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Final Report

I. Executive Summary

A. Background & Perspective

In 2011, Duke Energy Corp. (Duke Energy), the ultimate corporate parent company of Duke Energy
Kentucky (DEK), merged with Progress Energy, Inc. (Progress). As part of its approval of the merger in
Case No. 2011-00124, Duke Energy Kentucky was ordered to adhere to 46 merger commitments the
Kentucky Public Sendee Commission (KPSC) estabhshed in Case No. 2005-00228, of which four (4),
specifically Commitments 10, 11, 12, and 13 specifically relate direcdy to this audit. They apply as
follows:

♦ DEK is in compliance with its Commitment 10, which requires proper accounting of costs
(accounting and reporting system used by Duke Energy Kentucky willbe adequate to provide
assurance that direcdy assignable utility and non-utility costs are accounted for properly and that
reports on the utilit)' and non-utility operations are accuratelypresented).

♦ DEK is in compliance with its Commitment 11, which requires that it implement and maintain
appropriate cost allocation procedures that will accomplish the objective of preventing cross-
subsidization, and be prepared to fully disclose all allocated costs, the portion allocated to Duke
Energy Kentucky, complete details of the allocations methods, and justification for the amount
and the method, plus givingthe Commission 30 days' advance notice of any changes in cost
allocation methods set forth in agreements approved as part of the merger transactions.

♦ DEK is in compliance with its Commitment 12, which requires that it commit to third-party
independent audits of the affiliate transactions under the affiliate agreements approved as part
of the merger transaction.

♦ DEK is in compHance with its Commitment 13, which requires that it protect against cross-
subsidization in transactions with affiliates.

Also within the scope of this audit is DEK's compliance with KPSC regulations, including:

♦ 807 Ki\R 5:080 SECTION 2 — Annual reports
♦ 807 KAR 5:080 SECTION 3 — Filing of cost allocation manual and amendments
♦ 807 KAR 5:080 SECTION 4 — Notice of establishment of new non-regulated activity

With the approval of the merger of Duke Energy with Progress Energy Corporation (Progress Energy),
the KPSC imposed three additional conditions on its approval of the merger, specifically:

♦ DEK must continue to offer a full range of cost-effective energy conser\'ation and efficiency
programs.

♦ The Board of Directors of the combined company must include at least one non-employee
member who resides in the company's servtice territor)' in Kentucky, Indiana, or Ohio.

♦ No merger costs may be passed on to DEK ratepayers.

Schumaker & Company
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Refer to Chapter 11 —Merger Order Requirements for a discussion of Duke Energy's responses.

DEK is part of the Duke Energy organization, in which its summary organization structure, as of
December 31, 2015 is depicted on Exhibit 1-1.

Exhibit I-l

Summary Duke Energy Corporation Organization
as of December 31, 2015

E'-ergy CorpofSlian ;DE 06 03 Z005)
Bison Insurance Cornoaoy Lmrled (HX)%)i;SC 06 15.2012)

I rtorthCauth InsuronM Conical y (100%HSC DB. 13 20'2)
Cinergy Corp (1QO%HOE 06.30 l&9a)

I AppcnsaA'or subsidianes)
Duke Enetgy Rcnoiwables AJC Sola' LLC nOOrrEHOE 0225201DJ

Appenoi* B'or subsidiaries)
Duke Energy Pipeline HckJing Company 11C (H)C'V))(D£ 06.27.2014)

' Duke Energy ACP, LLC |1QG5i).[OE 03 27 2014)
Allantic Coast Rpeline LLC t«OVii;DE 08 27 2014)

Duke Energy Sabal T.'ail. LLC (l&WKDE 02.06.2015)
I Sabal !'a.i 1raiiimsskin. LLC 17 5V,)(DE CS 1C 2013/

— Duke Eriergy Carotrias, LLC |iaOSv)[?<C 1127 1063)
APOG. LLCi:20W)tC€ C6 22 2007)
Arlvarce SC LLC i:iDO%)(SC 07 09 2004)
Calrtwell Pai«er Company {IQOHIiNC 0728.1921)
Carokr-as Virg-iia Mjclear Oawar Associales Inc. i2S%;|tvC 10 04.19&6I
Calawtia Manj'acljfing and Eiectrk: Porter Coirpany i;iC10%)(NC 1015.1901)
ClailK-rne Energy Services Inc HOO'.tl,'LA 03.01.1990)
Duke Energy Recervables Finance Company, LLC <1D03i)(DE 07 16.2003)
Easlover Land Comicany |10Q%){KY 06 30.1970)
Easlower Min>ng Conpany (1(X)%)tKY 07 15 1970)

—— Greenville Gas and FledncLlgH and Porter Company (100%HSC 01 28 rgai)
WICP. LLC (lOOViKSC 06 18 2000)
Piedmont Yenlure Farbiets L«-mteS Partnership |1Q 646;li(MC 1003.1996)
Sandy River Timbe' LLC (lOO'/ij^SC 10.26.2!>j7;i
ScKitbem Poivei Comisiny |,1Ctl%MNC 12.30.192^
TBP Propertes, LLC (IOO'aHSC 12 nZIXie)
TRES Timber LLC ;1Q0%)(SC 12 11 2006)
Waleree Power Compary (lOOf^jiSC02 26 1909)
Western CarQlina Portitt Comparry (lODViXNC 09 ID 190?)

Duke Energy Ccroorate Senoces. Ire (100%)lDE 95.26 20C6)
L Duke Energy Business Sennces LLtC 110DVl)(DE 11 18 1908)

Duke Energy Regislration Services Inc IIOOVtUDE 11 18 1996/
Isee Appendix C for sutssit^nes)

Picgtess Er«rgy nc. f10a%;(MC 06.19 1999;
I ;see Appendix 3 for suljsirjienes)

Source: Information Response 1 (S(ill-DR-01-001 Supplemental Attacliment)
Tlie service company is Dulte I'incrgv Business Services, I.I.C (Dl'iBS).
'I'lic regulated utilities arc Duke Mnergy Carolinas, ].].C (IDIlC), plus Duke Mncrgy Indiana, Inc. (DF.I),Duke iLncrgy Oliio, Inc. (DFO),
Duke Fnergy Kentucky, Inc. (DliK), MiamiPower Corporation, and Ohio Valley Idectric Ciorporation,which are part of the Cinergy
Corporation. See Exhibit III-I for additional detail in organization.

0
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Final Report

B. Audit Methodology & Work Plan

Schumaker& Company followed a three-step process designed to sustain vital, interactive working
relationships our project team and DEK. Our approach for achieving the audit objectives was as follows:

♦ Step I —Diagnostic Review
♦ Step II —Detailed Review and Analysis
♦ Step III —Draft and Final Report Preparation

Each task area in our work plan was designed to allow our team to efficiendy gather and analyze
information necessary to develop an opinion whether DEK adequately complied with Kenmcky's
affiliate standards in 2015. The tableson the following pages illustrate a generaldiscussion of the type
of work steps typically performed for each task area, as well as the preliminar)' information that would
be required and the key indicators that we would use to assess that specific task area.

Schumaker & Company
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Affiliate Relationships

Typical Work Steps

Re\'iew governing regulations, orders, and decisions
from the Commission regarding affiliate transactions
and determine if these affiliate relations rules have been

fully complied with by DEK; identify any situations of
non-comphance and determine the actual or potential
impact of this non-comphance.

Obtain DEK organization charts showing the
relationships of DEK with its affihates.

Identify all affihates that had transactions with DEK
during the last three years.

Identify all products and servicespro\ided from/to
regulated and unregulated affihates of DEK during the
last three years.

Document the frequency and dollar magnirnde of all
affihate goods and services by year and by affihate for all
items received by or provided by DEK.

Develop diagrams, graphs, and/or tabulations
identifying affihates, services, dollar magnitude, and
other useful information and data. Explain any
significant trends or changes.

Analyze trends of these aUocated amounts compared to
the trends of these costs in the parent/affihate.

Separately identify affihate transactions involving the
transfer of employees, property, and/or technologj'.

Identify", by plant categon", any capital expenditures
made by affihates but aUocated to DEK's operations.
Evaluate any transactions that have had a significant
effect on depreciation expense.

Identify shared facihties, systems, and programs among
affihates including employee training, joint purchasing,
information technolog}', advertising and promotion, and
corporate support sendees.

Renew internal systems for providing assurance that
goals and objectives are accomphshed at the lowest
possible cost and maximum benefit to ratepayers.

Identify internal controls in place to protect against
irregular, illegal, and/or improper transactions.
Renew filings, reports, and communications involving
affihate relationships.

Schumaker & Company

Information Required

Copies of aU governing regulations,
orders, and decisions from the

Commission regardmg affihate
transactions

Duke Energy and DEK
organization charts showing aU
affihate relationships, including
regulator)- status of affihates

Description of aU products and
services provided from/to
regulated and unregulated affihates
of DEK during the last three years

Level and nature of affihated

transactions (actual and budget
dollars) from/to DEK's operations
and affihates during the last three
I'ears, including a breakdown by:

♦ From/to affihate

♦ Type of transaction
♦ Time period

Acmal doUars and persormel
equivalents, by functional category,
for each associated regulated
and/or non-regulated DEK
affihate

The level and nature of affihated

transactions (actual and budgeted
capital expenditure dollars, by plant
category) allocated to DEK's
operations by affihates during the
last three years - as compared to
its parent/affihates

Any cost allocation manual
documentation, including formulas
and basis

Final B^port

Key Indicators

All affihate transactions of

DEK should be in complete
comphance with all of the
governing regulations, orders,
and decisions from the

Commission regarding affihate
transactions.

The relationships with
affihates are clearly
documented.

The costs are fairly
representative of the value of
goods and services provided
and of the benefits derived by
Kentucky ratepayers.

DEK should be able to easily
furnish information regarding
the products and services
provided to/from its affihates
and the corresponding
fmancial transactions that

result.

DEK should not be negatively
impacted by its relationships
in the overall corporate
organization.

,Anyaffihate costs charged to
DEK are reasonable and

competitive m the market.

518!2017
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Cost Allocation Methodologies —Affiliate Transactions and Cost Accumulation and Assignment

Typical Work Steps

Determine procedures specified for identifying, tracking,
and posting direct, indirect, and general overhead costs
to specific projects or cost pools.

Determine how these assignment policies, procedures,
and practices have changed over time; assess the
rationale for these changes.

Assess methodologies (e.g., accounting systems) used to
accumulate and assign costs. Examine criteria used to
assign costs. Evaluate Duke Energj-'s hierarchy for
placing emphasis on direct billing versus cost allocation,
and for developing causal relationships in formulating
allocation methodologies. Evaluate whether direct
billing is used whenever possible.

Assess whether cost accumulation/assignment bases are
reasonable and appropriate (e.g., based on cost causative
factors) and whether they have been consistently
developed.

Review documentation involving policies and guidelines
in place to establish the appropriation of resources and
costs, including (but not limited to):

♦ Finance manuals

♦ Assignment policies
♦ Cost allocation manuals

Identify genenc direct billing and/or cost allocation
methodologies in place within DEK and its affihates
used to calculate the costs for serrdces or products
provided.

Assess whether cost allocation methodologies, and their
associated bases and factors, are reasonable and
appropriate, and whether they have been consistently
applied. Assess whether these methodologies are
regularly reviewed and revised.

Determine whether the pohcies, procedures, and
practices governing these transfer pricing methodologies
and accounting standards are adequately documented
and understood by the personnel involved.

Identify the data sources and special studies required to
develop allocations factors (if they are used), and
evaluate their appropriateness.

Determine how allocation policies, procedures, and
practices have changed over time; assess the rationale
for these changes.

5/8/2017

Information Required

Any cost accounting
documentation invohdng cost
accumulation and assignment

Copies of DEK's general ledger
and pertinent subsidiary ledgers

Any accounting manuals and other
documentation describing
methodologies, bases, and factors
used for direct billing and/or cost
allocation, and/or segregating
regulated and unregulated costs,
including (but not hmited to):

♦ Finance manuals

♦ Assignment policies
♦ Cost allocation manuals

Description of daily accounting
standards and recordkeeping
methods and procedures that
support the daily operations
between DEK and its affiliates

Key Indicators

DEK and its affiliates 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 regarding the
level, nature, and magnitude of
costs incurred.

Direct billing and allocation
methodologies used by DEK
and its affihates should be

founded on reasonable and

fair factors and bases that

properly reflect the value of
products and services
received, and should be
supported by automated
systems and contracts that
provide management with the
information and data it needs

for recording and managing
these activities.

DEK should not be negatively
impacted by its relationships
in the overall corporate
organization.

Any affihate costs charged to
DEK are reasonable and

competitive in the market.

Schumaker & Company
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Cost Allocation Methodologies —Affiliate Transactions and Cost Accumulation and Assignment

Typical Work Steps

Determine if contracts are in place and current where
appropriate. Determine if the formal contracts define
the nature of affiliate services rendered, set forth clearly
defined bases for associated charges, and stipulate terms
and conditions favorable to DEK's regulated operations
in Kentucky.

Determine if any contracts with third parties involving
more than one affiliate provide DEK's operations with
full consideration for performance, taking into account
risk premiums or time value of money implicit in the
payment or collection terms of such contracts.

Assess whether the direct billing and cost allocation
processes are adequately automated.

Evaluate those mechanisms and procedures in the direct
charges/cost allocation guidelines intended to guard
against the cross-subsidization of unregulated entities,
either through intentional or unintentional means.

Identifv' the extent to which DEK's financial strength is
impacted by or insulated from its affiliated (regulated or
unregulated) companies.

Identifv* the decision-making process used in the
determination of services required, and for identifv'ing
the most optimum means of providing these services.

Identifv* how DEK determines whether internal or

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

Schumaker & Company

Information Required

Any analyses regarding use of
external vendors for the

development and delivery of
services to DEK and its operations

Any cost/benefit analyses
performed during the last three
years regarding provision of
services bv DEK or its affiliates

Key Indicators

Decisions pertaining to the
use of extemal vendors should

be based on analysis that
considers cost-benefit,
financial, and other factors.

These decisions should

consider comparisons to
provision directly by DEK or
its affiliates, as well as the
benefits that customers of

regulated operations will
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C. Summary of Recommendations

The recommendations contained in the audit report are shown in Exhibit 1-2, including recommendation
number, page number in the report, priorit}', and estimated time-frame to initiate implementation efforts.

Exhibit 1-2

Summary of Recommendations

Implementation

Description Page Priority
Initiation

Time Frame

IM Pro\'ide sufficient documentation during DEK's next
rate case to ensure that Duke Energ}'/Progress Energ)'
merger costs were not passed on to DEK ratepayers.

15 High 0-24 Months

III-l Provide the KPSC in early 2017 a copy of the results
from the market study assessments performed in 2016.

58 High 0-6 Months

IV-1 Continue to develop an improved formal
comprehensive cost allocation manual that brings
together all required elements of such documentation.

75 Medium 0-12 Months

IV-2 Develop service level agreements for key functions
providing affiliate services to DEK.

76 Medium 0-12 Months

IV-3 Develop a formal policy and associated documentation
regarding process for handling asset loans, so that they
exist going forward in situations where asset loans are
actually done.

76 Low 0-24 Months

V-1 Change the way DEK calculates interest expense for
the use of excess borrowed short term funds.

90 High 0-6 Months

Actions taken by Duke Energy regarding prior Schumaker & Company 2013 report recommendations
are summarized in Exhibit 1-3.^

Schumaker & Company
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Exhibit 1-3

Duke Ener^ Actions to Prior Schumaker & Company 2013 Audit
Recommendation

Recommendation II-l

Protide sufficient

documentation duiing Duke
Energ}' Kentucky's next rate
case to ensture that Duke

Energt/Progress Energ)'
merger costs are not being
passed on to DEK ratepayers.
Recommendation III-l

Aggressively send notifications
to employees who have not
passed affiliate rules training
even before the Day 30 currently
used.

Recommendation III-2

Continue to enhance Affiliate

Standards training, plus make
sure all Duke Energy employees
taking such training using
Mylraining by the end of 2014.

Recommendation IV-1

Develop a formal
comprehensive cost allocation
manual that brings together all
required elements of such
documentation.

Recommendation IV-2

Develop a formal policy and
associated documentation

regarding asset loans.

Source: Information Response 48

Schumaker & Company

Action Taken

Kentucky has not had a rate case since the last audit period.

For regulator)' trainingdeployed by the Ethics & ComplianceDepartment, Duke
Energy has revised its standard deployment period from 60 days to 90 davs and
made sigmficant changes to the reminder and past due escalation schedules.
Employees receive a total of five (5) reminders prior to the due date, includingthe
initial notice. Duke Energy has also increased the escalation and automated system
reminders (from MjTrainin^, which are also sent to immediate managers earlier in
the process, prior to the due date. Previously Duke Energ)' began escalation two
(2) weeks after the due date with management and escalated weekly thereafter, until
it notified senior management.
Belowis the current deployment reminder and escalationprocess now being used:
♦ DAY 1 —MyTraining > initial notice to individual

♦ DAY 45 —MyTraining > reminder to inditidual

♦ DAY 60 - MyTraining > reminder to individual and copy to manager

♦ DAY 70 - Manual reminder and incomplete report to management

♦ DAY 80 - MyTraining > reminder to individual, copying manager, and manual
> incomplete report to management

♦ DAY 89 —MyTraining > reminder to individual

♦ DAY 91- MyTraining > overdue to individual, copy to manager, and manual >
incomplete report to senior management

♦ DAY 98 (and weekly thereafter) - MyTraining > overdue to individual, copy
to manager, and manual > incomplete report senior management until 100%
complete

The Ohio/Kentucky Rates & Regulator)' Group has updated the Kentucky cost
allocationmanual to include similar information that is presented in the North
Carolina cost allocation manual.

Each asset loan is considered unique; therefore, a company-widepolicydoes not
exist and Duke Energ)' does not believe it would be beneficial. Each asset loan
requires sigmficant discussions between legal, asset accounting, and supplychain to
determine the best strategy and ensure all affiliate requirements are met. As Duke
Energ)' has affiliate transfer training, this training program includes information
about asset loans. Given the rarity of an asset loan. Duke Energy believes this
information is sufficient to ensure all affihateguidelines are followed when there is
an asset loan. Supply Chain is not aware of any loans in 2015 for any jurisdiction.

5/8/2017
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II. Merger Order Requirements

A. Background & Perspective

This chapter addresses Duke Energy Kentucky's (DEK's) response to merger order requirements
previously discussed in Chapter 11 —Executive Summary.

B. Findings & Conclusions

Finding II-l Duke Energy has essentially addressed Commitments 10,11, 12, and 13 of
Case No. 2005-00228 that KPSC established and other KPSC regulations.

As detailed in Chapter1 Section y\ - background <& Perspective section of, in 2011, Duke Energy Corporation
(Duke Energ)f) merged with Progress Energy, Inc. (Progress). As part of its approval of the merger in
Case No. 2011-00124, Duke Energy Kentucky was ordered to adhere to 46 merger commitments the
Kentucky Public Ser\tice Commission (KPSC) established in Case No. 2005-00228, of which four (4),
specifically Commitments 10, 11, 12, and 13, specifically related directly to this audit. Also, the three
KPSC regulations involve annual reports, filing of cost allocation manual and amendments, and notice
of establishment of new non-regulated activity. DEK has generally been in compliance with these
items.

Finding II-2 DEK continued to offer a full range of cost-effective energy conservation
and efficiency programs.

The energy efficiency programs that DEK offers include:"

♦ Residential programs

- Program 1: Low Income Sendees Program

- Program 2: Residential Energy Assessments Program

- Program 3: Energ\' Efficiency Education for Schools Program

- Program 4: Residential Smart $aver Efficient Residences Program (TheSmart$aver®
Residential Energy Efficient ProductsProgram and the Energ)- Efficient Residences
Program are individual measiures that are part of a single and larger program referred to and
marketed as Residential Smart $aver®. For ease of administration and communication with

customers, the two measures have been divided into separate tariffs, even though theyare a
single program.)

- Program 5: Residential Smart |aver Energy Efficient Products Program

- Program 6: Power Manager Program

51812017 Schumaker & Company 0
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- Program 7: Low Income Neighborhood

- Program 8: My Home Energy Report

♦ Non-residential programs

- Program 1: Smart $aver Prescriptive Program

- Program 2: Smart $aver Custom Program

- Program 3: PowerShare®

- Program 4: Non-Residential SmallBusiness Energy Saver Program

DEK was alsogranted a limited automatic approvalprocess for cost effective pilot programs that are
not greater than $75,000 as wellas, automaticapprovalof cost effective additions to existing programs
of measures that do not exceed$75,000 per program. In the 2012 status update filing. Case No. 2012-
00495, the Commission ordered that DEK file any Demand Side Management (DSM) program
evaluations, proposed program expansion(s), or new programs in a separate filing due each year by
August 15tb. The amendment filmgs give an annual update of changes to the portfoho and a refreshed
look at costs on an annual basis. Based on these orders, DEK indicates that it has been able to

continually update and enhance the DSM portfoho in a cost effective manner, essentially filing an
updated portfoho on an annual basis.'

For example, DEK made a fthng in November 2015 with die KPSC for the fiscal year endingJune 30,
2015. As indicated in the fihng, the company's offering of DSM programs dates back close to two
decades. Throughout the years, the company has offered many enhancements to itsportfoho with the
purpose of increasing participation and providing customers new andinnovative oppormnities to
control their consumption and impact their utihty bill. DEK has been using anAugust filing process
since 2013 to enhance the DSM portfoho and react to market changes.' The fiscal year 2015 impacts
and participation by program are shown in Exhibit 11-1

0 Schumaker & Company 51812017
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Exhibit II-l

Impacts and Participation by Program
July 2014-June 2015

1 Summary of Load impacts July 2014 Through hjne 2015*

hKremental

AfrsiderTCial Proems Participation kWh lew

Apf^iwKe Recyding Program 779 316^032 35

Energy Effioency Eckication Program for sctwols 2,213 577,006 166

Lom' Income Neighborhood 71B 557,078 147

Low irtcome Services 243 351,265 89

My Home Energy Report 2 53,267 10,869,228 3,207

Residentiai Dtergy Assessments 577 447,175 88

Residential Smart $aver^ 385,099 8,639,278 1,243

Power Manaiger 3 10,719 - IXCBl

Total Aesidential 45,615 21,757.061 16.007

Incremental

Non-Residentiai Programs Participation kwh kw

Smart Saver^ Prescriptive - Energy Star Food Service Products d03 519,321 19

Smart Saver^ Prescriptive - 101,560 910,166 247

Smart $aver^ Prescriptive • Ugttting 37,112 4,435,230 771

Smart Saver^ Prescnptive - Moiors/Rumps/VFD 572 364,758 34

Smart $aver^ Prescriptive - Process Ecpiipment 125 55,054 13

Smart Saver* Custom 1,793 5,071,530 638

Small Business Energy Saver 592,308 528,145 119

Power Share* 4 22 - 21,787

Total Nort-Residendal 734w295 ll,884.2tB 23,630

Total 1 1.167,910 33,641,264 39,07

1- impacts are rtet of freeriders, without losses and reflected at the customer meter point
2-Actual partidpantsaiKl impact capabiiftyshown as of the lune 2015mailir^
3 - Cumulativenumber of controlled dewces Installed, impactsreflect average capabilityoverthe contract period.
4 - impacts reflect average capability over the contract period.

Source; Information Response 52

51812017 Schumaker & Company
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Based on the scope of this affiliate audit, the calendar year 2015 impacts and participation by program
are shown in Exhibit 11-2!'

Exhibit II-2

Impacts and Participation by Program
2015

1 Summarv at Load imeacB 2QtS

increnmnUI

RestdenttH Pnnnms Partldoation iWh kW

ApaiiarKc Rccvchng Prc^^m 699 284^3SI ai

Efficiency EitucsCion Pmfram for Sc?»o(s 1,036 294 ?23 78

inw kncome Neighborhood 609 365, IX

low arvcofTW Services 20B 282.992 70

My Home Energy flepo^ 2 %1S7 U.9I7.32D 8517

Hesidentisi Erwgy Aa*ssin*n& 507 3B1325 77

Hefidencta SfnartSave** 289,024 Cw57a4S4 933

Power Meiagc' 3 10,918 183X

Total flesidenOai 361158 2D. 108.770 1J81X

Incremental

NofihResidefiiaal Proeratm Partldoatlon kWh kw

Smart $aver^ Prescr.{)ieve Star Food Service Product H3 9^466 10

Smart Saver* Prescrtptsve MVAC ^270 138134 56

Smart Sever* PrtsoWve IT 1 70

Smart Sever* prt^;pcve lighting 8908620 79#

Smart Sever* Prescnptrve Motorv/Pumps^FO 647 425.821 40

Smart Sever* Prtschotve Process Equament 25 HQU 3

Smart Saver* Custom 384 448001 54

Smal' Business Erwrgy Sever ^444,542 2.178706 499

Power Share* 4 22 23.816

Total Noa- Kesktefttul 2.4B4217 8218829 25,272

Total 2.845.475 28327.S9B 4U77

1 Impacts are net otfrecftders. wrtthoift ksssesand reflected at tlic customer meter polnL
2 Actual partklpants avMl Impact capabllttv stown as of the Decentber 20iS mailings.

3 - Cumulative number o«contiotlcd demes Installed. Impacts reflect average capaMlty over Cheowitract penod.

4 ' Impacts reflect average capabdlty over the contract period.

Source: Information Response 52

All programs listed m Exhibit11-2 were in effect during 2015. Included are the number of customers
and/or energy efficiency kits added during 2015, plus kWhand KW. For dollars, one must look at the
fiscal year filings (July-June) that DEK makes annually in November of each year to the KPSC.'

0 Schumaker & Company 51812017
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Exhibit 11-3 displays the cost effectiveness test results by program for FY2015 Quly 2014-June 2015).'

Exhibit II-3

Cost Effectiveness Test Results by Program
July 2014-June 2015

2014 2015

Program Name ua IRC RIM Participant

Appliance Recycling Program 0.95 1.15 0.61

Energy Efficiency Education Program for Schools 1.06 1.22 0.73

Low Income Neighborhood 1.16 1.50 0.77

Low Income Services 0.60 0.79 0.48

My Home Energy Report 1.83 1.83 1.02

Residential Energy Assessments 3.53 3.55 1.71

Residential Smart $aver* 2.87 2.98 1.15 6.10

Power Manager 3.31 3.86 3.31

Smart Saver* Custom 7.56 3.46 1.49 3-98

Smart Saver* Prescriptive • Energy Star Food Service Products 7.96 3.70 1.42 5.51

Smart Saver* Prescriptive • HVAC 3.67 1.01 1.39 1.38

Smart Saver* Prescriptive - Lighting 5.02 1.35 1.49 1.72

Smart Saver* Prescriptive Motors/Pumps/VFD 6.56 2.35 1.50 3.36

Smart Saver* Prescriptive Process Equipment 6.64 4.75 1.80 6.19

Smart Saver* Prescriptive IT* NA NA NA

Small Business Energy Saver 3.79 2.42 1.49 269

Power Share* 3.98 12.61 3.98

•NA = Not Applicable (There was no participation for this measure for July 2014 • June 2015.)

Source: Information Response 52 and Interview 10
UC1 —Utiliti,' Cost l est; includes only DMK costs; target > 1;
•I'RC= l'otal Resource Test;includesDliK and participant costs; target > 1
RIM^Rate Impact Measure; includes non-participants, target > 1
Participant=includcs participant costsonly; target > 1;blank indicates that participant charged no costs for program

13

The Utility Cost Test (L^C'I) test compares utility benefits (avoided energy, transmission and distribution
capacity and generation capacity related costs) to incurred utility costs to implement the program, such
as marketing, customer incentives, and implementation costs, and does not consider other benefits such
as participant savings or societal impacts. ' This test compares the cost (to the utility) to implement the
measures with the savtings or avoided costs (to the utihty) resulting from the change in magnimde
and/or the pattern of electricity consumption caused by implementation of the program. Avoided costs
are considered in the evaluation of cost-effectiveness based on the projected cost of power, including
the projected cost of the utility's environmental compliance for known regulator}- requirements. The
cost-effectiveness analyses also incorporate avoided transmission and distribution costs, and load (line)
losses.'" For UCT test results below 1, these figures according to Duke Energ}- management, occur as
follows:"

51812017 Schumaker & Company
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♦ The Appliance Recycling Program results are below 1, because the program is no longer
offered, as the vendor stopped participadng; however, Duke Energ)' is looking to begin the
program again with another vendor.

♦ The Low Income Services results are below 1, but because DEK beUeves it is an important
program, it continues to offer it to low income customers.

For Total Resource Cost (TRC) test compares the total benefits to the utiht)' iand to participants relative
to the costs to the utility to implement the program along with the costs to the participant. The benefits
to the utiht)' are the same as those computed under the UCT. The benefits to the participant are the
same as those computed under the Participant Test; however, customer incentives are considered to be
a pass-through benefit to customers. As such, customer incentives or rebates are not included in the
TRC.'" For TRC test results below 1, these figures according to Duke Energy management, DEK
beheves it is an important program; therefore, it continues to offer it to low income customers despite
not making the target figure of 1."

The Rate Impact Measure (RIM) test, or non-participants test, indicates if rates are expected to increase
or decrease over the long-run as a resultof implementing the program." It compares the benefits to the
utdht)', the same benefits as included in the UCTtest, to the costs required to implement a program
including lost revenues."

The Participant (PCT) test compares the benefits to the participant or customer through bill savings and
incentives from the utility, relative to the costs to the participant for implementing the energy efficiency
measure. The costs can include incremental equipment and installation costs, as weU as increased annual
operating cost, if apphcable. This test is critical to understanding the market viability' of a program or
measure.'" The benefits include reductions in utility bills, incentives paid by the utility and any state,
federal or local tax benefits received." None of the participants cost effectiveness test results are below
1, but those showing as blankare because participants do not haveanycosts associated with such
programs.'"

Finding II-3 The Board of Directors of the combined company includes at least one
non-employee member who resides in the company's service territory in
Kentucky, Indiana, or Ohio.

The Board of Directors of the combined company mustinclude at least one non-employee member
who resides in the company's service territory in Kenmcky, Indiana, or Ohio. Of the 12 current Duke
Energy directors, Michigan G. Browning resides in Indiana,' ' and is Chairof Browning Investments,
LLC."" He is an Independent L^ad Director on Duke Energy's Boardwhoseresponsibihties include:
Member, Compensation Committee; Chair, Corporate Governance Committee; and Member, Finance
and Risk Management Committee. He has been a Director oi Duke Energy since 2006 ''

Schumaker & Company 51812017
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Finding II-4 DEK appears to be responsive to the KPSC's merger order conditions, but
it cannot be determined if any merger costs will be passed on to DEK
ratepayers until DEK's next rate case.

According to Duke Energv' management, any costs to achieve associated with the merger are charged to
the appropriate account pursuant to communicated guidelines provided to Schumaker & Company
during our 2013 and 2015 audits. Then, at the time of a rate case, adjustments would be made, if
necessary, to remove costs charged to "costs to achieve" from the revenue requirement calculation to be
used for estabhshing new base rates. Duke Energy management beheves that such adjustments would
ensure that DEK meets it commitment to ensure that "no merger costs are passed on to its retail
electric or gas customers.""

C. Recommendations

Recommendation II-l Provide sufficient documentation during DEK's next rate case to
ensure that Duke Energy/Progress Energy merger costs were not
passed on to DEK ratepayers. (Refer to Finding II-4)

According to documentation provided by Duke Energy management in our prior 2013 audit, costs
could have been treated as costs to achieve (CTA) the merger if they are incremental, non-recurring, and
incurred as a direct result of themerger. Also, for operations «& maintenance (O&M) purposes, internal
labor was not considered incremental; therefore, it was not included by Duke Energy in CTA, although
internal laborcould have beencharged to capital CTA projects, if employees were involved in the
merger activities. External labor (contractors) hired to work on O&M and capital CTA projects were
considered incremental and were to be directly charged to CTA projects. Other guidelines, suchas
those provided for travel/lodging, were included in the documentation. Therefore, we recommended
that, during the next DEK rate case. Duke Energy must provide rationahzation as to why internal labor
costs are not charged to CTA merger costs in selected simations, plus it mustprovide sufficient
documentation to ensure that Duke Energy/Progress Energy merger CTA were not being passed on to
Duke Energy Kentucky ratepayers.

As there has not been a rate case since our 2013 audit report, no such documentation has been
provided, but should be in DEK's next rate case."'

51812017 Schumaker & Company
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C. Recommendations

None
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III. Affiliate Relationships

A. Background & Perspective

Organization Structure

While Exhibit I-1 displayed in the Executive Summary chapter is a summary lookat Duke Energy Corporation's
(Duke Energy's) organization, E.xhibit II1-1 is a detailed look, including changes made September 30, 2015-
December 31, 2015."'

Exhibit III-l

Detailed Duke Energy Corporation Organization Structure
as of December 31, 2015

(Page 1 of 10)

Summary Level

0\ike Erflrgy Coreoralian (QE 06 03ZOOS)
BiSon Iriaurapicc Company Lmiled (lOffSjfSC 06.16.2012)

I MweKflculti ln»jrarK^e Curii|ji.i y (100%HSC DO IS20*21
Cinergy Cotp IIQO^KOE 06 3D 1593)

I—(see Append!* A'o' subBldianes)
Duke Energy Renarwygbles MC Solar LLC {100%)(DC 0225201D)

(see Appendix B *o' aubsldiaiie.s)
Duke Energy Pipeline HcWing Coinpany ILC(10CA())fDE 08.27 2014;

' Quke Fnengy AGP. LLC l100'4>f>E OS 2?2014)
—Allenlic Cosst Pipeline LLC lAOStllDt 03 27 2D14i

Duke Energy Sabal trail. LLC (1DD%)i:DE 02.O6.2D15|
L Ssoai Irai Iraniinission. Ll!ci? 5V.)(Dt CS ic 30131

OlAb Energy CaroLnas, LLC IICO'AHHC 11 27 1E163)
• AF-QG, LLC(201.LHDe Ce 22 2007)

AitxaneeSO LLC (1CO%)(SC 07 09 2004)
• Caintxrel! Pcryrer Corrpany {100'41.;MC 07 28.1921)

Caroiinas Virgrtia Muclear Pavner Associalea. I.nc, (2S'AHMC 10 04.1956)
Calawfaa kAan jtacturing and Eleanc Power Corrpany (100%nNC 10.161901)
Claibr.me Energy ServluBs (nc (lOOVLHLA 03.01.1990)
Duke Energy Heceiyabies Finance Company, LLC (1D0)4)(DE 0716 2003)

—— Eaolovor Land Comcany |iaO%]|KY 06 30.1970)
• EasloverMneg Conpany ("(X1%)(KY 07 1.5 1970)
• Grconviiie Gas and Hleidric Ligbl and Power Company jlOO'itilSC 01 28 '881)
• MCP, LLC(1D0'/.i;SC Oa 18 3000)
• FedmontVenlure Parlrwrs irrnied Partnersfvp iio 64%;iiNC 10CJ 1996;
• Sandy River t imber LLC (100'̂ '»)(SC, 10.26.20D7)
' ScKiiriem Powei Company (1C0%;-|NC 1230 1927)
• TBPPfopertes, lLC iiao%iiSC i2 '1ZC06)

TRES Tirnber. LLC :10Dyi)(SC 12 11 2006)
Waferee Power Compary (lOOWjiSC 02 28 1909}
WesternCa'Olina PowerCompany (100V.)(NC 09 10 1907)

— Duke tonrgyCorporele Sennoei, Inc ilOOLliUDE 05.26.2008)
k- Duke Energy Buaitieis Sennces LLC 1100%)(CE 11 18 1988)

Duke Cnorgy Regislrallon Services Inc (100W|(Ot11 181996)
L_— (see A^endjc C for subsicAaries)

Progress Erargy inc. |100%HNC 06.19 1999)
' (seeAppendJi Dfor subsidiaries)

;uKe etK

t:

Source: Information Response 1 (S(dI-DR-01-001 Supplemental Artaehment)
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Exhibit III-l

Detailed Duke Energy Organization Structure
as of December 31, 2015

(Page 2 of 10)
Cinergy Corporation

(including Duke Energy Kentucky organization)

DukeEnergy Corporation
' Cinergy Corp. (10D%!

Cinergy Corp iIOKI'mDE C6 30 19931
Cinergy Global Resources, inc. (100%)(DE 05 1S 1998)

I I'see Appendix Elor subsidiaries,!
Dyke Energy Renetvabies Holding Company, LLC (100%)(DE rO 2e 1991)

-- Duke Energy Comrrflrcial Enterprises, Inc. (100%)(1N 10 OS 1992)
' (sea Appendix Ffor subsidiaries)

- Cinergy-Centius, Inc {100%)(DE 04 23.1996)
- Cmergy-Centrus Communications Inc !100%)!DE 07 17,'998)
- Cinergy Technology Irtc. (10a%)(iN *212 1991)
- Duke-Cadence, inc (100%)(IN 1227 1989|

— Duke Erflrgy Rervewabies, Inc 1103%)1DE 02 11 1997)
" (see Appendix G for subsioanesl

Duke-Reliant Resources. Inc (1C-D%HDE01 14.1998)
Franter WindDOwer, LLCilOO^jjDE 08 21 2015)
Frontier Windoower II, LLC (TOO%KDE 11 18 2015)
Los Venios Windpcwier III HokJings, LLC (100%)(OE 07.24 20i3]

' Los Vientos Windoower III, LLC (100%)|DE 07 24 2013)
IOS Vientos Windpowe- IV Holdings. LLC (iOD%)(0£ 07242013)

—Los Vientos Wmdoower IV LLC |100%)|DE 07 24.2013)
- Los Ventos Windpower VHoldings, LLC i100%)lDE 07 242013)

I—LOS Vienlos Wndcower V LLC i:iOO%)iDE 07.24 2CT3|
- Rio Bravo WindpowBf, LLC (100%KO£ 07 172015;

Cinergy Recewables Company, LLC (100%)(DE 01 10.2002)
Cinergy Power Generation Services, lLC )100%){DE 11 2220QC)
Duke Energy Indiana, LLC i100%KlN 09051941)
' Souin Construction Company. Inc. (1CiO%)(IN 05 31 1934|

Duke Energy Ohio, Inc. (100%)(ON 0403.1837)
Duke Energy Becxjofd LLC (100%)(DE 0631 2012)
Duke Energy Kentucky Inc. (100%)(KY03 20 1901)
KOTransmisson Company (100%){KV 04 11 1994)'
Miami Power Coiporation (l6o%)(IN 03.25 19301
OhoValley Electric Corporation 19% )(0H 1001.1952)
Trl-Slate Improvemen.l Company (100%i;OH 01.14 1964)

-— Duke Energy SAM, LLC {1C05i||DE 0531 2012)
L Duke Energy Vermilliori II, LLC f10D%nbE 10 14 20'0)

Duke Energy Transmission Holding Ccmpany LLC (100%)(Dt 0716.2C08I
Duke Energy Beck|ord Stcrage lLC riOO^KDE 09042013)
DukB-Amencan Transmisslor Company LLC (50%KDE 04.1'.2011)

'—(see Appendix Llor subsidiaries)
Pioneer Transmission, LLC (60%:i|IN 07.31 2008)

Duke Technologies, inc (lOOTSKI^E 07 25 2000)
Duke Energy One, Inc. (100%hDF 09Q5.2000)

' Cinergy Solutions - Utility, Inc. (100%)(DE 09.27 2004)
Duke Investments LLC ('OD%)(DE 07.25 2000;
' Current Group, LLC (0.395%)i:De 10 24 2000)

Duke Supply Network, LLC (1C0%KDE 08 102000)
Duke Ventures II, LLC |100%)(DE 0901 2000)

' PHX Management Holdings, LLC ('00%)(DE 10 15 2016)
' Phoentx Energy Technologies, Inc {70%).;DE 12 '20.2008)

Schumaker & Company

Final Report
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Exhibit III-l

Detailed Duke Energy Organization Structure
as of December 31, 2015

(Page 3 of 10)
Duke Energy Renewables NC Solar, LLC

Duke Energy C-orporalson
Dufce t-MBi^/ RtriiKwaOteg NC Solar, LLC

Duke Energy Rrncrwabes NC Solar, l.lC (lOD^XOE D2.25 2010)
Bethel Price Solar LLC(1D0%)(nE lO 11 20131
Clear Skies SolarHoldings, LLC (100%)(DE 11.15,2012)

cirjar Skies Solar LLC HOOH)(Ot 11 15 201?)
—Black Moonlan Solar, LLC (iao%)(A7 05 04 2011)
—CS Murphy Point, LLC 1100%KNC 01 12 2010)

Marlins CrrnHr Solar NC LLC (100%|.;NC 04 06.2010)
Murphy Parm Power, LLC (1D0V,)(NC 01,2? 2010)

—North Ca'crlina Ronerrabie Properties LLC (11KWi)i.'NC 05 03 2010)
—KP-Drlando, LIC HOOPtKOE 01 05 2010)
—SoJar Star North Carolina I, LLC (lOOSKDE 1107 2iXIB)

Sclar .Star North Carolina II, LLC (tOO%)lC£ i2.16 2009)
—TaylorsuilleSola', LLC|1(XI%);0E 04 2S 2010)

Colonial Fag's Solar, LLC {1X%)(Db 05.20.20141
Ccnetoe II Solar, LuC (100%!(NC 04 26J2014)
C-«sr«t;<; AllqooiJ Solar LLC ;100%KDE 08 27 2014)
Dcgwood Solar, LLC (100%KDE 09 122012)
Everclts'>'yl)3C»; Solar LLC llOO'/i)',09,25 2014)
Frcsn P;r EnergyX, LLC (10CBi).;NC 04 03 2014)
HXOap Solar One, LIC (lOCKijiM 302013)
LongFarm 4« So-ar, LLC [1C»0%;|NC 09.22 2014)
SolNCPowerS. LLC (lOO'rt)iNC 10172013)
SoiNCPcairere LLC (lOOKJiNC 10.17.2013)
SoiNCPowerlO, LLC (iOO%)iNC 08 01 2C14|
Tarboro Solar LLC (lOO'AUDE OB 26 20'3)
Washinarlun Airpcrt Sraar. LLC (1K)yi)i;De'lO 16,2013)
Washinglon y>Aiil« PoalSolar, LLC (100%j;OE 1)9 102012)
Waahlnglon Millficid Solar, LLC IIOOtUOE 05 232013)
yVindsor Cooper Hill Solar. LLC |100%).;OE '0 n 2013)

_Apperidi)( B

Schumaker & Company
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Exhibit III-l

Detailed Duke Energy Organization Structure
as of December 31, 2015

(Page 4 of 10)
Duke Energy Registration Services

Duke Energy Corporafior.
I Duke Energy ReglBiraton Services. Inc. (100^)

Aopeodix C

Duke Energy Registration Services Inc {IQO'̂ tKDE 11 181998)
PanEnergy Carp (100%)tDE 01.26 1981)

DukeEnergy Services inc (100%!(DE 06 0B.1959)
DukeEnergy Marketing Carp. (1 OQ%)(NV 1107 1994]

• Dukeaouts Drey'us L.L C. (&0%)(NV 03 01.1995)
DETMI Management, Inc (1O0%;iCO 06,21 1994)

_ Duke Ventures Real Estate LLC 1100'ViHDE 06 09.2009)
I Century Gmup Real Estate Holaings LLC t103%',{SC 02 C6 2Q13)

- QTMSI ktanagement Lig (lOOItjiBritlEti ColumDia 12 18.2009)
• Duke Energy Services Canada ULC i31^)(Britisti Columbia 09.17.2009)

DukeEnergyTrading and Marketing LLC (100%)i;DE 07.10.19961
Duke Ventures. LLC COO'AjiNV •2 19 200C)

CkkilyrvFlBld Drilling Company (lOO'AjIDE 01 31 1977)
' Dixllyn-Field (Nigeria) Limited (iOO%)(Nigeria 11.14 1977)

Duke Energy Services CanadaULC (Sg'WjiBultsh Columala 091? 2009)
DukeNet VenlureCo. Inc (lOO^JlDE 05 'S.aOlO)

Eaistman Wnlpstock oa Brasii LtdatICOKsHBrazil 05 21.1979)
EastmanWnlpstock S.A. (lOO'/iXArgentina 10 13 1981)
Energy Pipelines 'nteinational Company |100%)(DE 04 28 19751
Duke Energy Cnma Corp (103% )|DE 08 13.1976)
Seahorse da Brasil Servicos Mardimos Lida. (100 Brazil 03.30 1979)

DukeEnergyAmencas LLC (100%)(DE 07 02 20O4)EDuke Energy Iryternatona!, LLC (DE09 18 1997)
^ {See separatB chart lof subsxSianBs)

DukeEnergy lAerchants, LLC ('OO'AlrDE 04 23 1999)
Duke Energy North America. LLC (1ck)%)|DE 09.18 1997)
' Duke Energy Marketing Amenca LLC (lOOStlfDE 01 03 2001)

Duke Energy Caroiinas Plant Operations, uLC 1100'fi|;DE 05 292001)
DE NuclearEngineering, Inc. (100%)(NC 03 17.19691

Duke Energy Royai. LLC (10G%)(OE 03 13 2O02)
Duke/Louis Dreyfus LLC {SQ'AjrNV 03.01 1995)
Duke Project Services. Ire (100%]|NC 07 01 1966;

Di'FD Operating Services LLC (50.0001%)(DE 030719S6)
O^etPluor Dan«l (50 0001%KMC 09 01 1997|

' D'FD htaldings LLC (10Q34)(D6 12.15 2TO5)
Duke'Fluor Daniel ElSalvadorS A de C V (50%)|Et Salvartor)
D^e'Fluor Dame! |rMerna5onat (50 OOOfWjfNV 09.01 1994)

I Duke.'Fluor Daniei Canbbear, SE f99%);Puerto Rico 12.06 1996;
DukeTFi^^r Dan»el Internalional Services f50 00Gl%KNV 09 O' 1994)
I Duke.'Fluor Danie Canbbear. SE 10 SCAliPuerto Rico 12.06 1996)

Dukei'Fiup- Danle' International Services (Trinidad) Lid. (100%}iTrin<Jad and Tobago 12 03,i99S)

Schumaker & Company 5/812017
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Exhibit III-l

Detailed Duke Energy Organization Structure
as of December 31, 2015

(Page 5 of 10)

Oyi^e Energy Corporation
— Progress Eriergy. Inc. ('0D%)

Progress Energy, Inc.
AppeoriDr D

ogress Energy, Inc (lOOvbjiNC 08.'9 1B99)
DukeEnergy Progress, LLC* (100% KNC 04.08 19261

APOG. LLC 110%){DE 06 22.2007)
Capitan Corporation (100%)(TN 12 28 1931)
CarDusel Capita' Partners LPi:3.07%)(DE 03 27 1996)
CaroFund, inc i1Q0%)(NC 08.1S 199SI

(see Append'* Hfor CaroFund, mc and CaroHo-ne, LLC sutisidianes)
CaroHome, LLC (99%;i(NC 04 21,1995)

(see Append.* Hfor CaroFund, Inc and CaroHome, LLC sutrsidiarias)
Ouke Energy Progress Receivables LLC (1tX)%;.(DE 10 rg 2013)
Kinelic Ventures I l.LC(11 1l%)i;DE04 16.1997)
Kinetic Ventures II LLC (14.2B%;.(DE 12.15.1999)
Ma*ey Flals Site IRP, LLC |3 02%)(VA 05 05,1995)
NCEF LiQuidating Trust" (4.99%)
PowemauseSguaie. LLC (999%|i;NC 01 13 1998)
ProgressEnergy EnviroTree inc tSO%J(NC 12.22 20D3}
South Atlantic. Private Equity Fund IV, LP(143294%;i(DE 06 26 1997)
VVNC institutional TaxCredit FundLP (99%HCA 08 12 1994)

Florida Prcgress, LLC (103%)(FL 01 7*.1982;i
DukeEnergyFlorida, ILC (10C%)(FL 07.18 1S99)

APOG, LLC (10%)(DE06.22.2007)
inflexionFund, LP (16.79%;i(DE 05 08 2002)
Progress Energy EnviroTree, foe (50%)(NC 12.22.2003)
SanGroup, LLC (45.0482%;i(FL 04 28 2008)
Duke Energy Florida Receivables LLC (100%)i;DE 01 27 2014)

—- Duke Energy Flonda Solar Soltilions, LLC i;ia6%)([>E 02 25.20151
Florida ProgressFundirxg Corporation (100%nDE 03 181999)
Progress Capital Holdings Inc I100%KFL 05 17,1B8B)

Advantage Q, I'fo (0.034%)r.VA 11.06 1995)
PIH inc (100%)(FL 08 12.1997)

—PIH Ta* CiBd.1 Fund lii Inc (10D%)(Fi CM 18.2C01)
' Lehman Housing Ta* Credit Furfo, LP (11 03%)|NY 03 23.1995)

—PIH Ta* Credit Fund IV. Inc (lOO%)cFL 04.162C-011
' McDonald Corpcrale Ta* Credit Furfo, LP r9%)(0E 07.12 1993)

-PIH Ta* Credl Fund V, Inc .llOCaiiFL04 18 2001)
' National Corpatale Ta* Credit Fund Vi, a California Limited Partnership

(15 57743%)(CA 04.^9 1996)
ProgressFuelsCorporalon (100%:i(FL 03 30 1976)

t Kentucky May Coal Company, LLC ilOO%)IVA 11.27.1978)
Progress Synfus! Holdings. Inc (100%)i:DE 12.071999}

Progress Telecommurcarbons Corporaiion i1C'D%);FL 10 16.*993;
I Peak Tower. LLC i;51%)(DE 02.26.2010)

PT Hctdlng Company. LLC (55%:i(DEC1.17 2C06)
' PT Attachment Solutions. LLC (1Q0%,KUt 0216 2008)

Strategc ResourceSolutions Corp (iOO%|i;NC 01.22 1996)

• Diike E-Wfsy Piojiesi ac (lorrB-ty Hewn SiCsioLns Power SUsni (ionpany; nsUo Ihe atnfTiaal cwnsr nf lawirji enitiet ll'«•*»* oBrwralrv
aa|uf«(i rhroush ssrW/up?:* prcKMOinoj mssseniiiius sr« not shewn isparaigly Bus to u nrroi owrerahp nMresi l9«ne'e'ly <1%).

As of ••canilw J), /OM. 1« belevKi CPiL owns s ti«r«tK>sl inCe-im r Ih* tatawing «iiliti«s

rRbss-v* HelinscMne's Lquidalin9 t'lisl evjilv«• JKati Erter.ainme-n. HAJC« Liqti.ilatra
Uq^oana Trllsl Ccnti-malKin Trjsl, Boniljay IquidaliCn Tiust USOP Liquillarg 11 C. ZB Conpnii* UquMInn Trjsl sue AMC

IVCeF LiquidoUnB TrusL a qu»n«»trust hqlils tfw MseU otTh« fVDnn c»r.nln» Enmrorse fond Lirriteo Pannwihlt.. rwwosacivco

Schumaker & Company
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Exhibit III-l

Detailed Duke Energy Organization Structure
as of December 31, 2015

(Page 6 of 10)
Cinergy Global Resources, Inc.

DukeEnergyCcKpofation ' "
' energyCorp i100%)

* Cinergy Global Resourcea. Inc |10D%)

Cinergy GIoIjbI Resources, Inc i100%KDE 06 15.1998)
energy Global Power, inc i100%)i;DE 09 04 199?)

—CGP Global Greece Holdings, SA ;9999%i{Gre«CE 08109001)
- Cine-gy Global (Cayman) Holdings Inc (100%)(Cavman Islands 0904.1987)

Cinergy Global savo Power {100%)<Cayman Islands 09.04 1997)
I IPS-Cinergy Power Limited (48 2%;|Kenya 04 28.1999)

' 'savo Power Company Limited (49.9%>;Kenya 01 22.1998)
Cinergy Global Holdings Ir^c |100%)(DE12 IB1998)

I cnp Glr.riar Greoco Holdingc, SA {.d1%)(Grocce OS. 10 2001)
Cmergy Global Pcwer Alrica (Prop--ietaryi L«""led (1C0%)(South Africa 08.03 1999)

Duke Energy Commercial Enterprises, Inc.
Duke Energy Corooraton

Cmergy Ccrp. (100%)
Duke Energy Renewabies Molding Company, LLC (100%)

'—— DukeEnergyCommercialEnterprises. Inc (10O%|

DukeEnergy Commeraa Enlerpiises, Inc ('OO^iriN 1006 ^952)
\ CInCapV LLCt1C%)!DE07 21 1998)

Cinergy Climate Change Investments LLC (10D%)(DE 06 09 20O3i

Duke Energy Renewabies, Inc.

Oiike Energy Corporation
I Cinergy Corp (100%)

' Duke Energy Renewabies Holding Company LLC (100%)
^ Duke Energy Renewabies, rnc (10(^A)

Duke Energy Rene'wables Inc M0'0%HDE 02 11 1997)
DECS Bloniass, LLC (100%)(DE 09 22 2008)
Duke Energy Renewabies Commercial, LLC (100'A){DE 1216 2014]
Duke Energy Renewabies Solar, LLC (100%KDE 05 132010)

- Caorock Soar 1 LIC (10D%)(DE 10.31.20141
I CaprockSolar Holdings 1. LLC (lOO'AKDE 04 30 20151

_ Caprock Solar 7 LLC (1003t)(DE 10 31 2014)
I Caprock Solar Hbdings 2 LLC (100%)(DE 04 30 2015)

ISH SolarGrin, LLC [1CiO%;-{DE 08 162011)
- REA2 Holdings LLC ;10C%kDE ID 11 2010)

I RE .Ajo1 LLC ;100%KDE 10 05.2009)
' RE Bagdad Solar 1LI C|100%)(DE 08 13 2009)

TX Solar I LLC (IOO%)(DE 05 27.2009)
- Gato Mantes Solar, LLC (1(XI%KDE 12 09 2011)
- Wesi Texas AngelosHoldings LLC (100%)(0e 06 08 20121
_ RE SFCifyl Holooo, LLC (100%)(DE 06 23 2010)acquved on 08.12.2013

RESFCltyl GP. LLC (100%1(OE 05.142009) acquired on 08 122013

Apperxiix g

Aooendix F

Append It G

L_PRESFCityt, LP(99% owned byRESFCityl HoWco. LLC: 1% owned byRESFCityl GP LLC)
(DE 05 142009) '

Seville Solar HoSding Company LLC (100%;i(OE 05.062014)
Seville Solar Investments One LLC '(100%)(DE 0428 2015)
tSeville Soiar One LLC (iao%){QE 05 06 2014)

Taitoea.' Seville LLC:493i,)(CA 11 29 2012)
Seville Solar 'wb, LLC i10D%)(Dfc. 0506 2014)

Wild Jack Solar HoldingsLLC (lOO'AKDE 10 06 2016;
' Wild Jack SoJar LLC 1100%)(DE 1005 2015)

tPumpjac* Soar I LLC (100%)(DE02 09.2012)
WidivoodSolar I. LLC |100%)(DE 02 09.2012)

Duke Energy Renewabies Wind LLC (10D%ilDE 05.232007)
I (seeAppend,* Ifor eubsidiaries)

DukeEnergyGereration Servces, Inc.lDE 06 02.2000:1
I (see Append.* J (or sobsidiariesi

SUEZ-OEGS, LLC (M%)|DE 02.18.1997)
DukeEnergyRenewableServices LLC (lOOItliTJF iQaz 2012)
PEGS of Tusccka, Inc (100%)(OE 10 13 1998)
REC SolarCommercial Corporation (60S'r)(OE 1126 2013)

Schumaker & Company
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518/2017



YinalRiport

Exhibit III-l

Detailed Duke Energy Organization Structure
as of December 31, 2015

(Page 7 of 10)
Duke Energy Carol Fund, Inc.

Oulce Energy Corporalon
' Progress Energy, Inc (100%J

— Duke Energy Progress LLC ('
I CaroFurid. Inc

00%)

- CaroHome LLC

Duke Energy Ptr^ress. LLC (100%}(NC 0406 1926)
— CaroFunO, Inc. (100%)i:NC 08,15.1995)

CaroHome. LLC i1%:i(NC 04 21 1995)
Hiatcrc Property ManagemenUlC (100%)(NC 1209.1999)

CaroHome LLC (g9%)fNC 04.21 19951
ARV Partners IV Anatieitr I P ;19 e%)(CA 03 10 1992)
Grove Arcade Restorat>on LLC (99 gQVojiNG 11 291999)
Baker MooseApartments lLC (99 99%|;NC 01 26 1998)
HGA Development LLC (99.99%)(NC 1209 1999)
Cedar Tree Properlles LP•;24.9849%)(WA 07 05 1994)
First Partners Corporate LP II (15 H4='(,)i:MA 11 26 1996)
Wikik Hotel Apartments LLC ;99 99%KNC 03 14 19971
PRAIRIE, LLC (99.99%)(NC 1029.^998)

Duke Eenrgy Renewables Wind, LLC

Duke Energy Corporation "
' Cinergy Corp. (100%)

' Duke Energy Renewaples Holdmg Company, LLC (100%)
' Duke Energy Renewab es, Inc (100%)

' Duke Energy Renewacles Wind, LLC (100%)

Duke Energy Renewables Wind LLC |1C0%1(DE 0523.2007)
Catamount Energy Corporation (10C%)(VT '06 23 1992)

'— (sec Appendix Ktor suDstdiaftes)
• DECS Wind Supply, LLC (100%.)(DE, 12.11.20071

DEGS Wind Supply II, LLC (-DQ%)(DE OB 26 20081
•Green Fronter Winapower Holdiags, LLC (100%)(DE 02.22.2010)

I Green f rontler Windpoiver LLC (100%)(DE 06.13 2010)
Ttiree Buttes Windpower LLC (iOO%)iOE 0826 2C9B)
Sliver Sage Windpower. LLC (100%)i;DE 04 16 2007)
Happy Jack Windpower, LLC (100%.)(DF 1027 2O06)
Kit Carson Windpcww, LLC (10>0%HDE 0623.2009)

. North Aliegtieny Wind, LLC (100%)i:0£ 05.31 2006)'
Ifonwood-Cimarron Windwer Holdings LLC (100%)(DE 12.06 2O10)

DSCorrerstone, LLC •:50%)(DE 04 05 2012)
Summ.1 Wind Ene-'gy Mesquite Creek, LLC (iaO%)(D£ 08.01 20131

'— Mesquite Creek Wind LLC t10D%)(DE 09 12 2008)
, Free Stale Wndpower, i LC i100%)(DE 020* 2012)

IrorvAood Wrridpower, LLC (100%)tDE 1208.2010)
Cima'ron Wmdpo^ver II, LLC (100%)(DE 03,07.2011)

Kit Carson Wndpcwer II Holdings, LLC (100%KDE 07 .24 2013)
I Kit Carson: Windppwer II LLC (lOOHifDE 07 24.2013)

• Los Vientoa W.rvdpcrwer lA Holdings, LLC (10C'%i{DE 01 2?2011)
I Los VientdsWinapowertA, LLC (100%)(OE 0* 27 2011)

Los Vientcs Wirvdpower IB Holdirrgs, LLC i10C%)(DE 0802 2012)
' Los Vientos Winopower iB LLC (100%HDe 07 11 2011)

• ttotrees Wmdpower LP (99%)(DE 09.30.2005)'
Odolilp Windpower, LP 199%|(DE 12.22 20041
TE Notiees, LLC COO^jlDE09.30 2O0S;
' NoPees Windpower, LP t1%;i(06 09 30 2005)

TE Ocotillo, LLC (100%1|DE 12 2i 2004)
I Ocotillo Wmdpower. LP (1%i(t>E 12 22 2004)

»o u-orr

L.

Acoend'jr H

Appendm I
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Exhibit III-l

Detailed Duke Energy Organization Structure
as of December 31, 2015

(Page 8 of 10)
Duke Energy Generation Services, Inc.

Final Report

Duke Energy Corporation
' CinergyCorp 1100%)

Aopenaix J

Dufte Energy Renewables Hoiding Company. LLC (100%)
' Duke Energy RenewaOles, Inc (1(W%|

Duke Enerav Generation Services, )nc (100%)

Duke Energy Generation Services, Inc (100%iiDE 06 022000)
— Cinorgy Solutions Partners, LLC (IDO^KDE 09 122000)

DEGS O&M, LLC (100%;.i;DE 08,10 20D«!
— DEGSof Delta Township, LLC (10Q%)(0E 12 15 200*1
— DEGS of Lansing, LLC (100%1(DE 06 26 2002)
— DEGS of Narrows, LLC JIOO'fiKDF 03 17.2003)

DEGS of Snreveport, LLC (ICOkr-llDE 06,2B,20'32,l
— Duke Energy Industria' Sales, LLC i:iOO%)(DE 06 06 2006)

Snreveoo-f Red River Utililies, LLC (408%)iDE 10*62COO)

Duke Energy Catamount Energy Corporation

Duke Energy Corporation
' Cinergy Corp (100%)

1 Duke Energy Rerrewabies Hoidog Company, LLC (100%)
' Dune Energy Renewables Pc (100%)

' Duke fcriergy Rervewaoles Wind, LLC (100%)
^ Calampunt Energy Corporabon

Aopendix K

Catamount Energy Corporation (lOO%:i{VT 06 23 1992) [DEGS Wind Vermont, Inc (VT 06 20 2006)1
Equirvox Vermont Corporation (iaO%|(VT 05 01 1990)

Catamount Rumford Corporalon (HOOVsjiVT 04 1i.iga9i
RyegateAssociates(33,1126%:i(UT 04 30 -990)

Catamoun". Sweetwater Corporation (10()%){VT 'Oe 172003)
• Swaetwate' DeveiopTient LLC (100%)(TX 11.05,2002)

Sweetwaler Wind 6 LLC (100%)(DE 04 29 2004|
Sweefwaler Wind Power LLC (100%)(TX 11,05 2002)

Catamount Sweetwaler Holdings LLC |100%11VT 06 202005)
Calamount S'weetwater 1LLC (I00%)(i/T 12 122003)

1- Sv/eetwater Wind 1LLC (13 69%:iDE 06 24,2003)
Catamaunt Sweetwatei 2 LLC (•OG%)(i/T 05,05 20-04)

I— Sweetwater Wind 2 LLC (13 14%;iDE 04 19.2004)
— Calanvsuni Sweetwater 3 LLC (100%)(VT 06.03,2004)

' Sweetwater Wind 3LLC (13 18% i; DE 04 29 2004)
Catamount SweelwatBr 4-5 LLC (t0C%)('VT 03,Oa,2C"05,|

•S'weetwater 4-5 Holdings IIC (18,72%)(DE 04 182007)
i Sweetwater Wind 4 LLC |100%j(DE 04292004)
' Sweetwater Wind 6 LLC (100%)(DE 04292004)

CEC Wind DevePpment LLC (1C*3%>(VT 01 12.200 7)
Top 0' me Wnria Wind Energy Homings L_C (10C%)(DE 11 15.2010)

I Top of the Vi/odd Wind Energy LLC (100%)(DE 03 13 20O8)
Catamount Sweetwater 5 LLC (100%)(VT 09 07 2005)
CEC UK1 Holding Corp. (100%)(VT 09 11 2002)

Catamount Energy SC 1 (1%)(Scotland 10.08.20021
' Catamount Energy SC 2;99%)(SbDtand tO OR 7C021

Catamount Energy SC2 i:i%)(Scotland 10082002}
Calamount Energy SC3 (993i.,i(Scotlana 10.08.2(X)2J

Catamount Energy SC 3 |1%)(Si:otland 10 082002)
CEC UK2 Holding Carp (100%)(VTOS.-1 2002)

I Catamount Ene'gy SC 1199%i;Scotland 10 08 2002)
Wind Star Hodings LLC (iOO%)(DE -04.15 2014)

' WiryJ Star Renewables, LLC (lOOT-DirDE 04.15 2014)
Highlander Sofar 1, LLC(100%>iDE 09032010)
Highlander Sdar 2, LLC (100%)(DE 0903 2010)
Lau-el Hill WindEnergy,LLC (1Q0%).;PA 12 14 20O4)
ShireyWind LLC (100%)(WI10 20 2006;

t:
Catamoi
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Exhibit III-l

Detailed Duke Energy Organization Structure
as of December 31, 2015

(Page 9 of 10)
Duke Energy Transmission Company, LLC

Dyke Bneigy C-Drporaton
' Cinergy Carp. (100%)

Duke Ervergy Traosiriiss-on Holding Company, LLC
' Ouke American Transmlsson Company, LLC

Appendix L

Duke-Amer<an Transmisslcn Cp.mpany, LLC (s-3%KDE 04 11 2011)
j Zephyr Power Transmission LLC (1(Xi%KDE 12052008)

DA'C Mid-aiesl holdings LLC (100%)i;DE C4.11 2C12!
1 DATC Patn 15 Transmission. LLC {10G%HDE 08 09.2006)

Palh 15 Funding, LLC (100%)(DE 12 27 2002)
Palh 15 Funding TV LLC (1C0%)|DE 11.16.20C4)
' Palh 15 Funding KET, LLC (1DC%)(DE 09 21 2006)
DATC Holdings Path 15, LLC (47.326% O'wned by DATC Path 15Transmission, LLC.
22 574% owned by Path 15Funding KBT, LLC and 30.099% owned by Path15 Fundirra
LLC)|DE 1016 2002)

' DATC Path 15 LLC (100%)(DE 10 16 20C7i

DATC
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Exhibit III-l

Detailed Duke Energy Organization Structure
as of December 31, 2015

(Page 10 of 10)
Changes to Corporate Structure —September 30, 2015-December 31, 2015

E.pt tjcs Removeg

. OcOdo«»'2l 20IS. GSTGeneral LLC (lOO^iiTX D5 22 2001)was dis6or«a
• OnS3vetnber2a. 2015 Duke CommunicaSans Hoiam9s inc |100%)(D£ 0920 1906) wasaiBsoMed
• On December 17,2015 SUEZ-DECS ofOnarxto i5i%)lDe06 12 1B9B) wasdisKXued
• On December 31, 2015 ProcessEretgy Setexa; Company, LLC (100%!iNC 0712 2000) was metned into Duse Enerov

Business Services LLC(lOOHrj^DE 1' 18 1006)

• On October 6,2015, Wild Jack Solar Holdings LLC (100%)(DE 10 06 20151 was formed mDelaware by Duke Enerov
Renewables Solar LLC

• OnOctober 6, 2015 VVild Jack St^r LLC (1O0%)(OE 10.06 2015) was formed mDelaware by Wild Jack Solar
Holdings LLC.

. On October 15, 2015, PHX Management Holdings, LLC (100%KDE 1015.20151 was lormed in Delaware by Duke
Ventures il. LLC

• On October 22, 2015, Forest Subsidiary, Inc, (1Q0%)(NC 1022 2015) was formed in Nortn Carolina by Duke Enerny
Corporation

• On Octob&f 29. 2015, 70% of the eq-jity Interests of Phoenix Fnergy Technologies Inc I7G%)i'DE 12 2D 2OD0'i '//ce
acquired By PHX Man^ement Holdrrrgs, LLC (100%)(De 10 15 2015) through the merger of a newly formed '
subsidiary o' PHX f^ansgemeni Holdmgs, LLC, Frehird Merger Sub, Inc, (100%KDe 10.15 2015) wim an into
Phoen* energy Technologies Inc The remaining 3054. of the equity interests of Phoenix Energy Tenhricfogies Inc
wete retained by is ongina shateHolders.

. On Novembih 18, 2015, Fronlier Windpower II, LLC (1DO««KO€ 11 182015) was frynad in Delaware by Duke Enervjv
RenrvwabICS Wind LLC

• On December 21, 2015 the following entires were acquired by Duke Energy Renewables Solar LLC from infiaen
Energy US Development Corporation

Caprock Solar 1 LIC |100%>;DE 10 31 2014)
Caprcc* Solar 2 LLC nOO%KDE 10 31 2014)
CaprocK SolarHoldings 1 LLC (10a%XDE 04.3D 2015)
Capnxx SoiaiHoldings 2. LLC (tOO%)(OE 04.302015)

J On December 31. 2015 me followng entities were acquired by Duke Energy Renewables NC Solar LLC from NC
State Renewables LLC

LongFarm46 Soar LLC (lOO'VIJfNC 09 22 2014)
SolNCPoweria. L LC IIODVOINC 08 01 2014)

o On December 31. 2015 TarfcoroSola- LLC (1G0ii.)(DE 08 26.2013) was acquired By Duke Energy Renewables NC
Solar. LLC from DERSfX, LLC and Community Energy, Inc

•"On December 15 2015. C.nergy Investmerts Inc |10O%HDE 10.24 1994) cnnveded from aDelaware corporation to
a Delaware limited liability company and was renamed Duke Energy Renewabtes Hokling Company LLC

• January 1, 2016, Duke Energy Indiana, Inc (lOO^.KIN 09 06,1941) converted from anIndiana corporation to a
^ndtana limited liability company af\dwas renamea Ouke Enef-yy Indiana, LLC.

" ^-ntercsCsr Pumpjack Sotdr i. LLC (100%)(OE 02,09.2012) anc Wlldwood So»ar I LLC('OCA)(DE 02.09 2012; wefe contributed by Duke Energy Renewables Solar LLCto Wild Jack Solar LLC (100%)<DE
10 06 20151

• On December 15 2015, the equ ty interests in the following companies were distributed by Duke Energy Renewables
Wmd LLC through the corporate chain to Duke Energy Renewables Holding C.ompany, LLC if/kJa Crveroy
investments. Inc ) (see Appewdix A page2 for thenew structu-e)

l: Fromier Windpower. LLC (10C'̂ 4)(OE 06 21 2015;
U Frontier Windpower 11. LLC (lOokirDF 11 18 2015)
n Los Vientos Windpower III HcwJings LlC i:iOO<it)(D£ 07 24 2013) and its suDsdiary Los Vientos Windpower

lll,LLC(100%li:DE 07 24 2ai3)

' 'V Holdings. LLC (lOG^AHIJfc Or 24.20 Ui anc its subsidiary Los Vientos WindpowerIt, LLC(10C%)\DE 07 24 2013)
n Los VwntDB Winopower VHoldirvgB. lLC nOO%{0€ 0724 2013) and nsSvbsKj.arv Los Vientos V LLC

|100%HDE 07 2420l3:i ^ v.

: iTiimBO r ir« •-wi -Qiosujb*io«w D»^cece^c oec inf.*! nt-rtinnbcic.ed r 'Hi idr-c uT-et ii
br.iltfiii f c tof-r^fnUc lo enri'sri. I ffwTied bvo Duloonrilv D#f|.'«urh»cBO r GLMS

Final Report

Also Progress Energy Service Company (PESC) employees became Duke Energy Business Services
(DEBS) employees in 2014, but the legal entity was kept for existing contract requirements, although no
charges were made; then in 2015 PESC was no longer a legal entity.""
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Exhibit I1I-2 illustrates Duke Energy Kentucky's (DEK's) parent, Duke Energy Ohio (DEO); DEO's
parent, Cinergy Corporation; and Cinergy Corporation's parent. Duke Energy."'

Exhibit III-2

Duke Energy Kentucky Parental Structure
as of December 31, 2015

Duke Energy Corporation

Cinergy Corporation

DukeEnergy Ohio, Inc.

Duke Energy Kentucky, Inc.

Source: Information Response 1 (Attachment 1)

DEK is responsible for the transmission, distribution, and sale of electricity energy and the sale and
transportation of naturalgas in northern Kentucky. Its parent companyis DEO, which is engaged in
the production, transmission, distribution, and sale of electricity and the sale and transportation of
naturalgas in the southwesternportion of Ohio. Cinergy Corporation is the parent holdingcompanyof
Duke Energy Indiana, Inc. (DEI), DEO, and Cinergy Investments, Inc.'"

The DEK Board is comprised of three directors, who have held Duke Energypositions, as follows:"

♦ Lynn J. Good (1/29/2010 to present) —Duke Energy Board Chair; Duke Energy President &
Chief Executive Officer;Chief Executive Officer of other Duke Energy entities, including
Cinergy Corporation, DEBS, Duke Energy CaroHnas (DEC), Duke Energy Florida (DEE),
Duke Energy Indiana (DEI), DEK, DEO, Duke EnergyProgress (DEP), and Progress Energy;
FloridaProgress President; Manager at Duke Energy Americas and Duke Venmres; plus Board
Director of various Duke Energy entities

♦ Douglas F. Esamann (6/1/2015 to present) —Duke Energy Executive Vice President, Energy
Solutions and President of Midwestand Florida Regions, including DEBS, DEC, DEE, DEI,
DEK, DEO, and Duke Energy Progress; Chief Executive Officer of Miaini Power Corporation
and Tri-State Improvement Company; President of Eastover Land Companyand Eastover
MiningCompany; plus Board Director of various Duke Energy entities

♦ Dhiaa M.Jamil (6/1/2015 to present) —Duke Energy Executive Vice President and Chief
Operating Officer

♦ Lloyd M. Yates (1/1/2015 to 6/1/2015) —Duke Energy Executive Vice President & Delivery
Operations and President —Carolinas Region

♦ B. Keith Trent (1 /I /2015 to 6/1 /2015) —Previously DEK Executive VP and DEO Executive
VP & Chief Operating Officer, Regulated Utilities

5/812017 Schumaker & Company
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Transactions

Services

Exhibit 111-3 and Exhibit 111-4 display affiliate charges (associated with non-power goods and services)
to/from DEK for 2013 to 2015."

Exhibit III-3

Affiliate Service Charges
2013 to 2015

From Affiliates to DEK

2013 2014 2015

DE Commercial Enterprises $8,409,949 $0 $0

DECS $0 $0 $0

Duke Energy Business Services 181,420,226 $86,226,594 $88,331,166

Progress Energy Service Company $940,382 N/A N/A

Duke Energy Carolinas $3,577,970 $6,775,364 $21,167,640

Duke Energy Florida $0 $139,228 $297,920

Duke Energy Indiana $162,405 $414,618 $106,666

Duke Energy Ohio $7,143,367 $16,145,091 $12,067,280

Duke Energy Progress $536,615 $765,397 $983,478

Non-Utility $0 $190,054 $1,619,479

Commercial Asset Management $0 $0 $23,701

Total Affiliate Charges ($) $102,190,914 $110,656,345 $124,597,330

Breakdown of Charges from AffiUates to DEK
Duke Energy Service Company*

2013 2014 2015

Total Affiliate Charges ($) $82,360,608 $86,226,594 $88,331,166

Direct % 63.7% 72.4% 75.9%

Allocated % 36.3% 27.6% 24.1%

Total % 100.0% 100.0% 100.0%

Other Affiliates

2013 2014 2015

Total Affiliate Charges ($) $19,830,306 $24,429,751 $36,266,164

Direct % 39.4% 52.0% 33.7%

Allocated % 23.1% 22.4% 17.0%

Convenience Payments % 16.7% 25.7% 49.4%

♦InformationNot Made Available% 20.7%

Total % 100.0% 100.0% 100.0%

Source: Information Rcsponse.s 3, 6, 65, and 66
*In 2013Duke EnergyService Companywasa combination of DbiBS and PESC;however, in 2014and 2015it is only DEBS;the figures
above do not necessarily agree with our prior 2013 audit report, as previously it was based t)n EERC Form filings (minimum of 5250,000
per item), but above, it is based on raw data.
Also, for 2013,breakdown of DEC and DEP between direct and allocatedcharges not made available.
In 2014 and 2015in the Breakdownof (iiharges from Affiliates to DPiK, it excludes accounting transactions,which are included in 2013.

Schumaker & Company 51812017
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Overall DEBS costs increased from 2013 to 2015. According to Duke Energy management, the direct
costs charged to DEK increased mainly due to anciUan' transmission costs. This was partially offset by
allocated costs decreasing due to incorporation of allocations to Progress entities. The largest change in
direct costs are related to DE Carolinas. A large number of capital invoices are being processed through
that entity. This is offset somewhat by a decrease in costs related to DEO, specifically related to generation
services." According to Duke Energy management, these decreasing costs are primarily due a much larger
pool of costs, makingvet)' little going to DEK.'"

5/812017 Schumaker & Company
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Exhibit III-4

Affiliate Service Charges
2013 to 2015

From DEK to Affiliates

2013 2014 2015

Duke Energy Business Services 143,896 $2,062 $21,596

Duke Energy CAM $0 $37,720 $95

Duke Energy Carolinas 10 $75,715 $66,295

Duke Energy Dicks Creek, LLC fO $297,233 $6,836

Duke Energy Florida 10 $108 $35,711

Duke Energy Indiana $1,240,952 $1,336,873 $1,388,388

Duke Energy Investments $0 $0 $0

Duke Energy Miami Fort, LLC $0 $169,910 $3,186

Duke Energy Ohio $3,220,531 $2,030,593 $2,514,069

Duke Energy One , Inc./Cinergy Solutions-Utility Inc. $11,590 $6,985 $3,820

Duke Energy Progress $0 $82,868 $31,506

Duke Energy Zimmer, LLC $0 $34,844 $668

Duke Energy Power Company ($5,655) $0 $0

KO Transmission $18,026 $25,528 $877,200

Duke Energy Beckjord, LLC $0 $0 $4,086

Total Affiliate Charges ($) $4,529,341 $4,100,440 $4,953,455

Breakdown of Charges from DEK to Affiliates
Duke Energy Service Company*

2013 2014 2015

Total Affiliate Charges ($) $43,896 $2,062 $21,596

Direct % -394.7% 20.7% 76.6%

Allocated % 0.0% 6.3% 23.4%

Convenience Payments % 494.7% 73.0% 0.0%

Total % 100.0% 100.0% 100.0%

Other Affihates

20B 2014 2015

Total Affiliate Charges ($) $4,485,445 $4,098,378 $4,931,859

Direct % 46.6% -42.8% 42.5%

Allocated % 33.6% 36.6% 29.4%

Convenience Payments % 19.8% 106.2% 28.0%

Total % 100.0% 100.0% 100.0%

Source: Information Responses 3 and 6
*In 2013 Duke Energy Service Company was a combination of DEBS and PESC; however,in 2014 and 2015 it is only DEBS
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Convenience Payments

Convenience payments (also referred to at Duke Energy as pass-through costs) tj'picaUy include:"

♦ Finance and accounting services
♦ Insurance premium expense
♦ Advertising expense
♦ Community relations projects
♦ Donations

♦ Employee benefits expense
♦ Dues/subscriptions
♦ Signage/ pubhcations/ printing
♦ Research and development
♦ Miscellaneous lease/rent expense

Exhibit III-5, for example, illustrates convenience payments involving revenues recorded by the
Commercial Power segment of DEO for charges to DEK for 2013, 2014, and 2015/^

Exhibit III-5

DEO Commercial Power Convenience Payments
2013 to 2015

DEO Charges to DEK

2013 Total 2014 Total 2015 2015 Total GrandTotai

Desaiption 1 2 3

DEKY pays Ohio for Ohio owned MF7-8 Eqiapment (Direct Lease) 64,95«O0 2^,388.00 20.449.00 20,449.00 32,248^)0 73446D0 383.490.x
COequ^xnem leased to DEOhio subleased to DCKentucky KY pays Oti who pays DP&Lfor

a percent of COowned equipment - Reverse Lease. 191^.00 182,076.00 15,173.00 15,173.00 11,729.00 42,0754)0 415.419.x
25d^4.00 427,464M 35,622.00 35,622.00 43,9774)0 798,9004)0

Source: Information Response 41
No entries of equipment leases between DIft) and DHK were made for the period April 2015 through December 2015,due to the sale of
the (Commercial Power generatingassets effective April 2, 2015. Also, no other entries (suchas (a) step-up transformers (liast Bend,
Woodsdale & Miami For or (b) transmissionexpenses from MISO, which were included in our prior audit report) are shown in 2013,
2014, or 2015, as they ended in 2012.

According to Duke Energt' management, the trend in convenience payments associatedwith the direct
lease exists due to a credit adjustment recorded in July 2013. This adjustment was recorded due to the
fact that an incorrect lease rate had been used in the 2012 calculation. A similar adjustment was not
necessary in 2014 or in 2015. DEO sold its ownership interest in Miami Fort in April 2015 and
therefore stopped recording convenience payments after March 2015."

In general numerous payments have been made by various affihates on behalf of DEK in 2013, 2014,
and 2015, or vice versa, as shown in Exhibit 111-6. '̂'
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General Convenience Payments
2013, 2014, and 2015

By Affiliates to DEK
2013 2014 2015

Duke Energy Business Services
Duke Energy Carolinas $3,145,056.02 $16,300,258.09

Duke Energy Florida $7,122.11 $16,2376.80

Duke Energy Indiana $2,985.11 $66,030.36 $27,264.21

Duke Energy Ohio $335,613.06 $3,003,543.82 $1,320,549.19

Duke Energy Progress $50,175.09 $245,517.12

Duke Power Company
Duke Commercial Enterprises $2,972,385.44

KG Transmission Company
Total $3,310,983.61 $6,271,927.40 $17,909,825.84

By DEK to Affiliates
2013 2014 2015

Duke Energy Business Services $217,132.00 $1,506.04

Duke Energy CaroUnas $3,709,785.41 $408.11

Duke Energy Florida
Duke Energy Indiana $11,336.59 $98,826.12 $74,914.51

Duke Energy Ohio $866,467.78 $537,013.40 $1,180,915.30
Duke Energy Progress $8,084.51
Duke Power Company $11,433.70

Duke Commercial Enterprises
KO Transmission Company $127,103.50

Total $1,106,370.07 $4,355,215.48 $1,383,341.42

Source: Information Responses 41 and 65

Schumaker & Company
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Personnel Transfers

Exhibit 111-7 displays personnel transfers from/to DEK for 2013 to 2015," which indicates that more
employees came from affiliates to DEK than from DEK to affiliates over this time period.

Exhibit III-7

Affiliate Personnel Transfers

2013 to 2015

From Affiliates to DEK

From Company 2013 2014 2015

Total

2013-2015

Duke Energy: Carolinas 1 0 0 1

Duke Energv Business Services 14 11 34 59

Duke Energt' Commercial 2 6 2 10

Duke Energt' Ohio 9 9 18 36

Total 26 26 54 106

From DEK to Affiliates

To Company 2013 2014 2015

Total

2013-2015

Duke Energt' Carolinas 0 0 0 0

Duke Energt" Business Sertices 14 13 16 43

Duke Energt' Commercial 0 0 0 0

Duke Energ\- Ohio 2 5 8 15

Total 16 18 24 58

Source: Information Response 4

Exhibit111-8 illustrates the difference in average fringe rates by company by year from 2013 to 2015."

Exhibit III-8

Average Fringe Rates by Year

Company 2013 2014 2015

Duke Energy' Carolinas 22.64% 18.49% 17.94%

Duke Energt' Business Serrices 25.24% 21.27% 22.27%

Duke Energy: Commercial 21,0% 20,48% 26.69%

Duke Energv Ohio 51.15% 32.15% 34.38%

Duke Energy- Kentucky 38.06% 32.06% 32.10%

Source: Information Response 4

51812017 Schumaker & Company
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Asset Transfers

Exhibit 111-9 displays asset transfers from/to DEK for 2013 to 2015/'

Exhibit III-9

Affiliate Asset Transfers

(Based on Original Cost)
2013 to 2015

From Affiliates to DEK

Inventor)' Stodt

Meters

Electric

Gas

Transformers

Regulators

Other Misoellaneous Items

Total

2013 2014 2015

54,732,073.66 55,990,852.47 57,441,476.83

5411,978.63 $602,566.37

5105,719.19 5105,098.16

5533,007.34 5342,211.27

50.00

50.00 51,959,275.24 5251,236.60

$5,782,778.82 $9,000,003.51 $7,692,713.43

From DEK to Affiliates

Inventor)* Stock

Meters

Electric

Gas

Transformers

Regulators

Other Miscellaneous Items

2013 2014 2015

5783,045.67 5697,938.26 5666,040.05

5104,516.58

565,067.56

50.00

50.00

50.00

5110,588.51

159,694.39

510,900.25 5102,706.32

Final Report

Total $952,629.81 $879,121.41 $768,746.37

Source: Information Response.s 5 and 64 and Interview 3

The 2015 transfer.s from DEK to affiliates (DEO) includes Clas-Mains/Land & Land Rights/Miscellaneous Equipment, while2015 transfers
from affiliates (DEO) to Dl'lK includes Structure & Boiler Plant Equipment.

The 2013 to 2015 inventor)' stock figures do not include Accounting Store transactions. Specifically the data excludes Issue and Return
transactions for a STORELOE labeled AEETING Storeroom. ,\n "Accounting Storeroom" is used in the Midwest when materials issued to
one project are ultimatelyused on another project. While the materials are not returned to the warehouse, warehouse personnel
administratively "return" and "re-issue" the materials to the project where the materials are used. This eliminates the need for a journal entry
in the General Ledger. 'Lhat's one of the reasons why 2013 inventory stock figures differed in the prior audit report, as it included these
transactions. Also Direct Purchase materials may have been included in data provided to Schumaker& Gompany for our prior audit report,
should not have been included, as 2013 this time does not.
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In the past (2013 andprior) according to Duke Energy management, the reason for the continually
increasing asset transfers of inventory from affihates to DEK was primarily due to the location of the Brecon
Warehouse in Ohio that serves both Ohio and Kentucky. However, the increases in inventory stock from
DEK to affiliates and vice versa increased dramatically, as Duke Energy was tr '̂ing to use what the company
has, though it has subsequently reduced.'" Then, in the 2013 to 2015 timeframe, the changes yearover year
in outbound transactions can be attributed to decreases in volume with certain locations, such as Erlanger,
Wheatland, and Brecon. Flucmations in volume were seen inbound from locations, such as Erlanger,
Augustine, and Brecon. In addition, non-regulated assets were sold in early 2015, which reflects a decrease in
transactions between Miami Fort (non-regulated units) and Miami Fort 6 (regulated unit)."

Separation

One of the expectations specified in affiliate relationships and transactions rules has to do with the
physical separation of regulated and unregulated business and the sharing of information and assets
between these entities. In fact, Kenmcky regulatory standards provide the following guidelines shown in
Exhibit 111-10/'
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Exhibit III-IO

KRS 278.2213Separate recordkeeping for utility' and affiliate ~ Prohibited business practices ~
Confidentiality of information ~ Notice of service available from competitor

as of December 31, 2015

The provisions of this section shallgovern a public utility company's actitities related to the sharing of information,
databases, and resources between its employees or an affihate involvedin the marketing or the provision of nonregulated
actmties and its employees or an affihate involved in the pror-isionof regulated actmties.

1. A utihty and its affihate shall be separate corporate entities and maintain separate books and records. If a utihty and
nonregulated affihate have common officers, directors, or employees, the fees, compensation, and expenses of the
individuals involved shall be subject to the cost allocation requirements set forth in KRS 278.2203 and 278.2207. Any
utihty that proc-ides nonregulated activities shah separately account for all investments, revenues, and expenses in
accordance with its filed cost allocation manual.

2. A utihty shall not provide advertising space in its bilhng envelope to its affihates or for its nonregulated activities unless
it offers the same to competing serr-ice providers on the same terms it provides to its affihates. This subsection apphes
to nonregulated activities only.

3. A utihty shall not attempt to persuade customers to do business with its affihates by offering rebates or discounts on
tariffed sert'ices.

4. All utihty company employees engaged in the merchant function shall abide by all standards promulgated by apphcable
FERC orders and regulations.

5. No utihty employee shall share any confidential customer information with the utihty's affihates unless the customer has
consented in writing,or the information is pubhclyavailable or is simultaneously made pubhclv available.

6. All dealingsbetween a utihtj- and a nonregulated affihate shall be at arm's length.

7. Employees transferring from the utihty to an affihate shah not disclose to the affihate confidential information or take
with them any competitively sensitive materials.

8. Neither a utiht)- nor its employees or agents shall sohcit business on behalf of an affihate or for its nonutihtt' services.

9. A utihty that carries out any research and development or joint marketingand promotion with its affihate for its
nonregulated activities shall be subject to the cost aUocation requirements set forth in KRS 278.2203.

10. Except as providedin subsection (5) of this section, if a utiht)- is engaged in a nonregulated activit)', marketing
employees for the nonregulated activit)' shall not have access to the customer informationprorhded to the utihty when
the customer places an order for regulated sendee.

11. A utihty shall not provide any ttpe of undue preferential treatment to a nonregulated affihate to the detriment of a competitor.

12. A utihtyshallnotify the customer that competmg supphers of a nonregulated serviceexist if:

a. The utiht)' receives a request for a recommendation from a customer seekinga specific servicewhich is offered
by the utiht)''s affihate or by the utihtt' itself; and

b. The utihty mentions itself or its affihate when making the recommendation to the customer.

The utihty's name, trademark, brand,or logo shall not be used by a nonregulated affihate in anv type of visual or audio
media without a disclaimer. The commission shall develop specifications for the disclaimer. The disclaimer shall be
approved by the commission prior to use in any advertisement by the utihti 's affihate.

13. A utiht)' shall not enter into anyarrangements for fmancing nonregulated acthities through an affihate that would
permit a creditor upon default to have recourse to the assets of the utihty.

14. A utihty shahinform the commission of allnew nonregulated activities begun by itselfor by the utiht)''s affihate within
a time to be set by the commission.

15. Start-upcosts associated with the formation of a nonregulated affihate shall not be included in the utihty's rate base.

16. The commission may require the utihty to file annual reports of information related to affihate transactions when
necessaiy to monitor comphance with these gtiidehnes.

Source: KRS 278.2213
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This section discusses Schumaker & Company's findings regarding compliance to the above non-
accounting items in the Kentucky standards.

Ethics & Compliance Organization

ExhibitIII-11 illustrates the 2015 DEBS Ethics & Compliance group, totaling 31 employees in Charlotte
(NC), which reports to AuditServices (Internal Audit), and in mrn the ChiefLegal Officer. The three
Compliance groups (highlighted in gray), plus the Senior CompHance Analyst, are responsible for state
and federal regulatory compliance, including;''

♦ State and federal regulatory requirements
♦ Monitoring regulator)' compliance pohcies and procedures
♦ Providing guidance, such as affiliate standards training and advice, to Duke Energy employees

in regulator)' compliance matters

51812017 Schumaker & Company 0
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Complisnue

Exhibit III-ll

DEBS Ethics & Compliance Organization
as of December 31, 2015
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Exhibit 111-12 illustrates that subsequently in 2016 that the number of employees is sHghtly down, plus
the organization structure has been simphfied/'

Exhibit III-12

DEBS Ethics & Compliance Organization
as of Septemher 30, 2016

DEBS

Vice President

Internal Auit

lithics & (Compliance (

DEBS

Dire

luhics and

ctor

(.^ompHancx;

26

DEBS DEBS DEBS DEBS

Director, Ethics & Compiiance

(^iompliancc IVoi '̂ams

Director, Compliance

(A>rp()ratc Oompjiamcc

Director, Ethics

luhics Program &'l'raining

Director, Copmliance

N1^R(.^ (Corporate OompJiana.-

Source: Interviews 6 and 8

The open Pages system is used to track compliance issues, such as merger conditions, filings, or system
access reviews, in which ownership of these issues is also kept. The Regulatory Compliance Manager
handles any requests for clarification on Kentucky Affiliate Rules training requirements.''

Other Organizations

At the time of Schumaker & Company's prior audit. Duke Energy had two separate organizational
groups that were responsible for regulated and unregulated power functions:"

♦ The regulated electric business was located in Charlotte (NC). Allof the offerings of generation
resources into PJM or MISO and the requesting of day-ahead load requirements were handled
from the Operations Center located in Charlotte (NC). The individual regulated generation
units were dispatched from the Charlotte Operations Center and all tradingactivities were
handled in the Charlotte Operations Center. Regulated wholesale sales were also handled in
Charlotte (NC). The Operations Center was split between the CaroHnas and Midwest
(Kentucky and Indiana) organizations. At this time, there was another separate control centers
for Duke Energ}' Progress located in Raleigh and another in Florida for the Florida properties.

♦ The unregulated electric business (Midwest Generation) was located in Cincinnati (OH). All of
the offerings of generation resources into PJM Interconnection, LLC (PJM) and Midwest
IndependentSystem Operator (MISO) and the requesting of day-ahead load requirements were
handled from the Operations Center located in Cincinnati (OH). The indiHdual, formerly
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regulated, generation units (which were in the process of being sold to Dyneg}') were dispatched
from the Cincinnati Operations Center and all trading activities were handledin the Cincinnati
Operations Center. The Operations Center handled the dispatching of the former DEO
generating plants, which were unregulated assets.

In early 2015, DEO closedon selling its generationassets in Ohio to Dynegy. Many of these assets
were jointly owned with other utilities (primarily Dayton Power & Light Company and American
Electric Power). Many of the personnel, dispatch, and trading functions went with the Dynegy
acquisition. Thus Duke's Midwest unregulated electric business became for all purposes non-existent."

In the same timeframe, Miami Fort #6 (163 MW), a unit that was assigned to Kentucky, was retired.
Then Kentucky acquired Dayton Power and Light's 31% interest in East Bend generating station
resulting in 186 MW of generation. DEO's 69% interest was sold to Dynegy.^"

AU dispatch and trading functions are located in Charlotte, NC. The unregulated generation business,
which was located in Cincinnati, has been sold off resulting in the existence of no concern for regulated
and unregulated generation, dispatch, and trading business being able to share facihties, equipment, and
information. Kentucky now only has two generation units that are bid into PJM, specifically East Bend
and Woodsdale Station (consisting of six simple cycle gas turbines)."

DEK power transactions are handled out of Charlotte (NC) by a group of traders and dispatchers that
only handle Kentucky and Indiana power transactions. There is a separate group of traders and
dispatchers that handle the Carolinas power transactions in Charlotte (NC).'"

DEK's affiliatedwholesale power marketers, as reported in the last audit operate separate from the
regulated business. In many cases, they are located in other regulated jurisdictions and have purchase
power agreements with power distributors in that geographic area. These entities were presented in the
last management audit and litde has changed since the last audit with the exception of the sales of
certain generation assets to Dynegy."

There is also no space occupied by DEK and non-regulated affiliated wholesale power marketers as
defmed. There are systems that are shared between DFiK and the nonregulated affiliatedwholesale
power marketers, but there are controls in place to prevent information sharing. These two
organizations operate independently. According to Duke Energy management, there were no situations
during 2015 where DEK shared office space, computers, or any other assets with other Duke Energy
affiliates. Schumaker & Company confirmed these statements by physical obsen-ations during our
interviews.'"

Competitive or Sensitive Information

When asked to provide any formal policies or procedures documentation regarding access by DEK and
any affiliate to competitive or sensitive information, a copy of Duke Energy's Affiliate Restrictions —
Information Disclosure Procedures was provided, as shown in Exhibit111-13. Its purpose is to provide a

Schumaker & Company 51812017



Final Report

process for handling the disclosure of regulated market information to market regulated power sales
affiliates."

Exhibit 111-13

Affiliate Restrictions - Information Disclosure Procedure

as of October 2015

A. DUKE
ENERGY.

Regulatory Compliance
Z 0- .1'

Affiliate Restrictions - Information Disclosure Procedure

Purpose: Document the process for handling the disclosure of regulated market information
to market regulated povser sales aifiliates.

FERC Program Chapter:

Chapter 4 - Affiliate Restrictions & Sumdards of Conduct

Record Retentiou Rule:

Five years
Procedure:

Legal shall be notified if regulated market information is shared with power sales
affiliate employees, or if there are deviations from separation of functions,
including during emergency situations

Legal will determine whether to make a posting of such information on its web
site or a filing with the Commission, using procedures similar to those used for
Standards ofConduct disclosures (see "Duke Energy FERC Page").

Legal or Federal Regulatory Compliance will meet with the business unit
involved in the inappropriate disclosure to discuss artd offer recommendations to
mitigate future occurrences This information (which may include compliance
measures) will be maintained by Federal Regulatory Compliance

Periodic Review of Procedures:

Automatic remuiders are forwarded annually through OpenPages (compliance
tool)

Key Contacts for this PriKcdure

• Legal
• Federal Regulatory CompliaiK-e

Revision History

Revision No. Description Date Revised By
Original 10-4-13 bsr

Update Refreshed titles 11-3-14 bsr

Update Reviewed - No Change 10-6-15 bsr

Source; Information Response 25

41

Training materials used by Duke Energy-'s or DEK's employees on sharing of competitive or sensitive
information and/or sharing of office space, computers, or any other assets includes the following
information:"

51812017 Schumaker & Company
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♦ Midwest (Kentucky, Indiana, and Ohio) state regulatory requirements for non-regulated
products and services, including but not limited to;

- The affihate must be fuUy separated.

- The affihate must have separate accounting treatment.

- The affihate must not be given an unfair competitive advantage or be extended any undue
preference by the utiht\' (meeting guidehnes, proprietary' customer information/customer
consent, customer leads/referrals, appropriate/inappropriate responses, etc.)

- A code of conduct should be estabhshed that satisfies the commission mles.

♦ DEK expectations for customer care guidehnes

♦ Non-regulated products and services comparison of Florida, Indiana, Kenmcky, Ohio, and
Carolinas.

Transfer Confidentiality Agreements

The Regulatory Comphance group manages and facihtates the employee transfer process from DEK to
an affihate." Duke Energy's current process for informing employees of the regulatory conditions is to
deploy annual training that explains entity separation, information sharing, joint marketing, regulated
and non-regulated activities, and the regulaton' conditions regardingeach of these, respectiv^ely. There
are materials in trainings that cover rules regarding the transfer of employees; therefore. Duke Energy
does not currently use a process for employees to sign confidentiahty agreements when transferring
from the utihty to an affihate."

Identified individuals (and their managers) who transfer from the utihty to an affihate are required to
complete and confirm that they have reviewed systemaccess, physical access, and email distribution
hsts. Also, automated emails are forwarded to impacted managers with requiredactions items."

0 Schumaker & Company 5/8/2017
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B. Findings & Conclusions

Affiliate Agreements

Finding III-l Only three affiliate agreements were changed in 2015 or the beginning of
2016.

Exhibit111-14 summarizes existing affiliate agreements impacting DEK, including:'"

♦ Service Company Utility Service Agreement

♦ Amended and Restated Operating Company I Non-utility Companies Service Agreement

♦ Asymmetrically Priced Duke Energy Kentucky, Inc. I Nonutdlity Companies Service Agreement

♦ Operating Companies Service Agreement

♦ Amended and Restated Miami Fort 6 Operation Agreement

♦ Gas and Propane Services Agreement with Respect to Woodsdale Generating Station

♦ Utility Money Pool Agreement

♦ First Amendment to Second Amended and RestatedPurchaseand Sale Agreementwith
Cinergy Receivables (updated December 18, 2015)

♦ Agreement for Filing Consolidated Income Tax Remrns and for Allocation of Consolidated
Income Tax Liabilities and Benefits

♦ Inter Company Asset Transfer Agreement

♦ Utility-Non-Utility Asset Transfer Agreement

All of these agreements were established prior to 2015. Of these, only three (Service Company Utility
Service Agreement, Amended and Restated Miami Fort 6 Operations Agreement, First Amendment to
Second Amended andRestated Purchase & Sale Agreement with Cinergy Receivables) were changed in
2015 or the beginning of 2016."
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Exhibit III-14

Existing Affiliate Agreements (Page 1 of 4)
as of December 31, 2015

Final Report

Merger-Related-Service Agreements

Agreement Agreement Description Effective Compensation

Service Company
Utilit}'Agreement

DliBS and various utilities, including DIi(i, Dlit), DPI, DliK, DliP, Dlih",
involving DPBS functions: information systems; meters; transportation;
system maintenance; marketing/customer relations; T&D
engineering/construction; power engineering/ construction; human
resources; supply chain; facilities; accounting; power and gas planning and
operations; public affairs; legal;rate design and analysis, finance; rights of
way;internal auditing; environmental, health, and safety; fuels; investor
relations; planning; executive;and nuclear development.

January 1, 2016
supersedes and

replaces the Second
Amended and

Restated Utility
Service .Agreement

dated

December 1, 2011,
as July 2, 2012

(third amendment)
included in past

audit still in

progress.

(iost except
otherwise required

by IRS 482

Amended and

Restated

Operating
Company/ Non-
Utility Companies
Service

AgreemenC^

DliK/various Duke Non-Utility companies involving services (including
loans of employees), such as:

♦ DEK to Non-Utiiity: engineering/construction; operation/maintenance;
installation services; equipment testing; generation technical support;
environmental, health/safety; and procurement services; plus use of
assets, equipment, and facilities.

♦ Non-Utilityto DEK: information technology services; monitoring,
surveying, inspecting, constructing, locating, and marking of overhead
and underground utility facilities; meter reading materials
management; vegetation management; and marketing/customer
relations.

September 1,2008
(amended and

restated)

(lost except
otherwise required

by IRS 482

As)-mmettically
Priced

DEK/Non-Utility
Companies
Services

Agreemenf*^

DDK/various Duke Non-Utility companies involving services (including
loans of employees), such as:

♦ DEK to Non-Utility: engineering/construction; operation/maintenance;
installation services; equipment testing; generation technical support;
environmental, health/safet>'; and procurement services; plus use of
assets, equipment, and facilities.

♦ Non-Utility to DEK information technology services; monitoring,
surveying, inspecting, constructing, locating, and marking of overhead
and underground utility facilities; meter reading materials
management; vegetation management; and marketing/customer
relations.

(Ictoher 1, 2009 FFRU pricing
mechanism

Clreater of cost or

market for services

provided by DFK
to Non-Utility

Companies

Lesser of cost or

market for services

provided by Non-
Utilitv Companies

to DFK

Operating
Companies
Service Agreement

Dl-Xi, DliO, Dlil, DDK, DDP, DBF, involving services (includingloans of
employees), such as engineering/ construction; operation/maintenance;
installation services; equipment testing;generation technical support;
environmental, health, and safety;and procurement services;plus use of
assets, equipment, and facilities. It specificallyexcludes affiliate
transactions involving sales or other transfers of assets, goods, energy
commodities (electricity, natural gas, coal, and other combustible fuels),or
thermal energy products.

July 2, 2012
(fourth

amendment)

Cost based only;
with DliC and

DFP exceptions

Source: Information Responses 2 and 68
* 'ITie pncing in the Amended andRestated Operating (iompany/Non-Utility Agreement was in effect priorto FliRC Order7(17, which required any sendee or
asset transferinvolving a franchised utility and a non-utility affiliate to be pricedusingasymmetrical pricing. As Order No. 7(17 allows anypre-existing pricing
between franchised utilities and non-utilityaffiliates to remain in effect and be grandfathered, thus, the Amended Agreement is considered a grandfathered
agreement, 'llie .\symmetncally Priced DMK/Non-Utility Companies Senace .\grcemcnt was entered into after Order No. 707 went into effect.
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Exhibit III-14

Existing Affiliate Agreements (Page 2 of 4)
as of December 31, 2015
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Generation Acquisition Service Agreements

Agreement Agreement Description Effective Compensation

Amended and

Restated Miami

Fort 6 Operations
Agreement

Permits Duke linerg)' Miami Port, ],L(i to operate the Miami i'ort 6
generatingstation, includingprocurement of fuel,on behalf of DliK.

March 31,2015

Miami Port 6 has

been retired and is

out of the

regulator)'
structure on

June 1,2015

All reimbursable

costs, operating
costs, and fee*

Gas & Propane
Services

Agreement with
Respect to
Woodsdale

Generating
Station

Permits DliO to provide certain operations and maintenance support
to DliK related to the natural gas and propane facilities at the
Woodsdale generating station.

Januart' 24, 2009
(first amendment)

Described in other

agreement above.

Source: Information Response 2

* Reimbursable costs included: costs incurred in response to an emergency; a reasonably aUocable portion of the cost of the
insurance maintained by the Operator in accordance with Section 9.1 of the agreement; costs of third part)' advisors,
consultants, attorneys, accountants and contractors retained and managed by the Operator in support of, and reasonable
aUocable to, the services; and any other cost designated by the parties as a reimbursable cost pursuant to the terms of the
agreement. In no event shaUOperator add any mark-up to the reimbursable costs.

51812017 Schumaker & Company 0
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Exhibit III-14

Existing Affiliate Agreements (Page 3 of 4)
as of December 31, 2015

Other Affiliate Agreements

Agreement

Intercompany
Asset Transfer

Agreement

Utilit)'-Non-
Utility Asset
Transfer

Agreement

Agreement Description

Di:I, DliK, DIX ), I'I'C, and Progress Pncrgn-
Florida asset transfers, in which "assets" means parts
inventor)', capital spares, equipment and other goods
except for commodities, such as the following: coal;
natural gas; fuel oil used for electric power generation;
emission allowances; electric power; and environmental
contrtrl reagents.

DEK/Non-Utility asset transfers, in which "assets"
means parts inventory, capital spares, equipment and
other goods except for commodities, such as the
follf)wing: coal; natural gas; fuel oil used for electric
power generation; emission allowances;electric power;
and environmental control reagents.

Source: Information Response 2

* .\ccordingly, generation-related assets transferred from DEI or DEK to DEO shall bepriced at thegreater
transferred from DEC) to DEI or DEK shall he pricedat no more thanmarket. Alternatively, to the extent
Agreement, theTransferor and Recipient may agree that the assettransferred to the recipient he replaced in

Schumaker & Company

Effective

July 2, 2012

j anuary 1,
2009

Final Report

Compensation

Except to the extent otherwise required
by .Section 482 of the Internal Revenue
(lode or analogous state tax law.
Recipient (Iperating (lompany shall
compensate Pransfertrr CIperating
Company for any assets transferred at
cost; provided however that any transfers
of electric generation-related assets
between DEO, on the one hand, and
DEI or DEK on the other hand, will be
priced in accordance with EERC affiliate
transaction pricing requirements. *

Except to the extent otherwise required
by Section 482 of the Internal Revenue
Code or analtrgous state tax law, a
Recipient party under this Agreement
shall compensate the Transferor for any
assets transferred in accordance with the

EERC affihate transaction pricing
requirements. Accordingly, assets
transferred from DEK to a Non-Utility
Company shall be priced at the greater of
cost or market, and assets transferred
from a Non-Utility Company to DEIK
shall be priced at no more than market.
Alternatively, to the extent that an asset
may be transferred under this Agreement,
the Transferor and Recipient may agree
that the asset transferred to the Recipient
be replaced in kind.

of cost or market, and generation-related assets
that an asset may he transferred under this
kind.

5/8/2017
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Exhibit III-14

Existing Affiliate Agreements (Page 4 of 4)
as of December 31, 2015
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Agreement Title Agreement Description Effective Compensation

Ulility Money
Pool Agreement

A money pool arrangement to manage cash and working
capital requirements in which those companies with
surplus short-term funds provide short-term loans to
affiliates (other than Duke Fnergy, Progress Fnerg)', and
Cinergv') participating under this arrangement.

July 3, 2012 Depends on whether intemal
and/or external fund used.

First Amendment

to Second

Amended and

Restated Purchase

& Sale Agreement
with Cinerg)'
Receivables

.\llows the operating companies (li)Fl, DHO, and DDK)
to sell their retail accounts receivables to this affiliate.

December 18,
2015

(first
amendment to

November 5,
2010

agreement

Fair market value of receivable on

initial funding date

Agreement for
Filing
Consolidated

Income Tax

Retums and for

Allocation of

Consolidated

Income Tax

Liability and
Benefits

fax habilily is allocated to Duke Fnerg)- subsidiaries on the
basis of the percentage of the total tax which the tax of
such an entity, if cfimputed on a separate return, would
bear to the total amount of the taxes for all entities.

July 2, 2012
(second

amendment)

Source: Information Response 2

Affiliate Training

Finding 111-2 Significant improvements have been made regarding Duke Energy's
affiliate training sessions and communications with its employees
regarding these sessions.

A new training strategy has been developed at Duke Energy. Generally the various training sessions are
by topic, not by jurisdiction as previously done; however, topics are keyed if different requirements in
statesoccur. For example, relative to Kentucky, the content of trainingdiffers due to slightly different
Affiliate Rules in Kentucky, although they are very similar to Ohio rules. One difference is that DEK is
required to specifically report asset transfers $1 milhon or more to the Kentuck}' Pubhc Service
Commission (KPSC), but no differences regarding service charges involving Kentucky apply.""

For regulator}' training deployed by the Ethics & Compliance Department, Duke Energy has revised its
standard deployment period from 60 days to 90 days and made significant changes to the reminder and
past due escalation schedules."'

51812017 Schumaker & Company 0
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Employees receive a total of five (5) reminders prior to the due date, including the initial notice. Duke
Energy has also increased the escalation and automated system reminders (from MyTrainin^, which are
also sent to immediate managers earher in the process, prior to the due date. Previously Duke Energy
began escalation uvo (2) weeks after the due datewith management and escalated weekly thereafter,
until it notified senior management.Below is the current deployment reminder and escalation process
now being used, which was started inJune 2016:"

♦ DAY 1 - MjTraining > initial notice to individual
♦ DAY 45 —AljTraining > reminder to individual
♦ DAY 60 - AijTraining > reminder to individual and copy to manager
♦ DAY 70 - Manual reminder and incomplete report to management
♦ DAY 80 - MyTraining > reminder to individual, copying manager, and manual > incomplete

report to management

♦ DAY 89 —AijTraining > reminder to individual
♦ DAY 91 - AiyTraining > overdue to individual, copy to manager, and manual > incomplete

report to senior management
♦ DAY 98 (and weekly thereafter) —AiyTraining > overdue to individual, copy to manager, and

manual > incomplete report senior management until 100% complete

In the past. Duke Energy only knew if employees passed a training course, but now it knows which
areas employees are strugglingwith. As test questions are incorporated into the training sessions, the
Comphance group can review how many employees missed specific questions and see how long
employees have been with the company, thereby allowing the group to decide what to do in response."

To identify the employees required to participate in training. Duke Energy identifies a deployment Ust,
which is reviewed annually. It will also be updated throughout the year, if necessaly^ Those identified
are not just Service Company employees but anyone within the Duke Energy organization whose
function is likely to be impacted by Affiliate Rules requirements."

All of the following training courses were deployed via the Teaming Aianagement SjstemT

♦ State Regulatory - Compliance Standards Overview Training —The State Regulatory Compliance
Standards OverviewTraining (EC31115) is meant to serve as annual "awareness" training for
targeted employees in all six regulated jurisdictions. The trainingcourse provides a high-level
overview of the state regulatory requirements and rules affecting Duke Energy, its employees,
and their interactions with affihates/nonpubUc utility operations as it relates to relationships,
activities and transactions with the regulated utilitybusiness. The topics covered include
corporate separation, customer information, marketing non-regulated products and services,
asset transfers, affihate transaction restrictions, and time reporting. Recipients will be those
employees State Regulator}' Comphance has determined as being:"

- Only those employees who need general awareness on affihate rules, and
- Those employees who wiU not be receiving a more specific targeted training.
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♦ StateKegulatoiyfor Business Customers -Midwest —The State Regulatory for Business Customers
Midwest Training (EC30215) covers the rules and regulations for non-regulatory products in
Ohio, Kentucky, and Indiana. This training stresses the importance of following Duke
Energy's compliance standards specific to the jurisdiction. It included scenarios, questions, and
facts around the mles and verbiage of the Midwest comphance standards for separation. It also
provided specific points of contacts and referenced additional training materials on the State
Regulatory Portal page. This training was deployed to large account managers and employees
who deal with non-regulatory products and ser\tices within the Midwest jurisdiction. Recipients
win be those employees State Regulatory Compliance has determined as being;'"

- Responsible for developing, marketing, selling, or managing non-regulatory products and
ser\'ices, or

- Sen'e as a dedicated customer account representative who interfaces directly with customers
who may have interest in non-regulatoiy^ products and services

♦ State Kegulatojy - Sendees andGoods —The State Regulatory - Services and Goods Training
(EC31215) explains the state regulatory affiliate transaction restrictions across aU six regulated
jurisdictions. Specifically, it provides information related to service agreements, eForms,
affiliate transactions, the Cost Allocation Manual, time reporting, core utility functions, direct
charging, and asset management. Recipients are those employees State Regulator}' Comphance
has determined as being:'"

- Those employees who work directly with affihate (ser\tice or asset transfer) transactions, or
- Those employees who manage employees who review or perform affihate (sendee or asset

transfer) transactions

♦ State Regulatory - Customer Information (Non CallCenter) - The State Regulatory Comphance
Customer Information Training (EC31415) is meant to provide guidance on the use of
customer information and how to appropriately handle requests for customer information in
accordance with the regulatory requirements across the six regulated jurisdictions. Recipients
are those employees State Regulatory Comphance has determined as being:'"

- Those employees who have access to customer information, and
- Those employees who manage employees that have access to customer information.

♦ State Regulatory - Customer Information (Call Center) —The State Regulatory Comphance Customer
Information Training (EC31415C) is meant to provide guidance on the use of customer
information and how to appropriately handle requests for customer information in accordance
with the regulator}- requirements across the six regulated jurisdictions. Recipients are those
employees State Regulator}- Comphance has determined as being:'

- Those employees who have access to customer information, and
- Those employees who manage employees that have access to customer information.

This specific training was deployed to the above employees that work in the caU centers.
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In 2015, as shown in Exhibil 111-15, are statistics regarding these five training types.'

Exhibit III-15

Duke Energy T raining Sessions
2015

Final Bsport

Training Type

Original
Date

Deployed
#

Deployed
#

Removed

#

Completed
Dates

Completed

#

Completed
> 90 Days

Compliance Standards Overview Training
(EC31115)

11/04/2015 894 18 876 10/26/2015-
2/09/2016

1

State Regulatory for Business Customers-
Midwest (EC30215)

6/16/2015 83 0 83 6/17/2015-
9/01/2015

State Regulatort'-Services and Goods
(EC31215)

11/17/2015 1,532 98 1,434 11/17/2015-
03/02/2016

7

State Regulatory-Customer Information
(Non Call Center) (EC31415)

11/09/2015 761 49 712 11/10/2015-
02/09/2016

State Regulator)'- Customer Information
(Call Center) (EC31415C)

11/09/2015 1,520 247 1,273 11/10/2015-
02/26/2016

27

Source: Information Response 19
# Completed includesall employeesthat completed the training, even if they were not in the original deployment date shown above.

Some employees were deployedbeyond the original date deployed, as they were not in the specific
position at the time of the original deployment, so that's one of the reasons why some dates completed
look hke they were more than 90 days beyond the original date deployed. Therefore, the number of
employees found to acmaUy be more than 90 days is shown above in Exhibif III-15 in the last column.
For example, one (1) EC31115 employee was only seven days late, seven (7) EC31215) employees were
up to 16 days late, and 27 EC31415C employees were only two days late. The number of days late is
insignificant and completion subsequently occurred.

The focus of training is threefold, as follows: '

♦ A discussion of whyguidance regarding affiliate relationships is important, including risks if not
followed.

♦ A direct description of what that means.

♦ A reminder that, if employees have questions, who they should contact for furtherguidance.

Additionally, Duke Energy has an ethics hne that allows employees to call in, anonymously if they hke, any
concerns that they have, although the company has also added a state regulator}' mailbox
(statcrcgcomphance@dukc-energy.com). which is focused on comphance issues. Duke Energy encourages
employees to use the mailbox for any questions or concerns that employees havewith regarding to comphance
issues, but they can use either the ethics hne or the mailbox. Advertisements for the ethics hne and mailbox
includeposters in buildings and mention in code of business and affihate trainingsessions."
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Benchmarking

Finding III-3 Duke Energy recently performed various market assessment studies as a
means to compare costs to market values for services performed.

Duke Energy targets its payroll rates to be median figures. If adjustments are made, individual
employee's pay is not changed, but salaiyranges are adjusted." Therefore, annually Duke Energy
performs assessments of core processes to review internal payroll rates versus external market rates, in
which approximately Vs are completed each year." Exhibit 111-16 provides a hsting of the latest
benchmarking reports of DEBS' practice areas (both corporate/governance and transactional areas)
involving cost and service competitiveness of these areas.' In 2015, for example, management positions
only were included. As a result, very limited adjustments were made in 2015. In 2016 exempt
professional positions were included, with non-exempt positions to be included in 2017." The rate
figures have been generally flat for several years, althoughchanges are emerging in renewables (2015)
and cybersecurity (2016)."

51812017 Schumaker & Company
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Exhibit III-16

Latest DEBS Benchmarking Studies

StiwyCode Survey Name
Data tJlectrve

Date

ACR-IR15 ACR Investor Relations, 2015 2015-04-01

DIET-D015 Dtetricti Drafting & Design, 2015 2015-03-01

EAP-DIS15 Energy Technical Craft Clerical, 2015 2015-04-01

EMPS-ASST15 Empsight Executive Administrative Support, 2015 2015-03-01

EMPS-CA15 Empsight Finance and Compliance, 2015 2015-03-01

EMPS-DIG15 Empsight Dtgift^ Marketing i Marketing Resulte, 2015 2015-03-01

EMPS-G0V15 Empsight GovSt Relations & Corp Corrmiuntcator», 2015 2015-03-01

EMPS-HR15 Empsight Human Resources, 2015 2015-03-01

EMPS-LAW15 Empsight Law Large Company Edrtion, 2015 2015-03D1

EMPS-srrsis Empsight IT S Security Large Company Edition, 2015 2015-03-01

EQU-EX£-DUKE15 Eqular Executrve Compensation Survey (Duke Energy). 2015 2015-05D1

F0U-ENV15 Foushee Environmental. Health & Safety, 2015 201^04-01

FOU-SEC1S Foushee Security & Convpliance 2015 201^01-01

GBS-AVI15 Gallagfier Aviation, 2015 2015-02-01

FEW-EMT15 Aon Hewitt Energy Marketing and Trading, 2015 2015-03D1

FEW-EXE-T15

Aon Hewitt TCM Executive Total Comp by Industry Full Value
LTI, 2015 2015-03-01

HEW-I&IRA15 Aon Hewitt lEHRA Energy Industry, 2015 2015-05-01

FEW-MP-IND-T15 Aon FtewitlTCM Mgrrrt& Prof Total Comp by Industry, 2015 2015-03T)1

FCW-RBgi5 Aon Hewitt Renewable Energy, 2015 2015-05-01

HILD-LAW-DUKE15 Htidebrandt Law Depatment (Duke Energy), 2015 2015-03-15

MER-CON1S Mercer Contact Center, 2015 2015TBD1

MER-DC015 Mercer US Digital Convergence Industry, 2015 2015-03-01

MER-EXE-R15 Mercer Executive - Revised, 2015 2015-03-01

MER-FAL-R15 Mercer Rnance. Accounting & Legal - Revised, 2015 2015-03-01

MER-HRM-R1S Mercer Human Resources - Revsed, 2015 2015-03-01

MER-ITS-R15 Mercer Information Technology - Revised, 2015 2015-03-01

MER-LSC-R15 Mercer Logistics & Supply Ctiain - Revised 2015 2015-03-01

MER-MBC-NC-R15 Mercer Metro Benchmark - North Certtral - Revised. 2015 2015-034)1

MER-MBC-NE-R15 Ivtercer Metro Benchmark - Northeast - Revised. 2015 201^03-01

MER-VIBC-SC-R15 Mercer Metro Benchmark - South Central - Revised, 2015 2015^03-01

MER-MBC-SE-R15 fwlercer Metro Benchmark - Southeast - Revised, 2015 201^03-01

MER-MBC-WC-R15 Mercer Metro Benchmark - West Coast - Revised, 2015 2015-03-01

MER-SMC-R1S hAercer Saies, Mktg & Comm - Revised, 2015 2015-03-01

PER-PR01S Peritn IT Professional - Naliortaj, 2015 2015-01-01

TW-EMT15 Towers Watson CDB Energy Marketing and Trad^g, 2015 2015-03-01

TW-EXE15 Towers Watson CDB General Industry Executive, 2015 2015-03-01

TW-EXE-ES1S Towers Watson CDB Energy Services Executive, 2015 2015-034)1

TW-MMPS15 Towers Watson CDB Mid-Mgmt, Prof & Support, 2015 2015-03-01

TW-M*ff>S-ES15

Towers Watson CDB Energy Services Mid-Mgrttt, FTof&
Support, 2015 2015-034)1

Source: Information Response 16
Schumaker & (iompany reviewed a sampling of studies in Information Response 63

Final Report

The DEBS State Regulator^' Compliance team has also developed a market smdy methodology for
annually assessing cost versus market for shared services based off the North CaroHna Utihties
Commission (NCUC) Regulatorj' Condition 5.2, as referenced in Duke Energy's procedure (2016
guidehnes effective May 1, 2016):""

0 Schumaker & Company 5/8/2017
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DEC and DEP shall seek out and buy all goods and services from the lowest cost quahfied provider of
comparable goods and services, and shall have the burden of proving that any and all goods and services
procured from their Utditt' Affiliates,Non-Utihti' Affiliates, and Nonpublic Utilit)'Operations have been
procured on terms and conditions comparable to the most favorable terms and conditions reasonably
available in the relevant market, which shall include a showing that comparable goods or services could

not have been procured at a lower price from qualified non.\ffihate sources or that neither DEC nor

DEP could have provided the services or goods for itself on the same basis at a lower cost. To this end,
no less than ever}' four years DEC and DEP shall perform comprehensive, non-solicitation based

assessments at a functional level of the market competitiveness of the costs for goods and services they
receive from a Utdit}- Affihate, DEBS, PESC, another Non-Utility Affiliate, and a Nonpublic Utiht}'
Operation, including periodic testing of services being provided internally or obtained individually

through outside providers. To the extent the Commission approves the procurement or provision of
goods and services between and among DEC, DEP, and the Utilit}' Affiliates, those goods and services

may be provided at the supplier's FuUy Distributed Cost.

To the extent they are allowed to provide such goods and services, DEC and DEP shall have the burden

of proving that all goods and services provided by either of them to Duke Energy, a Non-UtiUt}'Affihate,
any other Affihate, or a Nonpubhc Utiht}' Operation have been provided on the terms and conditions
comparable to the most favorable terms and conditions reasonably available in the market, which shall

include a showing that such goods or services have been provided at the higher of cost or market price.
To this end, no less than every four years DEC and DEP shall perform comprehensive, non-sohcitation

based assessments at a functional level of the market competitiveness of the costs for goods and services
proxjided by either of them to a Utdit}' Affihate, DEBS, another Non-Utihty Affihate, any other Affihate,

and a Nonpubhc Utiht}' Operation.

The periodic assessments required by subdivisions (a) and (b) of this subsection may take into
consideration quahtative as well as quantitative factors. To the extent that comparable goods or services
provided to DEC or DEP or by DEC or DEP are not commercially available, this Regulatory Condition
shall not apply.

The process assesses all service functions for all regulated utilities, including DEK. Duke Energy
expects to execute the process at least every four years and is scheduled to be completed by
December 31, 2016. This process, paired with Human Resources (HR) Compensation's benchmarking
process, will be used by Duke Energy to assess cost versus market for the respective services functions."'

The market study methodology includes:"'

♦ Insource versus outsource feasibility matrLx for service company functions, as shown in
Exhibit 111-17, based on two ratings to compliance for service company functions:

- Operational impact to the regulated utility (from 1(low risk) to 10 (high risk))
- Relation to core competency (from 1 (low relation to core competency) to 10 (high relation

to core competency)

♦ Instruction for documenting evidence of the study
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Exhibit III-17

Feasibility Matrix for Service Company Functions
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Source: Information Response 14

Exhibit111-18 illustrates the process workflow diagram expected by Duke Energy."

:

Source: Information Response 14

Schumaker & Company

Exhibit III-18

Process Workflow Diagram
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The DEBS services shown in Exhibit 111-19 are to be reviewed in the market study assessment process:"'

Exhibit III-19

DEBS Services Part of Market Study Assessment Process
as of May 2016

Service Official Description or Exception list

Accounting Mainienance of financial books anc records, p-epa-atton of financial and statistica'

reports and tax filings; si^rvision regarding compftance with related laws and
regvMations.

Environmental Health and Safety Establishment of programs, policies and procedures, and governance framework for

environmental and health and safety programs and compliance; provision of

compliance support Services related to the following fvmctions:
• Health & Safety

• Duke Energy International EHS
• EHS Ri^ Governance and Change Mana^ment

• CCP Support
• Meteorolofy

• Env Svcs Midwest

• Env Science

• Env Projects and Prc^rams
• Env Peimitt^ and Compliana Cars

Executive Provision of general, administrative, and exet^ive management oversight and
direction;

Services related to the following furKtions: integration and improvement,
sustainabiiity, emerging technologies, federal poficy and govemmem affairs.

Facilities Operation and maintenance of ofhce and service builctings; secuiity and

housekeeping for such buildings, procurement of office furniture and equipment.

Finance Services associated with investments, financing, cash management, risk
management, bu(%etmg, financial forecasting, and economic analyses.

Grid Solutions Grid modernization services planning, outreach, technology and engineerir^
planning and standards, project management and governance, project execution.

Human Resources Estabiishmem and administration of policies, and supervision of compliance with

legal requirements, in the areas of employment, compensation, benefits and
employee health and safety, payroll arvd employee benefits payment processing;
supervision of contraa negotiations and relations with labor unions.

Ittformation Systems Developmem and support of mainframe and distributed computer software

applications, procurement and support of personal computers and related netvrork
and software applications, installation and operation of communication systems; arxi
mariagement and support of information systems.

ItHernal AutAing Review of internal controls and procedures to ensure that assets are safeguarded
and that transactions are propefly authorized and recorded.

Investor Rekniom Preparation of communications to investors and the fmandai community;

performance of transfer ^ent and shareholder record keeping functions;
administration of stock plans, regulatory reporting related to stock

Legcd Services related to labor and employment law. lit^ation, contracts, rates and

regulatory affairs, environmental matters, financing, finarKial reporting, real estate

and other legal matters.

Meters Procurement of meters.

Nuclear Development Provision of desgn, engK>eefing, project management and licensing for r>ew

operating ui^ts

Planning Fadlrtation of strategic and operating plans preparation; monitormg of vends,

evaluation of business opportunities.

Power Engineering and Construction Services related to the following functions; Enterprise Projea Management
Cent^ of ExcelierKe, Project Development and Initiation; Projea Management and

Construction fossil/hydro retrofits; major projea Engineermg and Construction
Services, Commercial and International Projea Management and Constiuaion,

perftKmance improvement/management.

Power Planning artd Operations Produaion cost modeling and data management;
Services related to the following fijnctions:

• Strategic Propams

• Bus Svcs Wc^fbrce Strategy
• Engineering Services

• Doc Con/Config Mgmt
• Technical Apps

• NERCCompliance

Public Affairs Preparation and dissiemination of information to employees, customers, government
official, communities, and the media, provision of assocsated communications

materials.

Rate Design andArtolysis Services related to rate design and analyns, and rates support

Rights of Way Purchases, sales, man^ement, surveying, and recortSr^ of real estate merests.

Supply Chabi Procurement of materials and contraa services and related strategy and support

Transportation Procurement and m^menance of aircraft and procurement and maintenance of

vehicles arvd other power-operated equipment.

Source: Information Response 14
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Separations

Finding III-4 There was no use of the DEK logo by any non-utihty affiliate.

The Duke Energy Logo is shown in Exhibit111-20."'' In the past, most Duke Energy entities used an
older Duke Energy logo with a geographic identifier for the utility companies. However, now only the
Duke Energylogo is used to identify the company, regardless of application or media. Other logos may
not be created or used for offices, generating stations, facihties, departments or events. Only DEP
(previously Progress Energy Carolinas) has "Progress" following the Duke Energy logo, also shown in
Exhibit 111-20"" The geographic identifiers shownin Exhibit 111-20 are to be used only in the following
applications;"

♦ Regulatory filings in the franchised jurisdictions and other pubhc documents (press releases, fact
sheets, etc.) referring to those filings

♦ Utility-specific reports presented to regulators

♦ Limited internal uses (financial reports, customer data, etc.)

♦ Business cards and stationery for large customer/regulator/legislator-facing employees in the
respective utihty organizations (this appHes to all employees in the organizations reporting to
the utihty presidents)

Any non-regulatoiy communications, print or electronic, should refer to Duke Energy only and use the
Duke Energy logo; geographic identifiers should not be used. Regional operations can be described in
terms of "doing business in the Carolinas" or "the company's Kenmcky operations." Geographic
identifier logos should never be used on hard hats, apparel, vehicles, signage or company-branded
merchandise."'

According to Duke Energy management, DEK's non-regulated affiliates do not use the DEK name,
brand, trademark, or logo for any visual or audio media."'
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DUKE
ENERGY,

DUKE
ENERGY.
FLORIDA

Exhibit III-20

Duke Energy' Logos

DUKE
ENERGY.
PROGRESS

Geographic Identifiers

DUKE DUKE
ir ENERGY. ^ ENERGY.

CAROLINAS OHIO

DUKE duke
"r' ENERGY. ENERGY.

INDIANA KENTUCKY

Source: Information Response 49

Filings

Finding III-5 There have been no KPSC filings in 2015 relative to service agreements.

57

Only three (Service Company Utility Service Agreement, Amended and Restated Miami Fort 6
Operations Agreement, First Amendment to Second Amended and Restated Purchase & Sale
Agreement with Cinergy Receivables) were changed in 2015 or the beginning of 2016."" Agreements that
changed in 2015 were required to be submitted to the KPSC. Therefore, according to Duke Energy
management, the agreements were most recently approved as part of the setdement of the Duke
Energy/Progress Energy merger in Case No. 2011-00124. Theminor modifications to the agreements
that have occurred since then have been to remove affiliates or to provide clarification to language and
have not resulted in a substantive change to require new KPSC approvals, so no additional submittals
have been needed."

C. Recommendations

Affiliate Agreements

None.

Affiliate Training

None

51812017 Schumaker & Company
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Benchmarking

Recommendation III-l Provide the KPSC in early 2017 a copy of the results from the
market study assessments performed in 2016. (Refer to
Finding III-3.)

As new market study assessments have been performed in 2016 using the new market study
methodology established in 2015 for assessing cost versus market for shared ser\dces included in service
company functions, DEK should provide these results to the KPSC.

Separations

None.

Filings

None.
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provided. This type of agreement seems even more essential in an affiliate relationship and, as we have
indicated, does not exist for DEK.

Finding IV-3 Appropriate cost allocation factors are being used.

Four primary categories of cost allocations affect DEK and its affihates, including:

♦ Cost allocations from service company, specifically DEBS, to DEK

♦ Cost allocations between DEK and DEO for common costs shared by both utility
organizations

♦ Cost allocations between DEK and its sister regulated utilities and non-regulated utilities
regarding various services and goods

♦ Admimstrative and general (A&G) cost allocations between its gas and electric operations for
both capital and expense accounts

The allocation factors used at Duke Energy are illustrated in Exhibit IV-4, with those identified by
function are illustrated in F^xhibit lE-5. Schumaker & Company's review of factors used by function
indicate that appropriate allocation factors are being used.

Finding IV-4 Appropriate levels of direct charging are generally occurring with regard
to DEK's affiliate transactions.

For 2015, as well as the prior two years (2013 and 2014), the percentage of direct charges shown
previously in Exhibit 111-3 and E^xhibit 111-4 illustrate that generaUy a large portion of charges were
directly charged, not allocated charges.

Finding lV-5 Sufficient policy and associated documentation has not been available in
past years regarding accounting for asset loans.

Regarding asset loans. Duke Energy started (in 2012) consideringputting a value on asset loans, but did
not value them in 2011. The thought by DEBS management was to use the Storage, Freight, and
Handhng cost (Account# 163) as the value of an asset loan. Duke Energy also considered the use of
the service eForm for services as management considers this more like a service (rental) than an asset
transfer, especially for loans lasting less than three to four months. If it is longer than three to four
months, then Duke Energy was considering selling the asset and buying it backon the associated entity's
books. In 2012 during Schumaker & Company's prior audit, DEBS did not havea formal policy
regarding asset loans nor sufficient documentation describing the proper accountingfor such
transactions.'"' Although no such loans occurred in 2013 involving asset loans from/to DEK, other
Duke Energy entities, such as DEI, did have such loans. In 2014during the Schumaker & Company
2013 audit. Duke Energy management indicated that DEK does not havea formal policy regarding asset
loans; however, a slide discussing asset loans was incorporated into asset transfer training courses, but is
not sufficient documentation describing the proper accounting for such transactions. However, Duke
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IV. Affiliate Transactions and Cost Accumulation and

Assignment

A. Background & Perspective

The primar)' Duke Energy Corporation (Duke Energy) accounting system is Financial Management
Information System (FMIS), a PeopleSoft systemwith general ledger, accounts receivable, accounts
payable, assetmanagement, project costing (i.e.. Power Plant), contract, and biUing applications, plus
feeder systems that also pass information to the general ledger. The FMIS processes charges to/from
Duke Energy Business Ser\dce (DEBS) and Duke Energy Kentucky (DEK) affihates. " AU legacy
Progress Energy companies no longer used Oracle in 2015, which they had previously used." Also, both
PE CaroUnas and PE Florida used the utihty allocation factor unless direct billing used, when charging
other affihates."

The system has a terminology and method of operation, and each uses a code block/chart field that
comprises a set of elements that classify fmancial information. The code block/chart field contains
multiple elements that describe five aspects of a financial transaction as foUows:

♦ When —defines the timing of the work performed
♦ Who —identifies who performed the work on whose behalf
♦ What—defines the nature of the work performed
♦ —defines the resource used to perform the work
♦ Where —identifies the location the work was performed or performed for

The corporate organization is broken down into thousands of responsibihty centers, which roU up into
other higher level responsibilit}' centers based on reporting responsibiht}'. FMIS uses responsibihty
center (RC) codes to designate parties to a transaction. FMIS records an accounting entr\' for a direct
charge transaction by designating an RC code that represents the work group performing the service and
an Operating Unit (OU) code that represents the group for which 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 the charge designates the OU code to which the amount should
be charged. The accounting entrj' also includes an account, process, project number, resource type {e.g.,
labor, materials, outside contractor), and amount; the FERC account number is usually embedded in the
accounting code block numbering. For allocated charges, the OU code represents an allocation pool,
such as governance or enterprise accounting. The FMIS system processes allocation pools at month-
end, distributing the charges according to the appropriate allocation pool percentages.
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Methodologies Used

Description of Transactions

Services

According to Duke Energy management, there has essentially been no changes regarding services since
Schumaker & Company's prior audit report in 2013, nor any upcoming changes except system updates,
although more detailed descriptions are now required than previously done."

For all cross affihate services provided, an eForm, which is the same form throughout Duke Energy, is
required. This process has been in place for approximately 12 years for most Duke Energy companies,
except legacy Progress Energy companies, which began using prior to 2015. "

The Allocations & Reporting - Corporate Accounting group for Ohio, Kentucky, and Indiana is
responsible for month-end close, account reconcihation, data requests from audits, and management
reporting." Among the duties of the Allocations & Reporting —Corporate Accounting group for all
Duke Energy entities is the reasonabilit}- for developing and maintaining a basis data binder used to
allocate SendeeCompanycosts and tracking and reporting Sendee Companyallocations to receiving
departments, as well as answering requests from individual departments. The basis data used for
developing allocation factors for a calendar year is updated annually based on the 12 months of actual
results ending the prior June 30* of each year, or December 31"', if FERC Form 1& 2 items. The only
exception is for basis data involving capitalexpenditures (ElectricT&D Engineering & Construction
and Power Engineering & Construction), which the capitalbudget data for the upcoming year. June 30
data is available and used to update the basis data in theJuly through September time frame, so this data
can be used to complete the budget for the upcoming year.""'

As shownlaterin Exhibit Duke Energy uses approximately 20 factors for allocating Ser\dce
Company costs. The allocation factors used do not change often because the methodologies have been
agreed to and included in the various Servtice Company agreements. Adding a methodology/factor
would require modifying the agreement documents and getting buy-in from the various states and
regulator)' bodies. A majorchange in business operations, such as the merger with Cinergy or Progress
Energy, causes the methodologies (and the service agreements) to be modified. The real test of the
methodologies used rests with the owners of the function. They have a vested interest in how the
allocations are calculated and how much is allocated to affiliates in an area. A good example of different
charge allocations using the same factor ratio is the Human Resources function based on number of
employees ratio in which (a) governance activities are charged to all entities, including small portion to
the international affiliates); (b) enterprise HR only is charged to allaffihates, except international ones,
and (c) UtiUties HR is charged only to the regulated industries."'

DEBS is basically a net $ entit}', in which most costs are charged to Duke Energ}' subsidiaries;
exceptions include DEBS income tax,which is not allocated; selected interest charges that remainwith
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the service companyentity; and return on DEBS assets area also excluded from DEBS charges to
affiliates."'

Departmental employees are directed to direct charge if they can and only include their costs in the
allocation pools if they cannot direct charge. Duke Energy's time reporting system, MjTime, which has
been used approximately three years, was fully implemented on an enterprise basis in April 2011. The
time reporting system has a default for employees' time and it is charged unless changed. According to
DEBS management, employees were trained to use the new system when it was implemented, so all
employees should know how to change their time from the default. However, legacy Progress Energy
employees did not use MjTimein 2013, but their own system, referred to as the Corporate Time Entry
(CTE) system. Therefore, starting July 2, 2012 (when merger was effective), aU legal Progress Energy
employees had to submit timesheets. By the end of 2013 (employees converted over by group during
2013), all legacy Duke Energy employees (even exempt) also had to submit timesheets; however, in the
beginning of 2013, exception time reporting was still used. All DEBS employees, including legacy
Progress Energy employees, used MyTime in 2014 and 2015.""

Timekeepers enter time into MyTime from approved employee timesheets, or in some areas the
employee enters time into MyTime and the data is approved by the manager or delegate. The time data is
extracted and exported to Aon Hewitt for biweekly pay processing through a series of programs, which
loads the time data to the individual employee pay sheets in its HRMS system. Once the time data from
MyTime has been processed to the individual employee pay sheets, a series of pay calculations occur in
the payroll system to finalize the check process. Followingthe pay confirmation process, files are
generated from the payroll system for processing through the Labor Distribution System (I^DS). Aon
Hewitt balances the labor files before sending the files and control totals to Duke Energ)- for labor
distribution processing to the general ledger. All exempt employees are required to enter their vacation
taken into MyTime and each business unit determines other time reporting requirements for their area.
Some employees enter actual time data, while other employees have their time data generated based on
their standard schedule and their default labor allocation. The time data, both entered and generated, is
extracted and exported to EDS for processing to the general ledger.""

For allocated charges, one of the following three methodologies is used for recordingintercompany
transactions, as identified in Duke Energy's Accountingfor Intercompany Transactions Po/iiy documentation
effective February' 25, 2015."" According to Duke Energy management, revisions to simplify reporting
toU-ups and settlements were also made subsequent to this audit period startingJanuary' 14, 2016." "'

♦ Auto-generating: Intercompany transactions required for recording loans, cash sweeps, or that
generate the booking of revenue and generation of a receivablewhere both affiliates are on the
enterprisePeopleSoftledgermaybe recorded using the auto-generating methodolog}'. It only
handles US| transactions; therefore, any non US$ transactions are exempt from using this
methodology. This methodology automatically generates the purchaserj receiver transaction based
on the seller!sender transaction and is available to all Duke Energy business units using the
enterprise PeopleSoft general ledger.
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♦ ManualBalancing, Although manual balancingis not the preferred methodology for recording
inter-business unit transactions, manual balancing can be used when deemed necessary.
Examples include: intercompany transactions that are required for recording investment/equity,
intercompany derivatives, non-US$ transactions, or, in the case where the transaction is with an
affiliatewho is not on the enterprise-wide PeopleSoft general ledger. Prior to recording inter-
business unit transactions using the manual balancing methodology, both the seller!sender and
purchaser! receiver must submit a request for approval (including the reason for using this
methodology and documentation of the mitigating controls in place to ensure compHance with
policy) to the Enterprise Intercompany Process Owner (IPO), defmed as the person who is in
the role of IPO for all of Duke Energy and its consolidated subsidiaries.

♦ Automated Crossbill'. All intercompany transactions that are required for recording allocations or
expense/revenue transfers between corporate/business units are to be recorded using the
automated crossbillmethodology. Allocations or expense/revenue transactions recorded using
this methodology may be recorded to third-part)- accounts rather than designated intercompany
accounts as long as individuals responsible for the transaction ensure the propriety of the effect
to the consoHdated financial statement line items. The PeopleSoft system automatically
generates the related receivable or payable to intercompany accounts.

Exhibit IV-1 illustrates a summary for affiliate service charges.

Arrow Leoend:

Exhibit IV-1

Summary Pricing Guide
Services

as of December 31, 2015

DUKE ENERGY KENTUCKY
SERVICE AGREEMENTS WORKFLOW DIAGRAM

'/.'fiS J/rfy/cim f-jfc/i/rfpi

DEC, DEI, Miami
Power Corp., DEP,

DEE, DEO

Duke

Energy
Kentucky

Non-

Grandfathered:
Non-Utility
Affiliates

Denotes eform required

Grondfathered:
Non-Utility
Affiliates

UwerefCest erlWet

Cost' Futr DiuribtaedCoita Oirai CmU • LiMii• (Mhiaj ISto novtgate to tlte offkia/tervke ogreemait where apptkabie.

•Source: Information Rc.sponse42
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Exhibit lV-2 illustrates the prior summary pricing guide for services, which was included in
Schumaker & Company's prior audit report. Although it still applies, when new training was
implemented by Duke Energy (as discussed in the Training section of Chapter 111 —Afjiliate Relationships),
the Comphance group decided to make the guide simpler for inclusion in training.""

Exhibit rV-2

Summary Pricing Guide
Services

as of December 31, 2013

DE DE DE Miami PE PE DE other i>on-rcg non-utility Service

Carolinas Indiana Kentucky Ohio (T&D) Power Carolinas Florida Ohio (Gen) utilitv' (ead Svc Co.) Company
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Source: Schumaker& Company prior audit report

Asset Transfers

3

According to Duke Energy management, there hasbeen no changes regarding asset transfers since
Schumaker & Company's prior audit report in 2013, nor any upcoming changes."'"

The FERC accounts in which asset transfers (e.g. utility, emission allowances, materials and supplies)
between DEK and its affihates are recorded as foUows:"'

♦ Utilitj Plantin Service-. 300 level electric plan accounts
♦ Emission A^llowances-. 158 emission allowance inventory account
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♦ Materials andSupplies-. Although transactions of materials and supphes could be recorded in
capitalaccounts and O&M accounts, the following accounts were used in recording materials
and supplies asset transfers between DEK and its affiliates in 2011:

- 107000 Construction Work in Process

- 154100 Plant Materials and Operating Supplies

The asset transfer rules for DEK and other Duke Energy utilities in the Midwest are different from the
rules that govern asset transfers in the CaroHnas. Transfers in the Carolinas require the use of eForms (a
burdensome form that is needed to comply with specific regulations in the Carolinas). Because of the
number of transfers within the Midwest, Duke Energy put in a process that did not require the use of
eForms in these states, unless doUars associated with asset transfers exceed $1 million. Duke Energy
uses an IBM Maximo system, previously called eMax, to track inventor)' stock-to-stock transfers
between entities, although Progress Energy didn't start using it until 2014. DEK generally carries a
smaller amount of inventor)' stock on its books than the other Midwest entities. Transfers of in-service
assets are tracked in other systems, typically PowerPlant, which DEK uses. Asset transfers typically
occur fossil plant to fossil plant or nuclear plant to nuclear plant as the part needs are similar. Typical
transfers are low cost items, such as pumps or valves, although (as shown in ExhibitIII-9) transfers may
also include meters, transformers, regulators, and other miscellaneous items, which are not considered
inventor)' stock transfers."" According to Duke Energy management, the biggestchange in asset
transfers due to the Duke Energy/Progress Energy merger was in the Carolinas with regard to e-Forms
caused by the nuclear service agreement. In 2013 Progress Finergy's nuclear organization used Passport
software, but was expected to be converting to eMax, which occurred in 2015."'

Additionally, anyindividual asset transfers involving DEK that are $1 million or higher must be
reported to the KPSC for approval, as follows:""

♦ In KRS 278.218 (approval of commission for change in ownership or control of assets owned
by utility) indicates the following:

1) No person shall acquire or transfer ownership of or control, or the right to control, any
assets that are owned by a utility as defined under KRS 278.010(3)(a) without prior
approval of the commission, if the assets have an original book value of one million
dollars ($1,000,000) or more and:

a) The assets are to be transferred by the utility for reasons other than obsolescence; or

b) The assets wiU continue to be used to provide the same or similar ser\'ice to the
utility or its customers.

2) The commission shallgrant is approval if the transaction is for a proper purpose and is
consistent with public interest.

♦ Also, regarding the KPSC Order in Case No. 2008-122, DEK agreed to be bound by
ICRS 278.218 for transactions involving its gas utilityassets.
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The KPSC grants its approval if the transaction is for a proper purpose and is consistent with the pubhc
interest.'"

The IBM Maximo system is used for all inventor)' issues, returns, and transfers, regardless of entity."^ It
includes inventory stock transfers (Account # 154-Plant Materials and Operating Supphes in the sending
entit)' to Account # 154 in the receiving entity); at the end of the month an automatic charge from
Account #163 (Storage, Freight, and Handling) of the sendingentit)" is also transferred to Account #
163 in the receiving entity'. On a monthly basis, in the Midwest, Duke Energy generates a report from
the system and uses it to determine if fair market value is to be calculated and, where appropriate, book
the differential between fair market value and cost to comply with asset transfer standards. The asset
valuation of fair market value for the transfers is done in one of three ways:'"

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

♦ If not acquired using a blanket purchase order. Duke Energy uses a recent purchase order
(typically less than sLx months old but no longer than a year) cost for the item.

♦ If there is no purchase order. Duke Energy will get quotes; there is no prescribed number of
quotes that must be received.

Transfers of assets not in inventoiy, such as capital spares, are performed in PowerPlant by the Asset
Accountingorganization. Similarly, on a quarterly basis. Duke Energy generates a report from
PowerPlant, and uses it to if fair market value is to be calculated and, where appropriate, book the
differential between fair marketvalue and cost (original cost minus depreciation resen'e equals net book
value cost) to comply with asset transfer standards.'"

Cost is handled automatically in the systems; market rate differentials must be handled via a journal
entiy. The reports for transfers, both inventory stock and in-service assets,go to the Manager, Asset
Accounting and a General Ledger journal entiy (multiple lines) is created, if necessary. For transfers of
in-service assets between regulated and non-regulated entities, rather than simply make a transfer. Asset
Accounting retires the asset from the sendingentityand adds it formally to the receiving entity, creating
a salvage amount to reflect the market differential amount.'"

Following the Duke Energy/Progress Energy merger, according to DEBS management, there's been
more oppormnity for transferring capital assets. Both Duke Energy and Progress Energy used
PowerPlant for non-inventoiy assets; however, they were on different versions. Therefore, manual
entry was needed for transferring assets between versions. Then in 2014, both began using the same
version, resulting in more system-generated transfers.""

Affihate transfers of assets are governed by Federal Energy Regulator)- Commission (FERC) 707 and
asset transfer agreements. FERC 707 requires that transfers between regulated and non-regulated
affiliates be priced using asymmetricalpricing. This requires that transfers from DEK to a non-
regulated affiliate must be valued at the higher of cost or market, and transfers from non-regulated
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affiliates to DEK be valued at the lower of cost or market price, referred to as asymmetrical 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 entr}^ Conversely if a transfer is non-regulated to regulated, an adjustment via
a journal entry is made, if needed. For regulated-to-regulated transfers, asymmetrical pricing is not
required, but is done at cost.'"

There's a No Action letter in Kentucky. In 2006 Duke Energy made a request to FERC, when it
transferred Miami Fort Unit 6 from DEO (then CG&E) to DEK (then ULH&P), to allow inventor}'
stock transfers at "at cost" rather than "asymmetrical pricing," even though they would be transferred
from a non-regulated entity, such as DEO Miami Fort 7/8, to a regulated entity, such as DEK. If any
inventorv' stock transfers go from DEK to DEO, however, "asymmetrical pricing" is required.'""

Exhibit IV-3 illustrates a summaiy pricing guide for affiliate asset transfers.'"'

Exhibit IV-3

Summary Pricing Guide
Asset Transfers

as of December 31, 2015
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Cost Accumulation, Assignment, & Allocation

When a DEBS employee of performs ser\'ices for a client company, costs are to be directly assigned or
allocated. Duke Energy uses 20 factors, as shown in Exhibit lV-4, for allocating Service Company costs.
The allocation factors used do not change often because the methodologies have been agreed to and
included in the various Ser^dce Company agreements. Adding a methodology/factor would require
modifying the agreement documents and getting buy-in from the various states and regulator)' bodies.
A major change in business operations, such as when the merger with Cinerg)' or Progress Energy
happened in the past, causes the methodologies (and the ser\'ice agreements) to be modified. The real
test of the methodologies used rests with the owners of the function. They have a vested interest in
how the allocations are calculated and how much is allocated to affiliates in an area. A good example of
different charge allocations using the same factor ratio is the Human Resources function based on
number of employees ratio in which (a) governance activities are charged to all entities, including small
portion to the international affiliates); (b) enterprise HR only is charged to all affiliates, except
international ones, and (c) Utihties HR is charged only to the regulated industries.'"
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Exhibit IV-4

Allocation Factors

as of December 31, 2015

Final Report

Factor Utility Non-Utility

Circtiit miles of electric transmission lines Yes No

Construction expenditures Yes Yes

Electric peak load Yes Yes

Generating umt MW capabilit)'/maximum dependable capaciti' (MDC) Yes Yes

Gross margin Yes Yes

Inventor)- Yes Yes

Labor dollars Yes Yes

Miles of distribution lines Yes No

Millionsof instructions per second (MIPS) (previouslynumber of
central processing unit (CPU) seconds used)

Yes Yes

Number of customers Yes Yes

Number of employees Yes Yes

Number of information systems servers Yes Yes

Number of meters Yes No

Number of personal computer (PC) work stations Yes Yes

O&M expenditures Yes* Yes*

Procurement spendmg Yes Yes

Revenues Yes Yes

Sales Yes Yes

Square footage Yes Yes

Total proper!)-, plant, and equipment Yes Yes

Source: Information Responses 2 and 8 and Interview _
* Although a valid factor for charging service company costs to utility companies, it isnot used byDuke linergy.

For allocated services, the Service Company Utility Service Agreement prescribes 24 functions with their
associated allocation methodologies, as follows:'"
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Exhibit IV-5

DEBS Allocation Factors by Function
as of December 31, 2015

69

Information Systems ♦ Millions of Instructions per Second Ratio
♦ Number of Personal Computer Workstations Ratio
♦ Number of Information Systems Servers Ratio

•4- Number of Emplovees Ratio

Meters ♦ Number of Customers Ratio

T ransportation ♦ Number of Employees Ratio
♦ Three Factor Formula (Gross Margin, Labor Dollars, PP&E)

System Maintenance ♦ Circuit Miles of Electnc Transmission Lines Ratio

♦ Circuit Miles of Electric Distribution Lines Ratio

♦ Labor Dollars Ratio (Gas Distribution) (Kentucky)
Marketing and Customer Relations ♦ Number of Customers Ratio

T&D Engineering & Construction ♦ Electric Transmission Plant Construction - Expenditures Ratio
♦ Electric Distribution Plant Construction - Expenditures Ratio

Power Engineering & Construction ♦ Electnc Production Plant Construction - Expenditures Ratio
Human Resources ♦ Number of Employees Ratio
Supply Chain ♦ Procurement Spending Ratio

♦ Inventor\- Ratio
FaciUties ♦ Square Footage Ratio
Accounting ♦ Tliree Factor Formula (Gross Margin, Labor Dollars, PP&E)

♦ Generating Unit MW CapabUitv Ratio (certain merger related costs associated with
nuclear organizations in Progress Florida, Progress Carolinas, and Duke Energv'
Carohnas)

Power and Gas Planning and
Operations

♦ Electric Peak Load Ratio

♦ Construction - Expenditures Ratio (Gas Distribution Planning and Operations-K\')
♦ Sales Ratio

♦ Weighted Average of Circuit Miles of Electric Distribution Lines Ratio and the
Electric Peak Load Ratio

♦ Weighted Average of Circuit Miles of Electric Transmission Line Ratio and the
Electnc Peak Load Ratio

♦ Generatmg Unit MW Capabihtv/MDC Ratio
Pubbc Affairs ♦ Three Factor Formula (Gross Margin, Labor Dollars, PP&E)

♦ Weighted Average of Number of Customers Ratioand Number of Employees
Ratio

Legal ♦ Three Factor Formula (Gross Margin,Labor Dollars, PP&E)
Rate Design and Analysis ♦ Sales Ratio

Finance ♦ Three Factor Formula (Gross Margin,Labor Dollars, PP&E)
Rights of Way ♦ Circuit ^hles of Electric Transmission Lines Ratio

♦ Circuit Miles of Electric Distribution Lines Ratio (added 2014)
♦ Electric Peak Load Ratio (added 2014, but not used in 2014 or 2015)

Internal Auditing ♦ Three Factor Formula (Gross Margin,Labor Dollars, PP&E)
Environmental, Health and Safety ♦ Three Factor Formula (Gross Margm, Labor Dollars, PP&E)

♦ Sales Ratio

Fuels ♦ Sales Ratio

Investor Relations ♦ Three Factor Formula (Gross Margin, Labor Dollars, PP&E)
Planning ♦ Three Factor Formula (Gross Margin, Labor Dollars, PP&E)
Executive ♦ Three Factor Formula (Gross Margin, Labor Dollars, PP&E)
Nuclear Development ♦ Directly assigned/charged to participating jurisdictions

Source: Information Responses 2 and 8 and Interview 1
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Billing Mechanisms

During Year

Most affiliate billing mechanisms are automatically performed at month-end (based on direct charges
and allocations) with offsetting entries to the charging entity (A/R) and receiving entity (A/P). This
information is rolled up and summarized, then sent to Treasur)', who in mrn moves monies between the
associated bank accounts. For regulated entities, setdement is required monthly, although some
transactions happen more frequendy, such as payroll or supply chain, which tt-picallv happen weekly.
For non-regulated entities, such as commercial renewables or international organizations, it is not done
until a capital infusion is required.'"^

True-up Procedures

Labor and Overhead Items

The Duke Energy Fmancial Management Information System (FMIS) automatically applies labor
loaders for fringe benefits, payroll taxes, unproductive time, incentives, and Sendee Company overhead
(O/H) aOocations. Accounting personnel enter into FMIS the percentage for each laborloader item
eachmonth. These rates t)'pically remain constant for most of the year. Accounting personnel record
acmal costs for the four labor-related costs in separate accounts that they monitor to make sure that the
rates it has been applying are staying in hne with actual costs. They to pically adjust loader rates in the
fourth quarter to clear any residuals compared to acmal costs. Any journal entries recorded after
monthly allocations run are either manually allocated in the current monthor recorded in the following
month.'"' Only DEC and DEP do not incorporate these items into transactions between each other.'"''

Late Journal Entries

Any journal entries recorded after the monthly allocations mn are either manually allocated in the
current month or recorded in the following month. As Duke Energy employees can only enter JEs until
the second business day following month-end, large items after the second business day are manually
allocated, while small items may be delayed to the next month. At year-end, however, any missing items,
regardless of size, must be manually allocated.'"'

B. Findings & Conclusions

Finding IV-1 The DEK cost allocation manual includes KPSC requirements, but
continues to miss key elements of comprehensive CAM documentation
used by other utility organizations.

Kentucky Revised Statutes (KRS) 278.2205 provides that any Kentucky utilit)- engaged in non-regulated
activities, which produce aggregate revenue exceeding the lesser of two percent (2%) of the utilitA '̂s total
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revenue or one million dollars ($1,000,000) annually, shall develop and file a cost allocation manual
(CAM) with the KPSC. The DEK CAM is based solely on KPSC requirements; it does not include
various elements, which would make it more useful, such as those discussed in the recommendation

associated with this finding.'""

DEK's 2015 CAM was developed during the first quarter of 2015 and the affidavit for the 2015 CAM is
dated March 29, 2016. Consistent with KRS 278.2205, DEK revises its CAM periodically for material
changes. DEK also conducts an annual comprehensive review during the first quarter of each year to
determine if there are any changes (both material and non-material) that need to be reflected. DEK
conducts this CAM review along with its preparation of various annual financial and statistical reports
that are filed with the KPSC on or about March 31"'ofeach year. These additional annual reports
include, but are not limited to, vegetation and reliabilitv, resource planning updates, non-regulated
revenues, and other reports required pursuant to various KPSC Administrative proceedings.'"' The 2015
changes primarily account for changes in names to parties and the clarification of definitions and terms,
which were inadvertentiy omitted from the prior version, plus updates recommended by
Schumaker& Company in our prior audit report."" The 2015 changes also reflect updates to the various
reporting requirements of non-regulated activities and changes in the percentage for cost allocation
details, not new steps."'

DEK's CAM includes the following segments:"'

♦ Description of Duke Energy and DEK

Policies and procedures/guidelines for transactions between DEK and its affihates, including
four primary categories of cost allocations involvingDEK, such as:

- Guidelines for charging DEK for costs originating with servicecompany

- Cost allocations from DEBS, a wholly-owned subsidiary- service company of Duke Energy

- Cost allocations between DEK and DEO for common costs shared by DEO and DEK

- Cost allocations for goods and serxtices provided betweenand among Duke Energy
Kenmcky and its sister regulated utilities.

- Additionally, DEK, as a combination gas and electric utility, also receives administrative and
general (A&G) cost allocations between its gas and electric operations for both capital and
expense accounts.

Cost distribution processes for affihate transactions

- Guidelines and procedures for chargingaffiliates for costs originatingwith DEK

- Guidelines and procedures for charging DEK for costs originatingwith utility affiliates,
excluding the servtice company

- Guidelines and procedures for charging DEK for costs originatingwith non-regulated
affiliates

♦
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- T)^ical transactions between DEK and affiliates covered under separate agreements

- Audit principles and guidelines

♦ CAM requirements, including:

- KRS 278.2205 (2) (a): A listing of regulated and non-regulated divisions within the utihty
(not applicable, as DEK does not have any non-regulated divisions).

- KRS 278.2205 (2) (b): A listing of all regulated and non-regulated affiliates of the utilit}' to
which the utility provides services or products and where the affihates provide non-
regulated activities, as defmed in KRS 278.010 (21) (CAM Appendix O, with further
description in agreements)

- KRS 278.2205 (2) (c): A hsting of ser\tices and products provided by the utilit}', and
identification of each as regulated or non-regulated, and the cost allocation methodology
generally applicable to each category'

- ICRS 278.2205 (2) (d): A Hsting of incidental, non-regulated activities that are subject to the
provisions of KRS 278.2203 (4)

- KRS 278.2205 (2) (e): A description of the nature of transactions between the utiHtv' and its
affihates

- KRS 278.2205 (2) (f): For each Uniform System of Accounts (USofA) account and
subaccount, a report that identifies whether the account contains costs attributable to
regulated operations and non-regulated operations, includingan identification of whether
the costs are joint costs that cannot be directly identified; if allocated a description of the
methodology used, which are subject to the provisions of KRS 278.2203

♦ Appendices

- Kentucky revised statutes

- AffiHate agreements, including:

• Sendee Company Utihty Sendee Agreement

• Amended and Restated Operating Company I Non-utiht}' Companies Service
Agreement

• AsymmetricaUy Priced Duke Energy Kentucky, Inc. I Nonutdhty Companies Sendee
Agreement

• Operating Companies Sendee Agreement

• Amended and Restated Miami Fort 6 Operation Agreement

• Gas and Propane Services Agreement with Respect to Woodsdale Generating Station

• Utiht}' Money Pool Agreement

• Second Amended and Restated Purchase and Sale Agreement (updated October 27,
2010)
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• Agreement for FilingConsolidated Income Tax Returns and for Allocation of
Consolidated Income Tax Liabilities and Benefits

• Inter Company Asset Transfer Agreement

• Utility-Non-Utility Asset Transfer Agreement

- Report of 2015 inventor}'transfers

- Shared service cost distribution detail

- Listing of DEK affiliates

- Incidental non-regulated activities and associated revenue (2015)

- FERC uniform system of accounts

- FERC affiliate transactions report

Although DEK's CAM has significantly improved, several key elements of a comprehensive CAM are
still missing from DEK's CAM, including (but not limited to) elements such as:'"

♦ Detailed description of cost accumulation, assignment, and allocation (direct and allocated
charges) methodologies

♦ Detailed description of allocation methodologies and hsting of factors

♦ Detailed pohcies,guidelines, and procedures, even though a summary level of pohcies and
procedures/guidelines has been added since the prior audit

♦ Detailed description of processes and systems used for affihate charges, etc.

Previously Duke Energy management indicated that it was evaluating transferring the maintenance of
the CAM to the Rates Department for revision consistent with how the North Carolina CAM is
maintained; however, it is stiU being performed by the Legal Department.'"

Finding IV-2 DEK does not have service level agreement documentation included in its
agreements with affiliates.

Schumaker & Company looked for a sen-ice level agreement or similar documentation that would
specify standards of performance by affihates providing services to DEK. DEK confirms that there is
no service level agreements between DEK and its affiliates.'"

A service level agreement is important and, in recent years, it is a commonly used document that defines
a certain "level" of sendee that is to be provided by one organization to another. This agreement is
expressed as a set of defined tasks and processes, each party's roles and responsibilities, and associated
metrics of performance. Many companies, in utilit}' industries, operating in a shared-semces
environment now have sendee level agreements in place that specify the resources dedicated to a
specific unit. They also typically have clear metrics that defme the quahty and efficiency of the services
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Energy management indicated that it is currently the company's practice not to loan assets.'" Therefore,
in 2015, no asset loans involving DEK were made.""

As each asset loan is considered unique; therefore, a company-wide policy does not exist and Duke
Energy does not beUeve it would be beneficial. Each asset loan requires significant discussions between
legal, asset accounting, and supply chain to determine the best strategy and ensure all affiliate
requirements are met. As Duke Energy has affiliate transfer training, this training program includes
information about asset loans. Given the rarity of an asset loan. Duke Energy beheves this information
is sufficient to ensure all affiliate guidehnes are followed when there is an asset loan. Supply Chain is not
aware of any loans in 2015 for any jurisdiction.""

C. Recommendations

Recommendation IV-1 Continue to develop an improved formal comprehensive cost
allocation manual that brings together all required elements of
such documentation. (Refer to Finding IV-1)

As described in Finding 11-^-1, many improvements have been incorporated into DEK's CAM
documentation; however, DEK is stiU in need of improved formal documentation, such as that used by
DEC, which in one package with any associated appendices comprehensively describes its affiliate
relationships/organization structure; affihate standards to which it is subject; affihate agreements;
description of cost accumulation, assignment, and allocation (direct and allocated charges); allocation
methodologies and factors; poHcies, guidelines, and procedures; description of processes and systems
used for affiliate charges; etc.

Among the requirements of further CAM documentation are to include:

♦ Detailed description of cost accumulation, assignment, and allocation (direct and allocated
charges) activities

♦ Detailed description of allocation methodologies and factors, including how calculated and
results of year's calculations

♦ Detailed description of poHcies, guidelines, and procedures, even though a summar\' level of
poUcies and procedures/guidelines has been added since the prior audit

♦ Detailed description of processes and systems used for affihate charges; etc.

Duke Energ)' should continue to include KPSC requirements, but also incorporate recommended changes.
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Recommendation IV-2 Develop service level agreements for key functions providing
affiliate services to DEK. (Refer to Finding IV-2.)

For example, DEBSis a sharedservdce provider to Duke Energy affiliates. In addition to its sendee
agreements, Duke Energy should have specific sendee level agreements (SLAs) as its standard in shared
sendees environments. The SLA should specify the sendees provided and the standards associated with the
sendee. These standards should specify volume, time, and condition (quality) of sendee. Performance
metrics and associated results should be reported regularly and the agreement should be modified
periodically. Specifically, a good SLA includes topics such as the following:

♦ Introduction, including scope and objectives; definition of business partners, including the
function providing services to DEK and DEK business units sensed by the function; associated
roles and responsibihties of both types of business partner, plus governance committee roles
and responsibihties, and corporate/executive roles and responsibihties; plus the agreement's
underlying assumptions.

♦ A detailed hsting of target metrics, including metric, metric calculation, goal, target, owner,
responsible department, and explanation (if necessan*), with the reporting structure and
frequency identified.

♦ Required management activities, such as:

- Identification of material variance and corrective actions

- Performance accountabiht\' for function employees providing services to DEK
- Process to be followed for period reviews of the SLAs
- Methodology for revision of ser\tice levels relative to changing serviceneeds and priorities
- Results of annual business performance sur\^eys

♦ Business parmer signatures

Byimplementing such an SLA, the organization providing services to DEK is formally required to be
accountable to business units for its activities on their behalf.

Recommendation IV-3 Develop a formal policy and associated documentation regarding
process for handling asset loans, so that they exist going forward in
situations where asset loans are actually done. (Refer to
Finding IV-5.)

Even though asset loans are extraordinarily rare, they have been incorporated in summar}^ form into
training materials and they are handled on a case-by-case basis similar to asset transfers. Duke Energy
should also develop a formal pohcy and associated written documentation describing the process for how
and why it handles asset loans among affihates, as it has performed such activities in the past, although it
indicated that it is currently not done. Nevertheless, Duke Energy should ensure that it develops a formal
pohcy and create such procedural documentation, so that they exist going forward in situations where asset
loans are actually done.
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V. Financial Arrangement/Obligation Compliance

This chapter reviews the financial arrangement/obligation compUance between Duke Energy Kentucky
(DEK) and its affihates, including its parent organizations.

A. Background & Perspective

The specific governing regulatory section that is addressed in this chapter is KRS # 278.2207 -
Transactions between utiht)' and affiliates —Pricing requirements —Request for deviation, as follows:

1. The terms for transactions between a utdhty and its affiliates shall be in accordance with the
following

a. Services and products provided to an affiliate by the utility pursuant to a tariff be at the
tariffed rate, with nontariffed items priced at the utility's fully distributed cost but in no
event less than market, or in comphance with the utalit)''s existing (United States Department
of Agriculture) USDA, Securities & ExchangeCommission (SEC), or Federal Energy
Regulator}' Commission (FERC) approved cost allocation methodology.

b. Additionally, services and products provided to the utility by an affiliate are to be priced at
the affiliate's fully distributed cost but in no event greater than market or in compliance with
the utility's existing USDA, SEC, or FERC approved cost allocation methodology.

2. A utility may file an application with the commission requesting a deviation from the
requirements of this section for a particular transaction or class of transactions, but the utility
has the burden of demonstrating that the requested pricing is reasonable. The commission may
grant the deviation if it determines the deviation is in the pubhc interest.

3. Nothing in this section should be construed to interfere with the commission's requirement to
ensure fair, just, and reasonable rates for utihtv services.

The fmancial sendees and products provided to DEK by affiliates and provided by DEK to its affiliates
consist of long-term and short-term debt and investments.

Long-tefm Debt

Long-term Debt Composition

DEK's long-term debt at the end of calendar year2015 consisted of capital leases, first mortgage bonds,
pollution control bonds, and unsecured debt totahng $319 million. The long-term debt balance for the
entire Duke family of affiliated companies was almost $40 billion. Details of the long-term debt for
DEK and its affihates at the end of 2015 are shown in Exhibit K-/.""
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Exhibit V-1

Duke Energy Long-Term Debt
as of December 31, 2015

Balance

Entity ($000)

Duke Energ}-Kentucky 319,027,487

Duke Energ}' Business Services 139,100,582

Duke Energ}' Carolina 8,437,433,330

Duke Energy Indiana 3,767,344,337

Duke Energy Ohio 1,278,506,197

Duke Energy Corporation 6,413,320,653

Duke Energ}' International 701,300,923

Commercial Portfolio 1,093,611,244

Duke Energy Progress 6,518,115,446

Duke Energ}-Flonda 4,266,296,112

Progress Energ}-,Inc. 3,679,189,590

Cinergy Receivables 324,616,791

Purchase Accounting .Adjustments 2,701,510,597

Total 39,569,373,289

Source: Duke Rnerg)' Web Site, Fixed Income Investors, Long Term Debt Details

Final Rsport

Duke Energy Corporation (Duke Energy) and its subsidiaries issued 11 long-term debt instruments in
2014and 2015. Schumaker & Companyauditors reviewed the documentation from aU the long-term
debt instruments issued during these two years. Although DEK did not issue anylong-term debt in
those two years, this review was made to determine if the debt documentation contained clauses or
covenants that could possibly expose DEK to financial damage or risk. The long-term debt instruments
reviewed are shown in Exhibit V-2E
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Exhibit V-2

Sampled Long-term Debt Instruments
as of December 31, 2015

79

No.

.\mount Settlement Maturitv

Entity Descnption (IMillions) Rate T^-pe Date Date

2015 Issuances

1 Duke Energv Corporation Unsecured Notes 400 3.75% Fixed 11/19/15 4/15/24
2 Duke Energt" Corporation Unsecured Notes 600 4.80% Fixed 11/19/15 12/15/45
3 Duke Energt" Progress First Mortgage Bonds 500 3.25% Fixed 8/13/15 8/15/25
4 Duke Energt" Progress First Mortgage Bonds 700 4.20% Fixed 8/13/15 8/15/45
5 Duke Energy Carobnas First Mortgage Bonds 500 3.75% Fixed 3/12/15 6/1/45

Total 2015 Issuances 2,700

2014 Issuances

6 Duke Energt' Progress First Mortgage Bonds 500 4.15% Fixed 11/20/14 12/1/44
7 Duke Energt" Progress First Mortgage Bonds 200 (1) Floating 11/20/14 11/20/17

8 Duke Energt" Corporation Senior Notes 400 (2) Floating 4/4/14 4/3/17

9 Duke Energt' Corporation First Mortgage 600 3.755 Fixed 4/4/14 4/15/24
10 Duke Energv Progress First Mortgage Bonds 400 4.375% Fixed 3/6/14 3/30/44
11 Duke Energt' Progress First Mortgage Bonds 250 (1) Floating 3/6/14 3/6/17

Total 2014 Issuances 2350

TOTAL ISSUANCES 5,050

Notes:

(1) 3 month LIBOR plus 20 Basis Points
(2) 3 month LIBOR plus 38 Basis Points

Source: Duke Lnergy Web Site, fixed Income Investors, Recent Issuances & Prospectuses

Credit Ratings

DEK's credit ratings for its senior unsecured debt at the end of 2015 was listed as "A-" by Standard &
Poor's (S&P), "Baal" by Moody's InvestorService (Moody's), and "A-" by Fitch Ratings, Inc. (Fitch).
The Outlook for DEK was "Negative" from S&P and"Stable" from Moody's and Fitch. These ratings
and oudook designations were comparable to those of DEK's affiliates. In 2015 S&P raised the ratings
on Duke Energy and its subsidiaries, including DEK, from BBB+ to A-. Also in 2015, S&P lowered its
Outlook for Duke Energy and its subsidiaries, including DEK, from "Positive" to "Negative". The
S&P ratings increase was based on Duke's exit from the U.S. merchant generation and retail marketing
business, thus reducing its business risk and management's distracdon and allowing increased focus on
its regulated utility business. The Outlook revision to "Negative" reflected the potential for lower
ratings if the company's financial profile weakens because of its proposed acquisition of Piedmont
NaturalGas. DEK's credit rating and Outlook was basedon the consoHdated creditprofile of Duke
Energ): and reflected the consoHdated credit profiles of all the Duke Energ)' domestic operating
subsidiaries. Moody's and Fitch mention strong creditmetrics, cash flow, and financial coverage,
supportive and constructive Kentucky regulation, and corporate support as strengths and positive
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factors in supporting DEK's rating. Both these credit rating agencies listed DEK's expectedincrease in
the level of capital expenditures and its relatively small size as challenges or limitations to credit ratings."'

Ratings for all the Duke Energ)^ operating companies at December31,2015 are shownin Exhibit E-3."^

Exhibit V-3

Duke Energy Credit Ratings
as of December 31, 2015

Entity

December 31, 2015

S&P Moody's Pitch

Duke Energy Kentucky
Outlook Negative Stable Stable

Senior Unsecured A- Baal A-

Duke Energy Corporation
Outlook Negative Negative Watch-N

Corporate Credit Rating A- Baal BBB+

Senior Unsecured BBB+ Baal BBB+

Junior Subordinate Debt BBB Baa2 BBB-

Commercial Paper A-2 P-2 F-2

Duke Energy Carolinas
Outlook Negative Stable Stable

Senior Secured A Aa2 .U\-

Senior Unsecured A- A1 A+

Duke Energy Florida
Outlook Negative Stable S table

Senior Secured A A1 A

Senior Unsecured A- A3 A-

Duke Energy Indiana

Outlook Negative Stable Positive

Senior Secured A Aa3 A

Senior Unsecured A- A2 A-

Duke Energy Ohio
Outlook Negative Stable Stable

Senior Secured A A2 A

Senior Unsecured A- Baal A-

Progress Energy-
Outlook Negative Stable Stable

Senior Unsecured BBB+ Baa2 BBB

Duke Energy Progress
Outlook Negative Stable Stable

Semor Secured A Aa3 A+

Source: Information Response 24
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Shoft-Term Debt

DEK's short-term debt requirements are managed by Duke Energy's Treasury Department in a
consolidated manner for all of Duke Energy's utility industry companies. Short-term cash requirements
for the Duke Energy companies are fulfilled through use of a consohdated money pool arrangement.'"

Money Pool

Duke's Utility Money Pool Agreement (Agreement), dated July 2, 2012, authorizes DEK and its utility
and nonutility affiliates to participate in a short-term borrowing and lending arrangement to help
manage their cash and working capital requirements. Under this Agreement, short-term funds
borrowed may be from either internal or external sources. Internal funds come from Agreement
participants with surplus short-term funds. External funds come from the sale of commercial paper.'^'

Each Agreement participant can contribute funds to the Money Pool. Each participant's chief fmancial
officer. Treasurer, or their designee determines the amount of excess cash that is available to be
contributed to the Money Pool daily. Any participant may withdraw their funds from the Money Pool
at any time with notice given to Duke Energy Business Services (DEBS) as administrative agent of the
Money Pool.'̂ '

AU Agreement participants, except Duke Energy, Progress Energy, and Cinergy, are authorized to
borrow cash on a short-term basis from the Money Pool, subject to the availability of funds. The
decision to borrow from the Money Pool is made by the borrower's chief fmancial officer, treasurer, or
their designee. If a Money Pool participant is authorized to borrow from other sources (banks or by the
sale of its own commercial paper) it cannot be required to borrow from the Money Pool if it is
determined that money can be borrowed at a lower cost from other sources.'^'
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The participants in the Duke Energy Money Pool Agreement are shown in Exhibit V-4. '̂

Exhibit V-4

Duke Energy Money Pool Participants
as of December 31, 2015

Final 'Report

No. Participant
State of

Registration Relationship

Money Pool
Rights

Lend Borrow

1 Duke Energe Delaware Parent X

Holding Companies
2 Cinergv Delaware Sub of Duke Energy- X

3 Progress Energy North Carolina Sub of Duke Energy X

Public Utility Companies
4 Duke Energt' Kentucky Kenmcky Sub of Duke Energy Ohio X X

5 Duke Energv Ohio Ohio Sub of Cinergy X X

6 Duke Energy Indiana Indiana Sub of Cinergy X X

7 Duke Energy Carolinas North Carolina Sub of Duke Energy- X X

8 Abami Power Indiana Sub of Duke Energy- Ohio X X

9 Progress Energ}' Carolinas North Carolina Sub of Progress Energv X X

10 Progress Energ)- Florida Flonda Sub of Progress Energv- X X

Service Companies
11 Duke Energv Business Services Delaware Sub of Duke Energy- X X

12 Progress Energ}- Service
Company Florida Sub of Progress Energy-

X X

NonutiUty Company
13 KG Transmission Company Kentucky Sub of Duke Energv Ohio X X

Source: Information Response 23

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

♦ Internal funds - surplus funds from other participants in the Money Pool Agreement. Borrowers
borrow their funds from each Money Pool lending party in proportion to the amount loaned to
the Money Pool by each lender in relation to the total amount loanedat anyone time. If only
internal funds are borrowed, the interest rate apphed to the loan is the CD yield equivalent of
the 30-day FederalResen^e "AA" Industrial Commercial Paper Composite Rate.

♦ Externalfunds - proceeds from borrowings by participants, including the sale of commercial
paper by Duke Energy, Progress Energy, Cinergy, Duke Fmergy Carolinas (I3EC), Duke Energy
Indiana (DEI), Duke Energy Ohio (DEO), DEK, Progress Energy Carolinas, and Progress
Energy Florida. If the source of funds is external, the interest rate applied to the loan is the
lending part)''s cost of acquiring the funds. If the borrowed funds come from several external
sources this can be a composite rate (weighted average of cost incurred by allparties involved).

If the borrowed funds come from a combination of internal and external sources, the interest rate
charged wouldbe a composite or blended rate. In allcases, the rate charged is to be the Money Pool's
cost of the money borrowed, and there is no fee added to the rate charged.""
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During four months in 2015, DEK lent over $1.1 billion in short term funds to five of its affihates
through the Money Pool. The period of each loan was one day except for weekends, which were three
or four days. The annual interest rate charged byDEK ranged from 0.13% to 0.26%, with a weighted
average annual interest rate of 0.18%. DEK received $8,133 in interest in 2015.'"

A summary of funds lent by DEK through the Money Pool are shown in Exhibit VS.'"'

Exhibit V-5

Money Pool Funds Lent by DEK
as of December 31, 2015

Borrower Period

Principal

Amount

Lent ($)

Average
Daily

Amount

Lent ($)
Weighted

Par Value ($)

Interest

Received

($)

Weighted
Average
Annual

Interest

Rate

Duke Energ\-
Business Services

4/06/2015

7/31/2015

934,167,000 12,421,342 1,341,505,000 6,692 0.1796%

Duke Energ)'
Progress

4/06/2015

7/31/2015

86,149,000 1,123,665 121,358,000 607 0.1800%

Duke Energ)-
Florida

4/06/2015

7/31/2015

86,101,000 1,201,320 120,132,000 614 0.1840%

Duke Energ)'
Indiana

4/10/2015

6/23/2015

28,425,000 556,890 40,653,000 205 0.1814%

Duke Energv'
Ohio

4/10/2015

6/23/2015

1,998,000 282,400 2,824,000 15 0.1913%

T otals/Weighted
Average

1,136,840,000 1,626,472,000 8,133 0.1800%

Source: Information Response 23, .\ttachment 1

Throughout 2015 DEK borrowed over $10 billion in short-term funds from seven of its affiliates
through the Money Pool. More than 75% of short-term funds borrowed by DEK were provided by its
parent. Duke Energy. The period of each loan was one day except for weekends, which were three days
and in a few instances four days. The annual interest rate charged to DEK ranged from 0.12% to
0.7545%, with a weighted average annual interest rate of 0.4631%. The rate charged by Duke Energy
Corporation was more than double the rate charged to DEK by its other affihates, reflecting the source
of the funds - the cost of commercial paper for the funds from Duke Energy vs the CD yield equivalent
of the 30-day Federal Reserve "AA" Industrial Commercial Paper Composite Rate for the funds from
the other affihates. DEK paid a total of $189,031 in interest in 2015.'"
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A summary of Money Pool funds borrowed by DEK in 2015 is shown in Exhibit

Exhibit V-6

Money Pool Funds Borrowed by DEK
as of December 31, 2015

Final F^port

Lender Period

Principal
Amount

Borrowed

Average
Amount

Lent ($)
Weighted Par

Value ($)

Interest

Paid

($)

Weighted
Average.
Annual

Interest

Rate

Duke Energj'
Corporation

12/31/2014

1/04/2016

7,674,694,000 20,402,498 11,098,959,000 167,412 0.5430%

Duke Energy
CaroUnas

12/31/2014

1/04/2016

1,072,943,000 6,129,406 1,556,869,000 9,407 0.2175%

Duke Energy
Progress

12/31/2014

12/31/2015

555,075,000

4,187,605 816,583,000 4,858 0.2142%

Progress Energt'
Service Compant-

12/31/2014

12/31/2015

525,400,000 3,030,578 775,828,000 4,827 0.2240%

Duke Energy
Indiana

3/12/2015

1/04/2016

174,817,000 1,377,253 256,169,000 1,649 0.2318%

Duke Energt'
Ohio

12/31/2014

8/19/2015

127,093,000 1,619,435 186,235,000 860 0.1663%

Duke Energy
Flonda

3/11/2015

8/26/2015

2,923,000 387,222 3,485,000 18 0.1877%

T otals/Weighted
Average

10,132,945,000 14,694,128,000 189,031 0.4631%

Source: Information Response 23, Attachment 1

Credit Facility

Duke Energ)'has a $7.5 biUion master CreditAgreement (Amendment No. 2, datedJanuary 30, 2015)
that includes DEK, and its affiliates: DEC, DEO, DEI, Duke Energy Progress (DEP), and DEF as
borrowers and 32 international banks as lenders. The participating banks involvedare shown in
Exhibit F-7.'"
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Exhibit V-7

Duke Energy Credit Agreement Participants
as of December 31, 2015

85

Bank

Participation

Position in Agreement
Commitments

($)
Wells Fargo Bank, National Association Administratiye Agent and Swinghne Lender 340,000,000
Bank of America, N.A. Issuing Lender 340,000,000
Roval Bank of Scotland PLC Issuing Lender 340,000,000
Bank of China, New York Branch Issuing Lender 340,000,000
Barclays Bank PLC Issuing Lender 340,000,000
Citibank, N.A. Issuing Lender 340,000,000

Credit Suisse AG, Cayman Islands Branch Issuing Lender 340,000,000
)PMorgan Chase Bank, N.A. Issuing Lender 340,000,000
The Bank of Tokyo-Mitsubishi UFJ, Ltd. Issuing Lender 340,000,000
UBS AG, Stamford Branch Issuing Lender 340,000,000
BNP Paribas Lender 264,000,000

Goldman Sachs Bank USA Lender 264,000,000

Ahzuho Bank, Ltd. Lender 264,000,000
Morgan Stanley Bank, N.A. Lender 264,000,000

Royal Bank of Canada Lender 264,000,000

Sun Tmst Bank Lender 264,000,000

The Bank of Nova Scotia Lender 264,000,000

U. S. Bank National Association Lender 264,000,000

Banco Bilbao i'izcaya Argentaria, SA, NY Branch Lender 142,000,000

Industrial and Commercial Bank of China, Limited Lender 142,000,000

KevBank National Association Lender 142,000,000

The Bank of New York Mellon Lender 142,000,000

The Northern Trust Company Lender 142,000,000

Fifth Third Bank Lender 142,000,000

Credit .Agncole Corporate and Investment Bank Lender 142,000,000

PNC Bank, National Association Lender 142,000,000

Santander Bank, N.A. Lender 142,000,000

TD Bank, N.A. Lender 142,000,000

Canadian Imperial Bank of Commerce, NY Branch Lender 142,000,000

DNB Bank ASA, Grand Cayman Branch Lender 142,000,000

HSBC Bank USA, National Association Lender 142,000,000

Sumitomo Mitsm Banking Corporation Lender 142,000,000

TOTAL COMMITMENTS 7,500,000,000

Source: Duke linerg}' Website, I'ixed-Income Investors, (iredit I'acilitv' & Liquidity, Master Oedit Facility Agreement

DEK's maximum sublimit in this agreement is $175 million. This is less than the limits assigned to
DEO ($725 milhon), DEI ($1 bilhon), DEI ($1.2 bilhon), DEP ($1.4 biUion), DEC ($1.8 billion), and
Duke Energy ($4.7 billion). The interest rate that applies to each loan from the Credit Facibt)' is
dependent on the t)pe of loan and the credit rating of the borrower. Credit ratings are based on the
borrower's non-credit-enhanced, senior unsecured long-term debt and must be issued by S&P, Moody's,
or Fitch. Credit ratings used are based on the following rules: ""
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♦

♦

♦

♦

Final Report

If ratings issued by two of the ratingagencies are the same and one differs, the pricinglevel is
determined based on the two ratings that are the same

If none of the ratings are the same, the pricing level is determined basedon the middle rating

If only two ratings exist and they differ by one level, then the pricing level for the higher of
such ratings appHes

If only two ratings existand they differ by more than one level, then the pricinglevel that is one
level lower than the pricing level of the higher rating applies

If only one rating exists, the pricing level is determined based on that rating

If no such rating exists then a corporate credit rating from S&P and the issuer ratings from
Moody's and Fitch should be used

The interest and facihty fee rates that apply to borrowings based on the borrower's credit rating are
shown in Exhibit V-8E

Exhibit V-8

Duke Energy Credit Agreement Pricing Schedule
as of December 31, 2015

(Basis Points per Annum)

Bomiwur's

S&P

or

I'itch Moody's

S&P

or

Pitch Moody's

S&P

or

Pitch Moody's

S&P or

Pitch Moody's

S&P

or

i'itch Moody's

.S&P

or

Pitch Moody's
>

A+

> At > A > A2 > A- > A .5 >

BBB+

> Baal >

BBB

> Baa2 <

BBB

< Baa2

I'acility I*cc
Rate 7.5 10.0 12.5 17.5 22.5 27.5

Aprkcablf
Mirpn
Lmro-

DoUar and

Swinglinc
Loans 80,0 90.0 100.0 107.5 127.5 147.5

Base Rate

I.oans 0.0 0.0 0.0 7.5 27.5 47.5

Source: Duke l^nerg%- Website, I'"ixed-Income Investors, Oedit b'acilit)' & liquidity. Master Oedit facility Agreement

Capital Structure

Dividend Payouts

Duke Energy ditndend policy, subject to approval of the Board of Directors, is a long-term payout to
shareholders of approximately 65% to 70% of adjusted diluted earnings per share. DEK and the other
utility subsidiaries are also expected to follow this policy over time, but have flexibility to var)' their
annual dividends to their parent based on their capital structure and capital spending requirements.''"
Dividend policy is governed by desire to keep the DEK capital structure approximately 50% debt and
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50% equity. Targets are consistent with the equity percentages allowed by state regulators.'" A schedule
displaying DEK's dividend payouts to Duke Energy over the past nine years is shown in Exhibit K-i?.""

Exhibit V-9

DEK's Dividend Payout History
2007 to 2015

Financial

Data

Years

2007 2008 2009 2010 2011 2012 2013 2014 2015

Dividend/(Infusion)
($ millions) (3.1) 30.0 0 0 135.0 10.0 40.0 0 55.0

Net Income

(1 millions) 33.5 37.5 28.1 43.3 24.3 28.2 45.1 35.3 46.2

Payout Ratio N/A 80% 0% 0% 555% 36% 89% 35.3% 119%

Source: Information Responses 12 and 58

Capitalization

DEK's capital structure over the past five years is shown in Exhibit V-10. '̂

Exhibit V-10

DEK's Capital Structure Histoty
2011 to 2015

Financial

Data

For Years Ended December 31

2011 2012 2013 2014 2015

$

Millions %

$

Millions %

$

Millions %

$

Millions %

$

Millions %

Debt 337.6 49 336.2 47 335.0 47 318.8 44 317.3 44

Equity 354.7 51 372.9 53 377.9 53 413.3 56 404.4 56

Total

Capitalization 692.3 100 709.1 100 712.9 100 732.1 100 721.7 100

Source: Information Response 59

B. Findings & Conclusions

Finding V-1 The long-term indebtedness DEK or that of its affiliates does not expose
DEK or its ratepayers to undue risk.

Duke Energy and its subsidiaries issued 11 long-term debt instruments in 2014 and 2015. DEK did not
issue any long-term debt in this time period. A review of the documentation of 100% of the long-term
debt instruments issued during these two years was conducted to determine if the debt documentation
contained clauses or covenants that could expose DEK to financial damage or risk. The value of the
debt instruments reviewed represented approximately 13% of the value of the long-term debt issues for
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all the Duke Energy entities, and the number of debt instruments reviewed was approximately 5% of the
total number of Duke Energy debt instruments outstanding at December 31, 2015.

Documentadon for each of these long-term debt obligations was reviewed to identify any clauses or
codicils that might affect DEK or could possibly require DEK to assume some fumre obhgation
because of an action or inaction by one of its affiliates. There was no indication DEK or its ratepayers
were at greater risk due to its long-term debt obUgations or those held by its affiliates. Additionally,
Duke Energy asserted that DEK did not have any financial instruments that included credit-rating
triggers or provisions leading to collateral calls.

Finding V-2 The financial agreements in which DEK is a participant do not obhgate or
increase the financial risk for DEK.

DEK is a participant in the Duke Energy Utilit\' Money Pool Agreement and the $7.5 biUion master
Credit Agreement. Neither of these agreements obhgate DEK to come to the financial aid of, or
otherwise support, the other Duke affihates. DEK was hsted as lender and borrower in the Duke
Energy Money Pool Agreement and as borrower in the Credit Agreement. There was no terminologyin
either document to indicate that DEK was responsible for credit or funds extended to the other
participants in the agreements.

Finding V-3 During 2014 and 2015 DEK has not issued any security for the purpose of
financing the acquisition, ownership, or operation of an affihate.

DEK long-term debt as of the end of 2015 consisted of capital leases, pollution control bonds,
unsecured debt, and commercial paper treated as long-term debt. In 2014 and 2015 DEK did not issue
any debt instruments.

Finding V-4 DEK has not assumed any obligation or liability as guarantor, endorser,
surety, or otherwise in respect of any security of an affiliate.

Reviews of funding agreements and sampled debt obhgation documentation did not reveal any instance
in which DEK was hsted as guarantor, endorser, suret)', or was otherwise obhgated to assume the debt
of one of its affihates. An attestation from Duke Energ}''s Director of Corporate Finance and Assistant
Treasurer, responsible for the estabhshment of treasury/capitahzation pohcies for the corporation and
research/execution of corporate financing transactions (including credit facihties for DEK and its
affihates), verified that DEK does not have any financial instruments that include credit-rating triggers
or provisions leading to collateral caUs.

Finding V-5 DEK has not pledged, mortgaged, or otherwise used as collateral any of
its assets for the benefit of an affihate.

A review of Duke's funding agreements (L^tiht)' Money Pool Agreement and Credit Agreement),
sampled debt obhgation documents, and DEK's fmancial statements did not reveal any instance of
DEK pledging, mortgaging, or otherwise using as collateral any of its assets for the benefit of an
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affiliate. An attestation from Duke Energy's Director of Corporate Finance and Assistant Treasurer,
responsible for the establishment of treasury/capitalization policies for the corporation and
research/execution of corporate financing transactions (including credit facihties for DEK and its
affiliates),verified that DEK does not have any financial instruments that include credit-rating triggers
or provisions leading to collateral calls.

Finding V-6 DEK has maintained a consistent credit rating since mid-2012.

DEK's credit ratings for its senior unsecured debt at the end of 2015 was hsted as A- by Standard &
Poor's (S&P), Baal by Moody's Investor Service (Moody's), and A- by Fitch Ratings, Inc. (Fitch). The
Oudook for DEK was "Negative" from S&P and "Stable" from Moody's and Fitch. These ratings and
oudook designations were comparable to those of DEK's affiliates. Moody's rating and oudook has
remained unchanged since 2009, and Fitch has maintained the same rating since it started rating DEK in
mid-2012. S&P's rating was increased from BBB+ (where it has been since 2012) to A- in 2015. S&P's
Oudook for DEK and aU the Duke Energy companies was listed as "Negadve" redecting the proposed
acquisidon of Piedmont Natural Gas by Duke Energy.

Finding V-7 DEK's Money Pool transactions in 2015 have caused it to incur
unnecessary expense.

During 2015DEK received $8,133 in interest for $1.1 biUion in short-term funds lent (usually for 1-day
periods) to five of its affihates, and paid $189,031 in interest for $10 billion borrowed (also usually for 1-
day periods) from seven of its affihates. DEK lent funds during four months of the year (April through
July), while it borrowed funds during every month in 2015.

During the April through July period, DEK lent a total of $1,136,840,000 to DEBS, Duke Energy
Progress, Duke Energy Florida, DEO, and DEI at interest rates that ranged from 0.13% to 0.26%, and
borrowed $1,925,000,000 from Duke Energy at interest rates that ranged from 0.4871% to 0.6466%.
During this four-month period DEK borrowed more money than it needed and lent out the excess
money to its affihates at less than its cost for the funds. Comparinginterest rates of funds borrowed
and lent on the same day reveals that DEK paid $12,209.56 in excess interest charges for funds
borrowed from its parent that were then lent out to its affihates.
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C. Recommendations

Recommendation V-1 Change the way DEK calculates interest expense for the use of
excess borrowed short-term funds. (Finding V-7)

Comparing interest rates of funds borrowed and lent on the same day reveals that DEK could have
saved $12,209.56 in interest charges by either not borrowing funds that were not needed from Duke
Energy or by charging the affihates to whom it lent the excess funds the sameinterest rates that it paid
for the funds. DEK lent out funds to its affihates at the "Internal Funds" rate (CD yield equivalent of
the 30-dayFederal Reser\'e "AA" industrial CommercialPaper Composite Rate) that it had borrowed at
the "External Funds" rate (the lending parity's cost for such External Funds). DEK should have lent
out the funds at the "External Funds" rate or its cost, or it should have limited its borrowing to the
amount of funds that it actually needed.
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VI. Internal Controls

A. Background & Perspective

In 2011, Duke Energy Ohio, Inc. (DEO), the parent company of Duke Energy Kentucky (DEK),
merged with Progress Energ}% Inc. (Progress). As part of its approval of the merger in Case No. 2011-
00124, DEK was ordered to adhere to 46 merger commitments the Kenmcky PubUc Service
Commission (KPSC) established in Case No. 2005-00228, of which four (4), specifically Commitments
10, 11, 12, and 13 specificaUy relate direcdy to this audit. They apply as foUows:

♦ DEK is in compliance with its Commitment 10, which requires proper accounting of costs
(accounting and reporting system used by Duke Energy Kenmcky wiU be adequate to pro\tide
assurance that directly assignable uttiit}' and non-utilit)' costs are accounted for properly and that
reports on the utilit)- and non-utihty operations are accurately presented).

♦ DEK is in compliance with its Commitment 11, which requires that it implement and maintain
appropriate cost allocation procedures that will accomplish the objective of preventing cross-
subsidization, and be prepared to fully disclose all allocated costs, the portion allocated to Duke
Energ)' Kenmcky, complete details of the allocations methods, and justification for the amount
and the method, plus giving the Commission 30 days' advance notice of any changes in cost
allocation methods set forth in agreements approved as part of the merger transactions.

♦ DEK is in compliancewith its Commitment 12, which requires that it commit to third-party
independent audits of the affiliate transactions under the affiliate agreements approved as part
of the merger transaction.

♦ DEK is in comphance with its Commitment 13, which requires that it protect against cross-
subsidization in transactions with affihates.

Also within the scope of this audit is DEK's compliance with KPSC regulations, including:

♦ 807 KAR 5:080SECTION 2 — Annual reports
♦ 807 K/\R 5:080 SECTION 3 — Filing of cost allocation manual and amendments
♦ 807 Kj\R 5:080 SECTION 4 — Notice of establishment of new non-regulated activity

With the approvalof the merger of Duke Energywith Progress Energy Corporation (Progress Energy),
the KPSC imposed three additional conditions on its approval of the merger, specifically:

♦ Duke Energy Kentucky must continue to offer a full range of cost-effective energy
conservation and efficiency programs.

♦ The Board of Directors of the combined company must include at least one non-employee
member who resides in the company's service territor}' in Kentucky', Indiana, or Ohio.

♦ No merger costs may be passed on to Duke Energy Kenmcky ratepayers.

Refer to Chapter 11 —Merger Order Rscjuirements for a discussion of Duke Energy's responses.
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SOx Controls

SOx controls were the ultimate result of an act passed by U.S. Congress in 2002 to protect investors
from the possibibly of fraudulent accounting activities by corporations. The Sarbanes-Oxley Act
mandated strict reforms to improve financial disclosures from corporations and prevent accounting
fraud. As a part of this Act, year-end financial reports were mandated to contain an assessment of the
effectiveness of the internal controls and the company's auditing firm would be required to attest to that
assessment. This has resulted in public companies registered with the SEC to hst specific controls and
test them regularly and determine that the controls are operating effectively and as intended. These
listed controls are referred to as SOx controls.

The Duke Energy organization has approximately 1,500SOx controls in 2015 (and is reduced again in
2016 to approximately 1,100 controls). Of these controls, approximately 10 are direcdy apphcable to
affiliate relationships and charges and the USF&G OH/KY group and three of these were tested in
2015. The controls tested were considered "effective," none were "ineffective" or "undetermined."

Also, the SOx controls regarding accounting for services and asset transfers, such as inventory stock
transfers, are generic and not specifically focused on affiliate charges, as affihate charges do not impact
Duke Energy's consohdated financial statements, since affihate charges are eliminated during
consohdation.""

SOx Testing

SOx testing occur at random and specific times during the year. When the Director of Accounting,
Internal Controls, notifies the SOx representatives, each SOx representative verifies that the SOx
control owners for which they are responsible are still vahd. Once vahdity is confirmed, the SOx
representative directs the control owners to begin the SOx testing. The testing results are documented
ultimately in the Open Pages system with a narrative and any supporting documentation needed to
confirm that the control is working as intended. When the documentation is complete in Open Pages,
the SOx representative reviews the information provided. The Internal Controls group, referred to as
the Finance Governance & Business Excellence organization shown in Exhibit Vl-1, also monitors this
activitt^ and documentation on an ongoing basis."'
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Exhibit VI-1

Finance Governance & Business Excellence Organization
2015

DEBS

Director

Finance Governance & Business Excellence

Charlotte, NC 6

DEBS DEBS DEBS DEBS

93

Lead Financial Analyst IT Manager

IT Compliance Assurance

Finance Business Excellence

2 Analysts

Accounting Analyst II

Charlotte, NC Charlotte, NC

Source: Information Response 37 and Interview 9

1 Charlotte, NC Charlotte, NC

Duke Energ}' has approximately ten SOx controls that apply to the affiliate relations and charges, and
the USFE&G Ohio/Kentucky group. The controls have been relabeled between 2013 and 2015. The
newly labeled controls are:""*

Affiliate Overhead Run Report
Affiliate Allocations Phire Form

Balance Sheet Review (previously called Subregistrant Balance Sheet Review)
Subregistrant Financial Results Summary (FRS)
Intercompany Balances Review
Intercompany Elimination Review
Intercompany Elimination Review
Composite Rates are Entered Correctly in FMIS
Serv'ice Company Allocations Posted Properly
Corporate Allocation Calculation Review

Subregistrant Financial Results Summary and Corporate Allocation Review were the two controls
selected for testing and determined to be operating effectively during 2013,"" while Subregistrant
Financial Results Summary (FRS), Balance Sheet Review, and Corporate Allocation Calculation Review
were the three controls selected for testing and determined to be operating effectively during 2015,"'' as
illustrated in Exhibit
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Entitv Name

I'l !R_li'.iiRhisn.l

fCR I rancliised

I (iR_l ranchised

Final Report

Exhibit VI-2

2015 Sox Controls Involving Affiliate Relationships and Charges and OH/KY Group
Page 1 of 4

Control

Name

1'(;r-aij,co2

hCR-Al.l.COd

fCR-ff.c; 08

DEO

Description
\tliliate

Ovcrliead Rim

(amrrol Report

AlTilLite

Allocations I'Inre

I'orni

Halanci. Sheet

Review

Control Description
Regulated I tilitiei
Accoimtiiig rer iews the

Rim <lontrol Report
during rile montlt-eiui
close process to veritv
no errors liave occurred

m the ruimiiig of the
allocations tor ilu'

Athliale ()\ erhead.

Regnlatcil 1'tilities
Accounting contacts
functional I'ser

Support (via a CR Rhire
torni) in order to make

alfiliate overheail

allocation rate changes
within I'eopleSoft.
Monthh, a Ralance

Sheet Review is

prepared In an AnaKst
tor DEO. On eiuartcr
end months the analvsis

compares current

month to December

(rear to ilatej and on
noni]iiartcr months the
analvsis compares
current month to prior
month (month to date).

\ ariances greater than
S"0 and over SIO

million are explained,
rhe analvsis is reviewed

In the respectir e
.\ccounting Manager.
Iir designee, then a
rev iew is conducted

with the respective
Director, or Director-

level designee.

Selected

for

Testing
\o

\o

Operating
Effectiveness

I ndelcrmined

Indetermmed

'.ttectiv i

Test Steps (if applicable)
\A

\A

1. Select two months for

testing (ensure to select one
quarter end and one non-
quarter end month).
2. Eor the months selected

for testing, obtain a listing of
the analyses of key fmancial
data prepared by each
subregistrant's (DEO)
Accounting Regulated
Group.
3. Verify' that Balance Sheet
N'ariances of SIO million and

5% are explained.
4. Verify' that the
comparisons for the quarter
months are for quarter-end
vs. December of the prior
year and for the non-quarter
months are current month vs.

prior month.
5. Examine the analyses to
verify' that they were
reviewed by the Director of
Regulated .\ccounting in a
timely manner.
6. Ivvaluate reports, queries,
spreadsheets, or databases
used in performing the
control. If there are reports,
queries, spreadsheets, or
databases, review and update
the ETI r (Questionnaire.

Source: Information Response 36
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Entitv Name

I Cli I r.iiieliisetl

FCR Shared
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Exhibit VI-2

2015 Sox Controls Involving Affiliate Relationships and Charges and OH/KY Group
Page 2 of 4

Control

Name

FCR-FEG

07 DEO

FCR-CON-

0"

Description

Siihregistiaiit
liiiancial

Results

Suminarv

(I'RS)

Intercompanv
Balances

Review

Control Description

j-.ach ot the

subregtslraiit's
Atcoiintiiig and
Repofttng groups
prepare their
respec live i itiancial
Results Suniinarx"

(h'RS) which supports
the RU Adjusted
Scgriient Income
reporting. In the
I'RS, significant .\vB
variances for month

•and "S' TD arc

discussed monthh'

and .\v.\ vatianccs

for ( VI D and VI D

arc discussed

quarterlv. .Vil
subregistrants'
I'RSs are reviewed

wath the respectiv e
Director, or

Director-level

designee.

I hc FIFO, or

designec. reviews out
ot balance reports to
ensure out ot

balances ai:e resolved

or deemed

imm.iteiial. If

balances exist, FIFO

re\ tew s the final

disputed balances
with (Corporate
(,'onlroller.

Selected

for

Testing
Operating

Effectiveness

I ttlCtUl'

I luleti, riniiu d

Test Steps (if applicable)

1. Select a quarter for
testing.
2. For the period selected
for testing, obtain a listing
of the analyses of key
financial data prepared by
each of the USFE&G

Subregistratit's Financial
Reporting and General
Accountmg group.
3. \Tnf)- that for the
additional variance analysis
schedules (support for
Adjusted Segment
Income, including O&AI),
variances deemed material

are explained.
4. \Trif}' that the AvA
variances for quarter and
YTD are prepared and
discussed quarterly.
5. Examine the analyses to
verif}' that they were
reviewed by the Director
of Regulated Accoimting
in a timely manner.
6. Evaluate reports,
quenes, spreadsheets, or
databases used in

performing the control. If
there are reports, queries,
spreadsheets, or databases,
review and update the
EUT Questionnaire.

\.\

Source: Information Response 36
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Entit\' Name

I t'll Shared

i'CR Shared

FCR Shared

Exhibit VI-?

2015 Sox Controls Involving Affiliate Relationships and Charges and OH/KY Group
Page 3 of 4

Control

Name

FCR-CON-

08

FCR.\

ASC44

FCRA-

ASC43

Deseription

Iiitereompanv
I diniiiiation

Review

Composite
Rates are

Filtered

Corrccth in

lAOS

Service

Companv
-Mlocations

Posted

Properlv

Control Description

Moiiihh, ihe Corporate
Consolidations Manager
or designee, ensures that
all intercoinpany
halanecs eliminate to

zero on tiie consolidated

financial statements.

I he Rnsiness .\nah st

runs a Business ()h|ec'ts
qucrv montlilv to verifi
allocation percentages
entered into I'eopleSoft
total l(IO"ii for each cost

pool to ensure accuracv.
] he Business .\nalvst

renews the allocation

results (nin control)
report monthlv sent hv
email from the

Peo|ileSo it 1•inancials
Support Team. I'his
report identifies errors
leceivcd from the

allocations run. llus

report also indicates
whether or not anv

entnes were posted to
the allocations suspense
account. .\n\ errors or

postings to the suspense
account, are identified

and investigated hv the
Business .\nalvst and the

correct accounting is
communicated to the

appropriate people for
correction via journal
entrv.

Selected

for

Jesting
\i

Operating
Fiffeetiveness

I iKletenniiu d

1 iidetcnniiud

I inleteriiiiiied

Source; Information Response 36
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Exhibit VI-?

2015 Sox Conttols Involving Affiliate Relationships and Charges and OH/KY Group
Page 4 of 4

Control

Name

fc:ra-

ASC46

FCRA

ASC50

Description

tajr|iorato
Allocations

Posted

Properlv

Corporate
•Mlocation

Calculation

Review

Control Description

The Business An-ah si

nms a Business (.)h|ects
c|uer\ niontlih to venfy
that the job ran without
errors, completely and
accurately. The query is
used to detcniiine if the

dollars allocated to the

BL's and otlsct the cost

pools appropriately. .\
1lyperion binancial
.Management report is
also run to reidew the

FBI r impact tor Seivice
(iompany.
.\nnuallv, the seivice

company allocation
calculations undergo the
preirare/ review process
to ensure accuracy and

completeness.

Selected

for

Testing
\o

Operating
Effectiveness

I 'ndelvrnimed

ttectn e

Test Steps (if applicable)
\.\

1) Obtain the service
company allocation
calculations for the test

period.
2) \Mrify that the service
company allocation
calculations contain

evidence of review and

approval.
3) N'erifj- that the service
company allocation
calculations are complete
and accurate.

4) Note and investigate
calculations that were not

approved.
5) Note the date the
calculation was prepared
and approved. Note and
investigate any time lags.
6) Evaluate reports,
queries, spreadsheets, or
databases used in

performmg the control. If
there are reports, queries,
spreadsheets, or databases,
review and update the
existing EUT
Questionnaire.

Source: Information Response 36
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Internal Audits

Three internal audits regarding affiliate transactions, cost allocations, or other Affiliate Rules aspects
have been conducted in die last three years. The Corporate Audit Sert'ices group did not specifically
perform any audits regarding the Kentucky/Ohio Accounting& Reportinggroup in 2013 through 2015;
however, routine internal control reviews have been performed during this time period, and three audits
were conducted that pertained to affihated relationships or transactions. These audits are briefly
described in Exhibit Vl-3i"

Exhibit VI-3

Internal Audits Associated with Affiliate Relationships/Transactions
2013 to 2015

Audit # Audit Title Date Completed

113042 .\nnual Audit of Affiliate Transactions-12 month period
ended September 30, 2013

December 20, 2013

114011 Annual Audit of Affiliate Transactions-12 month penod
ended September 30, 2014

Januart' 30, 2015

115027 .\imual Audit of Affdiate Transactions-12 month penod
ended September 30, 2015

Februart* 2, 2016

Source: Information Response 15

According to the Director, Corporate & Commercial Audit —Internal Audit and as documented in the
audit memorandums Usted in Exhibit W-i, no recommendations were made that required management
action. Actions specifiedwere to continue process as is, with few changes."'

In accordance with condition 5.12 of the Regulator}' Conditions required by the North Carolina Utilities
Commission, an annual audit is conducted of affihate transactions by Duke Corporate Audit Services
(CAS) which includes a detailed review of those transactions for a one-year period ending September 30.
This audit has been conducted three times over the last years with minor findings only. Per discussions
with the Director, Corporate & Commercial Audit —Internal Audit, it is due to the ongoing work of
Financial Planning and Analysis (FP&A) who is responsible for ongoing monthly review of all affiliate
transactions and wiU adjust for coding and pricing issues on an ongoing basis.' " Each audit and the
findings are detailed on the following pages. Note the audits included transactions with DEK, but were
not only DEK transactions. Specific findings below, mav or may not have been related to DEK.'"

Annual Audit of Affiliate Ttansactions-20D #1D042

During the 2013 audit, it was determined that two employees incorrectly charged time to DEC for one
pay period by entering an incorrect code on their timesheet. These two mistakes were corrected with
journal entries.Also, another employee related instance had employees transferred but their default
labor allocations were not updated to reflect the change. A detailed review was performed to capture all
similar instances and a journal entr}' posted to correct.
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Based on the findings in this audit memorandum, several actions were called for. New requirements
were communicated regarding employee payroll company changes to management of FP&i\, Regulated
Utilit}' Financial Planning (RUFP), HR Business Parmers, and HR Business Staffing for employee
transfers. The new requirements provided additional assurance that employee's labor charges will
indeed originate from the appropriate entit}'. Additionally, enhanced Business Object queries were
developed to assist in monitoring, researching, and if necessary, correcting affiliate transactions. Lastly,
improved guidance willbe given for time reporting including training, reference materials, and other
communications to evaluate roles and responsibihties in the performance of SOX controls around
default labor.

Annual Audit of Affiliate Transactions-2014 #114011

During the 2014 audit, eight of 80 transactions were determined to have been coded incorrectly and two
of these led to cross-subsidization of $2,539. One of these errors was an expense coding error and the
other was a labor coding error. Both were determined to be isolated human error. A deep dive to
uncover other errors with similar attributes led to an additional $9,979 being identified and corrected.

No new actions were deemed to be necessary, based on the findings in this audit memorandum.
Monthly review and analysis will continue as well as ongoing adjustments based on those monthly
reviews.''

Annual Audit of Affiliate Transactions-2015 #115027

During the 2015 audit of affihate transactions, 60 transactions were selected and of those 60, two were

found to have coding errors with immaterialdollar impact, less than $1,000in total. Additional analysis was
performed and $6,249 determined to be the total dollar amount of similar errors.

Like the previous year, no new recommendations were made. The "Next Steps" section of the
memorandum notes that FP&A will review and enhance areas of the Monthly Affihate Transaction Review
process documentation that require some additional clarification. Further, the next steps section notes that
FP&A will contmue to perform the Monthly Affihate Transaction Review and respond to monthly findings
with correcting journal entries and additional guidance for proper guidance, as necessarj'.

B. Findings & Conclusions

Finding VI-1 Internal audit reports regarding affiliate transactions, cost allocations, or
other Affiliate Rules aspects have been addressed by DEBS staff in a
timely manner.

For each of the audits identified previously in Exhibit 1^-3, Schumaker & Company investigated if the
resulting audit recommendations were addressed by DEBS staff in a timely manner. The Director of
Audit Sendees confirmed during this audit that aO corrective actions were completed and implemented
by the agreed upon completion dates.
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