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xec ary 

I 

ac 

In 2006, Cinergy Corp. (Cinergy), the parent company of Uilioii Light, Heat aiid Power Company 
OJLH&P), subsequently re-named Duke Energy I<entucliy (DEI<), merged witli Duke Energy 
Coiporatiori (Dulie Energy). As part of its approval of die merger, the Kentucky Public Service 
Coimnissioii (I<PSC) establislied forty-six merger cormnittnents 111 Case No. 2005-00228, of whch three 
(.?I), specifically Coimnittnents 11, 12, and 13 specifically relate dmctly to tlGs audlt. They apply as 
follows: 

DEI< is in coqdiance witli its Commitmelit 11, which requires proper accounting of costs. 

DEI< is in compliance witli its Conunittnent 12, wllicli requires tliat it maintain appropriate cost 
allocation procedures aiid commit to third-party audlts. 

DEI< is 111 compliance with its Coimnittneiit 13, whch  requires that it protect agallist cross- 
subsidlzation. 

Also within tlie scope of tlGs audlt is DEICs compliance with I<PSC regulations, including: 

807 I U R  5:080 SECTION 2 - Annual reports 

807 I(AR 5:080 SECTION '3 - F h i g  of cost allocation manual aiid ainendments 

807 I U R  5:080 SECTION 4 - Notice of establislunent of new non-regulated activity 

113 1/20 13 Schumaker & Company 



Duke Eiiergp Kentuclcy 1s part of tlie Duke Energy Corporatloli orgaiiizauoii, u1 wlucli Its summary 
orgainzauoii structure, as of December 3 1, 20 1 1 1s deplcted on E.~hzbzf I- 1.' 

Exhibit 1-1 
Summary Duke Energy Corporation Organization 

as of December 31,2011 

Source Informat~on liesponse ,\ttachmcnt ( 

1 \1,<11; I IU. 
. . . .  . . . . . . . . .  .. - . . . . . .  

Schumaker & Company 1/3 1/2013 
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Audit Methodology 

Scliuinaker & Coinpany followed a three-step process designed to sustain vital, interactive worl&g 
relationslips our project teain and DEI<. Our approach for achieving tlie auntt objectives was as 
follows: 

Step I - Diagnostic Review 
Step I1 - Detailed Review and Aiialysis 
Step 111 - Draft and Final Report Preparation 

Work Plan 

Each task area ii our work plan was designed to allow our teain to efficiently gather and analyze 
inforination riecessaiy to develop an opinion wlietlier DEI< adequately coinplied witli I<entuclip’s 
affhate standards 111 201 1. The tables on tlie following pages dustrate a general ntscussion of the type 
of work steps typically perforined for each task area, as well as the prehniriaiy inforination that would 
be requifed and the key hintcatoi-s that we would use to assess tliat specific task area. 

I 13 I 120 I3 Schumaker & Company 



Affiliate Relationships 

Typical Work Steps 

Review goveriliiig regulations, orders, and decisions 
from tlie Coininissioii regai,hig affhate transactions 
and deteriniiie if these affilate relatioils rules have been 
fully complied with by DEI<; identify any situations of 
iion-compliance aiid determine tlie actual or potential 
impact of this iioii-compliaiice. 
Obtain DEI< orgaiiizatioii charts sliowiiig the 
relatioiisliips of DEI< with its affiliates. 
Identify all affiliates that liad transactioiis wi th  DEI< 
during the last three years. 
Identify all products aiid services provided from/to 
regulated atid unregulated affiliates of DEI< duriiig tlie 
last three years. 
Document tlie frequency aiid dollar magnitude of all 
affhate goods aiid services by year and by affiliate for all 
items received by or provided by DEI< 
Develop diagrams, graphs, and/or tabulations 
ideiitifykig affiliates, seivices, dollar magnitude, and 
other useful iiiformatioii aiid data. Explain aiiy 
significant trends or changes. 
;inalyze trends of these allocated amowits compared to 
tlie trends of these costs in tlie paieiit/affiliate. 
Separately identify affiliate transactions involving tlie 
transfer of employees, propeity, aiid/oi teclinology~ 
Identify, by plaiit category, any capital expeiiditures 
made by affhates but allocated to DEI<.’s operatioiis. 
Evaluate any traiisactions that have liad a sigilificaiit 
effect on depreciation expense. 
Identify shared facilities, s j ~ ~ e i n s ,  and programs among 
affhates iiicludmg employee training, joint purchasing, 
iiifoimation technology, advertising and promotion, and 
corporate support seivices. 
Review interiial systems for providing assuraiice that 
goals and objectives are accomplished at tlie lowest 
possible cost and inasimuin benefit to ratepayers 
Identify iilteiiial controls ki place to piotect against 
irregular, illegal, and/or improper transactions. 
Review fluigs, reports, and commuiIicatio~is involving 
affiliate relatioiisllips. 

_- ~-..-- Information Required 

Copies of all goveriliiig regulations, 
orders, and decisions from tlie 
Coininissioii regarhig affiliate 
tiaiisactioiis 
Duke Energy and DEI< 

affiliate relationslIips, including 
reg~1latoi37 status of affiliates 
Desciiptioii of all products aiid 
sei-vices piovided from/to 
regulated atid uiireg~ilated affiliates 
of DEI< during the last three years 
Level and iiahire of affhated 
traiisacuoiis (achial and budget 
dollars) froin/to DEI<”s operations 
and affhates duiiiig the last three 
years, iiicludmg a biealcdowii by: 

--.- .___. 

orgallizatioii charts slio\ing all 

liroin/to affilate 
Type of traiisactioii 
Time period 

,Ictual dollars and personnel 
equivalents, by functional categoiy, 
for each associated regulated 
and/or iion-regilated DEI< 
affilate 
The level and iiature of affiliated 
transactions (actual and budgeted 
capital espeiibhire dollars, by plaiit 
categoiy) allocated to DEK’s 
operations by affiliates duiitig tlie 
last three years - as coinpared to 
its pareiit/affiliates 
Aiiy cost allocation inanual 
documentation, including formulas 
and basis 

Key Indicators 

‘Ill affiliate tiansartloiis of 
DEI< should be m coinplete 
compliance with all of tlie 
goveiiimg ieguiatloiis, ordei s, 
and decisions fioin tlie 
Coinmssioii tegaihig affhate 
tiansactloils 
The  ielatlonslups with 
affiliates aie clearly 
docuineii ted 
The  costs ale fairly 
iepieseiitative of tlie value of 
goods and seivices piovided 
and of the benefits deiived by 
Kentucky iatepayeis 
DEI< should be able to easily 
fuiiiisli infoiinatlon iegaidmg 
tlie pioducts and seililces 
piovided to/fioin its affiliates 
aiid tlie coirespoiidmg 
finailcia1 tLallSactlOllS that 
iesudt 
DEI< should not be iiegauvely 
unparted by its telatloiisliips 
ui the oveiall coipoiate 
oigaillzatlon 
Xiiy affiliate costs cliaiged to 
DEI< aie ieasoiiable and 
competltlve in the maiket 

- 

Schumaker & Company 1/31/2013 



Fiiml Report 5 

1 
Typical Work Steps 

Deteriniiie procedures specified for identifying, tracking, 
aiid posting direct, indirect, and geneial overliead costs 
to specific projects or cost pools. 
Determine liow these assigiiineiit policies, piocediires, 
and practices have changed over t h e ;  assess tlie 
rationale for tliese changes 
Assess methodologies (e.g., accounting systems) used to 
accumulate aiid assign costs. Esainine criteria used to 
assign costs. Evaluate Dulte Energy’s hierarchy for 
placing emphasis on direct ldiiig versus cost allocation, 
and for developing causal relationships in formulating 
allocation inethodologes. Evaluate diether direct 
biliiiig is used whenever possible. 
,-issess wvlietlier cost accuinulatioii/assijment bases are 
reasonable and appropriate (e.g., based on cost causative 
factors) and diether they have been consistently 
developed. 
Review documentation involving policies and guidelines 
in place to establish the appropriation of resources and 
costs, inclu&ig (but not hnited to): 

,_-.-_--_____.___. 

Finance manuals 
;issignment policies 
Cost allocation inaiiuals 

Identify generic direct billing and/or cost allocation 
methodologies in place witliii DEI< and its affiliates 
used to calculate tlie costs for seiGces or products 
provided. 
Assess whether cost allocation methodologies, and their 
associated bases aiid factors, are reasonable and 
appropriate, and whether they have been consistently 
applied. ;\ssess whether these methodologies are 
regularly reviewed and revised. 
Determine wvlietlier tlie policies, procedures, aiid 
practices governing these transfer pricing methodologies 
aiid accounting standards are adequately documented 
aiid understood by the personnel involved. 
Identify tlie data sources and special studies requiied to 
develop allocations factors (if they are used), and 
evaluate their appropriateness 
Deteiinine liow allocation policies, procedures, and 
piactices have changed over tine; assess tlie rationale 
for these changes. 

Information Required 

documentation involving cost 
accumulation and assignment 
Copies of DEKs general ledger 
aiid pertinent subsidmy ledgers 
‘-iny accounting inaiiuals aiid otlier 
documentation describing 
inetliodologies, bases, and factors 
used for direct bilhig aiid/oi cost 
allocation, and/or segreghig 
regulated and unregulated costs, 
including @ut not hnited to): 
+ Finance inaiiuals 
+ ;\ssignment policies 
0 Cost allocation inaiiuals 

Description of daily accounting 
standards aiid recordkeeping 
methods and procedures that 
support tlie daily operations 
between DEI< and its affiliates 

- ~ . . . _ - -  
Any cost accounting 

Key Indicators I 
DEI<. and its affilates should 
have in place well-defined and 
consistently applied 
procedures for accumulating 
and assigning costs, and 
should be able to provide 
timely, current, and accurate 
information regardkg tlie 
level, nature, and inagnitude of 
costs incurred. 
Direcx bding and allocation 
methodologies used by DEI< 
and its affiliates should be 
founded on reasonable and 
fair factors and bases that 
properly reflect tlie value of 
products and sei%ces 
received, aiid should be 
supported b y  automated 
systems and contracts that 
provide management with tlie 
information and data it needs 
for recording and inanaging 
these activities. 
DEI< should not be negatively 
impacted by its relationships 
in tlie overall corporate 
organiza tioii 
Any affiliate costs charged to 
DEI< are reasonable and 
competitive in the m a r k  t . 

1/31/2013 Schumaker & Company 



I Cost Allocation Methodologies - Affiliate Transactions and Cost Accumulation and Assignment 

Typical Work Steps 

Determine if contracts are in place and current where 
appropiiate. Deteriniiie if the forinal contracts define 
the iiatluie of affhate services rendered, set forth clearly 
defiied bases for associated cliaiges, and stipulate terms 
and conditions favorable to DEKs regulated operations 
in the Kentucky 
Deteriniiie if any contracts wi th  tlird parties involving 
more than one a f f h t e  provide DEI<s operations with 
full consideration for performance, taking into account 
iisk prerniuins or time value of money implicit iii the 
payment or collection terms of such contracts. 
.Assess whether tlie direct b ih ig  and cost allocation 
processes are adequately automated. 
Evaluate those mechanisms and procedures in the direct 
charges/cost allocation guidehies intended to guard 
against the cross-subsidization of unregulated entities, 
either through intentional or uiiinteiitioiial means. 
Identify die extent to which DEICs financial stmigtli is 
impacted by 01 insulated froin its affiliated (regulated or 
unregulated) companies. 

Identify the decision-malkig piocess used in the 
determination of setvices required, and for identifying 
the most o p t h i i n  means of providing these sewices. 
Identify how DEI< determines whether internal 01 

external resources are used; identify instances of 
comparisons between outside vendors arid internal 
resources for products and senrices provided to DEK. 

_-__-,..-_-._.-. 

-- 

-- 

Information Required 

,Any analyses regardmg use of 
exteinal veiidois for the 
development and dehveiy of 
seivices to DEI< and its opeiatlons 
A q 7  cost/benefit analyses 
peifoiined duiiig tlie last thee 
years regaiduig piovisioii of 
sei'\rces by DEI< or its affiliates 

1 Key Indicators 

Decisions pertaining to tlie 
use of external vendors should 
be based on analysis that 
considers cost-benefit, 
financial, and other factors. 
These decisions should 
consider compa llsons ' to 
provisioii directly by DEI< or 
its affiliates, as well as the 
benefits that customers of 
regulated operations wdl 
receive. 

Schumaker & Company 1/31/2013 
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- CS Murphy Point, LLC (100%)(NC 1 12 2010) 
- Martins Creek Solar NC, LLC (100%)(NC, 4 8 2010) 
- Murphy Farm Power, LLC (100%)(NC 01 27 2010) - North Carolina Renewable Properties, LLC (100%)(NC 6 3 2010) - Solar Star North Carolina I, LLC (lOO%)(DE 11 07 2008) 
- Solar Star North Carolina 11, LLC (100%)(DE 12 16 2009) 

s 

Organization Structure 

Wlde Exhibit I -  I &splayed in the Exereclt/rir/e Si/mma/y chapter is a suimnaiy look a t  Duke Eiiergy Corporation’s 
(nuke Energy’s) organization, ExhzbLf 71-2 is a detailed look, after subsequent changes were made 111 die first 
quarter of 2012.’ 

Exhibit 11-2 
Detailed Duke Energy Corporation Organization Structure 

as of March 31,2012 
(Page 1 of 7) 

Sumrnarv Level 
c e Energy Corporation (DE 5 3 2005) 

- Diamond Acquisition Corporation (lOO%)(NC, 1 26 201 1) 

- Duke Energy Registration Services Inc (lOO%)(DE 11 18 1998) 

- Bison Insurance Company Limited (lOO%)(Berrnuda 12 11 1968) - NorthSouth Insurance Company Limited (100%)(Bermuda 12 2 2002) 

- Cinergy Corp (100%)(DE 6 30 1993) 

- Duke Energy Carolinas, LLC (10O%)(NC 1 1  27 1963) 
APOG, LLC (20%)(DE 6 22 2007) 
Advance SC LLC (lOO%)(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 (100%)(NC 10 15 1901) 
Claiborne Energy Services, Inc (100%)(LA 3 1 1990) 
Duke Energy Receivables Finance Company, LLC (100%)(DE 7 16 2003) 
Eastover Land Company (100%)(KY 6 30 1970) 
Eastover Mining Company (IOO%)(KY 7 15 1970) 
Greenville Gas and Electric Light and Power Company (lOO%)(SC 1 28 1861) 

NuStart Energy Development, LLC (10%)(DE 4 19 2004) 
Piedmont Venture Partners Limited Partnership (IO 64%)(NC 10 3 1996) 
Sandy River Timber, LLC (lOO%)(SC, 10 26 2007) 
Southern Power Company (100%)(NC 12 30 1927) 
TBP Properties, LLC (lOO%)(SC 12 11 2006) 
TRESTimber, LLC (lOO%)(SC 12 11 2006) 
Wateree Power Company (lOO%)(SC) 

~ Western Carolina Power Company (lOO%)(NC 9 10 1907) 

MCP, LLC (lOO%)(SC 8 18 2000) 

- Duke Energy Corporate Services, Inc (100%)(DE 06 26 2008) 
L_ Duke Energy Business Services LLC (lOO%)(DE 11 18 1998) 

Source: Information licsponsc 1 

1/31/2013 Schumaker & Company 
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- Eastman Whipstock S A (lOO%)(A;gentina 10 13 1981) - Energy Pipelines International Company (100%)(DE 4 28 1975) - Duke Energy China Corp (100%)(DE 8 13 1976) - Seahorse do Brasil Servicos Maritimos Ltda (lOO%)(Brazil3 30 1979) 

Exhibit 11-3 
Detailed Duke Energy Organization Structure 

as of March 31,2012 
(Page 2 of 7) 

Duke 
Duke Energy Corporation 

Duke Energy Registration Services, Inc (100%) 

c :e Ent: 
- F  

by Registration Services, Inc (100%)(DE 11 18 1998) 
iEnergy Corp (100%)(DE I 26 1981) - Duke Energy Services, Inc (100%)(DE 6 8 1959) 

Duke Energy Marketing Corp (100%)(NV 11 7 1994) 

DETMI Management, Inc (lOO%)(CO 6 21 1994) 
DukelLouis Dreyfus L L C (50%)(NV 3 1 1995) 

DTMSI Management Ltd (100%)(British Columbia 12 18 2009) 
Duke Energy Services Canada ULC (31 %)(British Columbia 09 17 2009) 
DE Marketing Canada Ltd (60%)(British Columbia 12 18 2009) 
I Duke Energy Marketing Limited Partnership (l%)(Alberta 8 1 1996) 

Duke Energy Trading and Marketing, L L C (60%)(DE 7 I O  1996) 
Duke Ventures, LLC (100%)(NV 12 19 2000) 

Dixilyn-Field (Nigeria) Limited (100%)(Nigeria 11 14 1977) 
Dixilyn-Field Drilling Company (IOO%)(DE 1 31 1977) 

Dixilyn-Field International Drilling Company, S A (lOO%)(Panama 6 10 1970) 

Duke Energy Marketing Limited Partnership (59 40%)(Alberta Canada 8 1 1996) 

D keNet Communications Holdings, LLC (50%)(DE 05 18 2010) 
DukeNet Communications, LLC (100%)(DE 05 18 2010) 
I DukeNeUCG LLC (21 6%)(NC 12 12 1997) 

Duke Ventures Real Estate, LLC (100%)(DE 6 09 2009) 

Duke Energy Services Canada I JLC (69%)(British Columbia 09 17 2009) 

DukeNet VentureCo, Inc (100%)(DE 05 18 2010) 

- Eastman WhiDstock do Brasil Ltda (100%MBrazil 5 21 1979) 

Schumaker & Company 113 r 12013 
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Exhibit 11-4 
Detailed Duke Energy Organization Structure 

as of March 31,2012 

iy Corp (100%)(DE 6 30 1993) 
- Cinergy Global Resources, Inc (IOO%)(DE 5 15 1998) 

- Cinergy Investments, Inc (100%)(DE 10 24 1994) 
Duke Energy Commercial Enterprises, Inc (100%)(IN 10 8 1992) 

Cinergy-Centrus, Inc (100%)(DE 4 23 1998) 
Cinergy-Centrus Communications, Inc (100%)(DE 7 17 1998) 
Cinergy Technology, Inc (10O%)(IN 12 12 1991) 
Duke-Cadence, Inc (100%)(IN 12 27 1989) 
Duke Communications Holdings, Inc (IOO%)(DE 9 20 1996) 

Duke Energy Engineering, Inc (100%)(OH 3 28 1997) 
Duke Energy Generation Services Holding Company, Inc (100%)(DE 2 11 1997) 

I Conterra Ultra Broadband Holdings, Inc ( I  f%)(DE 12 31 2009) 

Duke-Reliant Resources, Inc (100%)(1 14 1998) - Cinergy Receivables Company, LLC (100%)(DE 1 10 2002) 
- Cinergy Wholesale Energy, Inc: (100%)(OH I 1  27 2000) 

- D t ke Energy Indiana, Inc (100%)(IN 9 6 1941) 

- Duke Energy Ohio, Inc (100%)(OH 4,3,1837) 

- Cinergy Power Generation Services, LLC (100%)(DE 11 22 2000) 

I South Construction Company, Inc (100%)(IN 5 31 1934) 

Duke Energy Kentucky, Inc (100%)(KY 3 20 1901) 
KO Transmission Company (100%)(KY 4 11 1994) 
Miami Power Corporation (IOO%)(IN 3 25 1930) 
Ohio Valley Electric Corporation (9%) 

~~ Tri-State Sugartree Improvement Timber, LLC Company (lOO%)(DE (100%)(OH 7 24 2008) 1 14 1964) 

k Pioneer Transmission, LLC (50%)(IN 7 31 2008) 

- Duke Energy One, lnc (IOO%)(DE 9 5 2000) 

- Duke Investments, LLC (100%)(DE 7 25 2000) 

- Duke Supply Network, LLC (100%)(DE 8 10 2000) - Duke Ventures Il, LLC (lOO%)(DE 9 1 2000) 

Duke Energy Commercial Asset Management, Inc (IOO%)(OH 12 5 2000) 
Duke Energy Fayette Il, LLC (100%)(DE I O  14 2010) 
Duke Energy Hanging Rock 11, LLC (IOO%)(DE 10 14 2010) 
Duke Energy Lee Il, LLC (100%)(DE 10 14 2010) 
Duke Energy Vermillion 11, LLC (IOO%)(DE 10 14 2010) 
Duke Energy Washington II, LLC (100%)(DE 10 14 2010) 

- Duke Energy Transmission Holding Company, LLC (lOO%)(DE 7 16 2008) 
Duke-American Transmission Company, LLC (50%)(DE 4 11 201 1) 

- Duke Technologies, Inc (100%)(DE 7 26 2000) 

I Cinergy Solutions -Utility, Inc (100%)(DE 9 27 2004) 

I Current Group, LLC (0 395%)(DE 10 24 2000) 

Schumaker & Company 
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Exhibit 11-5 
Detailed Duke Energy Organization Structure 

as of March 31,2012 
(Page 4 of 7) 

__ Cinergy Global Resources, Inc. 
Duke Energy Corporation 
I Cinergy Corp (100%) 
I Cinergy Global Resources, Inc (1 OOYO) 

Cinergy Global Resources, Inc (100%)(DE 5 15 1998) 
Global Power, Inc (100%)(DE 9 4 1997) 
CGP Global Greece Holdings, SA (99 99%)(Greece 8 10 2001) 
Cinergy Global (Cayman) Holdings, Inc (lOO%)(Cayrnan Islands 9 4 1997) 

Cinergy Global Tsavo Power (lOO%)(Cayman Islands 9 4 1997) 
IPS-Cinergy Power Limited (48 2%)(Kenya 4 28 1999) 
L Tsavo Power Company Limited (49 9%)(Kenya 1 22 1998) 

Cinergy Global Holdings, Inc (lOO%)(DE 12 18 1998) 

Cinergy Global Power Africa (Proprietary) Limited (100%)(South Africa 8 3 1999) 
CGP Global Greece Holdings, SA ( Ol%)(Greece 8 10 2001) 

Duke Energy Commercial Enterprises, Inc. -- .-I-__ 
Duke Enerav Cornoration 
I CiGrgy dorp (100%) 

Cinergy Investments, Inc (I 00%) 
Duke Energy Commercial Enterprises, Inc (100%) 

Duke Energy Commercial Enterprises, Inc (lOO%)(lN 10 8 1992) 
Brownsville Power I ,  L L C (100%)(DE 7 13 1998) 
CinCap V, LLC (10%)(DE 7 21 1998) 
Cinergy Climate Change Investments, LLC (IOO%)(DE 6 9 2003) 
Cinergy General Holdings LLC (100%)(DE 12 14 2001) 
Cinergy Limited Holdings, LLC (100%)(DE 12 14 7001) 
Cinergy Rerail Power General, Inc (100%)(TX 8 7 2001) 
Duke Energy Retail Sales, LLC (IOO%)(DE 12 9 2003) 
Ohio River Valley Propane, LLC (lOO%)(DE I O  18 2001) 
SynCap II, LLC (100%)(DE 10 13 2000) 

Schumaker & Company 1/37/2013 
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Exhibit 11-6 
Detailed Duke Energy Organization Structure 

as of March 31,2012 
(Pave 5 of 7) 
\ ,=- 

Duke Energy Generation Services Holding Company, Inc. 
Duke Energy Corporation 
I Cinergy Gorp (100%) 
I Cinergy Investments, Inc (I 00%) 
I Duke Energy Generation Services Holding Company, Inc (IOOYO) 

;e Energy Generation Services Holding Company, Inc (100%)(DE 2 11 1997) - DEGS Biomass. LLC (IOO%\(DE 9 22 2008) 
I ADAGE LLC (so./,)(bE 9 9 2008) ' - DEGS of Boca Raton, LLC (100%)(DE 9 4 1998) - DEGS of Cincinnati, LLC (1 OO%)(OH 7 29 1997) - DEGS Solar, LLC (IOO%)(DE 05 13 2010) - 1NDI.J Solar Holdings, LLC (50%)(DE 10 14 2010) 

ISHSolar AZ, LLC(100%)(DE1292011) 
ISH Solar Beach, LLC (100%)(DE 11 18 201 I) 
ISH Solar CA, LLC (IOO%)(DE 12 9 201 1) 
ISH Solar Central, LLC (100%)(DE 10 10 2011) 
ISH Solar Grin, LLC (100%)(DE 8 16 201 I) 
ISH Solar Hospitals, LLC (100%)(DE 12 8 2009) 
ISH Solar Mouth, LLC (100%)(DE 12 9 2011) 
SEC BESD Solar One, LLC (100%)(DE 12 07 2009) 
SEC Bellefonte SD Solar One, LLC (1 OO%)(DE 03 0 

RE AJO 1 LLC ( I  OO%)( DE 10 5 2009) 
RE Bagdad Solar 1 LLC (100%)(DE 8 13 2009) 

- Panoche Valley Solar LLC (25%)(DE 3 13 2012) 
RE AZ Holdings LLC (lOO%)(DE 10 11 2010) 

E St Paul Cogeneration, LLC (50%)(MN 12 18 1998) 

~ 

I 
RP-Orlando, LLC (100%)(DE 3 5 2010) 
TX Solar I LLC (100%)(DE 05 27 2009) 

Environmental Wood Supply, LLC (50%)(MN 8 10 2000) 
- D GS of St Paul, LLC (100%)(DE 8 13 1998) 

- DEGS of Tuscola, Inc (100%)(DE 10 13 1998) - DEGS Wind I ,  LLC (IOO%)(DE 5 23 2007) 

- Delta Township Utilities, LLC (51 %)(DE 7 5 2001) - Delta Township Utilities I I ,  LLC (46%)(DE 3 25 2004) - Duke Energy Generation Services, Inc (DE 6 2 2000) 

- Energy Equipment Leasing LLC (49%)(DE 11 12 1998) 
- Owings Mills Energy Equipment Leasing, LLC (49%)(DE 10 20 1999) 

- SUEZ-DEGS of Ashtabula, LLC (49%)(DE 4 21 1999) - SUEZ-DEGS of Lansing, LLC (51%)(DE 11 3 1999) 

- SIJEZ-DEGS of Orlando, LLC (100%)(DE 6 12 1998) - SUEZ-DEGS of Owings Mills, LLC (49%)(DE 9 20 1999) - SUEZ-DEGS of Rochester, LLC (49%)(DE 10 20 1999) - SUEZ-DEGS of Silver Grove, LLC (49%)(DE 3 18 1999) - 81JF7-DFGS of Tuscola LL C 149%\(DE 8 21 1998) 

- SUEZ-DEGS, LLC (50%)(DE 2 18 1997) 

SUEZIVWNNDEGS of Lansing, LLC (80%)(DE 11 3 1999) 

201 0) 

1/31/2013 Schumaker & Company 



Catamount Sweetwater Corporation (lOO%)(Vr 6 17 2003) 
Sweelwatei Development LLC (lOO%)(TX 11 5 2002) 
Sweetwater Wind 6 LLC (10O%)(DE 4 29 2004) ' Sweetwater Wind Power L L C (IOO%)(TX 11 5 2002) 

Catamount Sweetwater 1 LLC (IDO%)(Vr 12 12 2003) 

Catamount Sweetwater 2 LLC (100%)(VT 5 5 2004) 

Catamount Sweetwater 3 LLC ( l O O % ) ( V r  6 3 2004) 

- Catamount Sweetwater Holdings LLC (lOO%)(Vr 6 20 2005) 

L Sweetwater Wind 1 LLC (13 59%)(DE G 24 2003) - Sweetwater Wind 2 LLC (13 14%)(DE 4 19 2004) 

Sweetwater Wind 3 LLC (13 18%)(DE 4 25 2004) 

L Sweetwater 4-5 Holdings LLC (18 72%)(DE 4 18 2007) 
Sweelwater Wind 4 LLC (100%)(DE 4 25 2004) E Sweetwater Wind 5 LLC (lOO%)(DE 4 25 2004) 

- Catamount Sweetwater 4-5 LLC (lOO%)(Vr 3 8 2005) 

- Laurel Hill Wind Energy, LLC (100%)(PA 12 14 2004) - CEC Wind Development LLC ( l O O % ) ( V r  1 12 2007) - Searchlight Wind Energy LLC (IOO%)(NV 1 17 2008) - Willow Creek Wind Energy LLC (100%)(CE 6 18 2007) - Top of the Worldwind Energy Holdings LLC (1OO%)(CE 11 15 2010) 

- Catarnounl Sweetwater 6 LLC ( lOO%)(Vr  9 7 2005) 
- CEC UK1 Holding Corp (lOO%)(VT 9 11 2002) 

I-_ Top of the World Wind Energy LLC (100%)(RE 3 13 2008) 

Catamount Energy SC 1 (l%)(Scotland 10 8 2002) 

Catamount Energy SC 2 (l%)(Scotland 10 8 2002) 

Catamount Energy SC 3 (l%)(Scotland 10 8 2002) 

-Catamount Energy SC2 (55%)(Scotland 10 8 2002) 

-Catamount Energy SC 3 (59%)(Scotland 10 6 2002) 

Andershaw Wind Power Limited (SO%)(England and Wales, 12 15 201 1) 
Barmoor Wind Power Limited (5OO:o)(England and Wales, 5 10 2010) 
Catamount Celtic Energy Limited (lOO%)(Scotland 6 8 2007) 
Catamount Energy Limited (50%)(UK 8 15 2002) 

I r  30133) - w i n e  

E 
- CEC UK2 Holding Corp (70O%)(VT 9 17 2002) 

Schumaker & Company 113 1/20 I3 
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Duke Energy Generation Services, Inc (100%)(DE 6 2 2000) 
Cinergy Solutions Partners LLC (100%)(DE 9 12 2000) 

CST Limited, LLC (lOO%)(DE 5 18 2001) 

C T General, LLC (100%)(TX 5 22 2001) 
CST Green Power L P (%%)(DE 5 23 2001) 

CST Green Power L P (l%)(DE 5 23 2001) 
t 

CSGP General, LLC (lOO%)(TX 4 5 2001) 
CSGP Limited, LLC (lOO%)(DE 4 5 2001) 

DEGS of Delta Township LLC (100%)(DE 12 15 2004) 
DEGS of Lansing, LLC (100%)(DE 6 25 2002) 
DEGS of Narrows LLC (100%)(DE 3 17 2003) 
DEGS of Philadelphia, LLC (100%)(DE 5 11 2001) 
DEGS of San Diego, Inc (100%)(DE 1 9 2004) 
DEGS of Shreveporl LLC (10O%)(DE 6 28 2002) 
DEGS of South Charleston, LLC (100%)(DE 8 24 2004) 
DEGS of SI EJernard, LLC (lOO%)(DE 1 62003) 
Duke Energy Industrial Sales LLC (IOO%)(DE 6 6 2006) 
Oklahoma Arcadian Utilities LLC (40 8%)(DE 12 5 2000) 

DEGS O&M, LLC (10O%)(DE 8 30 2004) 

1/31/2013 Schumaker 8: Company 



Duke Energy Kentucky (DEI<) is respoiisible for the transmission, &stribution, and sale of electricity 
energy aiid the sale and transportation of natural gas hi northern ICentucky. Its parent company is Dulre 
Eiiergy Ol io  (DEO), which is engaged i ~ i  die production, transmission, dstribution and sale of 
electricity and die sale and transportation of natural gas in tlie southwestern portion of 0140. Cinergy 
Corporation is tlie parent lioldmg coinpany of Duke Emrgy Indiana, Inc., Duke Energy Olio,  Iiic., and 
Cinergy Iiivestinents, Inc. ' 

The DEI< Board is comprised of three &rectors, who hold officer positions witlin DEI<, DEO, and 
Cinergy, as follows:' 

DEI< Fiiiancial Officer, DEIO Chief Financial Officer, Cinergy President 

DEI< Clief Legal Officer, D E 0  Group Executive tk Chief Legal Officer, Cinergy Group 
Executive 8c Clief Legal Officer 

DEI< Clief Executive Officer, DE0 Chef Executive Officer 

Schumaker & Company 1 / 3  1/20 13 
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Transactions 

Services 

Exhibit 11-9 &splays affiliate charges (associated with non-power goods and semices) from/to DEI< for 
2009 to 201 1 .; 

Exhibit 11-9 
Affiliate Service Charges 

2009 to 2011 

DEI (S11,836) S616,933 S623,628 (( )2009/(1~)2010 and 701 1 
DEC 
DEGS 
DE Commercial Enterprises 

DE0 S3,064,347 S2,569,111 S3,218,494 ((;) 

DEI S1,485,399 51,383,559 S948,81 1 (I I) 

DEC 
Duke Energy One 512,982 (])?009/(1)2010 

KO Transmission 
Duke Energy Investments 

Total $5,U2,558 $4,229,987 $4,447,291 
From Affiliates to DEK 
(,\) Service company traiisactioiis t o  L 3 I X  
(€3) l3lr( ) employees provid 
‘r&13 systems, ()&hI/capital services for gas distribution system, and other goods o r  services 
((’) ()ther goods  or services 

rvices t o  D I X  f o r  hliami I‘ort Unit 6 Wootiside generating stations, ()&Al/capital services for electric 

I/capital sc~viccs  for generation stations, ()&hl/capital se~vices  for electric ‘I’&i3 

From DEK to Affiliates: 
(13 D I ~ K  transactions t o  service company 
(G) I31X employees provide services to  D l 5 0  for ()&hI/capital services for the electric T&13 systems, O&hl/capital services for the gas 
distribution system, a i d  0th 
(I r) DI>K employees proviti 
O&M/capital s e~v iccs  for electric ‘r&D systems, and other goods or scrvlces 
(I) O the r  goods  o r  services 
(I) L 3 l X  employees provide services to Dulic I:nergy ( h e  for ecluipmei~t installation, ‘r&l> construction and maintenance 

r administration, training, and support  services at various combustion turbine sites 

Source: Information Response 3 

1/3 1/2013 Schumaket & Company 
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Accorhig to Duke Eiiergy maiiageinent, the prhnaq reasoils for increases are (a) direct expeiises from 
Deinand Side Management (II>SM) programs, ki adhtioii to increased capital costs, and (b) allocated 
costs attributable to the increasing coimnoii Sinart Grid costs allocated across participating 
juriscbc tioiis . I '  

Convenience Payments 

Coiiveilleiice payineiits (also referred to at Duke Energy as pass tlirough costs) typically kiclude:' 

Finance aiid accounting senrices 
Insuraiice premium expense 
Advertising expeiise 
Coimnuillty relations projects 
Donatioils 
Employee beiiefits expeiise 
Dues/subscriptions 
Signage/publicatioiis /printing 
Research aiid developinerit 
Miscellaneous lease/rent expeiise 

Exhibit 11- 10, for example, dustrates coiivenieiice payineiits involving reveiiues recorded by the 
Coimnercial Power segment of Duke Energy Ohio for charges to Duke Energy I<entucky for 2009, 
201 0, and 20 1 1 ." 

Convenience Payments 
2009 to 2011 

.~ ~ . -  ..-.- ~-- 
Description 2009 

Equipment Leases between D E 0  and DEK $444,924 
Step-up Transformers (East Bend, Moodsdale & Miami Fort) $1,933,776 

Transmission Expenses from MIS0  $1,238,783 

Total $3,617,483 

$1,933,776 $1,933,776 

$987,938 $998,177 

$4,500,322 $4,037,309 

Source. Information licsponsc 45 

Personnel Transfers 

Exhzbzf II- 1 1 &splays persoiinel transfers from/to DEI< for 2009 to 20 1 1 ." 

Schumaker & Company 1 /3  1/20 13 
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DEBS 

Duke Eiierev Iiidiaiia 
Duke Eiiergy Ohio 

23 13 11 47 
4 7 3 14 

1 1 
Total I 27 20 15 62 

Sourcc Information licsponsc 4 

1/3 I / 20 13 Schumaker & Company 
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Asset Transfers 

Exhibit 11-12' displays asset transfers from/to DEI< for 2009 to 201 1 .I"  

Exhibit 11-12 
Affiliate Asset Transfers 

2009 to 2011 

From Affiliates to DEK 

Inveiitoiy Stodc 
Meters 

Electnc 
Gas 

Trans formers 
Regulators 
Other hlisellaneous Items 

2009 2010 2011 
$1,054,674.12 $4,203,952 66 $6,360,727 56 

$279,149 80 $191,331.45 $476,686 70 
$63,932 58 $0 00 $69,154 36 

$304,522 28 $591,601 09 $609,626 56 
$0 00 $0 00 $0 00 

$3,703,167 60 $218,684 29 $0 00 
I 

Total $5,405,446.68 $5,205,569.49 $7,515,795.18 
From DEK to Affiliates 

Inventory Stodi 
Meters 

Eleanc 
Gas 

Trans formers 
Regulators 
Other Alisellaneous Items 

Total 

Sourcc: Inforrnntion licsponsc 5 

$27,833.12 $271,383.42 $515,182.57 
I 2009 2010 2011 

$552,387 00 $171,422 19 $125,311 31 
'$219,616 87 $0 00 $205,185 81 

$15,289 68 $99,325 12 $0 00 
$8,873 00 $0 00 $0 00 
$7,014 50 $22,928 50 $0 00 

$831,014.17 $565,059.23 $845,679.69 

Accorhig to Duke Energy management, the reason for the coiitinually hicreasing asset transfers of 
lllrrentoiy from affhates to DEI< is primarily due to tlie location of a recon facility in Ol io  that serves 
botli O l io  and I<entucli)r." 

Separation 

One of tlie expectations specified in affiliate relationslips and transactions ides  has to do with the 
physical separation of regulated aiid uiiregulated business and the sharing of information and assets 
between tliese entities. In fact, IGntuclcy regulatoi-p standards provide the following guidehies shown in 
Exhibit 11- 1.3." 

Schumaker & Company 1/31/2073 



Exhibit 11-13 
KRS 278.2213 Separate recordkeeping for utility and affiliate -- Prohibited business practices ~- 

Confidentiality of information -- Notice of service available from competitor 
as of December 31,2011 

Tlie provisions of tlus sectlon shall govein a pitbhc uthty company’s actlmties ielated to the sliaimg of infoiination, 
databases, and resouices between its employees or a n  affhate uivolved ai tlie inarlretmg 01 tlie pro.iilsion of iioniegulated 
activities and its employees or an affihate involved m tlie piomsioii of regulated activities 

1 

2 

3 

I 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

;1 utility and its affiliate shall be separate corpoiate entities aiid maintain separate books and iecords. If a utility aiid 
nonregnlated affiliate have coininoii officers, directors, or employees, the fees, compensation, aiid expenses of the 
individuals involved shall be snbject to tlie cost allocation requirements set forth in I a S  278.2203 and 278.2207. ;iny 
utdity tliat provides iioniegulated activities shall separately account for all investments, revenues, aiid expenses in 
accordance with its filed cost allocation manual. 

&-i utility shall not provide advertising space in its billing eiivelope to its affiliates or for its iioiiregulated activities unless 
it offers tlie same to coinpetiiig service provideis on tlie same terms it provides to its affiliates. This subsection applies 
to iioiiregulated activities only 

.I utdity shall not attempt to persuade customers to do business with its affiliates I l l 7  offeiiug rebates or discounts on 
tariffed services. 

;ill utihty company employees engaged in tlie merchant function shall abide by all standards promulgated by applicable 
FERC orders and regulations 

No utility employee shall share any confidential custoiner inforination with the utility’s affhates unless tlie customer has 
consented in writing, or tlie information is publicly available or is sitnultaneously made publicly available. 

All dealings between a utility and a lionregulated affhate shall be a t  arm’s length 

Employees transferring fioin tlie utdity to an affiliate shall not disclose to tlie affiliate confidential information or take 
with them any competitively sensitive materials. 

Neither a utility nor its einplopees or agents shall solicit business on behalf of a n  afffiate or for its nonutihty setvices 

A utility tliat carries out aiiy research and development or joint marlreting aiid promotion with its affiliate for its 
iionregulated activities shall be subject to tlie cost allocation requirements set forth in I a S  278.2203. 

Except as provided in subsection (5) of this section, if a utility is engaged in a iioiiregulated activity, marketing 
employees for the noiiregulated activity shall not have access to die custoiner inforination provided to tlie utility when 
tlie customer places an order for regulated sei7rice. 

A uttlity shall not provide any type of undue prefereritial treatment to a noiiregulated affiliate to the detriment of  a coinpetitor 

;i utihty shall notify tlie customei that coinpetiiig suppliers of a iionregulated service exist if: 

a. The utdity receives a request for a recoininendation froin a customer seeking a specific sei-vice wlicli is offered 
by tlie utdity’s affhate or by tlie u&ty itself; aiid 

Tlie utility mentions itself or its affiliate when maldng the recommendation to tlie custoiner. b. 

Tlie utdity’s name, trademark, brand, or logo shall not be used by a nonregulated affiliate in any type of visual or audio 
inedia without a disclaimer. Tlie cominissioii shall develop specifications foi the disclaimer Tlie disclaimer shall be 
approved by tlie commission piior to use in aiiy advertisement by tlie utility’s affiliate. 

;i utdity shall not enter into any arrangeinelits for financing lionregulated activities through an affiliate that would 
permit a creditor upon default to have recourse to tlie assets of tlie utility. 

A utility shall inform the coinmission of all new iionregulated activities begun by itself or by tlie utility’s affiliate witliin 
a time to be set by tlie commission. 

Start-up costs associated with tlie formation of a iionregulated affiliate shall not be included hi tlie utility’s late base 

Tlie commission may requuie tlie uthty to file annual reports of information related to affhate transactions when 
necessary to monitor compliance with these guidehies. 

Sourcc: JaIS 278 221 3 
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Tlis  section discusses Schurnaker & Company's ffiidiiigs regarhig compliance to the above non- 
accounting items ki the I<eiitucky staiidards. 

Ethics & Compliance Organization 

Exhzbif 11- 14 Illustrates the DEBS Ethics & Compliance group, totaling five employees in Charlotte 
(NC), reports to Audlt Services, and 111 turn tlie CIief Legal Officer. The two Regulatoq Compliance 
employees are responsible for state and federal regulatoiy compliaiice, itlcludmg:" 

State and federal regulatoiy requirements 
Monitorkg regulatoiy compliance policies and procedures 
Providmg guidance, such as afffiate standards training and advice, to Duke Energy employees 
in regulatoiy compliaiice matters 

Exhibit 11-14 
Ethics & Compliance Organization 

as of December 31,2011 

I.'!.( I ' r r , ~ ~ n m  l \ r l m l n l ~ u ~ n l  

Source: Intcrview 8 

The Open Pages system is used to track compliaiice issues, such as merger coiidltions, f h g s ,  or system 
access reviews, in which ownerslip of these issues is also kept." The Regulatoq Compliance Manager 
handles any requests for clarification on ICentuclcy Afffiate Rules training requirements." 

Other Organizations 

Also, Duke Energy currently lias two separate organizational groups that are respoiisible for regulated 
and unregulated power functions:"' 

The regulated electric business is located in Charlotte (NC). All of the offerings of generation 
resources into MISO and tlie requesting of day-ahead load requirements are handled from the 
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Operations Center located in Cliarlotte. Tlie indrvidual regulated generation units are 
dispatched froin tlie Charlotte Operations Center and all traduig activities are handled in die 
Cliarlotte Operations Center. Regulated wholesale sales are also handled in Cliarlotte. T h e  
Operations Center is split between tlie Carokias and Midwest (Iientucky and Indraiia) 
organizations. 

Tlie unregulated electric busitless is located iii Cllicllinati (OH). All of the offerings of 
generation resources into I) JM Interconnection, LLC (PJM) and Midwest Independent System 
Operator (MISO) and tlie requesting of day-ahead load requirements are handled from tlie 
Operations Center located in Cincinnati. Tlie individual regulated generation units are 
dispatched froin tlie Cincinnati Operations Center and all trading activities are handled in tlie 
Cincinnati Operations Center. wholesale sales are also handled in Charlotte. Tlie Operations 
Center handles the drspatchuig of tlie former Duke Energy Ohio generating plants, wlicli are 
unregula ted assets. 

DEI< power transactions are liandled out of Charlotte (NC) by a group of traders and dispatchers tliat 
only handle Iientucky and Indiana power transactions. There is a separate group of traders and 
dispatchers that handle the Carohias power transactions in Charlotte (NC).” 

All affhated wholesale power transactions are handled a t  tlie organization 111 Cii~cirinati, Olio.  Duke 
Energy Icentucky lias approximately 15 affhated wholesale power marketers. DEIi’s affhated 
wholesale power marketers are:’” 

CinCap IV, LIX (CinCap IV) is a Delaware k i t e d  liability coinpaiiy headquartered in 
Cincinnati (OH), wlicli during tlie test period marketed electricity at wholesale pursuant to 
market-based rate authority granted by tlie Federal Energy liegulatoiy Coimissioii (FERC). 
On  July 20,20 1 1 the FERC accepted ClliCap IV’s notice of cancellation requesting tliat the 
FERC cancel its market-based rate tariff. CinCap IT7 did not own any generation or 
trailsinis sion facllities. 

CinCap V, LLC (CinCap V), is a Delaware k i t e d  liablltty compaiiy (LLC) headquartered in 
Cincinnati (OH), wlicli markets electricity at  wholesale pursuant to market-based rate autliority 
granted by die FERC. CinCap V does not own any generation or transmission facihties. 

Duke Energy Commercial Asset Management, Inc. (DECAM), is a Delaivare corporation 
lieadquartered 111 Cincinnati (OH), wllicli senres as the wholesale Inerchant agent for a number 
of generation and marketing businesses w i t h i  Duke Energy Corporation’s coimnercial 
business seginent. DECXM lias been granted autliorization to sell power at market-based rates 
by tlie FERC. DECAM does not own any gemration or transmission facihties, but is parent to 
entities that own 3 120 noinkial megawatts 

Dulie E,nergy Coimnercial Enterprises, Inc. (DECE), an Indiana corporation headquartered 111 
Cincinnati (OH), is the parent of Duke Energy Retail Sales, LLC and CinCap V, as well as 
certain other coinpalies tliat do not own generation or traiisinissioii facllities. DECE lias been 

of gas-fured inerchant generation. 
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granted authorization to sell power at marltet-based rates by tlie FERC. DECE does not own 
any generation or transinission faclltties. 

Duke Energy Retail Sales, LLC (DER), a Delaware lunited liablltty coinpany headquartered in 
Cincinnati (OH), is a competitive retail electric service (CRES) provider certified by die Public 
Uuhties FE,RC of Ohm aiid engages in wholesale power transactions to facllttate its CRES 
provider business operations. DER owns no generation or transinission facllities. Tlie FERC 
lias granted DER market-based rate authority. 

Duke Energy Trah ig  aiid Marketing, L.L.C. (DETM), a Delaware lunited liability coinpany 
headquartered in Ckicjllnati (OH) during die test period, inarketed electricity at wholesale 
pursuant to market-based rate autliority granted by tlie FERC. On July 20, 201 1 the FERC 
accepted DETM’s notice of cancellation requesting that tlie FERC cancel its market-based rate 
tariff. DETM cltd not own any generation or transinissioii facllities. 

St. Paul Cogeneration, LLC (St. Paul Cogen), a Minnesota hnited liablltty cornpaiiy 
headquartered in St. Paul (MN), owiis a biomass-fired cogeneration faclltty with an electric 
generating capacity of 35 M w s  (nameplate) located in St. Paul, Minnesota. St. Paul Cogeii lias 
been granted market-based rate autliority and qualifjiiiig fachty status by the FERC. 

Happy Jack Windpower, LLC (Happy ,Jack), a Delaware hnited liability company headquartered 
in Cincinnati (OH), owns a 29.4 MW (nameplate) wind-powered electric generation facility 
located approxknately eight iiules west of Cheyenne, Wyoming. Happy Jack has been granted 
market-based rate autliority and exempt wholesale generator status by the FERC. 

Nortli Allegheny Wind, LLC (North Allegheny), a Delaware lunited liabllity coinpany 
headquartered in Cincinnati (OH), owns a 70 Mw (mineplate) wind-powered electric 
generation facllrty located in Cambria and Blair Counties (PA). Nortli Alleglieny has been 
granted market-based rate authority and exempt wholesale generator status by die FERC. 

Three Buttes Windpower, LLC (Three Buttes), a Delaware hnited liabibty company 
headquartered in Cincinnati (OH), owiis a 99 Mw (nameplate) wind-powered electric 
generation fachty located in western Converse County 0. Three Buttes lias been granted 
lnarliet-based rate authority and exempt wliolesale geiierator status by tlie FERC. 

Silver Sage Windpower, LLC (Silver Sage), a Delaware hnjted liabhty company headquartered 
in Cincinnati (OH), owns a 42 Mw (nameplate) wind-powered electric generation fachty 
located approximately eight i d e s  west of Cheyenne, Wyoining. Silver Sage lias been granted 
marliet-based rate authority and exempt wholesale generator status by tlie FERC. 

Kit Carson Windpower, LLC (Iclt Carson), a Delaware hnited liablltty company headquartered 
in Cincinnati (OH), owns a 5 1 MW (nameplate) wind-powered electric generation facibty 
located in IGt Carson County (CO). IOt Carson lias been granted marltet-based rate autliority 
and exeinpt wholesale generator status by the FERC. 

Top of tlie World Wind Energy, LLC (Top of the World), a Delaware hnited liabllity colnpanp 
headquartered in Cincinnati (OH), owns a 200.2 Mw (nameplate) wind-powered electric 
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geiieratioii facility located in western Coiiverse County (UT). Top of tlie World has been 
granted inarket-based rate authority aiid exempt wliolesale geiierator status by tlie FERC. 

Duke Energy Lee 11, LLC (Lee 11), a Delaware hnited liabllity coinpaiiy headquartered in 
Ciricirinati (OH), owns a 640 Mvlr (nameplate) natural gas-fired electric generation fachty 
located iii Divoii (IL)“ Lee I1 is a wliolly owned subsidraiy of DECAM. Lee I1 has been 
granted inarlret-based rate authority and exempt wholesale generator status by the FERC. 

Duke Eiiergy Haiigltig Rock 11, LLC (Hanging Rock II), a Delaware hnited liability coinpaiiy 
headquartered ui Clliciniiati (OH), owns a 1240 MW (nameplate) natural gas-fired electric 
geiieratioii facihty located in Irontoii (OH). Hangiig Rock I1 is a wholly owiied subsidiaq of 
DECAM. Haiigiiig Rock I1 has been granted inarliet-based rate authority and exeinpt 
wholesale generator status by the FE,RC. 

Dulie Energy Waslington 11, LLC (Wasl4ngtoii 11), a Delaware hnited liabllity coinpalip 
headquartered ui Cincinnati (OH), owns a 620 MW (iiaineplate) natural gas-fired electric 
geiieratioii fachty located in western Beverly (OH). Washmgton I1 is a wholly owned 
subsidrai-y of DECAM. Wasl~igtoii  I1 has beeii granted inarket-based rate authority arid 
eseinpt wliolesale geiierator status by tlie FERC. 

Duke Energy Fayette 11, LLC (Fayette 11), a Delaware hnited liability coinpany lieadquartered 
iii Cinchiliati (OH), owiis a 620 Mw (nameplate) natural gas-fired electric generation fachty 
located in Masoiitowii (PA). Fayette I1 is a wholly owned subsi&ai-)i of DECAM. Fayette I1 
has been granted inarliet-based rate authority and exempt wholesale generator status by tlie 
FERC. 

Duke Energy Verinilhon 11, LLC (Vermlhon 11), a Delaware hnited liabihy coinpaiiy 
lieadquartered Ui Citiciiinati (OH), owiied an uiidrvided 7.5% interest in a 640 MW (iiaineplate) 
natural gas-fired electric generation fachty located hi Vermllioii Couiity (IN) (also referred to 
as tlie facihty). Ver idoi i  I1 is a wliolly owiied subsidiai-p of DECAM. During die test period, 
Veri&on I1 had been granted inarliet-based rate authority and exeinpt wholesale geiierator 
status by tlie FERC. In January 2012, pursuaiit to FERC autliorizatioii, Verndhon I1 
transferred its ownership interest in the Facility to Dulie Energy Iiidrana, Inc. (DEI) aiid 
Wabasli Valley Power Association, Inc. gxrVrA), with DEI  aiid VWPA subsequently owiling 
62.5% and 18.5% of the facility, respectively. In March 2012, the FERC accepted Veridhon 
11’s notice of cancellation requesting that tlie FERC cancel its market-based rate tariff. 

The activities of die above wholesale affhates are coordinated out of the Duke Energy Commercial 
Asset Maiiageinent, Inc. (DECAMJ 111 Cincinnati (OH). The employees of tlie affhated wliolesale 
power marlieter(s) (located in Cincinnati) operate independeiitly of the employees responsible for Duke 
Eriergy Icentucky’s wholesale merchant and generatioil functions (located in Cliarlotte) . I ”  

There is also iio space occupied by Dulie Energy Kentucky and noii-regulated affiltated wholesale power 
inarlieters as defuied. These two organizations operate independently.’” Scliulnaker & Company 
corifirined tliese statements by physical observations during our interviews.” 
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Competitive or Sensitive Information 

Wlieii aslied to provide any formal policies or procedures docuineiitatioii regarduig access by Duke 
Energy I<entucliy and any affhate to competitive or sensitive information, a copy of nulie Energy’s 
Alihte Re.sf~icfioits - hfoumfioii Discla:/osrm l’racerlrlres was provided. Its purpose is to provide a process for 
handling the dtsclosure of regulated market information to inarliet regulated power sales a f f h t e s .  
Specific procedures include? 

Legal shall be notified if regulated inarliet information is shared witli lion-regulated inerchaiit 
einplopees, or if there are deviations froin separation of functions, iricludmg in einergeiicp 
imtances. 

Legal will deterinine whether to inalre a posting of such inforination on its web site or a f h g  
with tlie Coimnission, using procedures sirnilar to those used for Standards of Conduct 
disclosures (see “Duke Eiiergy FERC Page”). 

Legal or Regulatory Compliaiice will meet witli tlie business unit involved in die inappropriate 
disclosure to dtscuss aiid offer recoimnendations to initigate future occurrences. This 
inforination (wlllcli may include coinpliance ineasures) will be inaintairied by Regulatory 
Compliance. 

Autoinatic reinindm are sent annually tlirougli colnplialice software to die responsible orgaillzatioii.” 

Training materials used by Duke Energy’s or Duke Eiiergy I<entucl~y’s employees on sharing of 
competitive or sensitive information and/or sharing of office space, computers, or any other assets 
includes die following? 

Midwest (I<entucliy, Iiidtana, aiid Olio) State Regulatory Requirements for Non-regulated 
Products and SeiTTices MyTraiiiiig (completed by 94 Duke Energy employees and contractors in 
May and June of 20 1 l), inclulng but not hnited to:?’ 

- 

- 

- 

The affhate must be fully separated. 

The affiliate inust have separate accounting treatment. 

The affhate inust not be given an unfair competitive advantage or be exteiided any undue 
preference by tlie utdlty (meeting guidelines, proprietaiJT custoiner inforination/custoiner 
coxiselit, custoiner leads/referrals, appropriate/inappropriate responses, etc.) 

11 code of conduct should be established tliat satisfies the coimnissioii mles. - 

Duke Energy I<entucliy Expectations for Custoiner Care 

Qiicli Reference Guide - State Regulatoqr Requirements - Non-regulated Products & Semices 
coinparisoii chart of Indtana, I<entucliy, Olio, and Carohias. 
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Transfer Confidentiality Agreements 

The Regulatory Coinpliaiice group manages aiid fachtates the employee transfer process froin DEI< to 
an  affhate. Identified individuals (and their managers) wlio transfer froin tlie udlity to an affhate are 
required to coinplete aiid coiifrm that they have reviewed system access, physical access, and einail 
distribution lists. Also, automated einails are fonvarded to impacted managers with required actions 
iteins.?’ 

Training 

The affhate standards training has been developed across Duke Energy and modified slightly for each 
state based on tlie specific requirements of that state. The content of training cfiffers due to slightly 
cfiffereiit Affhate Rules in I<entucliy, although they are ve17~ simlar to Olio mles. One Ifference is 
that DEI< is required to specifically report asset transfers $1 nullion or inore to the I<PSC, but no 
s i idar  cfifferences regarding service charges involving I<entuckp.”” 

Affiliate Rules coinpliance training is coinbined for OH/I<Y, riot just because DE0  owns DEI<, but 
also due to tlie amount of overlap ainoiig participants for OH/I<Y requirements. The Ohio Corporate 
Separation-I<entucky Affhate Rules training, which was developed in-house, is conducted annually for 
any Duke Energy einployees deemed to be impacted by Affiliate Standards requirements. Starting in 
20 10, it was deployed electroilically. Previously it was classrooin-based training. At tlie eiid of 20 1 1, 
approxjlnately SS 1 of Duke Energy’s approximately 18,000 einployees were required to participate. 
Notifications were inade at the end of Deceinber 201 1 via einail message witli follow-up messages and 
calls to einployees and their supervisors to reinind those wlio I d  not pet coinplete die training. To 
identify tlie einployees required to participate in training, Duke E,nergy identifies a deployineiit list, 
which is reviewed annually. It will also be updated tlirougliout the year, if necessary. Those identified 
are not just Service Company employees but anyoiie witllin tlie Duke Energy organization mhose 
function is IIliely to be impacted by Affhate Rules requixeineiits.”’ 

The focus of this training is threefold, as follows:’” 

Discuss why guidance regardbig affiliate relationships is important, includuig risks if not 
followed. 

A durect description of what that means. 

A reininder tliat, if einployees lime questions, wlio tliey should contact for furtlier guidance. 

Otlier relevant training provided in 20 1 1 was (a) affhate asset transfer training, incluc-fing coinpliance 
with federal and state pricing rules, @) FERC affiliate restrictions and standards of conduct, and (c) large 
business training, wlicli includes cfiscussions about affhate interactions.” 

The focus of tlie affkate asset transfer training is primarily employees in the supply cliain/plant 
inventoiy functions and includes an overview of tlie following: 
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- Understand federal and state rules tliat govern affhate asset transfers 

- Affhate asset transfer agreements for regulated affhates 

- Affhate asset transfer process & eForin requirements 

- Understand consequences of non-compliance 

- 

The focus of tlie FERC affhate restrictions aiid standards of conduct training and case study is 
fairly broad (involving approximately 8,500 employees) and includes an key FERC 
requirements, such as: 

- 

Uiiderstaiid employee's role to ensure coinpliance 

Market information from die regulated uullty should not be shared with non-regulated 
employees (employees who work on behalf of die non-regulated affhates). 

Non-regulated employees and regulated employees should operate separately. 

Regulated and non-regulated uullty affhates caiiiiot sell energy or capacity to each other 
without FERC approval. 

FERC asyimnetrical pricing rules apply to goods aiid seivice transactions between tlie 
regulated uullty and the lion-regulated uullty/non-utility affiliates, unless tliere is an 
esception. 

- 

- 

- 

Tlzis training is adininistered antiually to individuals who are eitlier diredy or iidirecfb impacted by 
tlie Affiliate Restriction or Standards of Conduct requirements adinirlistered by FERC. In 
support of tlzis training session is a coinpreheiisive 96-page FERC colnpliarice manual. '' 

Also, in 20 1 1,94 participants received training regardng sharing of competitive or seiisitive 
information and/or sharing of office space, computers, or any other assets. " 

Ethics Line 

Addtionally, Duke Energy lias an ethics h i e  that allows employees to call in, ationymously if tliep M e ,  
any concerns that they have, although tlie coinpalip has also added a compliance reporting mailbox 
(corn~liaiicere~~ortiiig.~,dulie-eiiere~.covli), which is focused on coinpliaiice issues. Duke Energy 
encourages einployees to use tlie inailbos for any questions or concerns tliat einployees have with 
regardmg to compliance issues, but they can use either tlie ethics h i e  or the mailbox. Advertisements 
for tlie ethics h i e  and mailbox include posters in bddmgs  and mention in code of busllless and affhate 
traitling sessioiis." 
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Affiliate Agreements 

E x-hibif 11- 15 suimnarizes existing affibate agreements impacting Duke Eiiergy Kentucliy.ii 

Exhibit 11-15 
Existing Affiliate Agreements (Page 1 of 4) 

as of December 31,2011 

Merger-Related Service Agreements 

kreement 

Senrice Coinpany 

Agieemeiit 
Utlllt)r 

Opeiating 
Companies 
Seilice 
Agreement 

Operating 
Company/Non- 

Coinpailies 
S elvice 
Agreement 

Utillty 

iourcc: Information 

Agreement Description 

Duke Energy Corporation, Cinergy Co ip  Duke Energy Business 
Services, LLC, and other various utility ( n u k e  Energy Carohias, 
Duke Energy Indiana, Duke Energy Kentucky, Duke Energy Ohio, 
and AIiami Power Corporation) coinpanies involving Duke Energy 
Business Services, LLC functions: information systems; meters; 
transportation; system maintenance; marketing/ customer relations; 
T&D engifleeriiig/coiistructioii; powei engineering/ constructioii; 
human resources; inateiials management; facilities; accounting; 
power and gas planning and operations; public affairs; legal; fiiance; 
rates; tights of way; internal audit; environmental, health, and safety; 
fuels procurement; investoi relations; planning; and executive. 

Duke Energ7 Carohias, Duke Energy Indiana, Duke Energy 
Kentucky, Duke Energy Ohio, and Aliaini Power Corporation 
involving services (including loans of employees), such as 
eii~ieei~ig/coiistnictioii; opera tion/maiiitenance; installation 
services; equipment testing; genetation technical support; 
enviroiimental, health, and safety; and procureinent services; plus 
use of assets, eqiupment, and facilities. It specifically escludes 
affhate transactions involving sales or other transfers of assets, 
goods, energy cominodities (electricity, iiatutal gas, coal, and othei 
combustible fuels), or thermal energy products. 

DEK/various Duke Noli-Utihty companies involving setvices 
(including loans of employees), such as: 

DEK to Noti-Ufdi~p: engineei~ig/coiisti~iction; 
operatioii/mainteiiance; installation services; equipment 
testing; generation technical support; environmental, 
liealtli/safety; and procureinent services; plus use of assets, 
equipment, and facilities. 
Abz-Ufh')~ t o  DEK: Technology services; moiitorkig, 
surveying, inspecting, constmcting, locating, and maiktlig of 
overhead and underground utility facilities; meter reading 
mateiials management; vegetation management; and 
marlteting/custoiner relations. 

sponsc 8 

Effective 

Septeinbei 1, 
2008 (second 
amendment) 

Map 18,2010 
(third 

amendment) 

September 1, 
2008 

(amended 
and restated) 

Compensation 

Cost except 
othenvise 

required by IRS 
482 

Cost based only; 
with DEC and 

exceptioiis 
nEo 

Cost based only 
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Exhibit 11-15 
Existing Affiliate Agreements (Page 2 of 4) 

as of December 31,2011 

Other Affiliate Agreements 
-- 
Agreement 

[nteicompaiiy 
Asset Transfer 
igreemeiit 

- 
Agreement Description 

Duke Eiiergy I<entucky/vaiious Duke Noli-l-itility compaiies 
involving seilrires (includmg loans of employees), suc:li as: 
+ DEI to N o t d J f z / i [ ~ ~  - eii~ieeruig/coiistruction; operation and 

maintenance; installation services; equiprneiit testing; generatioii 
technical support; enviroiimental, health, and safety; and 
procurement sei-ciices; plus use of assets, equipment, aiid 
facilities. 
AbdJfik[y f a  DEI - llifoiltnatioii technology services; 
monitoring, suirrieying, hispectiiig, constructing, locating, aiid 
marliing of overliead and undergrouiid utility fachties; meter 
readmg materials management; vegetatioii management; aiid 
inar ldng  and customer relations 

Dulre Energy Carohias (DEC), Dulre Eiiergy Iiichaiia (DEI), Duke 
Energy Kentucky (DEI<), aiid Duke Eiieigy Olio (DEO) asset 
transfers, in which “assets” means parts inventory, capital spares, 
equipment and other goods except for the following: coal; natural 
gas; fuel oil used for electric power generation; emission :~llowances; 
electric power; and eiiviroiimental control ieageiits 

Effective 

October 1, 
2009 

December 22, 
2008 

Compensation 

FERC 
piicing mechanism 

Except to tlie 
extent otherwise 
required by 
Section 482 of tlie 
Iiitemal Revenue 
Code or aiialogous 
state tax law, 
Recipient 
Operating 
Company shall 
compensate 
Transferor 
Operatitig 
Company for any 
assets transferred 
at cost; provided 
however that any 
transfers of 
electric generation- 
related assets 
between DEO, on 
tlie one hand, aiid 
DEI or DEI< 011 

the other hand, 
\vill be priced 111 
accordaiice with 
FERC affkate 

requirements. .p 

trallsactioll piricilig 
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Utiltty Aloney Pool 
-1greement 

Agreement Title 

,1 money pool arrangement to inanage cash aiid working 
capital requuiements in wlricli those companies with surplus 
short-term funds provide short-term loans to affiliates 
(other than Duke Energy aiid Citiergy) participating under 
this arrangement. 

U thty-N oii-U ~ h t y  
Asset Transfer 
Agi eemeiit 

Exhibit 11-15 
Existing Affiliate Agreements (Page 3 of 4) 

as of December 31,2011 

Agreement Description 

Duke Eiieigy I<entucky/Noii-Uthty asset transfeis, in 
wlucli “assets” ineans parts inveiitoiy, capital spaies, 
equupment aiid 0 t h  goods except foi the followuig: coal; 
nahiial gas; fuel oil used foi electiic powei genemaon; 
eimssion allowances; electric powei; and eiirrlrontneiital 
control ieageiits 

1/3 1/2013 

Effective Date 

January 1, 2009 

November 1, 
2008 

(second 
aineiidment) 

Compensation 

Except to tlie 
extent otlieiwise 
required by Section 
482 of tlie Internal 
Revenue Code or 
analogous state tax 
law, a Recipient 
party wider this 
Agreeineiit shall 
compensate tlie 
Transferor for any 
assets transfeired in 
accordaiice with 
tlie FERC affiliate 
transaction piicing 
requirements. 
;\ccordingly, assets 
transferred froin 
DEI to a Non- 
Utility Company 
shall be priced at 
the greater of cost 
or market, aiid 
assets transferred 
froin a Noii-Utility 
Coinpang to DEI 
shall be priced at 
no more than 
market. 
Alternatively, to tlie 
extent that an asset 
may be ti,ansferred 
under this 
Agreement, the 
Transferor aiid 
Recipient may 
agiee that tlie asset 
transferred to tlie 
Recipient be 
replaced in h i d  

Depends on if 
internal and/or 
external fiuid used. 
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I 

rlmeiided aiid 
Restated Puicliase PC 
Sale ;\gieemeiit wtli 
Cuiergy Receivables 

-1gieement for F h g  
Consohdated Iiicoine 
Tax Retuiiis and for 
=\llocatloll of 
Consohdated Iiicoine 
Tax LiabAty aiid 
Benefits 

I 

Exhibit 11-15 
Existing Affiliate Agreements (Page 4 of 4) 

as of December 31,2011 

;illows the opeiatiiig coinpaiues (DEI, DEO, and DEI<) to 
sell then retail accounts ieceivables to tlus a f f h t e  

Peiimts DE0 to operate the Aham Fort 6 generatrug 
statlon, iiicluding piocurement of fuel, on behalf of DEI< 

Tax liability is allocated to Duke Eiiei,gy subsidiaries on the 
basis of tlie percentage of tlie total tax which the tax of such 
aii entity, if computed 011 a separate ieturii, would bear to 
tlie total amount of the taxes for all entities. 

Januaq  1, 2006 

Generation Acquisition Service Levei Agreements 

Gas PC Piopane 
Sermces Agreement 

October 27, 
2,o 10 

Peimits DE0 to provide ceitaui operatloris and 
maintenance support to DEI< related to tlie natural gas aiid 
piopaiie faclltties at tlie Woodsdale geiieratmg statlon. 

Jaiiuary 24, Described in 
2009 other agreement 

October 1, 
2008 

amendment) 
(first 

services; because it follows Kentucky’s affiliate pricing rules, 
Coinrnissioii approval was not necessary 

Fackties Operation 
;Igreemeiit 

Peimits DEI< to utilize DEO-owned tiansmission facilities 
aiid equipment to provide seilrice from DEIi’s geiieratiiig 
stations 

hliami Fort 6 
Operations 
Agreement 

September 27, 
2004 

(as amended) 
DEI< is lil the 

process of 
acqmrmg 

ownerslup of 
tiansfoiiners 

coveied by the 
geneiatloii 

step-up (GS) 
agieemeiit 

between DE0 
and DEI<; 

agieemeiit is 
scliedded for 

caiicelled on 01 

about Alay 8, 
201 2 once tlie 
GSU transfei 
takes place. 

Fair market value 
of receivable oil 
initial funding 
date 

Described in 
other agreement. 

Described in 
other agieeineiit 

Agreement for 
Gypsum Waste 
hIateiia1 Disposal 
Seivices 

Source: Information liesponse 8 
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None of tliese agreeinents becaine effective in 201 1, but all were in effect during the year. As the Duke 
Energy/ Progress Energy inerger becaine effective in 2012, DEI< is required to subinit updated versions 
of agreeinents to the I<e11tuclr~7 Public Seivice Coimnission. 

~ ~ ~ ~ ~ i ~ g  11-2 d e s  t r a i ~ i ~ n g  for 2011 indicates a few instances where 
pleted training wit in a timely manner. 

Beginning in 20 1 1, all irnpacted einployees itlvolving OlGo, Ikntucliy, and Indana operatioils were 
required to attend Affhate Standards traitling sessions via Duke's onhie Learning Management System 
(A4jiTr&iz1zg). During 20 1 1, 55 1 einplopees and contractors were scheduled for Ol~o/I<eiitucliy-related 
training course. Tliey were typically notified in late December 201 1 (December 30,201 l), and were 
expected to coinplete training witlki 60 days (by March 1,2012)."' Approsllllatelp 10 days earlier 
(December 21,201 l), group executives for impacted business organizations were notified. The day when 
the einployees/contractors are notified is considered Dg 1. Approximately 30 days later (Dy _?O), a 
reininder is sent. On  Dqi 50, if soineoiie has not viewed tlie eLeariling slides and passed die exam, tlien 
anotlier reimhider is sent to the individual and to hs/her manager, plus a report is sent to the HR VI' and 
SVP. Not participating in training (and passkg tlie exam) withn 60 days is considered non-compliance. 
On Day 61, an overdue notification is sent to tlie individual and lGs/lier manager, plus a report is sent to 
tlie HR W, S W ,  and group executive. These notifications and reports continue u n d  all einployees and 
contractors supposed to take tlie traiilltig have completed it.'i Of tliese 5.5 1 participants, all liad completed 
training, altliougli 49 liad a coinpledon date after March 1, 20 12 (24 111 March 20 12, 16 in April 20 12, and 9 
in May 2012).'" 

Benchmarking 

ulte Energy frequently performs various ~ e ~ i c ~ ~ a r ~ ~ ~ i g  studies as a 
are costs to inarltet values for seavices performed. 

Duke E,nergy Coi+poration's last full beiicliinarkmg exercise results were produced in 20 10 based 011 

2009 costs and seivices. The coinpalip typically lilies to benclimarli in alternate pears to allow 
irnproveinent initiatives to inailifest in the results; however, it chd not conduct a benclimarlr in 20 1 1 due 
to die amount of effort focused on inerger analysis."' 

Recent benchmark studies performed by Duke Energy kclude tlie following:"" 

2009 Market and Cost Allocation Study 

Ernst & Young LLP (EX) performed a Market and Cost Allocation study of the sei~ices provided by 
Duke Energy Business Seivices and Duke Energy Shared Seivices to Duke Energy Carohas for the 
period ending Deceinber 3 1, 2008, which was completed in September 2009." Of die 23 services 
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provided by the Senrice Company, one was largely outsourced (4%), one was kinaterial (4%), four were 
strategic in natul-e (18%), eight liad no coinparable inarket data (35%), aiid ilitie (39%) were evaluated 
using beiichiiiarl&ig data. Tlie bencliinarldng data indcated tliat oiilj~ oiie sei-irice, Information Systems, 
was above tlie inedmi benchinark for soine portions. It should be noted tliat benchmarks cannot be 
considered aloiie or without contest as circuinstaiices of peer orgmizations dffer. Therefore, Dulie 
Energy inanageinent believes that benchinark results should be viewed as a point of reference and 
significant variances should be considered based 011 the facts and circuinstaiices of tlie orgarlizatioiis 
being bencliinarked. Due to tlie inherent lunitations of bencliinarking data, it cannot be used as tlie sole 
basis for inaldng an assessinelit on marliet d u e . ”  

The procedures included conducting a series of structured inteiTriews with key business personnel as 
well as Service Company employees. To analyze costs, EY obtained Duke Energy detailed data files and 
supporting documentation for costs charged to Dulie Eiiergy Carolinas. At die request of Duke Energy 
Carolinas EY co-developed a cost allocation frairieworli to calculate the fully dstributed costs of each 
service. For marliet coinparables, EY identified vendors who, based on Dulie Energy’s input, could 
provide seiTJices currently performed by Seilrice Company employees. EY analyzed publiclp available 
iiiforinatioii for these vendors to analyze inarket pricing. Based upon tlie procedures performed, EY 
documented if reasonable inarlret coinparables could not be found for certain seivices or if a seivice liad 
been excluded froin analysis of inarliet coinparables due to business or strategic reasons. For tlie 
majority of seiT+xs, EY noted that tlie level of activities provided by tlie Seivice Coinpany for each 
seivice could not be easily replicated by oiie vendor, as part of the standard sei-vices offered bg tlie 
vendor. Addtionally, witliout obtaining detailed piicing inforination froin vendors tliat aligned to the 
seivices provided by tlie Seivice Coinpany, inarket coinparables were iiot readdy available. Tlie 
consensus of tlie project team, wl?icli consisted of staff froin Service Company, EY, and subject matter 
resources m an  advisoi-p capacity, was tliat tlis sort of solicitation for inforination froin t l ~ d  parties 
would not be appropriate for a number of reasons, as outlined in the report.” 

111 conjunction with tlie Cinergy inerger integration project, the majority of Seivices performed an 
analysis to assess which functions could be outsourced to a tlird party provider. Each of tliese 
assessinelits considered a nuinber of function specific factors, but cost was always considered as part of 
tlis analysis. Subsequent to tlie integration project, sewices were challenged to review costs annually 
aiid consider any cost-savings of outsourcing. As of Deceinber 3 1, 2008, approximately 50% of non- 
Executive Sewices were either outsourced or directly purchased. 

EY’s research also indcated that no utlllty hi Duke Energy’s or Duke Energy Carohas’ peer group had 
outsourced, ki totality, as inucli as Duke Energy. Actual cost coinparisons to peers utlllties by seivice 
for 2008 were not possible as tlis level of information was no longer required to be filed on FERC 
Forin 60. As such, coinparabhty of costs between uultties using available 2007 FERC Forin 60 
inforination was iiot possible.4’ 

Wliere bencliinarlcing inforination was available froin qualified independent sources, it was uultzed to 
coinpare tlie c,ost of seilrices provided by tlie Sei-irice Company to tlie cost of comparable seivices 
incurred by otlier organizations. The results of bencliinarlung analysis were used to lielp organizations 
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set tlie direction to develop its strategy in specific process areas. Siinllar to tlie coiistrallits noted above 
in using PERC Form 60 information, bencliinarlckig information dtd not provide details 011 the actual 
functions provided within each service. Benclimarl&ig data was also impacted by lnaiiy coinpaiiy 
specific factors Uicludmg die complexity of tlie organization, coinpeteiicies and s l d  sets of personnel, 
use of teclinology, etc,'; 

Also, the exteriial benchinarlcing EY used was based on all industries and was not specific to tlie utlllty 
industry. It was recognized tliat tlie utlllty llidusay has a iiuinber of specific regulatory aiid operating 
requirements wlich iinpact its coinparabhq with otlier industries. rldchtioiially, Dulte Energy Carolinas 
operates in a regulated environment, where reveiiues were based on a cost plus model. The analysis 
iiichcated tliat oii average, Duke E,iiergy Carohas  rates were 31"/0 less on average tliaii its peers.'" 

2009 UNITE Benchmark Results (Corporate IT Organization) 

Tlirougli UNITE, a cooperative effort among energy senrice providers, Duke Energy generally 
participates i r i  an aiiiiual Information Techiiology research and analysis airned at identi.f-)riiig areas of 
improvement and sliariiig best practices, although the last UNITE study was hi 2009, in wlich tlie 
bencliinarlckig exercise enlisted 17 uullty coinparlies froin across the IJiGted States, inaktlig up 
approximately half of tlie couriiq's energy generation. Tlie UNITE consortium provided ineinbers with 
an avenue to compare their: IT costs and seivices across hiictional towers in relation to otlier 
companies. IJNITE's approach gatliered annual beiichinarli data from each meinber company, 
comparing results across peer ualities and against previous years. The coinparative analysis helped 
identify cost savings and improvement opportunities tlirougli informed best practice dscussioiis. " 

Duke Energy's merger witli Cinergy and tlie sequential consolidation efforts that followed impacted die 
data gatliered for the 2008 IJNITE beiichinarldrig study. For instance, Duke Energy had significantly 
liglier spendmg in some areas due to die operation of dual systems and increased baseload costs due to 
new projects going into production. Nearly all of Duke's total spend and uii t  cost amounts reported for 
the 2009 IJNITE study decreased wlien coinpared to the numbers subinitted for tlie 2008 study; t l i s  

decrease in expenses represented tlie clarity gained tlirougli new procedures aiined at accurate inclusion 
of the Midwest.'" 

Other Studies 

Selected otlier benchmarking studies were perforined 111 tlie last three years, wlich iii&cated tliat Duke 
Energy costs were reasonable, as follows: 

20 10 Aviation Department study"' 
201 1 Event Planning study'" 
20 12 Buldmg Owners & Managers Association (BOMA) Experience Exchange Report (EER) 
study of buiIduig costs (OH/I<Y &strict offices only)" 
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Xdcfitionally, for Security Services in 2008, tlie company reviewed fossil generation security labor costs 
per megawatt of generation, as follows:” 

Worst - $646 
Benchmark - $438 
Best - $284 

Enterprise Protective Seiirices (ET’S) security labor costs were widki the peer industty average. In 2012, 
EPS recalculated tlie data with new data available and tlie cost inoved to $293, which is closer to 
i n d u s q  best.” 

Duke Eiiergy also has tlie Coii/idenfia/ Coiirorfikv Mefricr Airaljiri, 20 1 1 data report, wllich is a benchmarlr 
report for a utthty coiisortiuin, iiicludmg Duke Energy created by an outside utthty consultkg fiL-m. This 
benchmark contains inforination that is fartlier reacling dian costs and sellrice competitiveness as it also 
ineastires certaki HR criteria that may not fit into dlis description. Additionally, die report does not 
compare Duke Eiiergy indwidually to the overall consortium. ’’ 

Tliere was also a market assessment of Dulte Energy Corporation Human Resources Department 
created bp Aon Hewitt arid ICPMG.” 
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The Dulie Energy ICentucliy Logo is shown E~hibzt 17-16.”’ 

Exhibit 11-16 
Duke Kentucky Logo 

M4??I ui VEANLI 

Tlie Ohio Coiporate Separation-I<enhicky Affhate Rules training materials indicate that DEI< must not 
allow a non-regulated affiliate to use DEISs naine, trademark, or logo in any type of visual or audlo 
inedia witliout a dlsclaiiner approved by tlie Kentucky Public Seivice Coimnissioii (ICPSC) prior to use 
iii any advertisetnent by DEICs affhate. The Director, Duke Energy One (DEOne) (also called 
Custoiner Sales & Deliveiy) (whose responsibillties iiiclude duectitig die regulated and noli-regulated 
sales and deliveqr efforts and providlng additional value-added products and sewices for large 
coimnercial arid industrial customers) is not farnhar witli any requirement in I<enhicky for a dlsclahner 
or a sigiied/dated copy of commission approval when die utility’s name, trademark, brand, or logo is 
used by any non-regulated affiltate in any type of visual or au&o media. However, lie attests that tlie 
staiidard practice is to utilize the company-approved DEOtie logo rather tlian the DEI< logo for any 
visual or audio inedia.” 

Fillding 11-5 There is no office s ace shared occupied by 
non-regulated affiliated wholesale power ma 

Duke Energy marlageinelit has attested tliat tliere is no space occupied by Duke Energy I<enhicky and 
non-regulated affiliated wholesale power marketers, nor any sharing of assets except computer systems. 
Tliere are systeins tliat are shared between Duke Energy Kentucky and the non-regulated affiliated 
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wliolesale power inarlieters, but tliere are contxols in place to prevent iiiforinatioii and data sharing, as 
these two orgaiizations operate independently. Examples of such controls 

Coinpliaiice trackmg of system access for elnployees having state and federal affkate 
implications, in wllicli buskiess unit (BU) owliers are identified, access level is verified, and 
attestations are required - each on an annual basis. 

Traiilllig sessioiis as previously discussed in llitewiew session. 

Physical access hnitations; especially witli regard to I<entuclilT no shared access exists. 

In adchtion, in tlie corporate pliysical access guidehies, personnel are also required to sing a visitor log 
for FERC restricted areas. As per tlie procedure, a visitor log is inade for all inchviduals tliat are 
escorted into tlie secured areas."' 

computer systems between by 
lated affiliated wholesale 

they are controlled via passwords and other acce 

There are systems diat are shared between the non-regulated affiliated wholesale power marketers and 
die regulated wholesale power inarlreters. These systems have all been identified and access to each is 
controlled via passwords and otlier access permissions. Information systems used by Duke Energy 
I<entucliy have been included 111 a Systein Iiiventoq7 Access Review process. Tlie review of access and 
associated processes is accoinplished via a coinpliance tool, Open Pages, wlicli has tlie capabllity of 
reinki&ig and docutneiitiiig tliat the owiiers/adiinistrators of tlie various systems coinplete a review of 
system access on an annual basis (soinetiines inore frequently) .'"' 

In respoiise to inforination requests, DEI< provided a listing of shared information systems and die 
security ineasures used to assure the confidentiality of customer and otlier information. The systems 
diat are shared by regulated and non-regulated users have firewall separation and/or separate passwords 
for regulated and iion-regulated users. Employees requesting system access are required to subinit an 
eForin and/or einail to the sjrstern administrator througli tlie employee's manager. Both the manager 
arid administrator inust approve prior to granting access to die system."' 

Filings 

Filings were made with the 
commitments a 

during 20111. as ~ e ~ ~ ~ ~ r e ~  in t 
SC oil November 29,2005. 

Duke Energy ICeiitucky is requked to give the I<PSC 70 days advance iiotice of any changes hi cost 
allocation methodologies and justifications 111 the amount and mediodology. Cost allocation 
methodologies are noted to be established hi several DEI< documents in tlie merger coinmitmeiits 
agreed to in 2005. These are tlie 1) Service Company TJtility Sewice Agreement, 2) Operating Coinparip 
/ Nonudity Companies Seivices Agreements, I) Operating Company Seivice Agreements."' 
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On April 4,201 1, DEI< filed the following affhate contracts with die I<PSC in coinpliaiice witli tlie 
above coiniitinent."' 

Semice Coinpany Utlllty Service Agreement 

Operating Compailies Service Agreeinelit 

Iiitercompany Asset Transfer Agreeineiit 

Agreeinelit for F h i g  Consolidated Incoine Tax Returns and for Allocation of Consolidated 
Iiicoine Tax Liabihties aiid Benefits 

1Jt;llty Money Pool Agreement 

The Operating Company / Noiiu~.l~ty Companies Services Agreements is not listed above as a contract 
filed witli tlie KPSC in April 201 1, as it was iiot changed as a part of tlie Duke / Progress Energy 
merger. Dulie Energy I<entucliy is oiily required to file for aiiy changes in cost allocatiotl methodologies 
and, therefore, this agreeineiit was iiot included in that group of contracts filed.'" 

ate agreements wit 
Conmmission. ( 

As tlie Duke Energy/ Progress Energy inerger became effective in 20 12, DEI< is required to subinit 
updated versions of agreements to the I<entuclcy Public Service Commission. It has not done so at tlie 
tirne of field work completion for tl<s audit, but Duke Energy inaiiagerneiit indicates that it will be done 
as part of tlie next annual fh ig .  

d i iot~~cations to em es who have n 
iiing even before the 50 currently us r 

For 201 3, Dulce Energy anticipates implementing a more aggressive, proactive reininder schedule for its 
Ol<o/I<entuclcy affhate rules traitling program. For example, Dulie Energy inanageineiit indicates that 
indtviduals wlio are required to participate in tlie training program will now: 

Receive reininders at 30 days, 20 days, aiid 10 days prior to the Marcli 1 deadme. 
Be sent four past due notices will be sent on a weekly basis to employees wlio fail to complete 
tlie training prograin by tlie March 1 deadhie. 

So as inaiiy employees as possible who are required to participate in affhate ides  training do so by the 
March 1 deadhe,  Duke Energy should ensure tliat it implerneiits these plans to accelerate its Day SO 
reininders aiid increase usage of past due notices. 
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The Duke Energy accounting system is Financial Mailageinelit Information System (FMIS), a 
PeopleSoft system with general ledger, accounts receivable, accounts payable, asset management, project 
costing @.e., Power Plant), contract, and bfVllig applications, plus feeder systems that also pass 
information to die general ledger. The FMIS processes charges to/from Duke Energy Business Seivice 
(P)E,BS) and Duke Energy I<eiitucky affhates.'" 

The spstein has a terllluiology and inetliod of operation, and each uses a code block/chart field tliat 
comprises a set of elements that classifp financial inforination. The code bloclr/chart field contains 
inultiple elements tliat describe fixre aspects of a financial transaction as follows:"" 

When - defmes tlie timing of tlie work performed 
Who - identifies who perforined tlie work on whose behalf 
What - defities die nature of the work perforined 
How - defiles the resource used to perform die work 
Wliere - identifies the location tlie work was performed or performed for 

The corporate organization is broken down into thousands of responsibdity centers, \vlzich roll up into 
other higher level responsibihty centers based on reporting responsibility. FMIS uses responsibhty 
center (RC) codes to designate parties to a transaction. FMIS records an accounting entry for a direct 
charge transaction by designating an RC code that represents the work group performing the service aiid 
an Operating Unit (OU) code that represents the group for wlzicli the work was performed. The OU 
To code can be specific or not; for example, it can designate a particular plant or just fossil/hydro plants 
in general. The business unit receiving tlie charge designates the OU code to wluch die amount sliould 
be charged. The accounting entry also includes an account, process, project number, resource type (e.g., 
labor, materials, outside contractor), aiid amount; tlie FERC account number is usually embedded in die 
accounting code block nuinbering. For allocated charges, tlie OU code represents an allocation pool, 
such as goverriaiice or enterprise accounting. The FMIS system processes allocation pools at montli- 
end, chstributing the charges accordmg to die appropriate allocation pool perceiitages.'" 
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ethodologies IJsed 

Description of Transactions 

Services 

For all cross affhate services provided, an eForm, which is tlie same forin throughout Duke Energy, is 
reqiired. This process lias been in place for approximately six years."" 

Ainorig the duties of the Allocations & Employee Benefits group is the reasonabkty for developing and 
maintaining a basis data binder used to allocate Service Company costs and tracldtig aiid reporting 
Service Company allocations to receiving departments, as well as answering requests from indvidual 
departments. The basis data used for developing allocation factors for a calendar year is updated 
annually based on the 12 inoriths of actual results enduig the prior June 30'" of each year. The only 
exception is for basis data involving capital expendtures (Electric T&D Engineering 81 Constructioii 
and Power Engiiieeritig & Constructioii), which the capital budget data for the upcoining year. June '10 
data is available and used to update the basis data in tlie July through September time fraine, so this data 
can be used to coinplete the budget for the upcoining year."" 

As shown later m Ex*hibZt 111-3, Duke Energy uses approximately 20 factors for allocating Service 
Company costs. 
been agreed to and included in the various Service Coinpany agreements. Adding a methodology/ factor 
would require inodfyllig the agreeinerit documents aiid getting buy-in from tlie various states and 
regulatory bodes. A major change in business operations, such as the merger with Cinergy, causes die 
methodologies (and the service agreements) to be inodfied. The real test of the inethodologies used 
rests with the owtiers of the function. They have a vested interest in how the allocations are calculated 
a i d  liow much is allocated to affiliates in an area." A good example of different charge allocations using 
tlie same factor ratio is tlie Human Resources function based on number of einployees ratio U i  wlGch (a) 
governaiice activities are cliarged to all entities, includmg small portion to tlie international affiliates); (b) 
enterprise HR only is charged to all affiliates, except interiiatiorial ones, and (c) TJtdities HR is charged 
only to the regulated industries." 

The allocation factors used do not change often because the methodologies have 

The Service Company is basically a net 3 entity, it1 wlich most costs are charged to Duke Energy 
subsidiaries; exceptions include DEBS income tax, which is not allocated, and selected interest charges 
that reinain with tlie Service Company entity." 

Departmental employees are cjlrected to direct charge if they can and only include tlieir costs in tlie 
allocation pools if they cannot direct charge. Duke Energy's time reporting system, MyyTTine, whch has 
been used approxi~nately two years, was fully llnpleineiited on an enterprise basis in April 20 1 1 I The 
tine reporting system lias a default for employees' tirne and it is charged unless changed. Accordmg to 
DEBS management, einplopees were trained to use the new system when it was implemented, so all 
einployees should l.;now liow to change their tirne froin the default." 
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Timekeepers enter tirne into MyTi~le froin approved einployee tirnesheets, or in soine areas tlie 
einployee enters &ne into MjiTih aiid die data is approved by tlie manager or delegate. The tiine data is 
extracted aiid exported to Aoii Hewitt for biweekly pap processing through a series of prograins, wlicli 
loads tlie &ne data to the kidmidual einployee pay sheets in its HRMS system. Once the &ne data from 
MyTzm has been processed to the hidwidual employee pay sheets, a series of pay calculations occur in 
the payroll system to finalize the check process. Following the pay confEinatioii process, files are 
generated from the payroll systein for processing through the Labor Distribution System (LDS). Aoii 
Hewitt balances the labor files before senh ig  tlie files aiid control totals to Duke Energy for labor 
Qstribution processing to the general ledger. All exempt employees are required to enter their vacation 
talien into MyTim and each business unit deteriniries other &ne reporbig requirements for their area. 
Some einployees enter actual time data, wlde other einplopees have tlieir &ne data generated based on 
their standard schedule and their default labor allocation. The t ine data, both entered and generated, is 
extracted and exported to LDS for processing to tlie general ledger.” 

For allocated charges, one of the following three methodologies is used for recording intercoinpany 
transactions:’“ 

Auto-gemerating: Intercoinpaiiy transactions required for recordmg loans, cash sweeps, or that 
generate the booldng of revenue and generation of a receivable where both afWlates are on tlie 
enterprise PeopleSoft ledger inay be recorded using die auto-generating methodology. It only 
handles TJS$ transactions; therefore, any lion TJS$ transactions are exempt froin using this 
methodology. Ths methodology autoinatically generates tlie pi/rc/3a.ier/l-eceii~eel. transaction based 
011 tlie re//er/ remder transaction aiid is available to all Duke Energy business units using the 
enteiprise PeopleSoft general ledger. 

Aiito/;?luted Cros~bi/h Intercoinpan-yr transactions that are required for recordmg allocations or 
espense/revenue transfers between corporate/business units are to be recorded using the 
automated crossbdl methodology, Allocatlons or expeiise/revenue transactions recorded using 
this inetliodology inay be recorded to third-party accounts rather than designated mtercoinpany 
accounts as long as llllrriduals responsible for the transaction ensure the propriety of the effect 
to the consolidated fiiancial stateineiit h e  iteins. The PeopleSoft system automatically 
generates tlie related receivable or payable to intercompany accounts. 

M a i d  Ra/anci/g. Altliougli inanual balancing is not tlie preferred methodology for recordbig 
inter-business unit transactions, inaiiual balancing can be used when deemed necessary. 
Exainples include: intercompany transactions tliat are required for recordmg kivestlnent/equity, 
mtercompany derivatives, non-TJS$ tiaiisactioiis or, in the case where the transaction is with an 
affhate who is not oii the enterprise-wide PeopleSoft general ledger. Prior to recording inter- 
business unit transactions using the inanual balancing methodology, both the ie//er/ iender aiid 
piir~.~areel./recel.i,el- inust subinit a request for approval (includmg the reason for using this 
methodology and docuineritation of the mitigating controls in place to ensure coinpliaiice witli 
pohcy) to the Enterprise Iiitercoinpaiiy Process Owner (IPO), defined as tlie person who is in 
the role of IPO for all of Duke Energy Corporation and its consohdated subsidaries. 
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Duke Eiiergy inaiiageineiit confuins that its activity in FE’RC: accounts 14.5 (Notes Receivable from 
Affiliates), 146 (Accounts Receivable froin Affihates), 233 (Notes Papable to Affhates), and 234 
(Accounts Payable to Affihates) represents die entire population of transactions between Duke Energy 
Indiana arid its affhates regarcbng affhate sei7Tice chafges.ii Ev!&!/ 111- 1 dustrates a sunxnaqr pricing 
guide for affhate seivice charges.’’ 

Exhibit 111-1 
Summary Pricing Guide 

Services 
as of December 31,2011 

Source Inforrnat~on licsponse 46 

Asset Transfers 

Tlie FERC accounts in whch asset transfers (e.g. utd~ty, einission allowaiices, inaterials aiid supplies) 
between Duke Energy I<entuc$ (DEI<) aiid its affiliates are recorded as f~llow~:”’ 

UtzliOi Plant iir Sei-/ice: 300 level electric plan accounts 
Em~szaiz A l l o i ~ a n a  r. 1.58 einission allowaiice inventoiy account 
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A.ilntenn/r nizd Sipplzes Although traiisactions of inaterials aiid supplies could be recorded in 
capital accounts aiid O&M accounts, tlie following accounts were used in recording inaterials 
and supplies asset transfers between Duke Energy I<entucli~7 aiid its affhates in 20 1 1: 

- 
- 

107000 Construction Work in Process 
154100 Plant Materials and Operatiiig Supplies 

Tlie asset transfer rules for DEI< and other Duke Energy utihties hi die Midwest are dffereiit froin tlie 
i d e s  tliat govern asset transfers in tlie Carolinas. Transfers in the Carolinas require die use of eForins (a 
burdeiisoine form that is needed to coinply with specific regulations in tlie Carohas). Because of tlie 
iiuinber of transfers witlGii die Midwest, Duke Energy put in a process tliat chd iiot require tlie use of 
eForins in tliese states. Dulie Energy uses an IBM Maxiino system, called EMax, to track inventoiJ7 
stock-to-stock transfers between entities. DEI< generally carries a smaller amount of inventoi-p stock on 
its books tlian die other Midwest entities. Transfers of in-service assets are traclced in otlier systems, 
typically PowerPlant, w l d i  DEI< uses. Asset transfers typically occur fossil plant to fossil plant or 
nuclear plant to nuclear plant as tlie part iieeds are s d a r .  Typical transfers are low cost items, such as 
puinps or valves, although (as sliown in E&ht II- 12) transfers may also include meters, transformers, 
regulators, and otlier iniscellaiieous items, wkch are not considered iriventoly stock transfers.H" 

Additionally, any iiichvidual asset transfers involving DEI< tliat are $1  nill lion or higher inust be 
reported to the I<PSC for approval, as followsH' 

In IuiS 278.2 18 (approval of cormnission for change in ownersl?ip or control of assets owned 
by uulity) inchcates die following: 

1) No person shall acquire or transfer ownerslip of or control, or die right to control, any 
assets tliat are owned by a utility as defined under IUiS 278.010(3)(a) without prior 
approval of tlie coimnissioii, if tlie assets have an original book value of one inillion 
dollars (3 1,000,000) or inore and: 

a) The assets are to be transferred by tlie utlllty for reasons otlier tlian obsolescence; or 

b) The assets wdl continue to be used to provide tlie saine or s k d a r  seivice to tlie 
utlllty or its customers. 

2) Tlie coimnissioii shall grant is approval if tlie transaction is for a proper purpose and is 
consistent xvitli public interest. 

Also, regarhig tlie ICPSC Order it1 Case No. 2008-122 DEI< agreed to be bound bg 
IUiS 278.218 for transactions involving its gas uulity assets. 

Ernax is used for inventory stock transfers (Account # 154-Plant Materials and Operating Supplies in 
tlie seiidirig entity to Account # 1.54 in tlie receiving entity); at the end of tlie inontli an automatic 
charge froin Account #- 163 (Storage, Freight, and Handling) of tlie s e n h g  entity is also transferred to 
ilccoutit # 163 in tlie receiving 
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On a montlily basis, in tlie Midwest, Duke Energy generates a report from eMas aiid uses it to 
determine if fair market value is to be calculated and, where appropriate, book the ibfferential between 
fair inarket value and cost to coinply with asset transfer standards. The asset valuation of fair inarket 
value for die transfers is done in one of three wajd” 

If goods were acquired using a blanket purchase order, the value is the blanket average unit 
price (ATP). 

If not acquired using a blanket purchase order, Duke uses a recent purchase order (typically less 
than six months old but no  longer tliaii a year) cost for tlie item. 

If there is no purchase order, Duke wdl get quotes; there is no prescribed number of quotes 
tliat inust be received. 

Transfers of assets not in inventoiy, such as capital spares, are performed in PowerPlaiit by tlie Asset 
Accounting organization.”’ Simdarly, on a quarterly basis, Duke Energy generates a report froin 
PowerPlant, and uses it to if fair market value is to be calculated and, where appropriate, book tlie 
Ifferential between fair inarket value and cost (original cost rninus depreciation resewe equals net book 
value cost) to coinply witli asset transfer standards.“’ 

Cost is handled autoinatically in tlie systems; inarket rate Ifferentials inust be liariclled via a journal entry. 
The reports for transfers, botli inventory stock arid in-seivice assets, go to the Manager, Asset Accounting 
and a General Ledger journal entry (multiple hies) is created, if iiecessaiy.H6 For transfers of in-seivice 
assets between regulated and non-regulated entities, ratlier tlian simply make a transfer, Asset Accounting 
retires tlie asset froin the sending entity and adds it forinally to the receiving entity, creating a salvage 
amount to reflect tlie market differential aino~iit .~’ 

A ffhate transfers of assets are governed by Federal Energy Regulatoiy Coininissioii (FERC) 707 and 
asset transfer agreements. FERC 707 requires tliat transfers between regulated and iion-regulated 
affihates be priced using asymmetrical pricing. This requires that transfers from DEI< to a non- 
regulated affhate must be valued at the higher of cost or market, and transfers froin non-regulated 
affhates to DEI< be valued at tlie lower of cost or market price, referred to as asyimnetrical pricing. 
Therefore, if a transfer is regulated to non-regulated and a market value adjustment is needed, then a 
gain is added via a journal eiitq. Conversely if a transfer is non-regulated to regulated, an adjustment via 
a journal en tq  is made, if needed.”H For regulated-to-regulated transfers, asyimnetrical pricing is not 
required, but is done at cost.H” 

There’s a No Action letter in I<eiitucky. In 2006 Duke Energy made a request to FERC, wlien it 
transferred Miami Fort Urlit G froin D E 0  (tlien CGBcE) to DEI< (tlien ULHBcP), to allow inventoiy 
stock transfers at  “at cost” rather tlian “asyimnetrical pricing,” even tliougli they would be transferred 
froin a non-regulated entity (DELI Miaini Fort 7 / 8 )  to a regulated entity (DEI<). If any inventoiry stock 
transfers go froin DEI< to DEO, however, “asyimnetrical pricing” is required.”” 
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E d h t  111-2 iuustl-ates a summaiy pricing guide for affiliate asset transfers."' 

Exhibit 111-2 
Summary Pricing Guide 

Asset Transfers 
as of December 31,2011 

Cost Accumulation, Assignment, & Allocation 

When a DEBS employee of performs services for a client coinpany, costs are to be chectly assigned or 
allocated." Duke Energy uses 20 factors, as showii in Exhzbit TIT--?, for allocatiig Senrice Company 
costs."' The allocation factors used do not change often because tlie methodologies liave been agreed to 
and included in tlie various Service Coinpaiiy agreements. A d h g  a methodology/ factor would require 
modifying die agreement documents and getting buy-in from tlie various states and regulatory bodtes. 
A major cliange 111 busitless operations, such as die merger with Cinergy, causes the methodologies (and 
tlie service agreements) to be inodtfied. The real test of tlie methodologies used rests with tlie owners 
of the function. They liave a vested ititerest in how tlie allocations are calculated and liow much is 
allocated to affhates in an area. A good example of dtfferent charge allocations using tlie same factor 
ratio is tlie Human Resources fuiictiori based on number of einployees ratio in wlicli (a) governance 
activities are charged to all entities, includmg small portion to die interiiatioiial affhates); (b) enterprise 
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HR only is charged to all affiliates, except lliteriiational ones, aiid (c) IJulities HR is charged oiily to the 
regulated indusu-ies.”’ 

Circuit i d e s  of electric tiaiisimssioii lines 

Coiistivctloii expenditures 

Electiic peak load 

Exhibit 111-3 
Allocation Factors 

as of December 31,2011 

Yes No 

Yes Yes 

Yes Yes 

I Factor I Utility I Non-Utility I 

Geiieratuig unit A I W  capabdity 

Gross margm 

Yes Yes 

Yes Yes 
~ 

IilvelltorJ~ 

Laboi dollais 

Yes Yes 

Yes Yes 

Number of central processiiig unit (CPU) secoiids 

Number of customers 

Number of employees 

Number of informatioii svstems sewers 

Yes Yes 

Yes Yes 

Yes Yes 

Yes Yes 

Number of persoiial computer (PC) woik statlons 

O&Al expenditures 

I Sales I Yes I yes I 

Yes Yes 

Yes No 

Piocui emeiit spending 

Reveiiues 

Source: Informatroii licsponsc 8 

Yes Yes 

Yes Yes 

For allocated seivices, the Service Company Uullty Service Agreeineiit prescribes 21 hnctions with tlieir 
associated allocation methodologies, as follows:”’ 

Square footage 

Total piopertp, plant, aiid equipment 

1/31/2013 

\‘e s Yes 

Yes Yes 
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Exhibit 111-4 
DEBS Allocation Factors by Function 

as of December 31,2011 

Number of Cential Processing Utut Seconds Rauo 
Number of Peisonal Computei Workstations Ratio 
Numbei of Information Systems Seimis Ratio + 

+ Numbei of Employees Ratio 
o T h e e  Factoi Formula 

NLunbei of Customers Ratio 

Source: 

Information Systems 

Meters 
Transportation 

Electric System Maintenance 

Marketing and Customer 
Relations 

Engineering & Construction 

Power Engineering & 
Construction 
Human Resources 
Materials Management 

Facilities 
Power Planning Operations 

Accounting 
Public Affairs 

Legal 
Rates 
Finance 
Rights of Way 
Internal Auditing 
Environmental, Health and 
Safetv 
Fuels 
Investor Relations 
Planning 
Executive 
formation Response 3 

Number of Employees Ratio 
@ Three Factoi Formda 
@ Circuit AI i les of Electiic Transmission Lines Ratio 
o 
@ SalesRatio 

Circuit A l l e s  of Electric Distiibution Lines Ratio 

0 

+ 

Number of Customers Ratio Electiic Transmission & 
Distribu tioii 
Electiic Transmission Plant Construction - Expenditures Ratio 

Piocuieineiit Spendmg Ratlo 
@ Inventoiy Ratlo 
@ Squaie Footage Rauo 

Electiic Peak Load Ratio 
Weighted Xveiage of the Circmt hlles of Electiic Distribution 
Lmes Rauo and the Electiir Peak Load Ratio 

Weighted Average of the Ciictut hues  of Electiic Transinmion 
Lme Ratio and the Electiic Peak Load Ratlo 
Geiierattiig Unit AfiV Capabihty Ratio 

@ SalesRatio 

+ 
0 Three Factoi Foimula 
0 T h e e  Factor Foimula 
+ 
@ Three Factor Formula 

Weighted .iveiage of the Ntunber of Custoineis Ratlo and 
Numbei of Employees Ratio 

Circuit hliles of Electiic Transmission Lines Ratio 

Three Factoi Formula 

Three Factor Formula 
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Billing Mechanisms 

During Year 

Most affhate b f i i g  ineclianisins (tliose using FMIS/PeopleSoft) are automatically performed at month- 
end (based on &ect charges and allocations) with offsetting entries to tlie charging entity (A/R) and 
receiving entity (A/P). Tlxis inforination is rolled up and suininarized, then sent to Treasuiy, who in 
turn moves inonies between tlx associated bank accounts. If a Duke Energy entity is not using FMIS, 
tlien a cliecli or wire transfer is typically made. For regulated entities, settlement is required monthly. 
For non-regulated entities, it is not done uiitd a capital infusion is required.'"' 

True-up Procedures 

Labor and Overhead Items 

The Duke Energy Financial Manageinelit Inforination System (FMIS) automatically applies labor 
loaders for fringe benefits, payroll taxes, unproductive t h e ,  incentives, and Service Coinpariy overhead 
(O/H) allocations, if charges froin DEBS to a n  affkate; Service Comnpany O/H allocations, but otlier 
entity O/H allocations are used if a different entity. Accounting personnel enter into FMIS tlie 
percentage for each labor loader item eacli month. These rates typically remain constant for most of die 
year. Accounting persoririel record actual costs for the four labor-related costs in separate accounts tliat 
tliey monitor to make sure that die rates it has been applying are staying in hie with actual costs. Tliep 
typically adjust loader rates in die fourth quarter to clear any residuals coinpared to actual costs.'" 

Late Journal Entries 

Any journal entries recorded after die rnoiitlily allocations run are either manually allocated in die 
current month or recorded in tlie following inontli."" As Dulre Energy employees can only enter JEs 
uriul tlie second business day following inontli-end, large items after tlie second business day are 
manually allocated, wlde sinall items may be delayed to tlie next month. At year-end, however, any 
inissing items, regardless of size, inust be manually allocated."" 

EK cost allocatioii maiiual is missing key elements. 

Icentucky Revised Statutes (ICRS) 278.22054 provides tliat any I<entucliy utdlty engaged in non- 
regulated activities, w l d i  produce aggregate revenue exceecbxig the lesser of two percent (2%) of tlie 
utdlty's total revenue or one d o n  dollars (8 1,000,000) annually, shall develop and fde a cost allocation 
inanual (CAM) with die ICPSC.'"" The DEI< CAM is based solely on I<PSC requirements; it does not 
lliclude various eleinents, which would make it more useful, such as tliose discussed in the 
recommendation associated with this fuiduig.'"' 
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Duke Energy I<entuclrp's 201 1 CAM was developed diiring tlie first quarter of 201 1 and tlie affidavit for 
the 201 1 CAM is dated March 25, 201 1. Subsequently Duke Energy Keiituclry's 2012 CAM was 
developed during the fEst quarter of 2012 aiid die affidavit for the 2012 CAM is dated March 21, 2012. 
Consistent with KRS 278.220.5, Dulie Energy Kentuclty revises its CAM perio&cally for material changes. 
DEI< also conducts an annual coinpreliensive review during die furst quarter of each year to deterlnkie if 
there are any changes (both material and iioii-material) that need to be reflected. Duke Energy I<eiitucky 
conducts this CAM review aloiig witli its preparation of various aiiiiual financial and statistical reports 
that are filed with the I<PSC on or about March 3 1" of each year. These additioiial aiiiiual reports include, 
but are not hnited to, vegetation and reliablltty, resource planniiig updates, iion-regulated revenues, aiid 
other reports required pursuant to various ICPSC Administrative procee&ngs.'"' The 20 1 1 aiid 20 12 
changes reflect updates to die various reporting requirements of iion-regulated activities; also typically die 
only items changing are the O/o for cost allocation details, iiot new steps.'"' 

DEISs CAM itlcludes tlie following segments:'"' 

Description of Dulie Energy Corporation and Duke Energy I<entuclq7 

CAM requirements, including: 

- ICRS 278.2205 (2) (a): A listing of regulated aiid non-regulated &visions witllin the u&ty 
(iiot applicable, as DEI< does iiot have any iion-regulated &visions). 

ICRS 278.220.5 (2) 03): A lisulig of all regulated and iioii-regulated affiliates of the u&ty to 
which tlie u&ty provides services or products arid where the afflltates provide non- 
regulated activities, as defined in KRS 278.010 (21) (CAM Appendix A, with fiirther 
description in agreements) 

I<RS 278.220.5 (2) (c): A listing of services and products provided by the utility, and 
identification of each as regulated or non-regulated, and the cost allocation methodology 
generally applicable to each categoiy 

KRS 278220.5 (2) (d): A listirig of incidental, non-regulated activities that are subject to the 
provisioiis of I<RS 278.2201 (4) 

I<RS 278.220.5 (2) (e): A description of tlie nature of transactions betweeii the u&ty and its 
afflltates 

- 

- 

- 

- 

- KRS 278.220.5 (2) (9: For each Urliforin System of Accounts (IJSofA) account arid 
subaccouiit, a report that identifies whether tlie account contallis costs attdibutable to 
regulated operations and noii-regulated operations, includmg an identification of whether 
the costs are joint costs that caiiiiot be directly ideiitified; if allocated a description of the 
methodology used, which are subject to tlie provisioiis of I<RS 278.2203 

Appendices 

- Listirig of DEI< affkates 

- Iiicidental non-regulated reveiiue (20 1 1) 
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- Kentucky revised statutes 

- Affhate agreements, including: 

Utdity/iion-u&ty asset transfer agreement 

ilinended and restated operatkg company/non-uulity companies seivice agreement 

Asyimnetrically priced DE,I</iion-uulity companies sewice agreement 

Second amended and restated operating coinparlies seivice agreement 

Second aineiided and restated seivice company/uthty seivice agreement, includuig 
shared seivice cost distribution detail 

Ut;ltty inoiiey pool agreement 

Second amended and restated purchase and sale agreement (updated October 27, 20 10) 
of receivables 

Second aineiided agreement for f h g  consolidated income tax returns and for 
allocation of consolidated llicolne tax liablllties and benefits 

Intercoinpalip asset transfer agreement, including a report of 20 1 1 inventoiy transfers 

- Operations agreements 

Facihties operation agreement between Cincinnati Gas Csr Electric Coinpaiiy and Union 
Light Heat and Power Company 

Miami Fort 6 operation agreement 

Gas and propane seivices agreement with respect to Woodsdale generating station 

Agreement for gypsum disposal seivices a 

- FERC affhate transactions report 

- FERC uniform system of accounts 

Several key elements of a coinpreheiisive CAM are m.issing froin DEISs CAM, inchdung @ut not 
hnited to) elements such as: 

Description of cost accumulation, assignment, and allocation (du-ect and allocated charges) 
Description of allocation methodologies and factors, inclu&rig how calculated 
Policies, guidehies, and procedures 
Description of processes and systems used for affhate charges; etc. 

Appropriate cost allocation factors are being use 

Three primary categories of cost allocations affect DEI< and its afffiates, incIu&ig:"" 

Cost allocations from DEBS to DEI< 
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Dividend/(Infusion) 
Net Income 
Payout Ratio 

Cost allocations befiveen DEI< aiid D E 0  for coininon costs shared by both utlrit~l 
organizations 

Adirkistrative and general (A&G) cost allocations between its gas and electric operations for 
botli capital and expense accounts 

2007 2008 2009 2010 2011 
$00  $135.0 ($3 1) $30 0 $0 0 

$33 5 137  5 $28.1 $43 3 $24 3 
N / A  80% 0% 0% 556% 

Addtionally DEI< also provides various services and goods to and receives various sei"irices and goods 
from otlier regulated aiid non-regulated affaates, as shown previously lli Exhibit 11-7.""' The allocation 
factors used at  Duke Energy are dustrated in E'li/3ibzf III--?, with tliose identified by function are 
illustrated in Exhibit 111-4. Scliuinaker & Compatiy's review of factors used by fiinction indicate that 
appropriate allocation factors are being used. 

olicy is generally reasonable, ~ ~ ~ ~ ~ o ~ ~ g ~ ~  
ayout ratio occurred. 

T h e  Duke Energy Corporation (parent company) targets a long-term payout to shareholders of 
approximately 65% to 70% of adjusted &luted earnings per share, subject to the approval of its Board 
of Directors. The operating subsi&aries, Illcluchig Duke Energy I<entuck~7, are expected to inirror dGs 
policy over tirne, but liave flexibhty to vaiy their &videlids to the parent company depending on capital 
structure requirements aiid capital spendmg needs. Duke Energy I<entuclry's historical &videlids are 
&splayed in Evhzbit III-5."" 

Source: Infoimatiotl liesponse 12 

As DEI< had not paid a &vidend to its parent sllice 2008, tlie &videiid 111 201 1 reflects several years of 
earnings and cash flow. Duke Eiiergy believed tliat DEI<'s capital structure had also become too 
lieavily weighted on equity (approximately 59% equity prior to die dividend versus an  approved 
regulatoiy capital structure comprised of 5 1 'io equity). Also, inaiiageineiit in&cates that sllice 2006 
Duke E,riergy I<entucliy's payout ratio lias been apprownately 97%; however, Duke Energy 
inanageinent ideates tliat tlGs figure would be decreased substantially if the company were to 
undertake a significant capital expenditures program to meet new resource requirements or comply with 
eiiviroiiinental regulations."'H 

DEI< has no royalty polic)~ nor lias it listorically paid any royalties to the parent coinpaiiy or its 
affhates.""' 
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Direct '10 
Allocated 'YO 

For 20 1 1, as well as the prior two years each, the percentage of du-ect charges shown in Exhibzt 17117-6 
illustrate that generally a large portion of charges were du-ectly charged, not allocated charges."" 

2009 2010 2011 
62.6% 65.1% 62.0% 
3 7 I4% 34.9% 3 8.0% 

Exhibit 111-6 
Direct versus Allocated Affiliate Service Charges 

2009 to 2011 

From Affiliates to DEK 
DEBS 

_-__)-- __ .̂-- 

Total Affiliate Charges ($) 
Direct 'Yo 

Allocated 'YO 

2009 2010 2011 
$11,464,953 $17,436,381 $15,916,227 

66 1% 76.8% 69 2% 
33 9% 23 2% 30.8% 

- 

Total Affiliate Charges ($) 
Direct 
Allocated 

2009 2010 2011 
$462,705 $190,463 $94,507 

23 9% 28 0% 60 50/0 
76 l0/v 72 0% 39 5% 

Source: Information licsponses 3 and 6 

Total Affiliate Charges ($) 

Direct 'YO 

Allocated '/O 

In E"~hibit 171174 FERC Form 1 and FERC Form 60 figures were used for all but DEBS to DEI< affhate 
charges, wkch was based solely on FERC Forin 60 figures, as FERC Form 1 and FERC Form 60 
figures &d not agree. Refer to Fim'iig 1117-5 for further chscussion. 

2009 2010 2011 
$4,669,853 $4,039,524 $4,352,784 

64 9% 61.7% 71 2% 

35 1% 38 3% 28 8% 

The groups develo 

The USFE&G Accounting group is responsible for developing Duke Energy's FERC Forin 1 and the 
Corporate Accounting is responsible for developing its FERC Forin 60. Altliough each group uses the 
same database for its input to tliese reports, each group uses &fferent queries against tlie database to 
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create tlieir respective reporting results. As shown in Edvbit 111-7, the FERC Form 60 results typically 
are larger by roughly $1 5.6 lnlllion to $27.5 i f i o n ,  dependuig on the year."' 

Exhibit 111-7 
Reconciliation of FERC Reporting Results for DEBS to DEK Affiliate Charges 

2009 to 2011 

1404 
1501 
3921 

8157 
X9O2 
8917 
S706 
s711 

~ 9 1 7  

Lh2n 
' \ l l l l ~ ~ c d  

Total DEBS Charges to DEK 

2009 2010 2011 
S56,382,166 O(1 S65,6Z6,157 00 S61,969,883 (10 
s.33.7 I9,22l.OU s35,236.705.00 S37.'~53,X83.01) 
$90,101,.387.00 $100,872,862.00 $99,923,766.00 Ties to FERC Form GO 

V01' On T o p  j1rs  (L') (S3,464,630 36) SI1 Oil 

hlisa.llaticous Diffcrcna. (1:) (SI 67.804.00) S601.607.00 S72.101.00 
($15,631,123.64) ($27,506,623.l3) ($18,353,697.83) 

Adjusted DEBS Charges, including Pass Throughs $74,470,263.36 $73,366,238.87 $81,570,068.17 Ties to FERC Form 1 

(52,644,273 I X) 
(5820,357 18) 

Source: I n  formatron Rcsponse 3 3 

Accordtng to Duke Energy management, tlie FERC Form 60 includes charges using regulated arid non- 
regulated accounts to DEI<, wlde FERC Form 1 includes regulated accounts only."' In our &scussions 
witli tlie Corporate Accountiiig group tlie following inforination regardig tlie five items (A) tlirougli 
(E) was as follows:"' 

a. Ainouiits in DEI< benefits item reflect conveilieiice pajuneiits for benefits paid by DEBS on 
behalf of DEI< (included in FERC Form 1 and excluded from FERC Form 60). 

b. Ainounts in DEI< respoiisibllity centers (RCs) are those DEBS RCs that are focused on 
I<eiituclry, but Corporate Accounting &d not h o w  why tliese were ehninated by die 
USFE&G Accounting group (excluded froin FERC Forin 1 and included in FERC Form 
60). 

Ainounts in Account Exclusions are specific accounts w i t h i  RCs (included in FERC Forin 
1 and excluded from FERC Form 60 in 2009, but excluded from FERC Forin 1 and 
included 111 FERC Form 60 in 20 10 and 20 1 1). 

c. 
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d. Voluiitai-p Opportunity Program (VOP), a severance package associated with die Duke 
EnergylCkiergy merger, wllicli was incorrectly put to the wrong RC, so a rnaiiual (On Top) 
journal eiitry (JE) made (excluded froin FERC Foim 1 and iiicluded in FERC Forin 60). 

Iimnaterial h ie  items not included above (excluded from FERC Forin 1 and included in 
FERC Forin 60 in 2009, but included in FERC Forin 1 and excluded from FERC Forin 60 
in 2010 and 201 1). 

e. 

Exhibzt 111-8 dustrates the account hfferences for 20 1 1 for the items shown above in E..c/3ibif 111-7.’” 

Exhibit 111-8 
FERC Form GO and Form 1 Account Differences 

2011 

I j42llli 

742461 

2544111 

4117351 

407355 

107907 

-1155311 

41 XIIIl2 

43 101 I2 

45141111 

2011 Account Differences 
FERC Form 60 FERC Form 1 Total 

SlJl57,748 89 S1,1157,74X 89 

S3-652 16 S3,652 16 

(S3,.5I!l,l!l6 11) (S3,319,196 I I )  

s2,747,1137 96 (53,747,1137 96) 

S963,4lR 71  (S963,4lX 73) 

S1,346,81I8 03 (SI,546,8OK 113) 

( S j N  07) SjH9 03 

SI ,1165,771197 (SI~l65,770 97) 

S I  38,421l00 (S 1 38,421 1 I I1 I) 

(S27,’JH.I 11 I) 527- 

($2,257,795.06) $6,096,380.73 ($8254,175.79) 

Sourcc: Informntion licsponsc 33 

According to Duke Energy management, generally account differences relate to interest and/or noii- 
regulated items, but once we have 201 1 detailed differences, an inforination request wdl be made. 
However, it was clear froin our inteiviews with Duke Energy inanageinelit that tlie reasons for these 
dscrepancies were not fully understood. 

~ ~ ~ s ~ ~ f f i c ~ e ~ t  oversig t occurs regarding affiliate charges to 

According to the DEBS USFE,&G group, it is not responsible for "auditing" charges froin affiliates to 
DEI< (or other regulated entities) or DEI< to aff~ates .  This group only lool-rs a t  monthly variances 
against budget.”’ Addtionally, iio DEI< inaiiageinetit is responsible for oversight of DEBS or otlier 
affkate charges to Kentucky; only die DEI< fiinctions wlll be loolckig at charges, but it was not clear 
that tliey question affilate charges.”“ 

ffiliate asset transfer training is not comprehensive. 

The asset transfer training lias fewer participants than tlie FERC trailling, because only focused on 
selected employees in supply cliain/plant inventoiy areas, as accountants participate only in general 
overview training; in future possibly have accountants participate in both.”’ 
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In 201 1,29 Duke Energy einployees completed affiliate asset transfer training, mostly from Engineering 
and Operations groups. The training list only included one Supply Chain employee aiid no Accounting 
or Rates employees."" In our interviews regarding asset transfers, we spoke with Supply Chain, 
Accounting, arid Rates representatives, wlio told us asset transfer training for inventoly stock-to-stock 
transfers was inforinally done. Instead, tlie responsibllity for die Supply Cliaiii, Accounting, and Rates 
employees to see tliat this is done correctly resides witli the Director, Sourcing, who trains tliese 
employees on such tasks.'"' 

associated d o c ~ ~ ~ ~ e ~ ~ t a t i o ~ 1  has not een available in 
a c c ~ t i ~ ~ t i n g  for asset loans. 

Regarding asset loans, Duke Energy has started (in 20 12) considering putting a value on asset loans, but 
I d  not value them in 201 1. The thought is to use the Storage, Freight, aiid Handlmg cost (Account # 
163) as tlie value of an asset loan. Duke Energy is also considering tlie use of tlie service eForin for 
semices as inanageinent considers tlGs inore &e a service (rental) tlian an asset transfer, especially for 
loans lasting less than three to four inontlis. If it is longer than tliree to four inoritlis, then Duke Energy 
is considering s e h g  tlie asset arid buying it back on the associated entity's books. At this tirne, 
however, DEBS does not have a formal policy regarding asset loans nor sufficient docuineritatioii 
describing the proper accounting for such transactions."" Although 110 such loans occurred in 20 1 1 
involving asset loans froin/to DEI<, other Duke Energy entities, such as DEI, did have sucli a loan. 
Therefore, Duke Energy sliould ensure tliat its plans to develop a policy and create such procedural 
docuineiitation go foiward.'" 

Duke Energy I<entucky is in need of formal docuinentatioii, sucli as tliat used by Duke Energy 
Carohas,  wlzicli in one package with any associated appenhces comprehensively describes its affiltate 
relationsl~ps/orgailiz;atioii structure; affiltate standards to wlzich it is subject; afflliate agreements; 
description of cost accuinulatioii, assigmnent, aiid allocation (chect and allocated charges); allocation 
inethodologies and factors; policies, guidelines, and procedures; description of processes and systems 
used for affhate charges; etc. 

econmnendation 111-2 c 
ng so as to eliminate discre ancies in reporting 

Finding 111-5) 

Schuinalrer & Company was unable during tlzis audt  to fully determine wlip die dscrepancies existed 
between tlie FERC Forin 1 and Forin 60 reporting, as rfifferent groups developed each of tlie reports 
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and individuals froin these groups cfid not fully uiiderstaiid why some of tlie dlscrepaiicies existed. To 
ensure that both reports are appropriately developed hi the future, whereby dlscrepancies are avoided to 
the extent possible and fully understood, if ~iecessaq~, one of these groups should be identified to 
develop botli reports. 

h keg person witliii the DEI< inaiiageinent group should be identified aiid be responsible for oversight 
of all charges froin affiliates to DEI< and vice versa. They should riot only obtain input froin the 
various DEI< groups impacted by these charges, but also question any figures tliat do not appear 
appropriate, thereby requiring DEBS Accounting groups to investigate and change, if necessary. 

As cfiscussed previously, forinal asset traiisfer training dld not include all Duke Energy employees that 
should be included. For example, the training list few, if any, Supply Chain, Accounting, or Rates 
employees. Also, asset transfer training for inventory stock-to-stock transfers was inforinally done. 
Instead, tlie responsibhty for tlie Supply Chain, Accounting, aiid Rates einployees to see tliat t l is  is 
done correctly resides with the Director, Sourcing, wlio trains these einployees 011 such tasks. All 
Supply Chain, Accounting, aiid Rates employees who deal with aiiy type of affiliate transactions should 
be forinally trained, with arinual updates performed, to ensure an understandlng of issues involved arid 
policies, procedures, and practices to be followed. 

Duke Energy should develop forinal policy aiid associated writteii docuinentatioii describing how aiid 
why it haiidles asset loans among affihates, as it has already begun performing such activities without 
tlus information. 
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Tlis chapter addresses fnaiicial arraiigeineiit/obligatioii between Duke Energy ICentucky (DEK) and its 
affhates, includulg its parent orgailizatioiis - Dulre Energy Ohio (DEO), Ciiiergy Corporation 
(Cbiergy), and Duke Energy Corporation (Dulre Energy). 

Tlie specific governing regulatory section tliat is addressed hi tlis chapter is KRS # 278.2207 - 
Traiisactioiis between utillty arid affhate - Pricing requirements - Request for deviation, as follows: 

18. Tlie terms for transactions between a utiltq7 and its affhates shall be 111 accordance with tlie 
following 

a. SeiTrices and products provided to an affilrate by tlie utllrty pursuant to a tariff be at tlie 
tariffed rate, witli nontariffed iteins priced at die uuhty’s fully &stribwed cost but in no 
event less tlian market, or 111 compliaiice witli tlie utd~ty’s existing (Citlited States Departmelit 
of Agriculture) TJSDA, Securities & E,xcliange Coimnissioii (SEC), or Federal Energy 
Regulatoiy Coimnissioii (FERC) approved cost allocation methodology. 

b. Addttioiiallir, senrices and products provided to the utilttp by an affiliate are to be priced at 
tlie affhate’s fully distributed cost but in no event greater tliaii inarket or in compliance with 
the uulity’s existing TJSDA, SEC, or FERC approved cost allocation rnetliodology. 

19. A utility may fie an application with the coimnissioii requesting a deviation froin tlie 
requirements of t l l i s  section for a particular transaction or class of transactions, but tlie utillty 
has the burden of demonstrating that tlie requested pricing is reasonable. Tlie coimnissioii map 
grant tlie deviation if it deter inks tlie deviation is itl die public interest. 

20. Nothing in this section should be construed to interfere with the commnission’s requireinent to 
ensure fair, just, and reasoiiable rates for utilltp services. 

Finaiicial services and products provided to DEI< by affhates and provided by DEI< to its affhates 
consist of long-term and short-term debt and investments. 

Long-term Debt 

Long-term Debt Composition 

Duke Energy I<entuclrfs long-term debt at die end of calendar year 201 1 consisted of capital leases, 
fxst mortgage bonds, pollutioii control bonds, and urisecured debt totalmg approximately $343 i d o n .  
At tlie end of tlie same period DEISs af f~a tes ,  including its parents, Duke E,nergy OlGo and Duke 
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' __ >A2/A 
A3/X-  

Baal/BBB+ 
Baa2/BBB 
Baa3/BBB- 
- <Bal /BB+ 

Energy Coi~oration, had s k d a r  types of long-term debt t o t a h g  approximately $20.2 bdhon. Details of 
the long-term debt for DEI< a i d  its affhates at tlie end of 201 1 are shown in E.xhibif W-1. ' "  

87.5 
100.0 
125.0 
137.5 
162.5 
187 5 

Exhibit IV-1 
Duke Energy Long-Term Debt 

as of December 31,2011 

Entity Balance 

~ 

Duke Eneigy I<entuc.kp 

Duke Energy Busmess Seiwces 

Duke Energy Caiohiias 

Duke Eneigy Indiana 

Duke Eneigp Ohio 

Duke Eiieigy Coipoiatloii 

Duke Eiieigy Iiiteiiiat~onal 

Duke Eiieigy Geneiatloii Setvices 

Total 

342,786 

122,168 

9,273,976 

3,458,999 

2,2 12,3 17 

3,77 1,971 

652,662 

738,482 

20,573,361 

On December 1, 201 1 DEI< issued $.50,000,000 worth of County of Boone, I<entucky Pollution 
Control Revenue Refunding Bonds with a maturity date of August 1, 2027, and bearing a floating 
interest rate tied to tlie one-montli London Interbank Offered Rate (LIROR) plus a changing margin 
amount that was dependent on DEICs current credit rating. Specifically, tlie rate was equal to 75% of 
die sum of one-month reseive LIBOR, plus an applicable margin determined bp die credit ratings of the 
senior unsecured debt of DEI<. One-month reseilre LIROR is calculated by &viding LIBOR by 1 
minus tlie resenre percentage required for Eurocurrency liabilities by Federal Resetve Regulation D (0 at 
die time of the debt issue). The applicable interest rate margins required based on DEI<'s current credit 
ratings are sliowri in E.xhibLt IU-2'"'2' 

Exhibit IV-2 
Interest Rate Margins 

as of December 31,2011 

Source: Information licsponse 54 
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Althougli issued in coiijuiictioii with the issuance of $67,025,000 DEI'S Inrjlana Finance Authority 
Enviroiiinental Refundmg Revenue Bonds, governing docurnentation was clear that each borrower 
(DEI< and DEI) were to be held "severally liable, not jointly or jointly and several liable," with respect 
to die payinelits due on tlie bonds issued for the borrower's benefit, and also responsible for its ow11 
bond issuance transaction costs. Joint costs attributable to the transaction as a whole would be allocated 
to each borrower in proportion to tlie relative principal of each borrower's bonds."' 

To deterinbe if DEI< risk is embedded in long-term debt obligations of its affhates, 
Scliumaker & Coinpariy aurjltors reviewed the documentation from a sample of Duke Energy's long- 
term debt instruments, includmg capital leases, as of the end of 201 1. Tlis  sample included 46% of 
DEI<'s outstanding long-term debt and 1 3% of Duke Energy's long-term debt. Adrjltionallj7 
documentation representing 96% of tlie long-term debt issued by Dulie Energj7 in 20 1 1 were included in 
die sample. This review was made to deterinhe if die debt docuineiitatioii contained clauses or 
covenants that could possibly expose DEI to fnancial damage or risk. The long-term debt iristminents 
reviewed are shown in E1;hihf 

Exhibit IV-3 
Sampled Long-term Debt Instruments 

as of December 31,2011 

Balance 
($000) 

SH,515 

S I  1l1l,1ll11l 

$158,515 

5500,110l1 
$2,705,501 

Type Settlement Maturity 
Fixed i l7/.3l/O7 07 /31 /17  

Source Information liespoixc 33 and Duke 13,iierLy Websltc - I,ong-'l'erm Debt I h a d  

Credit Ratings 

DEISs credit ratings for its senior unsecured debt at die end of 201 1 was listed as Stable, with ratings of 
A- by Standard & Poor's (S&P) and Baa1 by Moody's Investor Seivice CfvIoody's). These ratings were 
comparable or better than its Duke Energy affhates.'"' Tlie ratings for DEI< were based on the 
Consolidated credit profie of Duke Energy and reflected tlie consolidated credlt profiles of all of tlie 
Dulie Energy domestic operating subsidlaria - Duke Energy Carohas,  Duke Energy Olio,  nulie 
Energy Indiana, and DEI< - and contributions froin Duke Energy's Latin American operations and 
existing and planned renewable generation investments. Tlie cre&t rating agencies did not anticipate 
that die planned merger with Progress Energy would adversely affect DEI<'s ratings and tliouglit tliat 
tlis action could strengdien DEK's credlt profile over 
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However, in J ~ d p  2012, S&P lowered DEIi’s credit rating froin A- to BBR+, along with the corporate 
credlt rating for Duke Energy and the other utlllty affhates. Addltioiially, the senior unsecured debt of 
Duke Energy was lowered froin BBB+ to BBB. The outlook for DEI< and all of tlie affected affiliates 
was changed from CredltWatch with negative implications to negative, reflecting the potential for the 
credlt ratings to drop lower in the next 12 to 18 months if Duke Energy does not satisfactorily deal with 
the increased regulatoi-p risk in North Caroha  and Florida aiid effectively inanage the integration of 
Progress Energy with Duke Energp. S&P stated that regulatoiy risk has been heightened in North 
Carolina aiid Florida due to the abrupt leadership changes at Duke Energy following the merger with 
Progress Energy. S&P indicated that the decision to change CEOs was a “foregone coiiclusion” and 
had significantly weakened Duke Energy’s consolidated “escellent” business risk profile. Further, S&P 
described the circumstances that transpired as bebig deficient governance processes coinbitled with a 
lack of transparency of key itiforination. S&P has stated that it will coiitiiiue to inonitor how the Duke 
Energy Board of Directors and esecutive inanageinent resolve or navigate die issues that have been 
revealed, but thought that the parties involved had a s ipf icant  “jouriiey ahead to restore their 
credibhty with regulators aiid in the inarketplace.~’~~” As of the elid of September 2012, Moody’s has not 
changed DEXs credit rating, leaving it Baal, with a Stable out1ook.“” 

Ratings for all of tlie Duke Energy operating companies at December 31, 201 1, aiid September 30,2012 
(after the crecjlt downgrade) are shown in Exhzbif I17-J.”” 
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Exhibit IV-4 
Duke Energy Credit Ratings 

as of December 31,2011 and September 30,2012 

Duke Energy Kentucky 
Outlook Stable Stable 

Duke Energy Corporation 
Outlook Stable Stable 
COT. Credit Rating/Issuer Rating -4- Baa2 
Senior Unsecured BBB+ Baa2 

I Senior Secured Debt I I 
Senior Uiisecured 

Duke Energy Indiana 
Outlook Stable Stable 
Seiuor Secured Debt 
Senior TJnsecured Baa 1 

Outlook Stable Stable 
Senior Secured Debt 

Duke Energy Ohio 

I Seiuor Unsecured Baa 1 

Sourcc Information Iksponsc 24 and 1)ulic 1:nergy Wcbsitc 

September 30,2012 I 

Stable 
Baa2 
Baa2 

A-2 

Stable 

BBB+ ri 3 

Negative Stable 

BBB+ Baa 1 

Stable 

BBB+ Baa 1 

Short-Term Debt 

DEI<’s short-term debt requireinents are handled by Duke Energy’s Treasuq Department, \vlGch is part 
of Duke Energy Business SeiTrices (DEBS), the Duke Energy seilrice company. Short-term cash 
requirements for the Duke Energy coinpallies are fulfilled through use of a consolidated money pool 
arraiigeinent whereby short-term funds are leiit and borrowed amongst participating Duke Energy 
affhated companies. Outside source of funds for the money pool is a Duke Eiiergy coimnercial paper 
program. An additioiial source of funds is fioin a consolidated credlt facility."' 

Money Pool 

The current U&ty Money Pool Agreernelit was entered llito on November 1, 2008, ainenchig an earlier 
agreement to reflect the merger of Duke Energy Shared Services into DEBS. Tlis agreement authorizes 
DEI< and a nuinber of its affiliates to participate in a short-term borrowlllg aiid lendmg arrangeineiit to 
better inanage cash and worhig capital requirements. Under this arrangement, diose companies with 
surplus short-term fuiids provide short-term loails to affillates participating under tlis arrangement. 
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Public utility 
Subsidiary of Ciiierg Corporation 

Short-terin funds borrowed inay be froin either internal or external sources. The participants in tlie 
Dulre Energy Moriey Pool Agreement are shown in ExhdGf 11,’-5.’” 

s s 

Exhibit IV-5 
Duke Energy Money Pool Participants 

as of December 31,2011 

Service company (Lidininistrative -\gent of 
tlie AIoiiey Pool) 
Subsidary of Duke Energy Corporate 
Seivices 

Participant 

s s 

State of 
Registration 

I 

Duke Energ7 Corporation I Delaware 

Cinergy Corporation I Delaware 

Duke Energy Caiohias North 
Caioliiia 

Duke Energy Iiidiaiia Indiana 

Duke Energy Ohio Ohio 

Duke Energy Kentucky I< eiitucky 

hliaini Power Corporation Iiidiaiia 

I<O Tiansinmion Company Kentucky 

Duke Energy Business Seivlces Delaware 

Description 
Money Pool 

Rights 

Public utillty 
Subsidiary of Duke Energy of Ohio 

Public utlllty 
Subsidiaiy of Duke Eiieigy of Ohio 

Non-utility 
Subsidai77 of Duke Energy of Ohio 

Source Inforinatmn Responses 1 a n d  13 

Each Duke entity in die Money Pool can contribute funds to tlie Money Pool. Each participant 
deterinines daily, “on the basis of cash flow projections and other relevant factors” and at each party’s 
“sole discretion,” the ainouiit of excess cash that they have available to contribute to the Money Pool. 
The decision to lend funds to the Money Pool is made by each participant’s Chef Financial Officer or 
Treasurer, or their designee. Any participant inay withdraw tlieir funds froin tlie Money Pool at any 
titne with notice given to DEBS as adinkistrative agent of tlie Moiiey Pool.”’ 

Each of tlie Money Pool participants, with the exception of Dulce Energy and Ckiergy, are authorized to 
borrow cash on a short-term basis from the Money Pool, subject to tlie availabihty of funds. The 
decision to borrow from the Money Pool is at tlie sole discretion of the borrowing company aiid can 
oiily be inade by die borrower’s chef fiiancial officer or treasurer, or tlieir designee. No participant can 
be required to borrow from tlie Money Pool if it is deterinined that inoiiey can be borrowed at a lower 
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cost from other sources (such as banks or the sale of its own commnercial paper), and tlie participant is 
authorized to effect such a borrowing.”’ 

The source of funds available in the Money Pool to be borrowed comes from the following sources: I” 

Surplus funds - from the treasuries of Money Pool participants. Borrowers borrow their funds 
from each Money Pool lending party in proportion to die amount loaned to the Money Pool by 
each lender in relation to the total amount loaned at any one &ne. 

External funds - proceeds from borrowings by participants, including tlie sale of coirunercial 
paper by Duke Energy, Cinergy, Duke Energy Carohias, Duke Energy Indiana, Dulie Energy 
Ohio, and Duke Energy I<entuclry. Tliese funds wdl be made available in a manner to result in 
die lowest possible cost of borrowing, consistent with indwidual borrowing needs and fniancial 
stailding of the parties provihig funds, as determined by DEBS, as administrator of the Money 
Pool. 

Interest accrues moiitlily on all borrowings from the Money Pool. If tlie source of the borrowed f h d s  
are internal, Le., come froin other participating Money Pool coinpanies, the interest rate is the CD yield 
equivalent of the 30-day Federal ReseiTTe AA industrial commercial paper coinposite rate. If the 
composite rate is not available, then the composite rate from the previous day for wllich a composite 
rate was establislied is used. If the source of funds is external, the interest rate is to be equal to the 
lendmg party’s cost of acquifitig tlie funds. This can be a composite rate (weighted average of cost 
incurred by all parties involved) if tlie funds come from several lenhig sources. If the borrowed funds 
come froin a coinbination of internal and external sources, the interest rate charged is also a composite 
or blended rate. In all cases, the rate charged is to be tlie Money Pool’s cost of the money borrowed 
and is expected to result in a lower cost of borrowjllg.”“ There is no fee added to the rate charged.’” 

In 20 1 1 DEI< was a net lender to tlie Money Pool, lendmg funds to two other Money Pool participants, 
DEBS and DEI, throughout tlie year. The terms or each loan were usually one day with the exception 
of weekends and holidays, when terms were three to four days.”” 

DEI< lent funds to DEBS eveiy day in 201 1 a t  rates that ranged from 0.13 ‘/a to 0.56%. Amounts lent 
varied from a low of $2.7 imlhon to a lligli of $143.8 nullion. The average daily amount lent to DE,BS 
was in excess of $77 d o n .  Annual interest rates charged to DEBS ranged from 0.13% to O.S6%, with 
a weighted average interest rate of 0.1867%. The amount of interest received from DEBS in 20 1 1 was 
$146,125 .I”’ 
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I Jail. 3,  2012 1 $1,125,628 I 0.3484% 

X suimnai-y of funds lent by DEI< tlirougli tlie Moiiey Pool are shown in Exhiht IT'-6."" 

$1,225 

Commercial Paper Program 

Duke Energy lias only one consohdated coininercial paper program, wlicli can be used for short-term 
needs for all of tlie afffiates, including DE,I<.'4' Duke Energy issued $450 i d o n  of coimnercial paper 
in 201 1 and loaned tlie proceeds tlirougli tlie Money Pool on a daily basis to Duke Carolinas ($300 
d l i o n )  and Duke Indmia ($150 i d o n ) . ' "  

Credit Facility 

There is a $6 bAon master Credit Agreement (renegotiated in November, 201 1) between Duke Energy, 
Duke Carolinas, DEO, DEI, and DEK as borrowers aiid approximately 30 international banks as 
lenders. Approximately 49'/0 of tlie funds wdl come from US banks, 17% will come from Asian banks, 
arid .34% will be provided froin European Ths five-year credt agreement called for $4 b&on 
to be available at closing and tlie remaining $2 billton to be available after the successful inerger with 
Progress Energy. At Deceinber 3 1,20 1 1, DEI< had a maximuin subhnit from tlis fachty of $100 
i d i o n .  Tlis ainount was subject to be reduced based on cash draws, borrowings tlirougli the Money 
Pool, or use of the inaster cre&t fachty to backstop tlie issuance of letters of credit and certain tax- 
exempt bonds. As of tlie eiid of 201 1, DEI<'s available capacity froin tlis fachty was $73 idhon .  

s 

Finding IV-P EK is not exposed to undue risk because of its long-term inde 
or that of its affiliates. 

To deterinine if tliere was any recourse to DEI< for any indebtedness incurred by ai1 affhate, 
Scliuinaker & Coinpaiiy inteiviewed Duke Energy personnel, whose responsibhties in 20 1 1 included 
the establishinent of tteasuiy/capitalization policies for die corporation; research/execution of 
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corporate fiiancing transactions (including crecfit fachties) for Dike Energy Corporation, Duke Energy 
Carolinas, Duke Energy Olio,  Dulre Energy Incfiana, arid Duke Energy Kentucky; and interest rate risk 
management. Tllis biterview revealed tliat no llidebtedliess has been incurred by any affhate of DEI< 
tliat included any recourse to DEIC'" Addtionally, Scliuinaker & Company sampled tlie long-term debt 
iiistruineiits of DEI< arid its affhates to verify that tliere was no iridication of aiiy recourse to DEI<. 

At December '3 1, 201 1, eight Duke Energy entities had a total of 156 long-term debt instruments with a 
balance of $20.6 billton listed 011 tlie Duke Eiiergy Corporation web site. Of tlis total 14 debt 
instruments with a total balance of $342.8 m d o n  had been issued by DEI<. Long-term debt 
jllstruinents representing 46% of D E X s  year-end balance and 1.3% of die total Duke Energy pear-end 
balance were selected for review. 

Documentation for each of diese long-term debt obligations was reviewed to identify any clauses or 
codcils that might affect DEI< or could possibly require DEI< to assume some future obligation as a 
result of an action or inaction by one of its affhates. Specific sections tliat seemed to denote risk were 
reviewed in detail. For die long-term debt obligations of DEI<, documentation was reviewed for the 
presence of any rislry situations or circuinstaiices that could adversely affect DEI<'s rate payers. 

Throughout t h s  review process iiotl&ig was revealed that indicated that DEI< or its ratepayers were at  
greater risk due to its long-term debt obligations or tliose held by its affhates. 

Finding IV-2 rty to any agreements that obligate it to inndeawrite the 
ity of any of its affiliates. 

Reviews of the Duke Energy U&ty Money Pool Agreement, tlie $6 billton Credt Agreement, arid die 
long-term debt obligations referred to iri Fz~zdiig IT,/-I revealed no obligations on tlie part of DEI< to 
assist any of its affiliates. Tlie obligations of DEI<'s affhates were specific to tlie Duke Energy affiliate 
noted as the borrower and did not contain laiiguage includng other Duke affhates. There was no 
terininology to indmte that aiiy affiliates of tlie borrower in question would be at greater risk due to tlie 
long-term debt obligation. 

Finding HV-3 has not issued any security for the pu financing the 
~ c ~ ~ ~ ~ s ~ t ~ o n ,  ownership, or operation of an 

Securities issued by DEI< consist of capital leases, first mortgage bonds, pollution control boiids, arid 
unsecured debt. In 20 1 1 DEI< issued $50 milhori worth of County of Boone, Kentucliy Pollutioii 
Control Refundnig Bonds. Tlie security docuinents for tlis bond issue were reviewed as well as 
docuineiitation for a sample of tlie long-term debt representing 46% of DEI<;'s total outstaiichg 
security issues as of December '3 1,20 1 1. Tliere was notling to hidcate that DEI< was financing the 
acquisition, ownership, or operation of an affhate. 
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Reviews of funding agreements and sampled debt obligation docurnentation did not reveal any instance 
in which DEI< had assumed, or was to assume, obligations or liabilities as guarantor, endorser, surety, or 
otheiivise for one of its affhates. 

Finding N-fi mortgaged or othemise use as coanaterai ally of its 
of all affiliate. 

A review of Duke’s funduig agreeinelits (Utility Money Pool and Credit Facllity), sampled debt 
obligation documents, and DEK’s financial statements &d not reveal any indication that DEI< had 
pledged, mortgaged, or otheiwise used as collateral any of its assets for the benefit of an affhate. 

as experiellaced a credit rating decline came by the actions of one 
of its affiliates, resulting in adverse effects on its retail customers. 

DEI’S crecht ratings for its senior secured debt arid senior unsecured debt at the end of 201 1 was listed 
as Stable, with ratings of A/A- by Standard & POOT’S (S&P) and A2/Baal by Moody’s Investor Seivice 
(Moody’s). Tlie ratings as of March 2012 were unchanged. However, in July 2012, S&P downgraded 
DEI<’s cre&t rating on its senior unsecured debt to BBB+. Moody’s rating remained unchanged. The 
effect of this downgrade will be an increase in the interest rate charged for the most recent DEI<’s debt 
issue of 25 basis points (from 100 to 12.5). This increase in interest rate wdl cost DEI< an additional 
$125,000 annually ($50,000,000 S .0025 = $125,000). 

Finding IV-7 ing transactions in 20 1 have not caused it to incur 
utlnecessary expense. 

DEI< was in a lending position for all of 20 1 1. DEI< leiit excess funds on a daily basis to DEBS and, 
for the last five months of the pear, also to DEI. DEI< was paid interest as stipulated 111 the TJ&ty 
Money Pool Agreement equal to die CD yield equivalent of the ’30-day Federal Reserve AA industrial 
cominercial paper composite rate. In 201 1 interest received by DEI< for its Money Pool transactions 
was $147,350. 

ecornmendation IV-1 EK should isolate itself, to the extent possible, from adverse 
effects caused by circumstances surrounding affiliates. ( 
Finding IV-6) 

DEI< is part of the Duke Energy organization, and as such benefits from being part of a large, fiscally 
responsible coiporate structure. However, actions of one of its affhates (in this case the parent 
company) caused the crecht rating agencies to downgrade DEIC‘s credit ratings and ultimately increased 
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the annual cost of borrowing funds by 25 basis points. Duke Energy management indicates that the 
interest rate expense does not irnpact D E K s  retail rates, if at all, unul such tiiiie as it seeks an 
adjustment to its base rates froin tlie I<entucky Public Sei-irice Commission and believes that it should be 
addressed via the rate case methodology. Nevertheless, Schulnaker & Coinpany believes that Duke 
E,nergy, as the parent cornpany, should assuine the annual excess cost, $125,000, of this adverse action, 
because Duke Energy’s activities were tlie actual cause of this downgrade. Duke Energy should assuine 
this cost for as long as the credit rating downgrade necessitates an increase in DEI< annual borrowing 
costs. 

ter 

As part of the I<entucky Public Service Coininissioii’s (I<PSC’s) approval of the Cinergy / Union Light, 
Heat and Power Coinpany (IJLH&P) merger in 2006, die IQSC established 46 merger coimnitmerits, 
whch were stated in Case No. 2005-00228. Three of these merger commitments are cluectly applicable 
to this audtt. These three coininitments are: 

Coimnitrneiit 1 1 requiring proper accounting of costs. 

Commitment 12 requiring DEI< maintain appropriate cost allocation procedures arid comnit to 
tlGd party audtts. 

Coimnitinent 13 requiring DEI< protect against cross subsidtzation. 

Adhering to these three merger coininitments is partially achieved through the existence and 
functionality of appropriate processes/procedures and effective internal controls at Duke Energy 
Kentucky. Internal controls are subject to specific inonitoring through the Sarbanes Osley @Ox) rules. 
Procedures, processes, and internal controls are monitored on an ongoing basis by the Audit Seivices 
organization. Compliance with the SOX rules and tlie ongoing audit hnctioii helps in maintaining the 
merger coininitllleiits made in Case No. 200.5-00228. Both SOX and audtt activities impacting DEI< or 
affiliate transactions are dtscussed in the following sections. 

SOX Controls 

SOX controls were the ultimate result of an act passed by 1J.S. Congress in 2002 to protect investors 
from the possibihty of fraudulent accounting activities by coiporations. The Sarbanes-Oxley Act 
mandated strict reforms to improve financial chsclosures from corporations and prevent accouiiting 
fraud. As a part of this Act, year-end fmncial reports were mandated to contain an assessment of the 
effectiveness of the internal controls and the coinpany’s auditing firin would be required to attest to that 
assessment. Tlis has resulted in public coinpanies registered with the SEC to list specific controls and 
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test thein regularly and determine that tlie controls are operating effectively and as intended. These 
listed controls are referred to as SOX controls. 

The Duke Energy orgailization has approxbnately 1,745 SOX controls, of whicli approximately 4.1 have 
coiitrol owners in these IJS FranclGsed Electric and Gas (FE,&G) groups. Of these 43 controls, 12 were 
tested in 201 1. T h e  controls tested were all considered “effective”; nolie were “ineffective” or 
“undeterinined.” Also, SOX controls regardbig accounting for services and asset transfers, such as 
Iliveritoqr stock transfers, are generic and not specifically focused on affiliate charges, as affhate charges 
do not irnpact Duke Energy’s consolidated financial statements, and since affhate charges are ehninated 
during consolidation.”’ 

SOX Testing 

SOX testing occurs at raiidoin and specific tiines during the year. Wheii tlie Director of Accounting, 
Interiial Controls, notifies tlie SOX representatives, each SOX representative verifies that tlie SOX 
coiitrol owners for whcli they are responsible are still valid. Once validity is coiifumed, the SOs 
representative dtrects t l ie  coiitrol owners to begin tlie SOX testing. The testing results are docuineiited 
ultimately iri tlie Open Pages system with a narrative arid any back up needed to coiifum that die coritrol 
is working. When the docuineritatioii is coinplete in Open Pages, tlie SOX representative reviews tlie 
information provided. The Internal Controls group, sliowii in Ew!7ibif I/- I, also inoilltors this activity 
and docuineiitatioii on an ongoing basis.’“’ 

Exhibit V-1 
Internal Controls Organization 

as of April 2012 

L,ead A c c o u n t i n g  A n a l y s t  
II .- __ .~ _._. ... 

( : l i a r l r l  ttu. s(:  

Sourcc: Prior D I 3  , \ i d i t  lntcrvicws 

Duke Energy has approximately five SOX controls dealing with affhate relationships and charges 
Financial Closing and Reporting - Consolidation - Intercompany Accounting (FCRC-ICA) . I ”  Tliese 
coiitrols are:”” 
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Review arid sign-off of various reports 
Out of balance report 
Out of balance report reviewed by business unit 
Review of recoiicilration 
Controller review of ehnhatioii procedures 

Audit # 

3090 15 

Tlie TJSFE&G Ol io  and I<entuclqr group has six controls, none of which address the FCRC-ICA areas; 
they do include the followkig controls:"" 

Audit Title Date Completed 

=\llocations Process Octobei 30,2009 

Quarterly accrual guidehies 
Quarterly accrual and reversal spreadsheet 
Balance slieet reviews/ineetings 
Roll-foiward reseive schedule 
Calculation of enviromnental reserve 
Approval of change U i  environmental reserve account 

Internal Audits 

Four internal audits regardlng affhate transactions, cost allocations, or other Affhate Rules aspects have 
been coriducted in the last tliree years. Tlie Corporate Audit Semices group did not specifically perform 
any audlts r e g a r h g  tlie I<entuclcy/Ohio Accounting & Reporting group in 201 1;"" however, routine 
internal control reviews have been performed during tlie tiine period 2009 through 201 1,"' and four 
audlts were conducted that pertairled to affhated relationships or transactions. These audlts are briefly 
described in E~hibi t  T,f-2."2 

Exhibit V-2 

2009 to 2011 
Internal Audits Associated with Affiliate Relationships Transactions 

1 AIaich 24, 2010 1 Fianclnsed Electiic and Gas (FESCG) State Affhate Standaids 
Indiana and Kentucky 

I I 

310006 I FE&G FERC Uniform System of ;kcoimts I Julie 30,2010 

I 111016 I Non-Utility Operations L\ccounting Practices I 1 d g  25, 201 1 I 
Sourcc: Information liesponse I5 

According to die Director, Corporate Audit Services, tlie actions required to address each of tliese 
recomneiidatioiis from tliese audlts have been completed. 
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Allocations Process Audit #309015 

Tlis a u l t  addressed tlie allocations process by evaluating die process and procedures for Sewice 
Coinpaiiy and departmental allocations across enterprise transactions for die period of July 1, 2008 to 
Julie 30, 2009. Tlie objectives of die au&t were to detetlnitle wlietlier:"' 

Processes and procedures were fully defuied aiid roles and responsibfities were understood 
Allocations were consistently applied in compliaiice with applicable requirements 
Cost pools were clearly defined and inoiitored 

Tlie overall coiiclusioii by A u l t  Services was tliat the process effectively administers allocations for tlie 
enterprise; however, tlie process is complex aiid was not fully understood by key business areas. There are 
opportunities for process enhancements, wlicli itnpacts the roles and responsibfities of process owners at  
die Seivice Coinpaiiy and departmental levels. Enhanceinents recoimneiided included defining and 
commuiicating roles atid responsibdtties, implementing consistent documentation and monitoring 
practices, asid providuig training. Tlis inoderate priority recoimneridatioii was scheduled for cornpletioii 
by August 3 1,20 10""' In its inanagement response, the Duke Energy Business Services (DEBS) 
inanageinent accepted these recotrunendations a i d  agreed to completion by tlie scheduled due date."; 

Franchised Electric and Gas (FE&G) State Affiliate Standards - Indiana and Kentucky 
Audit # 110007 

Tlis a u l t  addressed FE&G State Affhate Standards- Iridiaiia and ICentucky. The scope of tlis ai.&, 
wlicli was to assess compliance with Iiilana and ICeiituclily Affdtate Standards, focused on systems 
access, and controls and processes governing transactions between Duke Energy Indam, Duke E,iiergy 
I<entucky, and respective affhates. The objectives of the a u l t  were to deteiinine whether processes 
effectively ensure:"" 

Systems with market or coiifideiitial information had appropriate access 
Invoices for IT  services were appropriately charged 
Company guidehes r e g a r h g  clialrges covered by service requests were consistently applied 
Labor loader calculations were accurate 

Tlie conclusion of this inoderate f d m g  by A u l t  Sei-vices was tliat opportunities existed to eriliance 
access reviews of regulated and non-regulated application data and improve tlie tiinelmess of corrections 
identified in tlie affhate transaction review process. Also irnpleinentatioii would require changes to tlie 
GeiiWeb and MicroGads Gold system's user access and tlie FERC System Access Review systein, 
whose completion was expected in 20 1 0.lii In its inanagemetit response, DEBS mailageinent accepted 
tliese recoimnendations and agreed to completion by tlie scheduled due date."" 

FE&G FERC Uniform System of Accounts Audit #310006 

Tlie scope of this audit was a review of Duke Energy Carohas' compliance witli tlie FERC Uniform 
System of Accounts, especially in regard to recording costs to tlie proper accounts, wlich was a 
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requireinelit of the Ainended and Restated Agreeineiit and Stipulation of Settleinelit related to the 2009 
North Carohia rate case f i g s .  Its objectives were to evaluate 

Processes, inclu&ng inoiitoring activities, were in place to ensure coinpliance with the FERC 
Uniform System of Accounts 

Cost co&ig guidelmes were clearly defined, coimnunicated, and consistently applied 

Finntligs related to improper cost codliig identified by the Public Staff were addressed 

A suimnaiy of the au&t report indicates that the Controller's group and Financial Planning and Analysis 
group were to perforin inonitoritig processes to ensure costs are recorded to the proper accounts in 
compliance witli the FERC Uniform System of Accounts, with the processes perforined by the 
Controller's group designed to detect the iteins noted during t l is  interiial audlt, but the processes had 
not yet been performed during 20 10. Although issues were identified witli labor in two accounts 
reviewed, there were no other issues related to the inappropriate recording of costs, Uncludmg 
classification of recoverable aiid non-recoverable costs; however, tlie irnpleineiitation of spsteinatic 
controls arid forinal training to supplement current comrnuilicatioiis could Illprove the efficiency of the 
inanual monitorkg processes."'" 

In its inanageinent response, two actions were noted to address these issues, includuig, (a) perforin 
enhanced training to reinforce the importance of codmg costs to proper accounts and @) work: with the 
Finance Iriforinatiori Technology group to assess tlie feasibdity of implementing key systematic coiitrols 
to prevent certain account coding errors as a supplement to tlie current inoiitoring processes. All actions 
were to be irnpleinented by August 3 1,20 lo.'"' 

FE&G Non-Utility Operations Accounting Practices Audit kelllOl6 

The scope of tl4s audit was to evaluate the processes and controls goverilirig the designation and 
accounting for non-u&ty operations, which primarily consist of residential and non-residential customer 
products aiid Sei-Vices, excluding accounting for products and services associated with Duke Energy 
One. Its objectives were to evaluate whether: I"' 

Accounting practices were in accordance with FERC guidehies and Duke Energy procedures 
Products and services were appropriately designated as non-utility operations 
Associated revenues and expenses, incluntlig allocations, were fully charged to non-u&ty operatioiis 
Coimnuilication and inonitoritig practices were in place and operating effectively 

A suimnai7~ of the audit report indcates that the overall process of designating and accounting for non- 
regulated products and services in accordance with FERC guidelines is generally workmg effectively; 
however, opportunities exist to eiihance account c o h g  practices to ensure appropriate classification of 
noli-uality operatioiis, although iniscoding errors noted were not considered material. One "low" itein 
was discussed, as follows:'"' 
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Tlie product code list used to assist in identifying proper account c o h g  includes inaccurate 
product code classifications aiid inactive products. 

Iininaterial errors were noted in the recorlng of lion-regulated and regulated operatioiis in tlie 
general ledger. 

Certain iniscodnigs were iiot identified and corrected in the review performed by Project 
Accountilig. 

In its inaiiageineiit response, tliree specific actions to address tliese iteins included: (a) tlie Retail 
Customer Products and Services (RCPS) Business Manageinent Services group is to worlr witli Project 
Accounting on a routine basis to identify iniscodnig trends to target for reiiiforceineiit arid to reinforce 
the proper account c o l n g  for all residential and lion-residential customer products and seivices tlirougli 
tlie current traitiiig process, @) tlie Project Accounting is to review die iniscolngs identified during tlie 
audit, including systeln generated iniscodings, and record corrections for those tliat exceed a reasonable 
materiality tliresliold, aiid to docuineiit and enliance tlie current accounting review process to include a 
review for accurate classification of all noiiregulated products and seivices for all jurislctions, and (c) 
the RCPS Business Maiiageinerit Services is to worlr witli Project Accounting to review and update tlie 
product code list for inaccuracies aiid inactive products, and also to inpleinent a process to perio&callji 
review tlie product code list for accuracy. All of tliese actions were to be iinpleineiited by August '3 1, 
20 1 1 .'(" 

Finding V-l ts regarding affiliate transac allOcatiOnS, O r  

aspects have been address s staff in a 

For each of tlie audits identified previously in Exhibif L/-Z, Scliuinaker & Coinpaiiy investigated if die 
resulting a u l t  recoinmendations were addressed by DEBS staff in a tiinely manner. Tlie Director of 
Audit Seivices confxined during t l n i s  au&t tliat all corrective actions were coinpleted aiid irnplelneiited 
by the agreed upon coinpletiori dates. 

eco 

None 
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'I / Information Iiesponsc 16 

ill / Information Iiesponsc 54 from Indiana Investigation 

'7 / Intcr\-ic\v 8 and Information licsponsc 17 

" / Inrcrvie\v 8 

" / Intcrvic\v x 
ill1 / Inter\-icn. 8 and Dill 1nform:ition Iicsponsc 67 from L31:l Investigations 

"I / ~ntcrvicw x and ~ 1 1 1  Information licsponsc 67 from L>I;I Investigations 
1 2  / Iil'SC Case N o  7005-00278 Ordcr, . \ pp ro \d  1 I /79/05, hlcrgcr , \Fccmcnt 12 

/ Information Response 16 

/ Information Iicsponsc 51 

/ Information Iicsponsc 10 

/ Information Iicsponsc I O  

/ Information Ilcsponsc 10 

/ l>lil Intcr\-ic\v 4, as verified in I'arioiis Dlil; Intcrvic\vs 

/ L>lil Interview 7 and Infortnation licsponscs 1 SCI 1 1-10 and 140; functions 6 and 7 in IR#1-1Il represents capital budgcting items , as verified in 

h i  

( I t  

i l i  

r d  

67 

I,' 

6'1 

Intcr\k\vs 4 and 5 
711 / D I 1 I  Information Iicsponscs 1 .\ttachmcnt SCI I 1 1-(J and 140, as verified in Intcrvicw 4 and 5 

D I < I  Intcrvicw 7 ,  as verified in Intcrvicws 4 and 5 
Interview 7 

L3l;l Interview 7, as verified in 1ntcnicn.s 4 and 5 

111;l Intervie\\. 7 and Infortnation Ilcsponsc l-Il , ,  as verified in Interview 4 and 5 

L)I;I 1nfi)rmation Iicsponsc 141, as verified in Intervicars 4 and 5 

I31iI Interview 2 and Information Iicsponsc 6, as verified in Intcn.ic\v 1 

Dlil Information Response 7, as verified in Intcrviens 4 and 5 

Information Iicsponsc 46 
Intcrvicn 7 

Intervictvs 6 and 7 and 1nfr)nnatii)n Response 5 
Intervie\v 7 and Information licsponsc 47 

Intervic\vs 6 and 7 
Interviews 6 and 7 

Interview 6 :ind 7 

Iiitcrvic\v 7 

Intervie\\ 7 

Inrcr\-ie\v 7 

Intcrriew 7 

Intccvicw 7 

6 and Infortnation I<csponsc 48 

Information Ilcsponse 46 

Information Iicsponsc 3 

Information licsponsc 8 

Information Response 1 

Interview 3 and 5 

Intcrvictvs 4 and 5 and Information Iiesponsc 9 

Interviews 4 and 5 and Information Iicsponse 9 

Intcrviovs 3 and 5 
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IO , ,  / Information Ilcsponsc X 

/ Interview X 

/ Infortnation Ilcsponsc 35 
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102 

Ill7 
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1,l.l 

I l l 5  / Infomiation Ilcsponsc X Pages X-9 

/ Information Ilcsp(insc 8 Pages 8-9 
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/ Information Ilcsponsc 34 
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/ Information Ilcsponscs i and 6 
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/ Intcr\-ictvs 4 and 5 
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/ 1nfc)rmation Response 33 

/ Interview 3 ,  4, and 5 
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/ Interview X 

/ Information Ilcsponse 133 

/ Interview 4 
/ Interview 6 

1,111 

It17 

I i i H  

Ill ') 

$!It 

I l l  

I12 

l l i  

11.1 

11.7 

I l l ,  

117 

I I8 

I IO 

1211 

121 

I12 

123 

6 :ind Inlormation Rcsponsc 52 

/ Lhlic I<iicrgy Wcbsitc - I~)ng-'l'erin Debt lktails  

/ Inlormatim Rcsponsc 54 

/ Inforination Ilcsponsc 54 

/ Information llcsponsc 39 and L3ukc I incrg lVeicbsitc - I,ong-'l'erm Debt Details 

/ l>ulic I!ncrgy \Vcbsitc - Iiccent Credit Rating .\gcncy Ilcports 

/ Information liesponsc 24 
/ Duke Iinerqy Wcbsitc - Ilcccnt (-redit Rating Agency Ileports 

/ L>ukc 1;ncrgy \Vcbsilc - Recent Credit Rating .\gcncy Reports 

/ Information I<csponsc 24 and I h k c  lincrgy Wcbsitc - Ilcccnt (-redit Rating Agency Ilcports 

/ Interview 10 

/ Informatirm Iksponscs 1 and 271 

/ Information Ilcsponse 771 

/ Information llcsponsc 23 anil Intcrviclv 10 

/ Information llesponsc 23 

/ Information Ilcsprmsc 23 

/ Interview 10 

/ Information Ilcsponsc 21 

/ Information Response 23 

/ Information Ilesponsc 71 

/ Interview 1 0  

/ 13~ikc IlncrLT \Yicbsitc - I>ukc I incrq Coqmration Form l f ) - l<  for the year ended L3cccmbcr 31, 2111 1 

/ Intcrvicn. 10 

/ Intcr.vie\v 10 

12.1 

125 

I ?(I 

I27 

I28 

12'1 

I iil 

l i l  

I?? 

l i ?  

13.1 

175 

I i(, 

I17 

I i n  

13') 

I l l 1  

1.11 

1.12 

I.!? 

1.1.1 

14.5 

I41i 
/ Interview 1 and Prior 13113 . \ d i t  Intcrvic\w 
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147 

1.18 

/IO 

1 5 0  

l i t  

I i z  

157 

I i J  

155 

151, 

I57 

/ Intcrvie\v 1 
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/ Information Ilcspmsc 15 
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].in 
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I l l 1  

1112 

l i s 3  
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