception Process 

List of internal Controls and Financial Controls Policies 
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Statement of Purpose and Philosophy 

Provide a framework for the processes, organization, and policies encompassing income tax accounting for 

Duke Energy Corporation and its subsidiaries ("Company"). 

Policy Expectations 

This Policy sets forth certain standards for U.S. Federal, (1,s. State, and foreign income tax accounting and 

clarifies organizational responsibilities within the Finance function. 

Accountability: Roles and Responsibilities 

The Senior Vice President Tax is responsible for: 

Preparation and review of the consolidated income tax provisions and payments 
Review and approval of quarterly and annual internal representation letters required by Duke 
Energy to support Sarbanes Oxley compliance and other internal control procedures as it relates to 
income tax accounting and related disclosures. 
Worldwide tax compliance, tax audits and tax strategy 

o 
o 

The Senior Vice President Tax may delegate compliance work to staff and/or outside firms. 
The Senior Vice President Tax retains responsibility for Compliance regardless of 
delegations. 

The Chief Financial Officer must approve the U.S. Federal Income Tax return before it is 
filed. 

Preparing and filing the U.S. Federal, U.S. State, and foreign income tax returns 
o 

Preparation and review o f  tax return to tax accrual reconciliations. Preparation and review of 
worldwide income tax valuation allowances and reserves. Preparation and review of the 
consolidated income tax forecast. Complying with Generally Accepted Accounting Principles (GAAP) 
and all related accounting standards and interpretations related to  tax accounting. 

o Identify and submit issues to the Corporate Controller or his designee which relate to 
complex income tax accounting issues. 

Ensuring that staff assigned to income tax accounting is adequately trained and knowledgeable with 
respect to GAAP, accounting interpretations and other authoritative guidance 
Ensuring the do - review process is present and responsibilities are segregated amongst the staff 
and that staff with adequate knowledge of income tax accounting is engaged in this process 
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0 Ensuring the monthly close cycle allows adequate time for analyzing and recording the income tax 
provision, including income tax reserves, rollforwards of asset and liability accounts, calculation of 
the effective tax rate (ETR) and other key analyses 
Recording income tax provisions, perform reconciliations and provide reports and other information 
as prescribed in this Policy 
Preparing the income tax forecast in a manner that is materially consistent with this Policy (for input 
to the Corporate forecast model) 

0 

0 

The Corporate Controller is responsible for: 

Company wide compliance with GAAP 
o 

o 

The Corporate Controller may delegate the work associated with GAAP compliance to 
Business Unit (BU) Accounting staff. 
The Corporate Controller remains responsible for GAAP compliance regardless of 
delegations. 

0 Final approval of income tax accounting positions and interpretations. 
Determining documentation requirements related to internal controls, external audit and other 
issues surrounding income tax accounting 

Standards (policies) 

The Company shall comply with Financial Accounting Standards (FAS) 109,Accounting for Income Taxes and 

Financial Accounting Standards Board (FASB) Interpretation (FIN) 48, Accoirnting for Uncertainty in Income 
Taxes, an interpretation of FAS 109 and all related interpretations and other guidance issued by the FASB, 

Emerging Issues Task Force (EITF), American Institute of Certified Public Accountants (AICPA) and other 

authoritative bodies. 

U.S. Federal, U.S. State, and foreign income tax accounting shall be performed each month in conjunction 

with the accounting close process. 

Internal financial statements shall reflect the Company's current income tax position each month. 

The do - review process is required Company wide, by employees with adequate knowledge of income tax 

accounting. 

Requirements (procedures) 

Recording income tax provisions: 

The Corporate Tax Department's income tax accountants are responsible for recording income tax 
provisions in the general ledger. 

The monthly close calendar should allow adequate time to analyze and record income tax 
provisions (at  least one business day). 
Income tax provisions and related accounting analysis should begin after book pretax 
income is materially correct. 

The Corporate Tax Department's income tax accountants will analyze the current consolidated 
federal income tax balance each month and record appropriate adjusting accounting entries. 

o 

o 

o The Corporate Tax Department's income tax accountants will record the accounting entries 
necessary to properly reflect the consolidated current federal income tax asset or liability in 
the financial statements. 

Income tax valuation allowances and reserves: 
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The Senior Vice President Tax, or designee, will analyze income tax valuation allowances and 
reserves at each fiscal quarter end. 
The Senior Vice President Tax will update the Corporate Controller as to the adequacy of income tax 
valuation allowances and reserves once each fiscal quarter prior to closing the books. 

Q 

o 

The Senior Vice President Tax will arrange a meeting with the Corporate Controller to 
review workpapers and docurnentation. 
The Carporate Controller will determine the adequacy of the workpapers and documentation 
with respect to internal controls, external audit and other related issues. 

The Senior Vice President Tax will have final approval as to the adequacy of reserves and valuation 
allowances related to operations after considering input from the Corporate Controller. 

Reconciliation of tax returns to the general ledger: 

The Senior Vice President Tax, or designee, shall prepare workpapers that reconcile U.S. federal and 
state income tax returns, by legal entity or BU as appropriate, and foreign tax returns to the general 
ledger records. 

Reporting: 

* The Corporate Tax Department's income tax accountants shall prepare a consolidating ETR Report 
of income tax provisions, tax asset and liability account reconciliations, and other key income tax 
statistics as requested by executive management. 
A cansolidating ETR report will be prepared by the General Manager - Income Tax Accounting, or 
designee, and will be available to the Senior Vice President Tax and Corporate Controller for review. 

Related Links: 

Tax Reserves Policy 
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Duke Energy Policy Statement 

Property Tax Policy 

Applicability: Applies to Enterpr ise 
Originator: Senior Vice President Tax 
Approval: Senior Vice President Tax 

Approval Date: 091 19/20a 5 
Revision Date: 03/31/2009 
Reissue Date: 0 3 / 3  1/2009 

Statement- This policy covers property tax processes used by business/corporate units. The policy 
describes the minimum controls required to ensure an appropriate level of control exists regarding 
property tax. This policy excludes joint ventures, partnerships, etc. where Duke Energy is not the Tax 
Matters Partner. 

-- Roles and Resuonsibilitiee 

Business/CorDorate Unit- 
Prooertv Taxes and Pavmats  Policv 

All business/corporate units will notify the Corparate Property Tax Group (CPTG) within the 
Corporate Tax Department in a timely manner of new and/or changes in property tax 
reporting responsibility to ensure timely property tax reporting requirements. 
If business/corporate units have acquired and/or disposed of plant, property and 
equipment, the CPTG must be notified within 30 business days of such activity. Regulated 
units are exempt from this requirement. 
I f  business/corporate units have entered into and/or made modifications on any capital 
and/or operating leases, the business/corporate units must notify the CPTG within thirty 
(30) business days of said events. 
All business/corporate units must maintain records o f  property, plant, equipment, 
inventories, leased equipment (capital and/or operating), asset additions and asset 
disposals and the appropriate taxing district information in order for the CPTG to accurately 
file tax returns, exemptions, incentives and to negotiate equitable assessments with state 
and local taxing authorities and make the necessary property tax payments. 

0 

Corporate Prouertv Tax Grow 
All property tax returns, payments, exemptions and incentives are to be filed by  the CPTG. 
CPTG will be responsible for all property tax audits and/or any correspondence from state 
and/or local authorities. 
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Duke Energy Policy Statement 

Relations With Tax Authorities Policy 

~. .. .. ~ .”... .. , .  ... _... . . .. ... .- ... ...... . _  

Applicability: 
Originator: 
Approval: 

Applies to Enterprise 
Senior Vice President Tax 
Senior Vice President Tax 

- __ -. - - -- - .  ._ - - 

Effective Date: 0813 1/2000 
Revision Date: 03/31/2009 
Reissue Date: 03/31/2009 

Statement - This Policy covers relations such as inquires and correspondence with tax authorities by 
Business Unit/Corporate Areas. The Policy describes the minimum controls required. The Business 

Units/Corporate Areas should implement additional procedures and controls as needed to ensure an 
appropriate level of control exists regarding relations with tax authorities. 

Roles and ResDonsibilities- 

Business Unit/CorDorate Area- 

Relations with Taxing Authorities Policv 

Business Units/Corporate Areas must refer all U.S. Federal, U.S. State, and foreign tax 
inquiries or correspondence received from taxing authorities, except general payroll related 
correspondence, to the Tax Department for resolution. This includes all income, franchise, 
property, consumption, and foreign tax inquiries or correspondence received from taxing 
authorities. 



Duke Energy Policy Statement 

Sales/Use and Excise Tax Policy 

_ _  - - ^  - I_ - - _ -  - __I -~ 
Applicability: Applies to Enterprise 
Originator: Senior Vice President Tax 
Approval: Senior Vice President Tax 

_- . 

Effective Date: 
Revision Date: 
Reissue Date: 

08/31/2000 
03/31./2009 
03/31/2009 

.. . . , .. . . - . -. . . . .. . .. .. ... . . ..... _..._..I. . 

Statement- This policy covers sales/use and excise tax processes used by Business/Carporate units and 

Corporate Tax. The policy describes the minimum controls required. Business/Corporate units and 
Corporate Tax should implement additional procedures and controls as needed to ensure an appropriate 
level of control exists regarding sales/use & excise taxes. This policy excludes the telecommunication excise 

taxes in which Duke Net has  the responsibility for compliance, audits, correspondence, and all aspects of 

telecommunication excise taxes. 

Roles and Responsibilities 

Business/Coroorate Units are resoonsible for: 

ensuring that employees responsible for processing vendor invoices are properly trained on the 
sales and use tax requirements for coding transactions through the applicable Accounts Payable 
systems. This includes, for example, proper category, ship-to, DCE, and tax codes selection for 
transactions processed using Peoplesoft, Passport, MAPPS, or EAM. 
ensuring that employees responsible for generating customer invoices are properly trained on 
sales/use and excise tax requirements as they pertain to applicable billing systems. 
collecting and maintaining valid customer exemption certificates and/or direct pay permits, when 
applicable. These certificates must be kept up-to-date and must be available for presentation to  a 
statejlocal tax auditor. 
notifying Corporate Tax in a timely manner when a new legal entity is formed and working with 

Corporate 'Tax to initiate new tax registrations and to resolve any non-routine situations. 

notifying Corporate Tax in a timely manner if an existing entity begins conducting business in a new 

state or taxing jurisdiction and working with Corporate Tax to initiate new tax registrations and to 

resolve any non-routine situations. 

notifying Corporate Tax in a timely manner regarding any audits initiated by taxing authorities. 

Coroorate Tax is resRonsible for: 

filing on a timely basis all sales/use and excise tax returns with applicable taxing authorities, for 
remitting the proper tax to those taxing authorities, and for handling any follow-up correspondence, 
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It will also be the responsibility of Corporate Tax to initiate new tax registrations and to resolve all 
compliance and registration issues. 
coordinating and leading all audit matters related to sales/use and excise tax returns. 
reconciling on a regular basis all sales/use and excise tax accrual accounts associated with the 
returns filed. Discrepancies will be reviewed within the Business/Corporate unit or Corporate Tax 
Department accordingly and any necessary adjustments booked on a timely basis. 
providing oversight and communication on a timely basis to Business/Corporate w i t s  regarding new 
sales/use or  excise tax statutes and regulations, with the exception of Duke Net's 
telecommunication excise tax returns 
advising Business/Corporate units on compliance, systems, and processing matters with respect to 
sales/use and excise taxes, with the exception of Duke Net's telecommunication excise tax rettirns. 

0 



Duke Energy Policy Statement 

Tax Reserves Policy 

Applicability: 
Originator: 
Approval: 

Applies t o  Enterprise 
Senior Vice President Tax 
Senior Vice President Tax 

_. _I __  -_ - - .  - -- _ _  
Effective Date: 12/31/2004 
Revision Date: 03/31/2009 
Reissue Date: 03/31/2009 
-. .. .. . ..... . .. .. .. - .. . . .. .. . . -. . . .- . . .. . __._ .. __ -, __ . . . -.. . - . . ... .. . . - __ . . - ... - . . . . .. .. . . . . .. 

Statement of Purpose and Philosophy 

The purpose of the policy is to provide a framework for the processes, organization and policies 
encompassing the recording of reserves for taxes for the company and its subsidiaries. 

Policv Expectations 

This policy sets forth certain standards for U.S. Federal, U.S. State, and foreign tax reserves, including 
income, property, franchise, capital, and all consumption taxes. 

Accountabilitv: Roles and Responsibilities 

The Senior Vice President Tax is responsible for: 

Analyzing and documenting the need for reserves. 
Recording the journal entries for tax reserves. 
Updating the Corporate Controller as to the adequacy of income tax reserves once each fisc-al 
quarter prior to closing the books. 
Maintaining account reconciliations for reserve accounts. 
Determining the adequacy of the work papers and documentation with respect to internal controls, 
external audit and other related issues. 

The Corporate Controller is responsible for: 

Determining the GAAP treatment of the reserves. 

The Senior Vice President Tax will have final approval as to the adequacy of reserves after considering input 

from the Corporate Controller. 

The Corporate Controller and the Senior Vice President Tax will review the reserves with the Chief Financial 

Officer each quarter. 



Standards/Reauirements 

Analvsis of Tax Reserves and Identification of Potential Tax Reserves 

Each quarter, the Senior Vice President -Tax or designee will analyze tax reserves. The analysis considers 

tax, interest and penalties, if applicable. With the analysis, consideration is given to changes in facts and 

events, including business transactions, lapse of audit cycles, and issuance of case law or Internal 

Revenue/State Department of Revenue positions. Reserves will be documented and maintained by the 
Corporate Tax department. 

The Senior Vice President Tax exercises professional judgment as to the need for third party tax and/or legal 
consultation and possible need to obtain formal Tax Opinions or other written advice for issues identified 

during the above review. 

Analytical Process for Determininq the Possible Need for and Related Amount of Tax Reserves 

Income tax reserves: The Company follows FIN 48, "Accounting for Uncertainty in Income Taxes - an 

interpretation of FASB Statement No. 109". FIN 48 prescribes a minimum recognition threshold a tax 

position is required to meet, otherwise, a reserve of all or a portion of the tax position is required. 'Tax 

positions are filing positions that the Company has taken or expects to take on its tax return by including 

the position in the current tax provision. Under FIN 48, a tax benefit is not recognized unless the "more 
likely than not" recognition threshold is met, i.e. the tax benefit is expected to be sustained on audit by the 

taxing authority based solely on the technical merits of the position. I f  the recognition threshold is met, the 

tax benefit recognized is measured at the largest amount of the tax benefit that is greater than 50 percent 

likely to be realized. 

Non-income tax reserves: The Company follows FAS 5 in determining the need for and the amount of non- 

income tax reserves. I n  acc.ordance with FAS 5, reserves will be accrued if information available prior to the 

issuance of the financial statements indicates that it is probable that a liability has been incurred at the date 

of the financial statements and that amount of the loss can be reasonably estimated. Reserves may be 

accrued a t  10O0/~ or risk adjusted based on the facts and circumstances. 

Documentation of Tax Reserves and the Calculation of the Reserve Amounts 

Adequate documentation supporting the tax reserves and any changes to the tax reserves is 
required to be developed and retained in the Corporate Tax department, including spreadsheets, 
memoranda and other documentation. 
The Do/Review process is used and documented according to company policy for calculations of 
reserve amounts. 

* 

Proper Recordincr of Tax Reserves 

Tax reserves must be recorded in the appropriate taxes payable account. 
Reserves should be recorded a t  the appropriate registrant level. 
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Related Links: 

Accounting for Income Taxes 
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Duke Energy Policy Statement 

Bank Account and Check Disbursement Policy 
Applicability: Applies to Enterprise 
Originator: Corporate Treasury 
Appro va I : 

Effective Date: 08/31/00 
Revision Date: 01/01/09 
Reissue Date: 01/01/09 

Vice President & Treasurer 

Statement- This policy covers bank account and check disbursement systems used by businesslcorporate 
units The policy describes the minimum controls required. The businesslcorporate unit should implement 
additional procedures and controls as needed to ensure an appropriate level of control exists within the bank 
account and check disbursement systems. 

Roles and Responsibilities- 

Corporate Cash Manasement Department - 
* Domestic - All domestic bank accounts must be established and modifications (including signature card 

updates) must be processed through Corporate Cash Management. 
International - All bank accounts denominated in U.S. or Canadian dollars must be established and 
modifications (including signature card updates) must be processed through Corporate Cash 
Management Corporate Cash Management must approve the establishment of international local in- 
country bank accounts. After Corporate Cash Management's approval, the business unit must notify 
Cash Management within ten (IO) business days of a local in-country bank account being opened. 
These local in-country accounts, including authorized signers, must be reported to Corporate Cash 
Management on a quarterly basis 

BusinesslCorporate Unit - 
Requests for establishing and modifying all domestic and international bank accounts denominated in 
U.S or Canadian dollars must be made through Corporate Cash Management. Corporate Cash 
Management must approve the establishment of international local in-country bank accounts. Each 
request must include documentation describing the business reason for the request. After Corporate 
Cash Management's approval, the business unit must notify Cash Management within ten (10) business 
days of a local in-country bank account being opened 

Bank accounts must be reconciled on a periodic basis. Corrections should be made within one month of 
identifying a reconciliation difference. 

The bank statement must be reconciled to the general ledger account 
Reconciliations must be reviewed by management 

Unissued checks, including blank check stock, must be physically secured 
Check signers must not have access to blank checks. 
Checks must be controlled by sequential numbering. 

-- Guidelines - 
* The following functions should be separated between at least two people Weaker segregation of duties 

should be accompanied by additional management review. 
cash disbursement 
purchasing 
contract administration 
receiving 
bank account reconciliation 
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accounts payable 
Unissued checks should be accounted for periodically by personnel independent of check custody 
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Corporate Cash Management Policy 

- - - _I - - - . -_ .- - --I_ - I _ - _ _  ~ 

Applicability: Applies t o  Enterprise 
Originator: 
Approval : Corporate Treasurer 

Corporate Treasury - Corporate Cash Management  

- __ _____ - __ - - __ - - - - - - - - _ _ .  

Effective Date: 04/01/2006 
Revision Date: 06/01/2007 
Reissue Date: 01/01/2009 

~ .... . . . ...... . - .. . .. - . .- . . .. 

Statement of Purpose and Philosophy 

The purpose of this Policy is to confirm Duke Energy's Cash Management Objectives and to define the 

responsibilities and the authority within the Corporation for achieving those objectives. 

Policy Expectations 

This policy applies to the consolidated Corporation, which consists of Duke Energy Corporation and all of its 
consolidated or  controlled subsidiaries and affiliates. Cash is a critical asset of the Corporation. Duke 

Energy's policy is that all cash assets of the Corporation be properly safeguarded and then managed to 

maximize value. The Cash Manaaernent Guidelines provide detailed parameters for allowed investing 

activity. 

Accountability: Roles and Responsibilities 

Duke Energy's Corporate Cash Management Group (Corporate Cash Management) is responsible for 

achieving Duke Energy's Cash Management Objectives which are as follow: 

Provide daily liquidity 
Safeguard cash assets 
Maximize the value of cash assets 
Minimize short-term interest expense 
Maximize short-term interest income 
Provide cost effective banking services 

For those entities with non-Duke shareholders, Corporate Cash Management recognizes its fiduciary 
responsibilities and will optimize the cash assets of those entities using the above objectives. Corporate 

Cash Management is responsible for executing or directing all cash management activities within the 

consolidated Corporation. 

Cash Management Activities 
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Cash management activities include: 

e 

e 

0 

Prepare cash forecasts 
Set cash position 
Consolidate cash, where appropriate (taking into consideration legal, regulatory, tax and any other 
appropriate considerations) 
Manage movement of funds through the money pool arrangement 
Barrow needed funds at attractive rates 
Maximize return on available cash within approved guidelines 
Maintain strong relationships with a broad group of commercial banks 
Open, maintain (including signature card updates), and close all U.S. and Canadian dollar bank 
accounts and provide approval and oversight for the establishment of international in-country bank 
accounts 
Select banking services and monitor service quality and price 
Execute wire transfer payments and other electronic payments accurately and timely 
Execute certain foreign currency payments 
Arrange other commercial banking services, including escrow agreements 

Borrowing for the entire consolidated Corporation is the responsibility of Duke Energy's Treasury 

Department. Corporate Cash Management will coordinate with other Treasury Department personnel to 

determine and establish short-term borrowing programs across the consolidated Corporation. Only 

individuals authorized by the head of Cash Management will be permitted to initiate short-term borrowings. 

Such authorizations are reflected in the appropriate Delegation of Authority and communicated to 

appropriate borrowing agents through letters signed by the head of Cash Management. Authorized 

individuals are authorized to borrow up to the size of the individual borrowing programs. 

Investing cash for the entire consolidated Corporation is,the responsibility of Duke Energy's Treasury 

Department. Only authorized individuals may make cash investments on behalf of Duke Energy and its 
subsidiaries. Authorizations and approved short-term investment products are outlined in the Short-Term 

Investment Guidelines maintained by Treasury. 

corporate Cash Management is responsible for the consolidation of cash for the consolidated Corporation. 

Authorizations and requirements for cash consolidation are further defined in the m r c o m o a n v  Funding 

policv. 

DOMESTIC CASH MANAGEMENT 

Corporate Cash Management is responsible for executing all cash management activities within the 

consolidated Corporation in the US, and will work closely with all business units to ensure that Duke 

Energy's Cash Management Objectives are being achieved while maximizing business unit and corporate 

earnings. 

Bank accounts must be established and modifications (including signature card updates) must be processed 

through Corporate Cash Management. 

Corporate Cash Management (as authorized by appropriate Boards) is responsible for executing all short- 
term borrowing and cash investing within the consolidated Corporation. With regard to wire transfer and 



other individual electronic payments, Corporate Cash Management is responsible for ensuring that such wire 

transfer and certain electronic payments have been properly approved before being executed. 

INTERNATIONAL CASH MANAGEMENT 

Corporate Cash Management is responsible for executing, directing, or approving all cash management 

activities within the consolidated Corporation at Duke Energy's.internationa1 locations. Corporate Cash 

Management will work closely with local and regional Treasury and Cash Management personnel as well as 
local and regional business unit management, to ensure that Duke Energy's Cash Management Objectives 

are achieved. 

Prior to seeking approval from Corporate Cash Management for cash management activities, the group 

accountable for the execution of such activities must coordinate and consult with appropriate individuals 

within the business unit, tax, legal, treasury, and other key personnel to ensure that the proposed activities 
incorporate appropriate strategic, legal and tax Considerations, country and currency risks, parent and local 

banking relationship considerations, and local banking regulations and restrictions. 

International Cash categories are defined in the Cash Management Guidelines. Whenever possible and 

practical, Available Cash, as defined in the Guidelines, should be converted into IJS dollars and held outside 

the local country. 

Standards: The following section contains information that  applies to all Treasury policies and 
guidelines 

Treasury: Treasury is a centralized corporate center servicing and operating on behalf of Duke 
Energy and its consolidated or controlled subsidiaries and affiliates. All Corporate Departments and 
Business Units are expected to comply with the contents of this manual. Changes to policies must 
be approved in accordance with Duke Energy policy. Changes to guidelines will be made within 
functions and must be approved by the Treasurer. 
Delegation of Authority: Only authorized individuals may enter into Treasury activities. Such 
activity and limits are covered under the Approval for Business Transactions Policy. Individuals and 
their corresponding functions and limits are listed in the Delegation of Authority ("DOA"). 
Exceptions may be granted with written approvals by individuals authorized to the required 
transaction levels consistent with the DOA. Both documents are managed within the Controller's 
group. No Duke Energy employee shall knowingly personally benefit from any Treasury transaction. 
Al l  Treasury activity will conform to the "Approval of Business Transactions" policy and the DOA. 
External Counterparts: External counterpart determination will be made within the Duke Energy 
Finance organization in Coordination with Treasury and Global Risk Management & Insurance. 
Credit Risk guidelines will be the responsibility of Global Risk Management & Insurance. 
Transactional Controls: Transactional control procedures will comply with documented control 
procedures. 
Accounting Standards: Accounting treatment for all transactions will be in accordance with GAAP 
and will be determined, if applicable, in coordination with the Corporate Accounting Research Group 
in accordance with the Accountins for Derivative Instruments and Hedsina Activities and Accountinq 
for Intercomoany Transactions Policy, on the portal and managed within the Controller's group. 
Terms, Definitions and Approved Products and Instruments: Financial terms shall have meanings 
consistent with definitions found in Barron's Dictionary of Finance and Investment Terms. A list of 
approved finance and hedging products and instruments is available from Treasury. Use of other 
products or instruments must be approved by the Treasurer and Chief Financial Officer. 

* 



Related Links: 

Wire Transfer Policv 

Intercomoanv Fundina Policy 

Accountina for Intercompany Transactions Policy 

m r o v a l  of Business Transactions 

Deleqation of Authority 
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Financing Activity and Financial Risk Management Policy 

Applicability: 
Originator: 
Approval: 

Effective Date: 
Revision Date: 
Reissue Date: 

- -  . _ .  _ _  - -_ - 
Applies to  Enterprise 
Corporate Treasury 
Carporate Chief Financial Off icer 

04/~1/2006 
04/01/2006 
04/01/2006 

Statement of Purpose and Philosophy 

Policy Objectives: The scope of this policy covers financing and financial risk management activities within 

Duke Energy's Corporate Treasury. This policy does not cover other activities managed within Corporate 

Treasury that include: Cash Management, Long-Term Investment and Financial Planning and Analysis. Policy 

and guideline information for those activities is managed under separate policies and guidelines within the 

"Corporate Treasury Policy and Guideline Manual." 

The objective of  Duke Energy's financing and financial risk management activities within Corporate Finance 

and Portfolio Management in Corporate Treasury is to provide enterprise-wide services that enhance Duke 
Energy's, its subsidiaries', affiliates' and each Business' ability to increase revenue, reduce costs and 

manage risk. This is accomplished through, but is not limited to the following activities: 

Optimize capitalization, including all financing activity 
Optimize liquidity, including access to bank and capital markets 
Position debt portfolios of Duke Energy and its operating companies to minimize cost of capital and 
optimize maturity profile, consistent with overall risk management goals 
Manage and monitor long-term debt, including administration and compliance 
Optimize credit ratios to maintain desired credit ratings 
Manage and monitor interest rate risk exposure 
Manage and monitor foreign currency risk exposure 
Forecast enterprise financing needs 
Issue and manage credit enhancements 
Oversee transaction review, including establishing cost of capital and hurdle rates 

Functions within Corporate Finance and Portfolio Management fall into two categories: Financing Activity and 

Financial Risk Ma nag em en t. 

Policy Expectations and Accountabilities 

Financing Activity 

Financing activity throughout the corporation is the sole responsibility of Corporate Treasury. With the 



exception of the short-term and intercompany financing activity within Cash Management, financing activity 

is the responsibility of Corporate Finance. Financing activity includes, but is not limited to, the following: (A) 
Security issuances in the public and private placement markets, including long-term and short-term debt, 

equity, hybrid structures, MLP and Income Fund units; (B) Repurchases, redemptions or retirements of any 
debt and equity instruments or units; (C) Lines of credit and borrowing facilities, whether syndicated or 

bilateral; and (D) Issuances of letters of credit and corporate guarantees. 

In connection with this activity, primary financial institution relationships will be managed exclusively out of 
Corporate Treasury. Specifically, Corporate Finance will be the lead managers of, and primary points of 

contact to, the financial institutions that serve the corporation. Business Units are prohibited from hiring 

financial institutions for financing activity. 

l lnder no circumstances will any group or entity, for which Duke Energy has controlling interest, outside of 
Corporate Treasury, conduct the above actions without prior written approval from the Corporate Chief 

Financial Officer. 

Credit Enhancement Instruments (Guarantees and Letters of C r e w  

Corporate credit enhancement instruments will be negotiated, issued and administered within Corporate 

Treasury. All applications and requests for the issuance of guarantees or letters of credit require review and 
approval in accordance with this policy and the Approval of Business Transactions Policy. 

Credit enhancement instruments should be issued with a stated fixed amount and a fixed term, or with a 
right of revocation. Uncapped guarantees must be reviewed and approved by the business unit head and 

then forwarded for review by an Expanded Executive Committee member for the business unit, the 

Corporate Treasurer and the Corporate CFO. Uncapped guarantees require the approval of the Board of 

Directors unless a theoretical maximum exposure can be established and is within authorized approval limits 

of the CFO and CEO. Credit enhancement instruments with a maturity date greater than 10 years from the 

date of issuance must be approved by the Corporate Treasurer and the Corporate CFO, and for instruments 

in excess of 20 years, by the CEO. 

Credit enhancement instruments issued on behalf of non-wholly owned entities shall be in an amount based 
on Duke Energy's pro-rata ownership interest in such entity. Credit support in excess of such pro-rata 

ownership interest requires approval in accordance with the Approval of Business Transactions Policy and 

the Corporate Treasurer of Corporate CFO. 

No credit enhancement instruments should be issued on behalf of unaffiliated third parties. 

Credit enhancement instruments issued in support of assets or subsidiaries being divested must be 

terminated or released at the closing of such divesture, or promptly thereafter. Failure to terminate such 
credit enhancement instruments at closing must be back-stopped and supported by an indemnity from the 

purchaser or other credit enhancement instrument acceptable to Credit Risk Management for the limited 
period that the credit support remains outstanding. Exceptions to this Policy must be approved by the 

corporate Treasurer, the Chief Risk Officer and the Corporate CFO. 
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Contracts requiring the issuance of a credit enhancement instrument must be executed by a person(s) so 

authorized by the DOA and in accordance with the Approval of Business Transactions Policy. No Contract 

incorporating language requiring the issuance of a credit enhancement instrument can be executed unless 

both Corporate Legal and Corporate Treasury have approved such language. 

I f  specifically authorized in writing pursuant to  a business unit DOA (signed by the Corporate Treasurer), a 

business unit may, however, issue its own guarantees in support of its own subsidiaries. Such issuance must 
be consistent with language and procedures developed by Corporate Legal and Corporate Treasury in 
accordance with the "Guaranty Documentation Guide", which is available from Corporate Treasury. 

The Corporate Treasurer and Head of Corporate Finance are authorized to execute properly approved 

guarantees. The Corporate Treasurer and Head of Corporate Finance may approve bank applications for 

letters of credit which have been properly authorized, and may delegate such approval. 

Any exceptions to compliance with this section of the policy must be requested by a business unit CEO or 

CFO, Corporate General Manager or Corporate Vice President and approved by the Corporate Treasurer and 

Corporate CFO. 

Transaction Review 

The transaction review process will be executed as is detailed in the "Financial Analysis Manual". This 

includes involvement of the Transaction Review Committee. Any material changes to approved projects, 
whether quantitative o r  qualitative, must re-visit the "Approval of Business Transactions" process. Please 

review the "Financial Analysis Manual" or contact the Corporate Finance group within Corporate Treasury for 

further clarity on this issue. 

Financial Risk Management 

Interest Rate Risk Manaaement 

Interest rate risk is defined as the impact on Duke Energy earnings per share and asset returns from 

interest rate market movements. The goal of the interest rate risk management program is to reduce the 

cost of funds, manage the mix of fixed and floating rate debt and to position the company for changes in 

interest rate levels. 

Authorization 

0 Corporate Treasury is authorized to use derivative financial instruments to manage the 
interest rate risks associated with outstanding debt or to hedge interest rate risk associated 
with new debt issuances. 
All interest rate trading activity with third parties will be executed solely by/in coordination 
with Corporate Treasury. 
Speculation in interest rate transactions is prohibited. 

0 

ReDortinq 



* Interest rate risk and hedge information will be periodically reported by Corporate Treasury 
to senior management. Business units will report interest rate risk to Corporate Treasury, 
as requested. 

Foreian Currencv Risk Manaqement 

Foreign Currency risk is defined as the impact on Duke Energy earnings per share and asset returns from 
foreign currency market movements. This will include, but is not limited to net investment, earnings and 

cash flow risk as well as risk arising from planned projects. This policy statement covers the management of 

foreign currency risk associated with existing asset positions, new and anticipated asset positions or 
changes as well as physical and financial energy commodity trading positions. The extent to which a 

business segment is held accountable for foreign currency results for incentive performance evaluation 

purposes will be determined by its Group President. 

Au t h o r i z a m  

* 

Corporate Treasury is authorized to manage foreign currency risk through local currency 
funding activity as well as by entering into derivative transactions with third parties. 
Business units are authorized only to manage foreign currency risk through commercial 
contract arrangements with its customers or suppliers or by entering into internal derivative 
transactions with Corporate Treasury. 
All foreign currency trading activity with third parties will be executed solely by/in 
Coordination with Corporate Treasury. Corporate Treasury may transact in a corporate 
name and transfer the results to a business unit or may transact in the name of the 
business unit entities consistent with international laws. Actual results will be fully 
transferred to the applicable business unit. 
Hedging activity related to intercompany foreign currency exposures will be managed 
consistent with external exposures and will be managed by Corporate Treasury. 
Speculation in foreign currency transactions is prohibited. 

Reaortinq 

e Foreign currency risk and hedge information will be periodically reported by corporate 
Treasury to senior management. Business units will report currency risk to  Corporate 
Treasury, as requested. 
Business units will report forecasted Balance Sheet, Income Statement and Cash Flow 
items by currency to Corporate Treasury, as requested. 
Corporate Treasury will report hedge determination and results to the business units, as 
needed. 

New Proiects 

Any business unit that creates foreign currency risk due to a project, expansion, 
acquisition, or divestiture must develop a foreign currency risk assessment in coordination 
with Corporate Treasury. I f  applicable, this assessment must be included in the project's 
approval recommendation. 
corporate Treasury will establish a project specific FX Rate Curve. Corporate Treasury will 
consider input from the business unit in this process. The business unit will use the FX Rate 
Curve during the approval process. 
Corporate Treasury will provide sovereign-adder guidance for hurdle rates. 
Corporate Treasury will be responsible for creating hedge strategies as well as acquiring or 
selling currency needed to complete all international investments. 

* 



Standards: The following section contains information that applies to all Corporate Treasury 

policies and guidelines 

Corporate Treasury: Corporate Treasury refers to and includes the functions of Cash Management, 
Corporate Finance, Portfolio Management, Long-Term Investments and Financial Planning and 
Analysis and is a centralized corporate center servicing and operating on behalf of Duke Energy and 
its consolidated or controlled subsidiaries and affiliates. All Corporate Departments and Business 
Units are expected to comply with the contents of this manual. Changes to policies must be 
approved in accordance with Duke Energy policy. Changes to guidelines will be made within 
functions and must be approved by the Corporate Treasurer. 
Delegation of Authority: Only authorized individuals may enter into Corporate Treasury activities. 
Such activity and limits are covered under the "Approval for Business Transactions" policy. 
Individuals and their corresponding functions and limits are listed in the Corporate Treasury 
"Delegation of Authority" ("DOA"). Exceptions may be granted with written approvals by individuals 
authorized to the required transaction levels consistent with the DOA. Both documents are managed 
within the Controller's group. No Duke Energy employee shall knowingly personally benefit from any 
Corporate Treasury transaction. All Carporate Treasury activity will confarm to the "Approval of 
Business Transactions" policy and the Corporate Treasury "Delegation of Authority." 
External Counterparts: External counterpart determination will be made within the Duke Energy 
Finance organization in coordination with Corporate Treasury and Corporate Risk Management. 
Credit risk guidelines will be the responsibility of Corporate Risk Management. 
Transactional Controls: Transactional control procedures will comply with documented control 
procedures. 
Accounting Standards: Accounting treatment for all transactions will be in accordance with GAAP 
and will be determined, if applicable, in coordination with the Corporate Accounting Research Graup 
in accordance with the "Accounting for Risk Management and Hedging Activities Policy" and 
"Accounting for Intercompany Transactions Policy", on the portal and managed within the 
Controller's group. 
Terms, Definitions and Approved Products and Instruments: Financial terms shall have meanings 
consistent with definitions found in k r r o n ' s  Dictionary of Finance and Investment Terms. A list of 
approved finance and hedging products and instruments is available from Corporate Treasury. Use 
of other products or instruments must be approved by the Treasurer and Chief Financial Officer. 

* 

* 

* 

Related Links: 

ApDroval of Business Transactions 

Delesation of Authority 

Accountinq for Derivative Instruments and Hedqinq Activities Palicy 

Financial Analvsis Manual 

Guarantv Documentation Guide 

Treasurv Policy and Guideline 
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Statement of Purpose and Philosophy 

The scope of this policy covers Intercompany Funding activities managed by Duke Energy's 

Corporate Treasury. The purpose of this document is to provide parameters around the activities 
that encompass cash consolidation. 

Corporate Treasury has the responsibility to ensure that in accordance with the "Corporate Cash 

Management Policy", cash assets are, i) properly safe-guarded, ii) managed to maximize value 

within approved investment parameters, iii) available to Corporate Treasury an a timely basis to 
fund general corporate needs, iv) not left idle and under utilized, and v) not unnecessarily exposed 

to the claims of lenders, other creditors, or unacceptable short-term cash investment risks. 

Corporate Treasury is also responsible and accountable for funding all expenditures that have been 

appropriately approved in accordance with the "Apw-oval of Business Transactions Policy". This 
funding will often require the movement of cash between business entities in the form of 

Intercompany Cash Advances, Intercompany Laans, Equity Distributions and/or Intercompany 

Equity Investments. 

Policy Expectations 

Cash Consolidation Expectations 

This policy applies to Duke Energy and its consolidated or  controlled subsidiaries and affiliates. 

Al l  corporate Departments and Business Units are expected to comply with this policy. 

This policy is not meant to cover intercompany accounts payable and receivable occurring from the 

purchase and sale of intercompany products or services, or accounting entries resulting from crass- 
billing for products and services paid on behalf of another Business Unit. These intercompany 

transactions are settled in cash on a periodic basis. 



This policy does not supplant compliance with any legal requirements related to corporate 
authorizations, corporate filings, registration statements, or other required regulatory actions. 

Depending on the entities involved, board resolutions and/or other approval processes may be 

necessary in order to comply with applicable governance and legal requirements. 

I n  cases of joint ventures or minority owned projects where Duke Energy is represented on the 

board or other management committee, the Duke Energy ownership percentage of the joint venture 
or project must be voted in accordance with the direction of the Delegation of Authority. 

All Intercompany Funding Transactions covered under these guidelines should be accounted for and 

periodically reviewed in accordance with the "Accountina for Intercompanv Transactions Policv". 

General Descriotion 

All cash no t  necessary for day-to-day operations of the business units will be distributed, except: 

* 

Approved cash reserves for near-term expenses and changes in working capital. 
Approved cash reserves to fund near-term capital expenditures (in general less than 3 
months). 
Restricted reserve account balances (e.g., project finance reserve accounts). 
Cash reserves to meet Rating Agency requirements. 
Cash reserves to meet regulatory requirements. 

Consideration will be given to the associated tax, accounting, legal, and regulatory implications of 
any cash distribution or cash contribution. 

Accountability: Roles and Responsibilities 

Coroorate or Business Unit 

0 

All Corporate and 6tJSineSS Unit personnel of the Enterprise shall ensure compliance with 
these guidelines. 
All Intercompany Funding Transactions must be approved in accordance with the 
Delegation of Authority. 
Originator of the transaction must coordinate with Tax, Treasury, Accounting and Legal t o  
determine the nature of funding (dividend or return of capital, equity contribution, cash 
advance or Intercompany loan). 
Each Business Unit Controller, or his or her designee, will be responsible for tracking, 
servicing and accounting for their respective Intercompany Funding Transactions. 
Notice of all Intercompany Funding Transactions, along with copies of any supporting 
documentation, should be provided upon closing to the associated Business Unit Controller's 
group and accounted for as appropriate for the type of transaction. 
All Intercompany Funding Transactions should be accounted for and periodically reviewed in 
accordance with the "Accounting for Intercompany Transactions Policy". 

Coroorate Cash Manaqement and other Treasurv GrouDs 

Corporate Cash Management will ensure the wire requests comply with the "Wire Transfer 
poiicv". 
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Corporate Cash Management will, at its discretion determine the appropriate Funding Node 
for each Business Unit, and with regard to regular and routine transactions, will keep a 
chart of designated Funding Paths. 
The Vice President and Treasurer or his designee jointly with Tax, Legal and Business Unit, 
will determine the nature of funding (dividend or return of capital, cash advance, equity 
contribution or Intercompany loan). 
Corporate Treasury will coordinate with BU or Corporate Departments requiring approvals 
by 'Treasurer or CFO. 
Corporate Treasury will provide appropriate financial terms and conditions for all 
Intercompany Loans based upon consultation with the Business Unit Controllers and giving 
consideration to relevant legal, regulatory, tax and other business reasons. 
Corporate Treasury will monitor all intercompany loans funded. 
Corporate Cash Management has unlimited authorization to transact any Domestic 
Intercompany Cash Advance as needed. International Cash Advances require the additional 
approval of Tax. All Intercompany Cash Advances initiated by other Corporate Departments 
or Business Units must be approved by Corporate Cash Management. 

* 

The Senior Vice President of Tax or his designee, jointly with Treasury, Legal and Business 
Unit, will determine the nature of funding (dividend or return of capital, cash advance, 
equity contribution or Intercompany loan). 
Corporate Cash Management has unlimited authorization to transact any Domestic 
Intercompany Cash Advance as needed. International Cash Advances require the additional 
approval of Tax. All Intercompany Cash Advances initiated by other Corporate Departments 
or Business Units must be approved by Corporate Cash Management. 

Corporate Legal will provide standard loan templates for all Intercompany Loans. The use of 
documents other than the standard templates must be approved by Corporate Legal and 
Corporate Cash Management. 
Legal will ensure proper approvals and resolutions are executed for equity contribution or 
distributions or intercompany loans. 

Requirements 

The approvals per these guidelines are in addition to any legal requirements related to corporate 
authorizations, corporate filings, registration statements, or other required regulatory actions. 

All project funding plans for new projects approved in accordance with other corporate policies a t  

levels commensurate with the Delegation of Authority policy are deemed to have been authorized as 
part of the project approval. 

IntercomDanv Cash Advances 

0 All Intercompany Cash Advance transactions will be evidenced in the respective Business 
Unit's daily bank account report, and should be accounted for by the net lender and net 
borrower in their respective Intercompany Advance accounts. 
Corporate Cash Management has unlimited authorization to  transact any Domestic 
Intercompany Cash Advance as needed. International Cash Advances require the additional 
approval of Tax and should be approved in accordance with the "Approval of Business 
Transactions Policy". All Intercompany Cash Advances initiated by other Corporate 
Departments or Business Units must be approved by Corporate Cash Management. 

0 
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- IntercomDanv Loans 

All intercampany loans must be approved by Corporate Treasury and Corporate Tax in accordance 

with the Delegation of Authority. 

Where required for legal, regulatory, tax or other business reasons, certain Intercompany 
Funding Transactions will be funded using a formal Intercompany Loan. 
The standard templates must be used. Any changes should be approved by Corporate Legal 
and Corporate Treasury. For international or cross-border Intercompany Loans, special 
consideration should be given to the accounting designation o f  such loans and any 
associated foreign currency impacts. Any foreign currency hedging will be in accordance 
with the Financing Activity & Financial Risk Management Policy. 
Notice of all Intercompany Loans, and copies of any supporting documentation, should be 
provided upon closing to the associated Business Unit Controller's group. Interest expense 
and accruals for Intercompany Loans should be accaunted for by the respective Controller's 
group. 
Scheduled interest and principal payments of an Intercompany Loan approved in 
accordance with this policy are deemed to have been approved concurrent with the loan 
approval. 
Draw downs and repayments of principal and interest under an Intercompany "revolving' 
loan agreement that was approved in accordance with this policy are deemed to have been 
approved as part of the approved loan agreement. 
A "Money Pool Agreement" is a specific kind of intercompany revolving loan. 
Transactions within the loans established under this policy are considered previously 
approved. 

Intercomoanv Eauitv Investments or Distributions 

All Intercompany Equity Investments or distributions must be approved by Corporate 
Treasury and Corporate Tax in accordance with the Delegation of Authority. This approval is 
in addition to any legal requirements related to corporate authorizations, corporate filings, 
registration statements, or other required regulatory actions. 
Business Unit Cantrollers must be informed of any equity distributions from their Business 
Unit( s) . 
Each Business Unit Controller, or his or her designee, will be responsible for tracking, 
monitoring, servicing and accounting for Intercompany Equity Investments and Equity 
Distributions at entities within their management control; including any up stream roll-up 
and reconciliation. 

Conflict Resolution 

I n  the unlikely event that consensus cannot be gained among the relevant internal 
constituencies (;"e., Legal, Tax, Regulatory, Treasury, Business Unit), the Corporate CFO 
will have final authority in resolving any conflicts with regard to the appropriate type of 
Intercompany Funding Transactions to use in certain situations. 

Standards: The following section contains information that applies to all Corporate 

Treasury policies and guidelines 

Corporate Treasury: Corporate Treasury is a centralized corporate center servicing and 
operating on behalf of Duke Energy and its consolidated or  controlled subsidiaries and 
affiliates. All Corporate Departments and Business [Jnits are expected to comply with the 
contents of this manual. Changes to policies must be approved in accordance with Duke 
Energy policy. Changes to guidelines will be made within functions and must be approved 
by the Corporate Treasurer. 



* Delegation of Authority: Only authorized individuals may enter into Corporate Treasury 
activities. Such activity and limits are covered under the "Approval for Business 
Transactions" policy. Individuals and their corresponding functions and limits are listed in 
the Delegation of Authority ("DOA"). Exceptions may be granted with written approvals by 
individuals authorized to the required transaction levels consistent with the DOA. Both 
documents are managed within the Controller's group. No Duke Energy employee shall 
knowingly personally benefit from any Corporate Treasury transaction. All Corporate 
Treasury activity will conform to the "Approval of Business Transactions" policy and the 
Delegation of Authority. 
External Counterparts: External counterpart determination will be made within the Duke 
Energy Finance organization in coordination with Corporate Treasury and Global Risk 
Management. Credit risk guidelines will be the responsibility of Global Risk Management. 
Transactional Controls: Transactional control procedures will comply with documented 
control procedures. 
Accounting Standards: Accounting treatment for all transactions will be in accordance with 
GAAP and will be determined, if applicable, in coordination with the Corporate Accounting 
Research Group in accordance with the "Accounting for Risk Management and Hedging 
Activities Policy" and "Accounting for Intercompany Transactions", on the portal and 
managed within the Controller's group. 
Terms, Definitions and Approved Products and Instruments: Financial terms shall have 
meanings Consistent with definitions found in Barron's Dictionarv of Finance and Investment 
Terms. A list of approved finance and hedging products and instruments is available from 
corporate Treasury. Use of other products or instruments must be approved by the 
Treasurer and Chief Financial Officer. 

0 

Key Terms 

Corporate Treasurer: the Treasurer for Duke Energy Corporation 

Equity Distributions: cash distributions such as dividends, return of capital, capital reductions, 

etc., by an entity to its parent companies, or shareholders - excludes repayment of loan principal, 
or repayment of cash advances 

Funding Node: designated Business Unit(s) used by Corporate Treasury to consolidate cash 
resources and provide cash resources to other Business Units as needed for appropriately 

authorized and approved business transactions 

Funding Path: path designated by Corporate Cash Management between a Funding Node and a 

Business Unit for funding routine Intercompany Cash Advances 

Intercompany Cash Advances: a non-interest bearing cash loan, as evidenced only in the daily 

bank reports of two Business Units, and accounted for on a net basis in the general ledgers of the 

Business Units 

Intercompany Equity Investments: includes any kind of equity like investment suc.h as equity 

infusions/contributions, paid in capital, additional paid in capital, share capital, and common and 

preferred stockjshare purchases 

Intercompany Funding Transaction: an intercompany transaction where cash is sent from one 

Business Unit to another in order to 1) provide funds for appropriately approved and authorized 
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cash expenditures or 2) consolidate cash a t  a particular designated Funding Node a t  the discretion 

of  Corporate Cash Management 

Intercompany Loans: a formal, documented cash loan between two Business Unit's 



Cwe No. 2003-00202 
STAFF-DK-0 1-008 

I’age 322 of 3.1‘) 

Duke 
0 E n e r g ~ .  

Duke Energy Policy Statement 

Property and Liability Insurance 

Applicability: Enterprise 

Originator: 

Approval: VP & Treasurer 

Approval Date: January 1,2009 

Global Risk Management & Insurance 

Effective Date: January I, 2009 

Statement of Purpose and Philosophy 

Duke Energy Corporation has a responsibility to its customers, employees, investors and the 
communities that it serves to protect its employees, customers, assets and income streams from 
losses. Recognizing that the Corporation is exposed to various property and liability risks which 
either may or may not be insured, in whole or in part, it is corporate policy with respect to 
management of such risks to: 

0 evaluate risk primarily from the standpoint of the entire Corporation rather than a single 
business unit; 

0 eliminate or modify conditions and practices, whenever practical, which may cause loss; 
0 assume risk whenever the amount of potential loss would not significantly affect the 

Corporation’s financial position; 
0 insure risks whenever the amount of potential loss would be significant; and 
0 purchase insurance from whatever source (agent, broker or insurance company) is deemed 

ta be in the best interests of the Corporation. 

Property and Liability Insurance - It is the policy of Duke Energy Corporation to minimize the 
financial impacts of property/casualty (liability) exposures to loss via an appropriate mix of risk 
retention, self insurance, and risk transfer (insurance protection). Risk is retained to the extent 
warranted by the Corporation’s financial resources and/or the cost efficient financing of losses. 
This is reflected in the retention levels assumed by the Corporation and the terms of, or types of, 
insurance coverages purchased by the Corporation. Insurance is purchased from third-parties to 
protect against potential catastrophic losses and for circumstances wherein risk-retention is 
inappropriate or impractical. 

Global Risk Management & Insurance Page 1 
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Property and Liability Insurance 

Policy Expectations 

This policy applies to Corporation operations and assets worldwide, including those subsidiaries 
operated by Duke Energy and/or majority owned. Global Risk Management & Insurance provides 
for the protection from: 

loss of, or damage to, physical properties owned, controlled, or for which the Corporation 
has assumed responsibility; 
liabilities of the Corporation resulting from claims of third-parties relating to legal or 
contractual liabilities; 
liabilities of the Corporation to employees for workers’ compensation; 
liabilities of the Corporation to the general public; 

0 liabilities of directors, officers, and fiduciaries for claims based on performance in such 
capacities 

This Policy outlines the responsibilities of the business units and Global Risk Management & 
I n surance. 

Accountability: 

Global Risk Management & Insurance (GRMI) department senior management is accountable for: 

0 Determining exposure of the Corporation and each business unit (based on property values, 
revenue, payroll, etc.) 
Determining which risks and how much should be retained 

0 Determining the amount of excess coverage to be acquired 
0 Acquiring the excess coverage 
0 Managing retained risk though captive operations 

Managing claims settlement 

GRMl management has the responsibility to direct the placement of all insurance coverages with 
an objective to arrange and maintain the most appropriate methods possible to manage the 
exposures of financial loss due to accidental damage to corporate assets and legal liability from 
third party injuries and damage to third party property. 

Business unit management is accountable for informing GRMI of the operational, contractual, 
environmental, and financial risk exposures that it has and provide GRMl personnel with data in 
quantifying the risks. Each business unit will work with GRMl to ensure: 

0 Compliance with all applicable laws and regulations regarding insurance 
0 Timely notifications of losses 

Global Risk Management & Insurance Page 2 
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Take all prudent steps to mitigate losses when they occur 
0 Identify and develop a recovery strategy losses 

GRMl is responsible for the placement of all insurance policies (except employee medical, life 
insurance and long-term disabilities) in accordance with the Approval of Business Transactions 
Policy and the Purchasing Controls Policy. 

Global Risk Management & Insurance Page 3 



Duke Energy Policy Statement 

Surety Bonds 

_- 
Applicability: 
Originator: 
Approval : 
Effective Date: 
Revision Date: 
Reissue Date: 

- - _ I  ~ . - - - 

- -- I - - _ ^ _ _ _  ~ - - _ _ I  - 
Applies to Enterprise 
Global Risk Management & Insurance 
Vice President and Treasurer 

09/26/2000 
0 1/0 1/2009 
06/01/2007 

- - I ---I__ - I I_ - 

. . . .. . .. ... -. -.- .. . -. . .. - - . - . ... . . . . _. . . . . . . - . .. . . . . . . .. . . . . . .... .. . .. - . . .. .. _- . - . .. . . . . .- .. . -. .. . . 

Statement of Puruose and Philosouhy 

This Surety Bond policy (hereinafter, this "Policy") addresses the approval, issuance and management of all 

surety bonds to  be issued for the account of Duke Energy Corporation (hereinafter, "DEC") or any of their 

direct or indirect subsidiaries and affiliates. This Poiicy is designed to support Duke Energy's business 

values, in particular the value of financial statement integrity and sound internal controls. 
This policy does not address the approval, issuance, entering into or management of liabilities associated 

with guarantees, letters of credit or analogous credit enhancement instruments or indemnities, warranties or 

comfort letters. The execution of General Agreements of Indemnity with Surety Companies financially 

obligating DEC, that allows the issuance of surety bonds on DEC's behalf, are handled like guarantees and 

not addressed by this policy. 

Policv Exuectations 

'The issuance and administration of outgoing Surety Bonds is managed by Global Risk Management & 

Insurance. The majority of Surety Bonds are required to secure contractual obligations such as performance 

and bid bonds requirements. Other bonds are required by law or regulation of government agencies. 

Requests for the issuance of surety bonds to a single entity should be for the total anticipated obligation. 

FASB Interpretation No. 45 (hereinafter, "FIN 45") requires DEC to  recognize and disclose a liability for the 

fair value of obligations it assumes under certain credit enhancement instruments, such as Indemnities. This 
Policy does not address recognition or disclosure of obligations that are within the scope of FIN 45. Any 

questions regarding the application of FIN 45 to the underlying indemnity obligations upon the issuance of 

surety bonds covered by this Policy should be addressed to the Corporate Controller's Department - General 

Manager, Accounting Research. All Business Units and Corporate Units must comply with this Policy. Any 

exceptions to this Policy must be requested per the provisions of the Approval Requirements section of this 

Policy. 

Standards/Reauirements 

Approval Requirements 
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0 Al l  applications and requests for the issuance of surety bonds require review and approval in 
accordance with this Policy and the Approval of Business Transactions Policy. 
The General Manager, Global Risk Management & Insurance is authorized to and approves the 
issuance of surety bonds in accordance with the Approval of Business Transactions Policy ("ABT"). 
The General Manager, Global Risk Management & Insurance may delegate in writing such authority 
for bonds not exceeding $25 million pursuant to a properly executed Delegation of Authority Form, 
if not covered by the ABT. 
The General Manager, Global Risk Management & Insurance must approve any increases in the 
aggregate bond program term amount with any Surety Company for which DEC has a General 
Agreement of Indemnity. 
Contracts requiring the issuance of  a surety bond must be executed by a person(s) so authorized by 
the Delegation of Authority Policy and in accordance with the Approval of Business Transactions 
Po I i cy. 
Business Unit management will contact Global Risk Management & Insurance to review and 
evaluate surety bond requirements . 
The General Manager, Global Risk Management & Insurance is authorized to approve applications to 
insurance brokers for the issuance of surety bonds. The General Manager, Global Risk Management 
& Insurance may delegate in writing the authority to approve such applications. 
Exceptions to this Policy may be approved in some instances. Any exception to  this Policy must be 
requested by the Head of the corresponding Business Unit or Corporate Function and approved by 
the Corporate Treasurer. Exceptions to policy requests must be submitted to Global Risk 
Management & Insurance, as appropriate, in the Request for Exception to Policy Form. Global Risk 
Management & Insurance will pursue the approval of the Corporate Treasurer, if deemed advisable, 
and further retain all necessary documentation of all such exceptions to policy so approved. I n  turn, 
the Business Unit or Corporate Unit whose request for an exception to policy has been duly 
approved must document such an approval in its Delegation of Authority form in accordance with 
the Delegation of Authority Policy. 

0 

Surety bonds must be requested through Global Risk Management & Insurance. Requests are 
submitted using the surety bond forms and procedures available via links on this Policy site, 
through Duke Energy's electronic forms repository or on the Portal site maintained by Global Risk 
Management & Insurance. 

Accountability: Roles and Resoonsibilities 

Business Unit/CorDorate Units 

I f  there are proposed changes in standard terms and conditions for the surety bonds, submit drafts 
to Legal and Global Risk Management & Insurance for review and recommendation for approval, 
prior to the submission of any DEC bond application or  request for approval and issuance. 
Obtain Business Unit and Carporate Unit approval per the Delegation of Authority Policy and the 
Approval of Business Transactions Policy, if required, before requesting the final issuance of surety 
bonds from Global Risk Management & Insurance. 
Request surety bond using the surety bond forms and procedures available via links on this Policy 
site, through Duke Energy's electronic forms repository or on the Portal site maintained by Global 
Risk Management & Insurance. 
Provide Global Risk Management & Insurance with the internal accounting information needed to 
process the annual bond premium. 
Evaluate the continued need for all outstanding bond obligations and strive to eliminate bonds when 
no longer required. Inform Global Risk Management & Insurance to request cancellation of bonds as 
projects are completed or when the bond obligation is no longer required and when bonds should 
not be renewed by submitting a Bond Release Request Form available via links on this Policy site, 
through Duke Energy's electronic forms repository or on the Portal site maintained by Global Risk 
Management & Insurance. 



Partiallv Owned Affiliates (Joint Ventures, Partnershim, etc.1 

DEC's representative on an affiliate governing board or management committee must ensure the 
affiliate in question does not obligate or bind DEC to cause the issuance of a surety bond prior to 
approval at the appropriate levels within DEC pursuant to  this Policy and the Approval of Business 
Transactions Policy. 
The required approval level will be determined by the amount and term requested in accordance 
with the Approval of Business Transactions Policy and this Policy. 
DEC's representative must obtain approval from the General Manager, Global Risk Management & 
Insurance for affiliate or joint venture requests or applications for surety bonds to be issued under a 
DEC General Agreement of Indemnity. 
Surety bond application requests must be submitted to  Global Risk Management & Insurance for 
review and approval in accordance with this Policy. The General Manager, Global Risk Management 
& Insurance is authorized to approve request applications to insurance brokers for the issuance of 
surety bonds. The General Manager, Global Risk Management & Insurance may delegate in writing 
the authority to approve such surety bond request applications. 

Global Risk Manacrement & Insurance 

Approve and assign insurance brokers for issuance of surety bonds. 
Manage the issuance of surety bonds consistent and in accordance with this Policy. Review all 
applications or requests for unusual or special surety bonds and address any issues with the 
Business Units. After verifying appropriate approvals, manage the execution, issuance, delivery and 
reporting of all surety bonds. 
Maintain records and reports on all outstanding surety bonds. 
Annually renew all existing bonds and invoice the business units for bonds they request unless a 
Bond Release Request Form is received requesting cancellation prior to renewal. 
Coordinate the cancellation of bonds no longer needed as documented by the Bond Release Request 
Form. 
Prior to approving a surety bond request from a Crescent Resources, LLC subsidiary under DEC 
Credit Support in accordance with the Formation and Sale Agreement dated September 7, 2006, 
verify that the surety bond is for a project of a subsidiary qualifying as an "existing project" per the 
Formation and Sale Agreement and would not exceed DEC's outstanding credit support obligations 
as delineated in Section 6.8 of the noted Formation and Sale Agreement. 
Review the DEC total outstanding credit support ohligations as delineated in Section 6.8 of the 
Formation and Sale Agreement for qualifying Crescent Resources, LLC subsidiary projects to ensure 
it does not exceed DEC's outstanding credit support obligations as delineated in Section 6.8 of the 
noted Formation and Sale Agreement at least quarterly. 

CorDorate  Lecral 

Review and approve any DEC contract or  agreement that requires DEC issuance of a surety bond. 
Provide the Corporate Seal on surety bonds as needed for final distribution to obligees. 
Review and approve all General Agreements of Indemnity with Surety Companies. 

Related Links: 
ADproval of Business Transactions Policy 

Deleqation of Authority Policy 

Reauest for Exceotion to Policy Form 

Surety Bond Procedures and Reference 
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Wire Transfer Policy 
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Applicability: Applies to Enterprise 
Originator: Corporate Treasurer 
Approval : Corporate Treasurer 

Effective Date: 
Revision Date: 
Reissue Date: 

08/3 1/2000 
01/01/2008 
0 1./0 1/2008 

Statement of PurDose and Philosouhy 

The intent of this Policy is to adequately safeguard cash while processing wire and Automated Clearing 

House (ACH) transfers for authorized amounts. The owner of this policy is Corporate Cash Management 

(CCM) within Treasury. 

Role of Coroorate Cash Manacrement 

Maintain internal department procedures to address the following: 
o Segregation of duties. 
o Security of data. 
o Verification of approvals for manual wires and ACHs. 

Except for transactions processed first through Accounts Payable (see Accounts Payable 
Exception to  the Wire Transfer Policy section below), CCM will verify that both approvers of 
a wire/ACH have Delegation of Authority (DOA) approval limits and a t  least one of the 
approvers has sufficient DOA approval limits to  authorize the dollar amount associated with 
the transaction. 

An email with attached payment instructions sent directly from an authorized individual is 
considered a valid approval. Since two approvers are required, the first and second 
approver's emails must be received separately by CCM. The second approver cannot simply 
forward the first approver's email due to  editing capabilities within the email system. 

Attached is a link to the DOA portal page where the DOA Policy and Inquiry Tool can be 
found here. 

o 

o 
o 

o 

Dual control over the input and verification/release of wires and ACHs in the treasury or 
banking systems. 
Balancing and transaction verification of Treasury generated payments on a daily basis. 
Generation of properly authorized Treasury automated wires (e.g., funding wires, 
investment wires, etc.) through CCM's treasury system. 
Review and approval of International wire transfer procedures as submitted by the 
international business units. 

Business/CorQorate Units 
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Domestic 
o 
o 

Units must process all manual wire transfers and ACHs through CCM. 
Units are responsible for ensuring employees have the appropriate DOA to process manual 
wires and/or ACH's. Any exceptions to authorization levels based upon unique needs of the 
group such as the approval of Payroll, Tax, or Treasury transactions should be captured via 
the DOA exception form process. 
Except for Accounts Payable transactions (see Accounts Payable Exception to  the Wire 
Transfer Policy section below), all manual wire transfer requests and ACHs require 
approvals from two (2) DOA authorized individuals. One of these approvers must have a 
sufficient DOA level to authorize the transaction. Approval levels are documented within 
the Delegation of Authority On-Line Inquiry system. CCM will validate approvals per the 
Delegation of Authority On-Line Inquiry prior to payment. 
Units must provide a properly authorized Wire Transfer o r  ACH Payment Requisition form 
(in accordance with the format and timing established by CCM) for manual wires and ACHs 
prior to the transfer of funds. 

With the issuance of any revisions to this policy, international offices must present their 
local in-country wire transfer procedures to CCM for review and approval. These 
procedures should include such basic internal controls as validation against the Delegation 
of Authority and dual control through the bank or banking system for the execution of wire 
transfers. 

Wire transfer or ACH requests processed first through the Accounts Payable Department 
(A/P) can be processed either manually or via the electronic payment files created by the 
Accounts Payable system. For both forms of wire/ACH payment requests, A/P will evidence 
their validation of the approver's DOA limits in a mutually agreed-upon (i.e. between CCM 
and A/P) format. Therefore, CCM needs only to confirm the wire is being submitted by the 
A/P department on behalf of a business unit or department within the company. 

o 

o 

International 
o 

Accounts Payable Excestion to the Wire Transfer Policy 
o 

Related Links: 
Assroval of Business Transactions 

Deleqation of Authority 

Wire Transfer Reauisition Form 

ACH Payment Request Form 
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Cash Management Guidelines: 
S hort-Term Investment Guidelines 

Guideline Objectives 

Cash is a critical asset of Duke Energy Corporation (“DEC”). DEC’s policy states that all cash 
assets of DEC and all of its consolidated or controlled subsidiaries and affiliates be properly 
safeguarded and then managed to maximize value while assuring appropriate amounts of cash 
are available for operations. Safety and liquidity, including the objective of minimizing foreign 
exchange and sovereign risk, outweigh return considerations. 

Authorization: 
Authorized short-term investors for DEC and its respective subsidiaries and affiliates, 
include the following corporate officers: Chief Financial Officer, Treasurer and Assistant 
Treasurer or Authorized Agents as designated by one of the aforementioned corporate 
officers. 

0 DEC’s Corporate Cash Management group is responsible for investing or directing the 
investment of all cash assets. 

Guidelines Exceptions: 
0 Temporary exceptions to the guidelines must be coordinated through Corporate Cash 

Management and can be made with approval of any two of the following corporate 
off ice rs : 

o Chief Financial Officer 
o Treasurer 
o Assistant Treasurer(s) 

Domestic Cash Investments 

The primary objective of domestic cash investments is to meet the daily funding needs of DEC 
and its respective subsidiaries and affiliates. 

Acceptable securities, dollar limitations, maturity guidelines and custody requirements are 
identified in Supplement A. 

Cash investments Outside of the US 

The primary objective of international cash investments is to meet the daily funding needs of 
DEC and its respective subsidiaries and affiliates with the additional objective of minimizing 
foreign exchange and sovereign risk. 

This section applies to cash investments for DEC consolidated companies that are domiciled 
outside the United States and includes all of DEC’s majority owned subsidiaries and including 
entities in which DEC owns more than 50% of the stock or is the managing partner. Whenever 

1 
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Short-Term Rating 
Long -Te rm Rating 

possible and practical, Available Cash (as defined below) will be converted into US dollars and 
invested outside of the local country. 
International Cash includes the following: 

1 I Working Capital Cash is defined as quarterly (current assets - current liabilities) + 
(historical uncollectibles). 

2. Capital Expenditures Cash is defined as cash requirements over the next three months 
for projects that have been approved according to the Approval of Business Transactions 
Policy and the Delegation of Authority. 

3. Dividend Cash is defined as cash to be held for the payment of one period of dividends 
during the upcoming dividend period. 

4. Inconvertible Cash is defined as cash that cannot be legally removed from the country.. 
5. Restricted Cash is defined as cash required to be held as part of debt covenants or other 

contractual obligations. 
6. Available Cash is defined as all other cash not defined above. 

Moody’s S&P 
P I ,  VMlGl AI ,  SP1 

A2 A 

Acceptable securities, dollar limitations, maturity guidelines and custody requirements are 
identified in Supplements A and B. 

Supplement A: Domestic Short-Term Investments Including USD Investments Outside of 
the US 

Acceptable Investments (including both Dhvsical and book entw): 

1 I Direct Obligations of the US government or any of its agencies. 
2. Obligations guaranteed by the US government or any of its agencies. 
3. Repurchase Agreements 

a. Must be at least 102% collateralized by securities of the US government, one of its 
agencies, or other securities eligible for purchase under these guidelines. 

b. Must be purchased from a financial institution whose money market securities 
qualify for purchase by Duke Energy Corp. 

a. Variable Rate Demand Obligations (VRDO’s, VRDN’s) which have minimum 
underlying ratings from one of the following agencies and Commercial Paper 
which has minimum underlying ratings from both of the following agencies: 

4. Money Market Securities (taxable and federal tax exempt) 

b. Time Deposits, Certificates of Deposit, and other widely used Bank Investment 
Products. 

c. Money Market Funds - Must be rated Aaa by Moody’s or AAA by S&P and seek to 
maintain a $1 per share net asset value. Assets should be reviewed on a monthly 
basis, or more often as market conditions suggest. 

2 
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Investments in securities with ratings less than those above are prohibited unless an exception 
has been granted through the approval process as noted in the Authorization section above. 
Consideration should be given to maintaining a mix of various investment types. 

Dollar Limitations 

1. Total investment exposure, including accrued interest, to any single domestic issuer 
should be according to the table below. 

Maximum Maximum Maximum 
'Total S-T Investment per Issuer per L/C Bank per Dealer 
$1 00 million or less $30 million $100 million 40% of portfolio 
Greater than $100 million $50 million $100 million 40% of portfolio 

Investment Twe  

Commercial Paper 
VRDNs 

Maximum Percentaqe / $ Amount Invested 

25% or $100MM, whichever is lower 
25% or $1 OOMM, whichever is lower 

Money Market Funds 100% 
US Gov't or its Agencies 
Rep0 100% 

100% 

2. Investment exposure to any single money market fund (domestic or international) may be 
up to, but cannot exceed $100 million or 10% of the fund (whichever is less) at any time. 

3. No investment limit applies to the U.S. Government or any of its Agencies. 

Maturitv Guidelines 

1. Other than U.S.  Government or U.S. Agency debt, contracted maturities cannot exceed 
60 days. 

2. The maturity of the U.S. Government or its Agency debt cannot exceed 180 days. 
3. A maturity, by definition, shall include puts, announced calls or auctions, allowing for the 

redemption of the investment at a quantifiable price consistent with safety and 
preservation of capital. 

Custodv 

1" Leave securities in custodial accounts or funds on deposit with financial institutions 
whose money market securities qualify for purchase. 

2. Require delivery, including book entry delivery to the Depository Trust Corporation, of 
securities or collateral to a third party custodial account, or 

3. Send funds to money market funds for credit to a Duke account. 

Supplement B: Short-Term Non-US Dollar Investments Outside of the US 

3 
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Acceptable Investments (including both physical and book entry): 

1. Direct Obligations of the relevant local government, the U.S. Government or any of their 
agencies. 

2. Obligations guaranteed by the relevant local government, the U.S. Government or any of 
their agencies. 

3. Money Market Securities (local currency ratings) 
a. Commercial paper with ratings of AI /PI  or higher. 
b. Time Deposits, Certificates of Deposit and other widely used bank investment 

products with banks rates A+ or higher. 
c. Money market Funds - Must be rated AAA. Local money market funds below 

AAA can be considered, but must be approved by Corporate Cash Management 
through the approval process previously defined. 

4. Synthetic US dollar investments with banks rated A+ or higher. 

I f  no Acceptable Investments are available in the relevant country and there is cash that must be 
invested locally, then such cash should be invested in the safest instrument available for the 
shortest appropriate time as agreed between local in-country Duke Management and Corporate 
Cash Management with an exception granted through the approval process as prescribed 
herein. If no agreement can be reached, the Corporate Treasurer will have authority to resolve 
any conflicts. 

International Currencv Limitations 

1. At a minimum, Available Cash must be reviewed monthly. Available Cash will then be 
converted into US dollars and held outside of the local country. Such cash must then be 
managed according to the Domestic Cash Policy and Guidelines. 

2. Declared dividends that will ultimately be held in USD should be converted into USD after 
declaration, if a currency market exists to execute the conversion. The accounting 
treatment of such conversion can be considered in the timing of the execution. The 
execution of the currency transaction must be channeled through Corporate Treasury. 

3. Investment exposure to any single issuer will not exceed US $25 million (or the 
equivalent) at any one time. 

4. Investment exposure to any single money market fund will not exceed $25 million (or the 
equivalent) or 10% of the fund (whichever is less) at any time. 

5. No investment limit applies to the U.S. Government or any of its Agencies. 
6. Counterparty exposure limits for all local foreign cash investments are as follows: 

Cateqory 

Eligible Relationship Bank 
Eligible Non-Relationship Bank 
Non-Eligible Bank 

Maximum Exposure 
[US Dollar Equivalent) 

$25 Million 
$1 5 Million 
$ 5 Million 

An Eligible Bank is defined as one that has a local currency rating of A+ (or equivalent) or 
higher. 

4 
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A Relationship Bank is defined as a bank that participates in one of the credit facilities 
within the Duke Energy family of businesses. 

For exposures greater than those listed herein, exceptions must be granted through the 
approval process described defined. 

Maturity GuidelinG 

1 Other than U.S. Government or U.S. Agency debt, maturities cannot exceed 60 days. 
2 The maturity of the U.S. Government or its Agency debt cannot exceed 180 days. 
3 A maturity, by definition, shall include puts, announced calls or auctions, allowing for the 

redemption of the investment at a quantifiable price consistent with safety and 
preservation of capital. 

Custody 

The company may leave securities in custodial accounts or funds on deposit with financial 
institutions whose money market securities qualify for purchase. 
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Financial Analysis Manual 

This manual is a guideline to conducting Financial Analysis and is not 
Corporate Policy. 

Contents 
Section 1 : Financial Analysis Methodology, Best Practices and Calculation Requirements 

Section 2: Project Approval Process 

Section 3: Project Report Guidelines 

Section 4: Glossary of Terms 

1 
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Financial Analysis Manual 

Introduction 

Duke Energy is in business to earn an attractive return on the investment made by our shareholders. If we cannot 
meet this requirement, we cannot succeed in all the other objectives of Duke Energy Corporation. The economic 
well-being of an organization is not only the result of top management's efforts. Profitability is the aggregate result 
of many small and large decisions made at every level of management within the entire organization. It is therefore 
of vital importance that each one of us be fully aware of the economic consequences our decisions can have and of 
the responsibility we have to make prudent decisions. 'This awareness can be better developed by careful study of 
the alternative courses of action available to solve a particular problem. A complete and detailed economic 
analysis of expenditures of any significance should be prepared before taking action. 

In any industry the stipply of funds available for expenditures is limited. One of management's tasks, therefore, is 
the allocation of funds towards competing alternatives that can provide an attractive or competitive return for our 
investors. An economic analysis provides managers with a yardstick to decide upon the relative economic merits of 
two or more competing alternatives. 

Economic analysis must be used in conjunction with experience, management ability, and good judgment. There 
are many times when a sound, quantitative analysis should be modified because of non-quantifiable factors such 
as employee safety, customer response, etc. This tool of analysis is simply an additional, but important, source of 
input for making the right decisions. 

What is Economic and Financial Analysis? 
Economic Analysis is simply the study of the desirability of making an investment. Economic analysis is the 
process of gathering information on investment opportunities, evaluating each opportunity, and comparing the 
alternatives to select those which will maximize the value of the corporation, and therefore shareholder value. 
Financial Analysis is the evaluation of economic opportunities through the creation and analysis of financial models. 
The process of modeling is important as it allows the discovery, identification, and quantification of the risks and 
rewards in a transaction. The goal is to capture the complexity of a transaction in the simplest way. This manual 
should be used as a guideline which outlines expectations for a standard financial analysis. Variations on the 
methodologies included in the manual are allowed to better reflect the details and scope of a specific transaction or 
proposal under consideration, review and approval. 

Purpose of the Manual 
The purpose of this manual is to share the standardized approach for analyzing acquisition, growth and 
development, divestiture transactions and other business proposals at Duke Energy. The first section (Financial 
Analysis Mefhodology, Best Practices and Calculation Requirements) describes effective model structure including 
suggestions to help optimize financial modeling, lists contacts within the company for information, and describes 
preferred approaches The second section (Project Approval) outlines the information needed to present a project 
to the Transaction Review Committee (TRC) including the whitepaper and required financial information. The next 
section (Project Report Guidelines) provides a guideline of what should be addressed in the whitepaper. The final 
section (Glossary of Terms) is a list of terminology one may use when analyzing a project at Duke Energy. 

2 
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Section I : Financial Analysis Methodologv, Best Practices, and Calculation 
Res u i rements 

Financial Modeling 

Financial models can vary in the amount of information and the presentation. A simple operating and maintenance 
project may only concentrate on alternatives that focus on analyzing expenses using NPV and payback such as 
deciding to buy or lease equipment, evaluating cost savings from software upgrades, etc. A major capital program 
or acquisition may have a financial model consisting of a complete set of financial statements (Income Statement, 
Cash Flow Statement, and Balance Sheet). As a 1J.S. based company, the projects should be modeled according 
to US GAAP with cash returning to the U.S. A business unit should use an appropriate model that is reflective of 
the transaction or program under review. 

Standard Models 
In analyzing a transaction, use standard models if available. Many Business Units have developed 
standardized models for looking at recurring transactions. These models have the advantages of being 
used and looked at by a variety of different people over time. Standard models help reduce errors common 
when only one person has worked on a model. These models have also developed other tools that check 
the reasonableness of the results and present the results in ways in which senior management in the 
Business Units are comfortable seeing the data. 

These standard models allow more time to be spent on analysis and the strategic implications of a 
proposed transaction rather than model creation and validation 

New Models 
If a standard model is not available, or is not appropriate for analyzing a specific transaction, a new model 
should be created 

Best Model Attributes 
The best models exhibit the following characteristics 

1. Simplicity - A model should move in small, measured steps from the gathering of assumptions to 
the final output in order to provide for effective review of the model's calculations. Deciding what 
information is material is an important assumption that affects what information the model 
generates for guiding decisions. 

A model should clearly identify assumptions and sources for the inputs. These inputs will improve 
throughout the modeling process as better information is provided and better sources are found. 
As the model is being built, the analyst should be continuously aware of the differences between 
solid assumptions and initial estimates. By the end of the analysis, the analyst should be able to 
attribute all the assumptions in the model to credible sources Make sure that the model can 
answer the questions that are being asked and make appropriate modification if necessary. 

Clarity - Strongly related to simplicity, a model should provide clarity for a complex project. 
Assumptions and changes in formulas should be clearly identified. Assumptions should be made 
once, and all uses of that assumption should come from one source. The analyst's approach to 
handling assumptions will have an impact on the outcome A model should provide insight as well 
as an answer. 

2 

A good model will incorporate not only the base case, bilt also other sensitivities. As the model is 
developed, keep in mind which assumptions have the largest impact on the end result ensuring 
that variations in these inputs are handled well by the model. Anticipating changes and asking 
questions early in the process that will allow the model to handle those sensitivities are indicative of 
best practice modeling. For example, timing delays can cause significant problems in basic 
models 

3 
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3. Focus - The model should keep the end result in mind. The process is important but everything 
should eventually build to answer the goals of the model. By focusing on the goal of the model and 
the processes needed to meet that goal, a lot of additional complexity can be eliminated from the 
model. 

Cash Flow Assumptions for Modelinq 
There are four cash flow components that need to be considered in building a financial model. 

1. Initial Cash Outflows 
The first important element in a discounted cash flow model is the initial investment to set 
up the project. The timing of these cash flows should match, as closely as possible, the 
timing of the actual cash outflows. 

The cash outflow should include actual cash, the value of any contributed assets, the value 
of any assumed deht, and the value of any guarantees, sureties, collateral or other 
commitments made to third parties. Any costs that have already been spent or committed 
should also be included. Sometimes management is interested in seeing the return on 
projects before and after all development costs have been included. 

2. Annual Cash Inflows and Outflows 
The yearly cash flows should be fiscal years rather than project or contract years. This 
method may result in stub periods in the first and last years. The projections should be in 
fiscal years to match with Business Unit planning and budgeting cycle. This method may 
require the use of XNPV and XlRR functions to properly match dates and cash flows. 

The annual cash flows should be huilt up from the operational characteristics of the project 
and should also include projections on collateral outflows, inflows, maintenance and 
material capital expenditures and appropriate inputs. Details should be included on how 
these assumptions were derived. Price assumptions should be split out separately. 

3. Working Capital 
Working Capital can be a significant item depending on the relative timing of receiving 
revenues and paying costs. If costs are paid before receiving revenues (building inventory, 
market design) and especially if modeled as a growing business, working capital 
requirements should he modeled explicitly. 

4. Terminal Value 
Assets should be modeled for their remaining useful life. Any terminal value for an asset 
should reflect the liquidation value or clean up costs for the asset at the end of the asset‘s 
useful life. Ongoing businesses should be modeled until they reach a steady state of 
operations. Any resale value assumptions at the end of the project should be realistic and 
explicit. 

4 
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There are a number of approaches that are internally consistent regarding the discounting of cash flows, evaluating 
international projects, and the incorporation of leverage. The Corporate Treasury, Tax, Risk Management and 
Insurance groups should be contacted early in the project to determine the proper method for a project. 

Key Contacts 
Corporate Treasury 

Corporate Finance 
Project & International Finance 
Cash Management 
Foreign Exchange 

Corporate Risk Management 
Insurance 
Tax 

International Tax 
Federal Tax 
State Tax 
Property Tax 
Corporate Tax Accounting 

Corporate Accounting 

Allen Carrick 
Charlie Wilson 
Donna Council 
Kitty McDonough 
George Brown 
George Brown 

Roy Burroughs 
Marcus Shore 
Cooper Monroe 
Gregg Scott 
John Panizza 
Bryan Buckler 

Key Financial Criteria 
While many criteria are used to evaluate a project, some of the key financial criteria used at Duke Energy 
include the following. 

NPV - Net Present Value (“NPV) is the sum of the investment expenditures and discounted cash flows 
generated by a particular project. The discount rate should always be specified in any presentation 
(e.g. NPV@10% when a 10% discount rate is used). 

IRR - The Internal Rate of Return (“IRR”) is the discount rate that makes the NPV of a project equal to 
zero. This rate is often compared to the Business Unit discount hurdle rate as an initial screen to 
see if a project generates sufficient value to proceed. 

Hurdle Rate .- The Hurdle Rate is the rate of return targeted to assure value is created from a given 
business activity. 

Payback - The number of years or months required to recover the initial investment from the forecasted 
cash flows. Payback is very useful when comparing projects with similar NPV or to determine 
projects with a significant terminal value in the analysis. 

To promote consistency of project evaluation, Duke Energy and its Business Units should use the following 
approaches in project analysis: 

1. Hurdle Rate Guidelines / Project Specific Rate Guidelines 
A discount rate is the measure of the overall cost of funds and is used to discount cash 
flows for project analysis. These rates are calculated by Corporate Treasury periodically 
for all business lines and corporate. The Hurdle Rate Guidelines include the weighted 
average cost of capital (WACC) plus a value adder. Corporate Treasury must determine 
the appropriate WACC rate to be used by each specific Business Unit. Additional 
adjustments are made to the Base Rates for project specific risks and international 
sovereign risk. These adjustments are updated semi-annually. These project specific 
discount rates are also calculated by Corporate Treasury. Projects may be brought 
forward that do not meet the hurdle rate guidelines but they should exceed the WACC rate. 

5 
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2" Unlevered Analysis 
Duke Energy evaluates projects on an unlevered basis. This method allows the TRC to 
focus on the evaluation of the business proposal process. Corporate Treasury will be 
responsible for financing decisions. For investments which involve the assumption or 
incurrence of debt, a levered analysis may also be appropriate, but only as a supplement 
to an unlevered analysis. Corporate Treasury can provide the appropriate levered discount 
rate (which will typically be higher than the unlevered rates due to the introduction of 
financial risk). 

3. Timing of Cash Flows 
For this analysis, the actual timing of cash outflows for acquisitions and estimated timing of 
cash outflows for construction projects should be utilized. Cash outflows are often 
contractually defined and simple to model specifically. Cash Inflows should be estimated 
and all cash flows should follow the guidelines outlined in the Cash Flow Assumptions for 
Modeling on page 4. It may be helpful to show monthly or quarterly cash flows in the initial 
years of a project, and then show annual cash flows for the later years. 

For terminal value, or if exit is assumed, the actual date should be modeled 

4. After Tax Analysis 
WACC rates and hurdle rate guidelines are after tax so the cash flows of a project should 
be modeled after tax as well. 

5. Construction 
Construction periods for projects should often be modeled monthly due to the large 
variations in cash spent over the period. For unlevered analysis, cash outflows during 
construction should be treated as if funded with equity even if construction financing is 
used. 

Company Acquisitions 
Acquiring a company may cause two significant modeling issues - retirement of debt and terminal value. 

Retirement of Debt - In cases in which Duke is acquiring a company with existing, assumable debt on its 
balance sheet, an estimate should be made to payoff this debt (Mark to Market) to de-lever the acquisition 
to complete an unlevered analysis. This estimate may be materially different from the notional amount of 
the debt if interest rates have moved significantly. Corporate Treasury can give guidance on whether the 
debt can be assumed and provide an estimate of the cost of retiring the debt for the purposes of project 
analysis. 

Terminal Value - As an ongoing concern, a company does not have the finite life of a project asset Some 
assumptions will need to be made for additional capital to maintain and grow the business and the ongoing 
value of the business at the end of the model. Any resale value assumptions at the end of the project 
should be realistic and explicit. 

Dives tit u res 
The analysis method for the sale of an asset is similar to the analysis method for the acquisition or 
development of an asset with the following exceptions. 

The appropriate discount rate to use is the WACC rate (not the hurdle rate guideline) including sovereign 
risk adjustments as appropriate (see International Project Analysis below). 

Approval levels are determined by the higher of sale price or original cost (or current carrying cost, in the 
case of impairment), per the Approval of Business Transactions policy. 

6 
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Non-Revenue and Non-Discretionary Projects 
Some investments have no corresponding revenues (or reduced costs) and, therefore, the use of NPV or IRR 
for project evaluation may not be relevant. Ftirthermore, in most cases, these investments are non- 
discretionary and/or support existing revenue-generating investments. Finally, a distinction can be drawn 
between non-revenue projects in the regulated businesses (Franchised Electric or Gas) and non-regulated 
businesses since prudently-incurred investments may be entitled to cost recovery in accordance with the 
applicable regulated tariff, while there is no associated revenue for non-regulated businesses. 

For non-revenue projects generally, discount the relevant after-tax expenditures (including initial investment, 
working capital and on-going operating costs) to the present using the assigned Business Unit hurdle rate 
guideline. Economically evaluate each equivalent alternative that provides equal service. The projected costs 
should be shown as a negative impact on EBIT for the selected least-cost alternative. If the project is 
considered non-discretionary, indicate this and briefly explain why. 

For cost-only projects that support existing revenue-generating investments that increase revenue, reduce cost 
or both, the use of NPV or IRR would be appropriate. Include in the economic analysis any associated revenue 
enhancements, operating cost reductions or future life extension benefits. Be sure to only include “incremental” 
revenues or cost reductions specifically associated with the new project. 

Foreign Exchange Exposure for U.S. Projects 
Projects which do not generate cash outside of the US.  also can have international risk. Anytime a contract or 
agreement is entered into with a counterparty outside of the 1J.S. or in a currency other than the 1JS dollar, 
there is potential international risk. International risk can arise in both the revenues and expenses of a project 
Corporate Treasury should be consulted on foreign exchange exposure. 

International Project Analysis 
International risk adds another layer of complexity to building a financial model. There are a number of 
sensitivities that need to be run to properly evaluate international exposures in order to put them on a 
comparable basis with purely domestic projects. In the case where projects may be generating cash outside of 
the U S . ,  two scenarios must be run: 

1. Base Case - Cash is not returned to the 1J.S. 
The project should model cash going to a Blue Water location where it can be reasonably 
redeployed to other projects. l h e  Tax Department and Project & International Finance will 
be able to provide guidance on suitable Blue Water assumptions. 

2. Cash is returned to the U S  and evaluated on a marginal basis. 
For this case, immediate repatriation and the payment of US tax in addition to local tax is 
assumed. This scenario is representative of Duke Energy’s current tax position. If 
meaningful, a more accurate model of repatriation risk can be prepared with the help of the 
Tax Department and Project & International Finance. 

Leverage for Tax Purposes 
Investment returns are calculated on an unlevered basis for evaluation by the Transaction Review 
Committee. 

It is often advantageous to utilize intercompany loans for international investments in order to 
minimize the payments of local taxes and avoid trapping cash in-country. It is appropriate to model 
this debt to obtain the tax benefits (minimize the penalty of local restrictions on the movement of 
cash). It is essential to have the Tax Department and Project & International Finance involvement 
to determine what structures and funding strategies are appropriate. 
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When calculating Duke's return, this project debt should be treated as equity with repayments and 
interest treated in a similar fashion as dividends. This method will incorporate the tax benefits of 
debt while still providing the equivalent unlevered return. 

Sovereign Risk Adder 
International projects may have an adjustment to the hurdle rate guideline dtie to sovereign risk. 
These adjustments should be obtained from Project & International Finance. 

International Assumptions 

Foreign Exchange and Inflation 
Corporate Treasury must provide all foreign currency and inflation curves to be used for project 
analysis. 

International projects should calculate returns in USD. The modeling approach will assume a base 
rate, but will emphasize the importance of multiple modeling via scenario analysis. If the cash 
flows of a proposed project are international, the base case for such projects must be modeled as 
follows: 

Inflate local currencv cash flows, translate the cash flows into USD usinq a Corporate Treasurv- 
provided forecast FX curve, then discount the cash flows at a USD final proiect discount rate. As 
above, Corporate Treasury will provide the discount rate adjusted for sovereign risk and project 
risk, if applicable. 

With the prior approval of Corporate Treasury, a business unit may use the following method: 
Inflate local currencv cash flows. discount the cash flows at3,local currency discount rate, and then 
translate the result at the spot exchange rate. As noted earlier, Corporate Treasury will determine 
the appropriate USD rate to be used by the Business Units. In order to translate the USD 
investment rate into a local currency rate, an inflation differential will be added to the USD 
investment rate. In addition to this adder, other sovereign risk and project specific adjustments 
may be made to the rate in order to produce the final project discount rate. 

For all international projects, discount rates must be adjusted for sovereign risk and may be adjusted for 
project specific risk as well. Treasury will provide discount rates, sovereign rates, project rates as well as 
inflation rates, spot exchange rates and forecast exchange rates. (Note: every cross-border project 
requires a minimum of 25bp sovereign risk adder.) Where marketlbusiness information or intelligence is 
available, cash flows should be adjusted to anticipate such information. 

After the base case has been developed, the Business Unit proposing the project must complete a number 
of sensitivities. These sensitivities should include, but are not limited to, the risk associated with changes 
in discount rate and exchange rate assumptions. The Business Unit must contact Corporate Treasury to 
further define the appropriate sensitivities for all international projects. Corporate Treasury will provide all 
foreign currency and inflation curves to be used for project sensitivities. 
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Section 2: Project Approval Process 
Levels of Approval Required for Transactions 
Capital commitments, operating expenditures, contracts, or divestitures over a certain dollar amount require review 
b y  the Transaction Review Committee. The transaction amount is broadly defined and for acquisitions includes 
expected expenditures, assumed liabilities, and any future commitments to spend capital. For divestitures, the 
capital amount, for approval purposes, is the higher of the original cost or sales price. For transactions by entities 
only partially owned by Duke, these amounts are prorated to reflect only Duke’s committed capital rather than the 
project’s committed capital. 

For a complete description see Approval of Business Transactions Policy. 

Transaction Review Committee (TRC) 

Role of the Transaction Review Committee 
The TRC reviews any business transactions requiring approval by the President and CEO, the Board of 
Directors or a Board Committee as outlined in Duke Energy’s Approval of Business Transactions policy. 

Upon the satisfactory completion of the review, a recommendation will be made to the President and CEO 
to approve the transaction for execution or presentation, if required, to the Board of Directors or the Board 
Committee If the TRC does not recommend the transaction be considered for approval by the President 
and CEO, the appropriate Business Unit or Corporate group will be notified and will have an opportunity to 
make modifications as appropriate for future review. 

Transaction Review Committee Structure 

Committee Members 
Group Executive & Chief Financial Officer - Chairman of the TRC 
Vice President and Treasurer 
Group Executive & Chief Legal Officer 
Sr. Vice President of Corporate Tax 
Sr. Vice President of Investor Relations 
Group Executive & Chief Strategy, Policy and Reg Officer 
Group Executive & Chief Administration Officer 

David Hauser 
Stephen De May 
Marc Manly 
Keith Butler 
Sean Trauschke 
Keith Trent 
Chris Rolfe 

Secretary of the TRC Donna Council 

Scrub Team 
‘The Business Unit ‘Transaction Sponsors must involve the following functions in its scrub team 
process and communication with the scrub team early in the project process is required: 

Corporate Treasury 
Tax 
Accounting 
Legal 
Corporate CrediURisk Management 

To submit a project for review by the TRC, the scrub team should contact one of the TRC 
coordinators. 
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Meeting Dates 
* Standing Meetings will be held generally at two week intervals. The Secretary of the TRC 

determines and communicates the schedule at the beginning of each calendar year. Projects 
that need the Board of Directors approval, or a Committee of the Board of Directors approval, 
will receive top priority for meetings immediately preceding a Board of Director's meeting 
Ad Hoc Meetings may be arranged on an exception basis by the Secretary of the Committee 

Roles and Responsibilities 
Transaction Sponsors are responsible for the accuracy and completeness of information and 
analysis. 
Business Unit Presidents and other Direct Reports to the CEO must approve the transaction 
before bringing it to the TRC. 
TRC Secretary is responsible for scheduling meetings and keeping minutes as well as making 
a report to the CEO which includes the TRC recommendation. 
Treasurv is responsible for delivering the final whitepaper to the TRC. 

Minimum Notice 

a 

Transaction Sponsors must deliver the final whitepaper to the Scrub Team not less than 5 
business days prior to the TRC meeting. 
Treasury must deliver the final whitepaper to the TRC not less than 2 business days prior to 
the TRC meeting. 

Other Requirements 
Executive Summary 

a Project whitepaper should not exceed five pages and be in accordance with guidelines 
provided later in this manual. Whitepaper may be supported by a presentation. 

Record Retention 
Once a project is approved, the Business Unit should keep a copy of the original model, whitepaper, and 
presentation for at least three years following the in-service date of the project for future follow-up and 
review. Any specific items of concern that are raised at the TRC meeting should also be noted and 
addressed. 
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Section 3: Project Report Guideline 
- Note: The following is a guideline of what should be addressed in the TRC whitepaper (if applicable to the 
transaction) Since each transaction is unique, this is only a guide and it is the responsibility of the Business Unit to 
cover all pertinent information. This is a collaborative effort and the Business Unit will need to coordinate its 
contents with Corporate Treasury, M&A, Corporate Risk Management, Tax and Legal, as appropriate. 

Project Report to the 
Duke Energy Corp. Transaction Review Committee 

“Project TitlelName” 
“Date” 

Project Overview 

A short and concise description of the transaction, including the required investment (CAPEX), the 
anticipatedlmodeled results (IRR/NPV) and strategic rationale. 

Strategic Rationale (Fitllmplications) 

Explanation of strategic considerations 

Consistency with corporate goals and direction 

Consistency with corporate financial plan 

Analysis 

A) Key Assumptions: (Prices, Volumes, Forecasts, etc.) 
For example, an energy deal where pricing and volume are essential the whitepaper shoiild cover: 

1. Source of the data 

2. Historic versus projected data 

3. Comparison of the assumed data to 3rd party projections and indices 

4. Volatility/variability of prices 

8) Financial Analysis: 
- For EPS impact assumptions, please coordinate with the Financial Planning and Analysis group in Finance. 

1. At least a 3 year history (if applicable) of EBIT, Income Statement, Cash Flow or EBITDA, Balance 

Sheet and EPS 

2. At least 5 years of projections of EBIT, Income Statement, Cash Flow or EBITDA, Balance Sheet, 

ROCE and EPS 

3. Provide the assigned discount rate 

4. Net Present Value (NPV) at the appropriate discount rate or rates. 

5. Internal Rate of Return (IRR) and payback period (simple and/or discounted) 

6 .  Change in forecasted plan for EBlT/Cash Flow/EPS/CAPEX as a result of the project 
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7. Funding strategy and other credit support obligations (coordinated with Corporate Finance, Project and 

International Finance, Tax and Risk Management) 

8. Sensitivity analysis on key value drivers (Tornado diagram, models) 

- Upside and downside scenarios should be shown using a two sigma range The husiness unit 

should use a range of cash flow expectations and/or a range of discount rates if appropriate. If the 

Business Unit uses a different sensitivity methodology, then they should explain the reason for 

using the different methodology. 

9. 'Tax and Accounting issues 

Note - For projects that are required or mandated (regulatory, safety etc.), the financial analysis should 
focus on cost effectiveness rather then net present value or internal rates of returns. 

Risks and Mitigation 

This section should cover the significant risks associated with the transaction and the steps that are heing taken or 
will be taken to mitigate these risks. Some of the key risks to consider are: 

Legal 

1. 

2. 

3 
4. 

5. 
6 

7. 

8. 

9. 

1. 

2 

3. 

4. 

5. 

6. 

7. 

Operational 

Construction 

CredWRisk Management 

Country Profile and Risks as appropriate 

MarketKommodity Risk 

Regulatory 

Environmental, Health & Safety 

FX 

Competition 

Key terms of agreements and contracts 

Environmental risk and litigation 

Guarantees/Liabilities/lndemnifications 

Regulatory approvals 

Legislation 

Consents 

Contingencies 

Recommendation 

The recommendation should be clearly stated; indicating the action to be taken. 
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Section 4: Glossary of Terms 

After-Tax Discounted Cash Flow Analysis. An economic evaluation technique that involves the computation of 
the present value of the cash flows after inclusion of income taxes; the preferred method of analysis at Duke 
Energy. 

Allowance for Funds Used During Construction (AFUDC, AFDC, IDC, ADC). An amount included in the 
investment outlay that represents the financing costs of an asset during its engineering and construction period. 

Analysis Period (Study Period). The number of time intervals (Le., years) used to compare various alternatives in 
an economic analysis. 

Blue Water. Calculation of the prqject economic analysis based on the assumption that cash earnings are only 
dividended up to an offshore entity so that no additional U.S. income taxes are paid. The only taxes to be 
incorporated in the economic analysis are those local country taxes such as local income taxes, VAT, property 
taxes, etc. 

Capital Expenditure. See Investment Outlay. 

Carrying Charges. For purposes of preparing economic analyses, these charges are computed using the fixed 
charges rate. However, for other applications, carrying charges can be defined differently to include other items or 
to exclude items accounted for in the fixed charges rate. 

Cash Flo.vvs. Cash receipts and disbursements over the study period. 

Cost Escalation. An increase in the cost of an asset or expense. If the cost of an asset increases above its previous 
level, it has increased in terms of nominal (escalated) dollars. For the cost of an asset to increase in terms of 
constant (real) dollars, its costs must escalate at a rate greater than the inflation rate. 

Depreciation (Book Depreciation). The systematic charging of an asset's cost to income. The process by which a 
past investment outlay is recovered over time through the rate making process. 

Discount Rate. The rate used in determining present values from other values occurring at different points in time. 
Often referred to as a company's cost of capital or hurdle rate. 

Discounted Cash Flow Techniques. Methods of evaluating investment opportunities that account for the time 
value of money by using a discount rate. 

Elective Project. Capital and operating expenditures which are not required but can be justified by economic and 
financial criteria or which have certain intangible benefits that can be justified on a case,-by-case basis. 

Equivalent Value. An amount in one time period that has the same present value as an amount in another time 
period. 

Essential. Expenditures necessary to: comply with regulatory requirements, eliminate or prevent a non- 
conformance safety item, improve or maintain reliability of service, connect new customers, achieve load 
management goals, or promote the sale of off-peak power. 

Expected Life (Service Life). The period of time that an asset can be used economically for its intended function. 
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Expenses. Cash disbursements that relate to materials or services utilized within a relatively short period of time 
(one year or less). See Operating and Maintenance Costs. 

Fixed Charges Rate. A rate that when applied to the investment outlay of an asset, results in the “levelized” 
(equivalent) annual revenues that are required to provide for: 

A return on the investment; 

A recovery of the investment outlay through depreciation charges; 

Compensation for the income taxes incurred by the Company as a result 
of earning a return on the investment; and 

Compensation for the property taxes and insurance expense associated 
within the investment. 

Fixed Cost. Cost expected to stay constant over a given period (usually an annual period) regardless of changes in 
the level of production. 

Hurdle Rate. (See Discount Rate). Often the same as the discount rate, but management sometimes requires a 
higher “hurdle” to achieve returns in excess of the company’s cost of capital. 

Incremental Analysis. Comparing two alternatives by computing the differences in cash flow and converting the 
differences to their present value. 

Incremental Cost of Capital (Incremental After Tax Cost of Capital, Cost of Money). Minimum after tax 
required rate of return on potential investments. 

Inflation. The increase in the aggregate price level of all goods and services in the economy. 

Internal Rate of Return. The rate of return which equates the present value of cash outflows and inflows. In 
other words, the rate or return where NPV =O. Will usually yield the same results as a NPV analysis, and can be 
used to express the results of an analysis provided it is consistent with the NPV calculation. 

Investment. The total installed cost of placing a new asset in service, including interest during construction. 

Investment Outlay (Capital Expenditure). Cash disbursements associated with asset acquisitions and 
improvements (other than normal maintenance). These costs are deemed to provide benefits in the future as well as 
current periods, and are therefore capitalized and depreciated over time. 

Levelization. The process of converting a non-uniform series of amounts into an equivalent uniform series of 
equal amounts or an annuity stream. 

Operating and Maintenance Cost. Expenses, excluding taxes and financing costs, associated with operations that 
require cash outflows. These costs can be either fixed or variable over an annual period depending on the particular 
activity that caused the cost to be incurred. 

Payback Period Method. A method used for economic evaluations. The payback period is determined by 
identifying the number of years required for an investment outlay to be recovered from the net savings in O&M 
expenses (expressed in current dollars). 
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Present Value (Present Worth). Recognition of the time value of money by computing the equivalent value at a 
specified present period in time of cash flows occurring in other periods of time. The equivalency relationship is 
established by discounting the cash flows. 

Present Value of Revenue Requirements Method (PVRR Method). An economic evaluation technique that 
involves the computation of the present value of the revenue requirements for each alternative. The alternative that 
minimizes the present value of revenue requirements is selected. 

Reference Year. The specified point in time used for establishing equivalency relationships among the various 
cash flows in an economic analysis. 

Return on Investment. Ratio of after-tax operating income to the net (depreciated) value of assets. 

Revenue Requirements. The total revenues that must be collected from customers to compensate a utility for all 
expenditures associated with the implementation of an alternative decision. (It includes O&M expenses and 
carrying charges.) 

Salvage Value. The market value less all cost of removing and selling the asset. 

Sensitivity Analysis. Determining the change in the measure of merit (such as present value of revenue 
requirements or net present value) caused by one or more changes in the assumptions of an analysis. 

Service Date. The date that an asset is declared available for normal operation. 

Shareholder Value Analysis (SVA). A technique used to estimate the economic value of various business 
strategies by discounting the forecasted cash flows each strategy would generate. 

Sovereign Risk. Risks resulting from changes in national laws and policies. 

Sunk Cost. The unrecoverable portion of a past expenditure. 

Tax Depreciation Factor. A factor that when applied to the investment outlay for an asset will result in a lump- 
sum present value that provides for the recovery of tax depreciation charges. 

Tax Life. The life of an asset used for computing the tax depreciation schedule used to derive the fixed charge rate 
for the asset. Tax lives for assets are specified by the Internal Revenue Service and can be significantly different 
than the useful life of an asset. 

Terminal Value. Estimate of asset value at the end of the project period in future dollars. Also, see Salvage value. 

Time Value of Money. The cost of deferring receipts of goods and services (money) from an earlier period to a 
later period in time. The cost is the opportunity to use the goods and services in their best alternative use at an 
earlier point in time. 

Uniform Series Present Value Factor. A factor used to transform a uniform series of values into an equivalent 
present value. 

Useful Life (Service Life). The period of time that an asset can be used economically for its intended function. 

Variable Costs. Costs expected to vary within a given time period (usually an annual period) in direct proportion 
to changes in the level of production. 
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Duke Energy Kentucky, Inc. 
Case No. 2009-00202 

First Set Staff Data Requests 
Date Received: June 19,2009 

STAFF-DR-01-009 

REQUEST: 

Provide Duke Kentucky’s budget instructions, assumptions, directives, manuals, policies 
and procedures, timelines, and descriptions of budget procedures. 

RESPONSE: 

Refer to FR 10(9)(c) in the Company’s Application in this proceeding. 

PERSON RESPONSIBLE: Stephen R. Lee 





Duke Energy Kentucky, Inc. 
Case No. 2009-00202 

First Set Staff Data Requests 
Date Received: June 19,2009 

STAFF-DR-01-010 

RE, QIIEST : 

Provide the studies, including all applicable workpapers, which are the basis for plant 
allocations and expense account allocations. 

RESPONSE: 

All plant and expenses are 100% jurisdictional except for common plant, which is 
allocated 25.74% to gas operations. Attachment STAFF-DR-0 1-0 10 is a workpaper 
supporting the developnient of the cornmoil plant allocation factor. 

PERSON RESPONSIBLE: Brenda R. Melendez 







Duke Energy Kentucky, Inc. 
Case No. 2009-00202 

First Set Staff Data Requests 
Date Received: June 19,2009 

STAFF-DR-01-011 

REQUEST: 

Describe the procedures that Duke Kentucky uses to plan and approve natural gas 
construction projects. 

RESPONSE: 

Each construction ,job is assigned to a job sponsor in the Gas Engineering group or the 
Customer Projects group. The job sponsor is responsible for preparing all engineering 
and planning aspects of that ,job, such as design, construction plans, permits, easements, 
work orders and cost estimates. Design decisions are made by the job sponsor and 
reviewed with the appropriate outside stakeholder (either a developer, in the case of 
Customer Prqjects, or governmental permitting agency, in the case of Gas Engineering) at 
the job review meetings. The job sponsor is ultimately accountable for every aspect of 
the design and construction of the job. Decisions involving complex design concepts or 
large expenditures of capital are documented using a structured decision methodology, 
such as Kepner-Tregoe, statistical analysis or modeling. The General Manager, Gas 
Engineering and the supervisors are responsible for authorizing spending on jobs within 
their respective authorized limits. Jobs above $1 million are approved by the appropriate 
personnel within their authorized limits. The Duke Energy Kentucky construction budget 
rolls up into the Duke Energy Corp. budget, which is ultimately approved by Duke 
Energy Corp’s senior management and the Board of Directors. 

PERSON RESPONSIBLE: Gary J. Hebbeler 





Duke Energy Kentucky, Inc. 
Case No. 2009-00202 

First Set Staff Data Requests 
Date Received: June 19,2009 

STAFF-DR-0 1-0 12 

REQUEST: 

Provide Duke Kentucky’s long-term construction planning progam. 

RESPONSE: 

See Attachment STAFF-DR-0 1-0 I2  for the long-term construction planning program for 
the Company’s gas operations. 

PERSON RESPONSIBLE: Gary J. Hebbeler 
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Duke Energy Kentucky, Imc. 
Case No. 2009-00202 

First Set Staff Data Requests 
Date Received: June 19,2009 

STAFF-DR-0 1-013 

REQUEST: 

Concerning Duke Kentucky’s natural gas construction projects: 

a. For each pro,ject started during the last 10 calendar years, provide the 
information requested in the format contained in Schedule 1.3 a. For each 
pro.ject, include the amount of any cost variance and delay encountered, and 
explain in detail the reasons €or such variances and delays. 

b. Using the data iricluded in Schedule 13a, calculate the annual “Slippage 
Factor” associated with those natural gas construction prqjects. The Slippage 
Factor should be calculated as shown in Schedule 13 b. 

c. In determining the capita1 additions reflected in the base period and forecasted 
test period, explain whether Duke Kentucky recognized a Slippage Factor. 

RESPONSE: 

a. See Attachment STAFF-DR-0 1 - 13(a). 

b. See Attachment STAFF-DR-Ol-l3(b). 

c. No. Duke Energy Kentucky did not recognize a Slippage Factor for capital 
additions in either the base period or forecasted test period. Duke Energy 
Kentucky intends that the dollars budgeted for capital construction projects will 
be spent in the year budgeted. 

PERSON RESPONSIBLE: (a) & (b) - Gary J. Hebbeler 

(c) - Robert M. Parsons 
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