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‘Other Comprehensive Income Accounting Procedures

Applicability: Applies to Enterprise

Originator: Director, Benefits & Allacations
Approval: General Manager, Corporate Accounting
Effective Date: 12/31/2003

Revisian Date: 03/01/2007

Reissue Date: 03/01/2007

Statement of Purpose and Philosophy:

The purpose of this procedure is to provide guidelines for recording the detail activity within Other
Comprehensive Income (OCI) in order to minimize and validate the manual coliection of data
necessary to properly create a Consolidated Statement of Cash Flows and Consolidated Statement
of Comprehensive Income.

Expectations:

In order ta distinguish between cash and non-cash activity in OCI and to get more detail directly
from the general ledger, it is necessary to standardize the accounts to use for Other Comprehensive
Income. In addilion, certain accounts have been dasignated to capture the tax effect entries
separately from gross activity for hedge, pension, and available for sale securities, By segregating
the activity between cash flow hedges, interest rate hedges, and available for sale securities, more
detail will be available within the general ledger. See attachment A for specific accounts Lo use and
accounts to cease using.

Proper application of this procedure will reduce the dependence on off-system data collection.

Accountability: Roles and Responsibilities
Corporate Accounting Department

« Ensure by policy, guidelines and review that business/corporate units record OCI activity
and reconcile to data collected off-system.

Business Unit Accounting; Business/Corperate Management

» Ensure businessfcorporate unit pracedures, at a minimum, comply with the requirements of
this policy.

¢  Ensure the off-system data submitted is accurate and timely, and management adequately
monitors results.

e Implement procedures sufficient to ensure new accounts, where necessary, are requested
in a timely manner.

Attachment A

Account # MEW Description Book Taxes Here?
: i
i

Notes

_bE“i—G 101 Foreign Currency Translation No
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éﬁ-imi‘g—l—irmu ‘For Curr Trans-Tax Effect

0216112

~ FX- Tax Effect - Net Inv Hedge

§
i

0216113

T
(ocI)

0211017
;%Comprehensive Income (OCI)

;FX-Nét Inveétmeh“t“i;'edgé-WM,,‘,, o

iOther Comprehensive Income

X effect - other T
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Yes }In case future guidance N
?requires foreign currency to
{be tax-effected
" No AII current year and priSE“’”‘“
Epveru:xd activity

All tax-effects for Net
Investment Hedges

" To be used by BU's that need
to record miscellanecus OCI
j;such as Grantor f Rabbi trust
activity

" Tax-effects for miscellaneous

OCI activities

0219002 OCI- Commodity Hedges  :  No Al current year and prior
: § i period activity
0219003  OCi-Interest Rate Hedges . No Al current year and prior

§0Ci-lnterest ﬁéfé_Hedges

H
H
H

f02 15004

0219005  TOCI-Tax Effect-Interest Rate

0219008

0215009
0219010

'OCI Available for Sale Securitues
OCI-Tax Effect-Pension

{)2 19011

OCI-Tax Effect-Available
: §5ecurities
0219012 oCI-Cash Commodity Hedges
: 1 i
: |

0219013

%;oc"i"—":rax Effect-Commodity  ©

§OCI-Cash Interest Rate Hedges |

period activity

“ OCI Minimum Pension Liability s

 Tax-effects for cammoduty
hedges, inciuding cash hedges

Yes

“ YES mTax effects fOl' mterest rate V

hedges mciudmg -::ash hedges

R
No

—

Yes ;AII tax-effects for Pension
?Ljabiiity
Al tax-effects for Avail. for -

ESaie Securities

YF.‘S

" No  Settled commodity hedge

itransacticms remaining in OC1

" ;Settled mterest rate

transactions remalmng in OCI

0219100 AS 87 Prior Sve Cost

A
R i T P R A Y T

0219014
%

ocI- FAS 87 Prior Sve Cost Tax
effect

“IPension - FAS158 transition —
taxes

’1}219101

 OCI-FAS 87 Actuanal gam/loss'"'"

dziéﬁig' oci Tax offect - FAG 87

;Ar:tuaﬂal gainfloss

S =
' Yes ;Pensmn FA5158 tranmtmn —
iaxes
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0219102 OCI-NQ FAS 87 Prior Svc Cbét R

No ' Pens&on FASISB transition

OCI NQ FAS
Tax affect

.OCI NQ FAS 87 Actuarial

galnfloss

0219017 OCI-Tax effect -NQ FAS 87
; Actuarial gam/loss

“ocr- “FAS 106 transition
asset/ liab

OCI Tax effect - FAS :"106 T Tves
tran5|t|on asset/llab

effect -FAS 106 Prior | Yes Pensmn "FAS158 transition -

Svc Cost ;taxes

0219019

62i910—6 ()CI “FAS 106 Actuarlal gam/loss No ?PenSiEm - FAS158 transition

02190200CI~Tax effect - FAS 106,  Yes éﬁéﬁéirdﬁm—" FAS158 transition —
Actuar:al gatn/loss %taxes

NOTES:

s Specific accounts are available for tax-effect entries (i.e. - 0219004 should have the tax-effect
.for 0219002 and 0219012). The tax department has determined this to be the fewest accounts
needed to facilitate their objectives. Should you encounter a situation requiring a new detail
account to be added, you may use 0219001 as a temporary account until the new account is
available.
+« Consolidations will ensure that the Account EBIT Barrs tree is alsa set up for the new accounts.
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Preparing and Reviewing Financial Schedules, Statements,
or Reports

Applicability: Applies to Enterprise
Originator: Corporate Controller
Approval: Corporate Controller
Effective Date: 03/31/2004
Revision Date: 02/01/2008
Reissue Date: 02/01/2008
Purpose

The intent of this Policy is ta provide minimum standards expected for information prepared or
supptied for use in financial statements or reports, including information supplied in support of a
journat entry. Proper preparation, review and approval mitigates the risk of a material
misstatement in Duke Energy’'s financial statements.

(Note: Create/Review process for manual journal entries is covered by the Journal Entry Creation
and Approval Requirements for Nan-System Generated Journals Policy.)

Terms
Finance Function - Individuals or departments which are either direct reports or have a dotted-line
relationship to the Duke Energy Chief Financial Officer.

Expectations
AH Business Units/Corporate Areas must comply with this Policy, including areas outside the Finance
Function.

Information Prepared Outside the Finance Function

+ Information supplied to Finance personnel which is used to record a journal entry, prepare
financial statements or be included in footnote disclosures is required to be appropriately
verified and authorized by the provider. Verified includes confirming calculations and
ensuring the data is accurate and complete. The information supplied is required to be
from someone autharized, either from:

o an individual with the appropriate level of authority; or
o a desighee, provided the individual with the appropriate level of authority is
knowledgeable that the data is being supplied.

*  When an individual in the Finance Function receives information or data used in preparing
financiat statements or jourmnal entries from an individual outside the Finance Function,
he/she is expected to verify that the information is appropriate and/or is provided from
someone with the appropriate level of authority.

Information Prepared Within Finance Function

*  Within the Finance Function, data or information which is used directly in the publicly issued
financia! statements or disciosures should have a Prepare and Review performed. At a
minirmum, the following reports or schedules should have a Prepare and Review:
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Data used in Financial Staterments

Data used in Footnote Disclosures

Data supplied in response to Corporate Accounting's data requests
Carporate Forecast

000

Roles Associated with the Prepare and Review within the Finance Function:

Two individuals should he involved in preparing and reviewing all financial schedules, statements, or
reports.

¢ Preparer - This individual accurately prepares the document and has the appropriate
understanding of why the document is required. Documents and workpapers are to be
appropriately referenced (see Attachment A - Recommended Guidelines for Preparation of
Schedules, Statements, and Reports for workpaper referencing guidelines). The Preparer
signs/initials and dates the document or separate page.

¢ Reviewer - This individual is expected to have the appropriate technical or functional
expertise to perform the review responsibilities. The Reviewer is responsible for
understanding and verifying the documenifworkpapers, including checking calculatians.
The Reviewer also ensures that source material is adequate. The Reviewer provides an
overall verification for accuracy, cansistency and support for the document/workpapers.
The Reviewer determines if another level of review or approval is needed, based on the
nature/complexity of the document being reviewed. Once the review is complete, the
Reviewer signs/initials and dates to confirm the document/workpapers were reviewed.
{See Attachment B - Tips for Checking Numeric Data or Calcilations, Attachment C - Tips
for Proofing Text, and Attachment D — Proofreaders’ Marks for review guidelines.)

Reporting Overrides

An overtide represents any failure to comply with the requiremants of this Policy. Overrides must
be reported to Internal Centrols, Corporate Controller’s Department on the first business day of the
month following the occurrence of the override. See Attachment E - Prepare/Review Override
.Report for Schedules, Statements, or Reports far the form to use to report overrides.

Requesting an Exception to this Policy

An exception o any aspect of this Policy is requested using the form shown in Attachment £ -
Request for an Qngoing Excepion to Policy. No exceptians ta this Policy are authorized until
approval from the Corporate Contreller's Depariment is received. Any failure to comply with this
Policy priar to receipt of an approved exception constitutes an override which must be reported.

Accountability: Roles and Responsibilities
All individuals who prepare or supply information for use in financial statements or reports:

s Comply with the requirements of this Policy

Business Unit/Corporate Area Management:

* Ensure the appropriate individuals in their respective Business Unit/Corporate Area are
aware of and comply with the requirements of this Palicy.
»  Report Policy averrides to Internal Contrals, Corparate Controller's Degartment.

s Send requests for exceptions to this Policy te Internal Controls, Carporate Controller's
Department.
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Carporate Controller's Department:
e Internal Contro!s reviews overrides to this Policy for reasonableness and reports, if
apprapriate, ta Corporate Cantraller.

e Corporate Controller reviews and approves, if appropriate, requests for an exception to this
Palicy.

- 189 -
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Property/Business Interruption Reserve Eliminations in
Consolidation

Applicability: Applies to Enterprise

Originator: Corp. Controller's Dept. - Corporate Accounting
Approval: Corporate Controlier

Effective Date: 12/31/2004

Revision Date: 03/31/2008

Reissue Date: 03/31/2008

Statement of Purpose and Philosophy

The purpase of this Policy i1s to provide guidelines for recording elimination entries in the
consolidated Diuke Energy Corporation financial statements related to transactions with Duke
Energy's wholly-owned captive insurance entities (Bison Insurance Company Limited and
NorthSouth Insurance Company Limited.)

Policy Expectatjons and Scope

This Policy i1s applicable to the Corporate Accounting Group in the Corporate Controller's
Department. This Policy will easure the proper elimination of captive insurance entity transactions
ang balances in consolidation related to ¢laims established by the captive insurance entities. The
elimination entries necessary for consolidation fall into two categories 1} Entries recorded to
Consolidation Accounts by both the Captive and the Business Unit related to a particular daim and
2) Entries recorded by the Captive, but nct by the Business Unit.

The scope of this Palicy covers losses/claims between the captive insurance entity and the insured
party (Duke Business Unit) and does not address the elimination of premium expense recorded by
the Business Unit and premium revanue recorded by the Captive. The accoeunting for premium
expense and premium revenue is covered in separate guidance titled "Accounting for Intercompany

Insurance Activity".

This Policy is meant to identify the transactions that need to be eliminated in consolidation and the
method of compiling the data to make the proper elimination entry.

Materiality

Financial Accounting Standards Board {(FASB) Statements note that “The provisions of this
Statement need not be applied to immaterial items.” However, since this Policy will be used to
ensure the proper elimination or consolidation of affiliated transactions, materiality thresholds
should not be applied to this Policy.

Accountability; Roles and Responsibilities

- 190 -
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rporate Controller's Departrent

The Corporate Accounting Group of the Corporate Controller's Department is responsible for
applying this Policy since they have the responsibility for entering the captive insurance entity
financial information into the general ledger and ensuring the appropriate elimination of
intercompany transactions and balances in consolidation. Through the use of PeopleSoft queries and
data received from Insurance and Risk Management, the Corporate Accounting Group will make the
appropriate elimination entries in conselidation.

Business/Corporate Unit Management

The Business/Corporate Unit is responsible for compliance with the Corporate Policy entitled
"Accounting for Claims between Captive Insurer and Affiliates” in recording insured events and

claims for recovery with the Duke captive insurer.

Background

Duke Energy has two wholly-owned caplive insurance entities (hereafter referred {o as the
"Captives"), which primarily provide insurance ¢overage to Duke Energy affiliated entities. Captive
insurance is by definition a limited purpose insurance company established with the specific
objective of primarily insuring risks of its parent company and affiliates. A brief description of each
Captive is contained below:

Bison [nsurance Company Limited {Bison)

Bison is a captive insurance company and a wholly-owned subsidiary of Duke Energy domiciled in
Bermuda. The three primary categories of insurance covered by Bison are business interruption,
property, and general liability. Bison uses reinsurance, or insuring with third parties, in order to
further imit financial risk over specific dollar levels, by type of coverage. Bison's contractual policy
is to indemnify Duke affiliates after an insurable event has occurred and has been settled by the
affiliate, Each affiliate may choose a range of deductibles with Bison, thus providing them some
control gver their premium expense.

NorthSouth Insurance Company Limi NorthSouih

NorthSouth was formed on December 31, 2002, and insures exposures of Duke Power Company.
NorthSouth is wholly-owned by Bison and is domiciled in Bermuda. All insured risks covered by
NorthSouth have been fully reinsured by Bison.

As these Captives primarily provide insurance coverage to Duice Affiliates, it is necessary to
eliminate all intercompany transactions and balances between the Captive and the Duke Business
Units. In addition, there are some transactions recorded by the Captive that will not be recorded by
the Business Unit that also have to be removed in consolidation to the extent they do not represent
valid reserves to the consolidated financial statements. There are two types of reserves recorded by
the Captives, both of which meet the definition of Statement of Financial Accounting Standards
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("SFAS") No. 5; "“Accounting for Contingencies” {see related Policy, Accounting for toss
Contingencies) however, for insurance management purposes there is a distinction.

Incun Not Reparted Reserve (IBNR

An IBNR reserve is an estimate based on an actuarial study for claims for events that have occurred
prior to the reporting end period, but are not yet specifically known or estimable by the Captive.
Losses in this category can be substantial due to the delay and length of time it can take for the
Captive to be notified of a loss and for the loss to be fully developed.

Outstanding Loss Reserves (OSLR)

An OSLR reserve is a reserve that exists once an insured event is known and can be estimated by a
claims adjuster. Although an QSLR payable is created by simply a reclassification out of the IBNR
payable, the initial offset (debit) is to Expense when the IBNR reserve is established.

Procedural Details

The elimination entries necessary for consolidation assume that the Caplives and the Business Unils
(insured party) have recorded the proper entries on their respective books related to insured
events. The following outlines the entries that should be recorded on the Captive's books by
Corporate Accounting and the elimination entries that will be necessary for the consolidated
financial statements. See related Policy which details the procedures to be followed by the Business
Units {insured party) titled, "Accounting for Claims between Captive Insurer and Affiliates”.

The following procedures will be performed on a monthly hasis:
Step #1

Increase in the Captives IBNR for losses incurred during the month

AfC # Dr Cr
0417101 Loss Expense {IBNR) _XX
0253116 Loss Reserve (IBNR) XXX

This entry is required on a monthly basis and based upon detail provided by the Captives. For non-
quarter ending months, this entry will be based upon an estimate as provided by the Captives. On
a quarterly basis, the IBNR reserve balance will be required to be "trued up” based upon the current
estimate of actual IBNR reserves.

Note that IBNR reserves recorded by the Captive are not reclassified to intercompany accounts as
IBNR amounts are not recorded by the insured party {Business Unit). As IBNR reserves related to
nan-property (Duke property) and non-business interruption losses are valid reserves on the
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consolidated financial statements, they are not eliminated. See below procedure for the elimination
of 1BNR reserves related to property and business interruption lasses.

Step #2

Increase in the Captives OSLR reserves for property (including replacement, repairs, and 3rd party
praperty}, business interruption, and general hability claim amounts quantified during the month.

A/C # Dr Cr
0253116 Loss Reserve (IBNR) XXX
0242994 A/P Affiliates XXX

This entry is required to be recorded as the Captive entities do not currently provide Corporate
Accounting with detailed QSLR reserves on a monthly hasis (this detail is anly provided on a
quarterly basis). Therefore, Corporate Accounting must make this entry in order to properly
¢liminate with the Business Units on a monthly basis. The system will generate the proper
eliminations for amounts in the intercompany accounts. This is done through the use of G/L
accounts that roll up to the Consolidation Node.

The saurce of the amount to reclass will be a Business Object Query Report run by the
intercompany receivable accounts (0146960 - A/R Non Prop/Non-BI Interco and 0146990 - A/R

Prop/BI Interco) to obtain the amount reported by the Business Unit. The Business Unit numbers
indicated in the report will be used in the Affiliate field in the journal entry on the Captive's books.

Step #3

Reduction of reserves related to payments made by the Captive during the month

AJC # or cr
0242994 A/P Affitiates XXX
XHX-NK Cash XXX

This entry is required to be recorded as the Captive entities do not currently provide Corporate
Accounting with detailed QSLR reserves on a monthly basis (this detail is only provided on a
quarterly basis). Therefore, Corporate Accounting must make this journal entry to ensure amounts
properly eliminate with the Business Units on a monthly basis.

The source of the amount to reclass will be a Business Object Query Report run by the
intercompany receivable accounts (0146960 - A/R Non Prop/Non-Bl Interco and 0146990 - A/R
Prap/BI Interco) as well as a detail of payments made provided by the Captives. The change in the
intercompany receivable account will be analyzed to identify any cash payments received by the
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Business Unit from the Captive. While analyzing the change in the receivable account, if a non-cash
adjustment of the receivable is noted, the Captive will adjust its intercompany payable and loss
expense accordingly. Receipts of cash will be identified by a label of "c" noted in the dlaim
description field {see related Policy titled, “"Accounting for Claims between Captive Insurer and
Affiliates™).

Step #4

Related to property claims whereby the Business Unit has recorded an involuntary conversion gain
on their financial statements (an intercompany gain account pursuant to the Policy "Accounting for

Claims between Captive Insurer and Affiliates"), the expense recognized by the Captive must be

eliminated against this gain as there should only be a net expense to the cansolidated entity as a
result of the write-off of the damaged property.

Scenario A-Claim Does Not Meet the Captive's Retention

Reclass the expense an the Captive's books to an intercompany account to eliminate against the
gain recarded by the Business Unit:

A/C # Dr Cr
0501002 Operating Expense Affiliate XXX
0417101 Loss Expense XXX

Scenario B- Claim Exceeds the Captive's Retention but All Contingencies Related to the Involuntary
Conversion Gain Have Not Been Resolved

Reclass the BU's Involuntary Conversion Gain on the Captive's books to an intercompany expense
account and eliminate the Captive's reinsurance receivable until all contingencies related to the
reinsurance receivable have been resolved.

A/C # Dr Cr
0501042 Operating Expense Affiliate (a) XXX

0417101 Loss Expense (b) XXX
HH-AK Reinsurance Receivable XXX

a. Business Unit Involuntary Conversion Gain

b. Business Unit Involuntary Conversion Gain less Captive’'s Reinsurance Recoverable
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Scenario C- Claim Exceeds the Captive's Retention and All Centingencies Related to the Involuntary
Conversion Gain Have Been Resolved

Reclass the BU's Involuntary Conversion Gain on the Captive's books to an intercompany expense
account and recognize the involuntary conversion gain on the Captive's books.

AJC # Dr cr
05401002 ODperating Expense Affiliate (a) AXX
0417101 Loss Expense (b) XXX

XX-XX Involuntary Conversion Gain X

(a) Business Unit Involuntary Conversion Gain
{b} Additional expense Captive needs to meet its retention level

Operating Expenses are reclassed to an intercompany expense account (0501002 - Operating
Expense Affiliate) that will eliminate with the revenue recorded on the BU's boaks. The system will
generate the proper eliminations for amounts in the intercompany accounts. This is done through
the use of G/L accounts that roll up to the Elimination Node.

The source of the amount to record this entry will be a Business Object Query Report run by the
intercompany gain account (0421120 - Captiv Invol'tary Cnvsn Clm) to obtain the amount of the
gain recognized by the Business Unit. The business unit numbers indicated in the report will be used
i the Affiliate field in the journal entry on the Captive's books.

Step #5

Related to business interruption losses, the Business Units classify reimbursements received by the
Captive as a credit to intercompany revenue while the offset is recorded by the Captive in
expenses. Therefore, the Caplive expense needs to be reclassified to an intercompany balance to
ensure proper elimination of these amounts in consolidation.

Reclass of Captive operating expenses to intercompany expenses to ensure elimination:

AC # Dr Cr
0501002 Operating Expense Affiliate XXX
0417101 Loss Expense XXX

Operating Expenses are reclassed to an intercompany expense account (0501002 - Operating
Expense Affiliate) that wilt eliminate with the revenue recorded on the BU's books. The system will
generate the proper eliminations far amounts in the intercampany accounts, This is done through
the use of G/L accounts that roll up to the Elimination Node.
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The source of the amount to record will be a Business Object Query Report run by the intercompany
revenue accounts (0495030 - Captive Revenue BI Interco and 0421040 - Captive Rev BI Interco) to
obtain the amount of the revenue recognized by the Business Unit for Business Interruption. The
business unit numbers indicated in the report will be used in the Affiliate field in the journal entry on
the Captive's books.

limination of the Fxcess OSLR Related to Property Claims [Including Business Inferruption

The above entries (Step 1 to Step 5) eliminate the intercompany transactions related to Property
and Business Interruption where the Business Unit has recorded a receivable on their books. To the
extent that the BU has not recorded a receivable, the amount in the OSLR Reserve related to
Property and Business Interruption needs to be eliminated. The following steps outline the formula
that should be used to determine the elimination amounts for each individual Property and Business
Interruption claim:

Total OSLR (Gross) for Property (Business Interruption is included in the Property total)

Less: Any amounts identified as 3rd party property reserves (e.g., unconsolidated
entities)
Less: Any amounts recorded by the Business Units as receivables (afc # 0146990)

related to intercompany property losses

Equals: Adjustiment to Losses Payable (OSLR)

Less: The lesser of: 1) Any amounts recorded as Reinsurance Receivables by the Captive
related to non-3rd party OSLR property reserves {including business interruption), or 2) The gross
affiliated OSLR less the amount recorded by the Business Units as a receivable.

Equals: Adjustimeant to Operating Expense

Once the above calculation is done, the journal entry for elimination is as foltows:

AJC # Dr Cr

0253935 Loss Reserve {OSLR)Y XXX

0426510 Loss Expense XXX

0186984 Reinsurance Receivable XXX
imination of [BNR Related to Prope ims {uding Business Interr

The IBNR reserve on the Captive's books represents the estimated reserve established based on an
actuarial study. The IBNR reserve Is established to cover losses under all of the Captive's policies
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including Business Interruption and Property Damage. Property and Business Interruption claims are
unique in that there is normally not a 3rd party liability or claim asscdated with either of these
types of coverage {except for claims related to 3rd parties). Amounts of property IBNR reserves not
related to 3rd party claims are intercompany transactions. Therefare, these balances recorded by
the Captive must be eliminated (because the reserve is classified as IBNR, the Business Unit would
not have recorded anything).

In order to calculate the amount of the praperty IBNR reserve to eliminate, the total IBNR must be
separated by policy type {(property, general liability, etc). This information is required to be

provided by Insurance and Risk Management on a quarterly basis.

Entry Required in Consalidation:

ASC # Dr Cr
0253935 Loss Reserve (IBNR) Hele s
0426510 Loss Expense {IBNR} XXX

The amount to eliminate in the above entry will be calculated as a percentage of the IBNR balance
for Property and Business Interruption which represent intercompany transactions. The total IBNR
Reserve for Property will be provided by Insurance and Risk Management guarterly. The percentage
used will be based on an analysis of historical third party claims and affiliate claims identified in the
Insurance and Risk Management claims reports. The percentage to use represents an estimate of
the intercompany transactions. This percentage will need to be updated and tracked for any
changes on a quarterly basis.
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Reclassification of Realized Income Statement Activity in
Consolidation -- Net vs. Gross

Applicability: Applies to Enterprise

Originator: Corporate Controller

Approval: Senior Vice President and Controller
Effective Date: 09/30/2003

Revision Date: 0440172007

Reissue Date: 0470172007

Statement of Purpose and Philosophy

The purpose af this peficy is to provide guidelines related to the recfassification of Income
Statement activity between affiliates which is classified as trading for one affiliate and hedging for
the cther affiliate. Duke Energy is committed to providing financial information with the utmost
integrity. To facilitate this corporate value, the Corporate Controller's Department will approve
policies to ensure the accuracy of books and records (as detailed in the Code of Business Ethics).
This policy is applicable to all business/carporate units of Duke Energy Corporaftion and its
consalidated subsidiaries ("Duke Energy” or "the Company”).

Policy Expectations

In connection with the development and formalization of interpretive accounting issues related to
Emerging Issues Task Force (EITF} [ssue Mo. 02-03, "Issues Involved in Accounting for Derivative
Contracts Held for Trading Purposes and for Contracts Involved in Energy Trading and Risk
Management Activities," and EITF Issue No. 03-11, "Reporting Realized Gains and Losses on
Derivative Instruments That Are Subject to Financial Accounting Standards Board (FASB) Statement
No. 133, Accounting for Derivative Instruments and Hedging Activities, and Not Held for Trading
Purposes." Duke Energy determined the need for a formal process for rectassifying certain activity
between affiliates. The objective of this redlassification is to present revenues properly on Duke
Energy's Consolidated Statements of Income. For further discussion of the specific issues and
assumptions surrounding this matter, refer to the accounting memeo from September 30, 2003
entitled "Reclassification of Realized Income Statement Activity in Conseolidation - Net vs. Gross.” As
nocted in the memo, there are specific situations in which activity between affiliates is classified as
trading for one affiliate and hedging fer the ather affiliate. This category of inter-company activity
requires special handling for consolidated financial reporting. Therefore, specific roles and
responsibilities are established in the following section to ensure proper representation in the
financial statements of the company.

Accountability: Roles and Responsibilities
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Written pracedures, including this policy, will be reviewed and approved in accordance with
enterprise and Controller's department policy before any entries are booked.
Inter-company activity will be recorded to inter-company accounts.

Business Units will need to work together to identify cases in which activity between
affiliates is classifled as trading for one affiliate and hedging for the other affiliate.

The Corporate Controller's Department and Business Unit Controllers are responsible for
documenting the basis of the reclassification and gathering appropriate support.

Corparate Controller department

1.

Identify the accounts which will be used to capture specified activity between segments.

An analyst in the Corporate Consolidations group will query the specified accounts to determine if

any reclassification to thivd-party accounis is reguired. The Directar of Corporate Consolidations will

ensure that any necessary entry is recorded properly into the book of record.

Business Unit Controller

Notify Corporate Controller's Department of any trading activity between Business Units
and contact other Business Unit Controllers to understand the cdlassification of such activity
on each party's books.

Identify the accounts which will be used to capture specified activity within their segment.
Coordinate and book on-top reclassification entry for activity within the segment (i.e., -
between DENA and DETM} in appropriate third-party accounts,
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P Duke
& Energy.
Duke Energy Policy Statement

Revenue and Accounts Receivable Policy

Originator: Corporate Controiler
Sponsor:  Corporate Controller
Approval: Corporate Controller

Approval Date: 08/31/00
Revision Date:

Statement- This policy covers revenue and collection processes and systems
used by business/corporate units. The policy describes the minimum controls
required. The business/corporate unit should implement additional procedures
and controls as needed to ensure an appropriate level of control exists for
revenue and collection processes and systems.

Roles and Responsibilities-

Business/Corporate Unit-

Sales and Accounts Receivable

+ Sales and receivable transactions must be recorded promptiy.
Four criteria must be met in order to recognize revenue.
s There must be persuasive evidence of an arrangement
« Delivery must have occurred or services must have been rendered
» The selling price must be fixed or determinable
» Collectibility must be reasonably assured

» The general ledger revenue and receivable accounts should be reconciled to
detail sub-ledgers at least monthly. Corrections should be made within one
month of identifying a reconciliation difference.

* Accounts receivable adjustments, write-offs, and adequate provisions for bad
debt must be documented and approved by management.

» Overdue accounts receivables should be promptly reviewed with customers.
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Guidelines-

o Persons responsible for billing transactions should not have access to
cash receipts or collection records. When these duties cannot be
separated, additional management review of transactions should be
implemented.

¢ An accounts receivable aging schedule should be prepared and
reviewed.

s Collection efforts for overdue accounts receivable should be
undertaken by persons independent of the department originating the
sale.

Cash Receipts

+ Customers and others owing funds should be instructed o send payments
directly to the designated central collection area or treasury personnel.

¢ Checks payable to Duke Energy or its affiliates which are received by an area
not designated for collections or a non-treasury area should be promptly
forwarded to the appropriate collections area.

s Receipts must be recorded, deposited, and balanced with general ledger and
bank statement amounts in a timely manner. Corrections should be made
within one month of identifying a reconciliation difference.

» Gross receipts must be deposited with no amounts deducted for refunds or
other expenses.

+ Received checks must be protectively stamped.

+ Reconciliation of cash book deposits, bank statements and the general ledger
must be reviewed by management.

Guidelines-

Cash and checks received should be entered on a cash received list.

+ Receipts should be physically secured at all times under the control of
a specific individual with clear accountability when funds are
transferred.

» Access to receipts by personnel other than the primary person
responsible should require two people to gain access to funds.

» Personnel assigned to handle cash receipts or make bank deposits
should be independent of those balancing bank deposits with the cash
receipts list, as well as those reconciling bank statements with the
general ledger. When these duties cannot be separated, additional
management review of transactions must be implemented. In addition,
the functions of handling cash and reconciling bank statements must
be segregated between at least two peopie.

» The cash received list should be balanced to the daily deposit and to
the daily cash receipts journal entry.

Refunds and account balance transfers should ha have management authorization.
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Revenue Recognition

Applicability: Applies to Enterprise

Originator: Corporate Controller

Approval; Corporate Controller

Effective Date; 12/01/2004

Revision Datea: 12/17/2007

Reissue Date: 1241772007

Statement of Purpose and Philosaphy

The purpose of this policy is to provide guidelines for applying the general principles of revenue
recognition for Duke Energy Corporation and its subsidiaries. Duke Energy is committed to
preparing and providing financial information with the utmost integrity. To facilitate this corporate
value, the Corporate Cantroller's Department will approve policies to ansure the accuracy of books
and records {as detailed in the Code of Business Ethics).

Policy Expectations and Scope

All businessfcorporate units should understand the requirements for revenue recognition under U.5S.
GAAP and SEC requirements and ensure that these requirements are applied appropriately per this
policy. This policy contains a high-level summary of the key requirements of U. S. GAAP as it
applies to Duke Energy, including any significant interpretations or policy elections made by Duke
Energy, but is not intended to be a substitute for the detail requirements of authoritative GAAP
literature for specific issues or matters that may arise.

This policy is applicable to all business/corporate units of Duke Energy Corparation and its
consolidated subsidiaries {"Duke Energy” or "the Company”). This policy should help ensure
consistent application of the accounting for revenue recognition across the consolidated Duke
Energy group.

Materiality

Financial Accounting Standards Board (“"FASB™) statements note that "The provisions of this
Statement need not be applied to immaterial items.” Accordingly, materiality should be considered
when applying this policy. However, materiality must be assessed at the business/corporate unit
level, (as well as heing assessed at the SEC sub-registrant level), and at the consolidated level(s),
and involves consideration of both guantitative as well as gualitative factors. Any guestions
regarding materiality should be directed to the Corporate Confroiler's Department.

Accountability; Roles and Responsibilities

Corporate Controller's Department -
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« Maintain an accounting policy for revenue recognition available on the Duke Energy portal
to help ensure that busmess/corporate units are aware of the cnitena for recognizing
revenue,

+ Accumulate the information necessary to Fulfifl the Company’s periodic reporting obligations
{e.g., SEC Forms 10-K and 10-Q).

* Ensure that all necessary disclosures are made in the Company’s consolidated financial
statements with respect to the policies for recognizing revenue, including any necessary
discussion in critical accounting policies.

s As requested, or as the accounting literature changes, provide guidance/assistance to
business/carporate units on recognizing revenue.

« Provide guidance on the consideration of materiality as may be requested by the
business/corporate units.

Business/Carpor. Unit -

» Ensure that the recognition of revenue is in accordance with this policy.

e Ensure proper documentation exists for the recognition of revenue, especially from any
non-standard transactions, such as any with multiple-element arrangements.

s  Ensure that the recognition of revenue is consistent within the Business/Corporate Unit and
between reporting periods.

e Ensure that discussion in the Company's consolidated financial statements and SEC filings
appropriately address the significant business unit/corporate revenue recognition issues.

Standards/Requirements

This section contains discussion of Ehe following topics:

» Background
+  Supperting Guidance

« Accounting Policy:
& General Principles

a Other considerations common to Duke Energy
a Specialized industry accounting applicabie to Duke Energy
¢ Multiple Element Arrangements
o Additional Regulatory Considerations
¢ Reporting and Disclosure Requirements
Background

Generally, the determination of when to recognize revenue involves a considerable amowunt of
professional judgment based upon certain guiding principles, and in certain instances, specific
authoritative literature. In Staff Accounting Bulletin (*SAB™) Topic 13, “Revenue Recognition,” the
Securities and Exchange Commission ("SEC") Staff explained that the accounting literature on
revenue recognition includes bath broad conceptual discussions as well as certaln industry-specific
guidance. As with SAB Topic 13, the policy contained herein fecuses on the generat guiding
principles in existing authoritative literature as well as the broad revenue recegnition criteria
specified in the FASB's conceptual framework. This policy also discusses revenue recognition for
certain specific transactions that are comman to Duke Enerqy, as well as the general reporting and
disclosure requirements related to revenue recognition.

Supporting Guidance
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[NOTE - Statement of Financial Accounting Standards ("SFAS”®) Np. 157, "Farir Value Measurements”™
("SFAS No. 1577), has an effective date of January 1, 2008. SFAS No. 157 defines fair value,
establishes a framework for measuring fair value, and expands disclosures about fair value
measurement. SFAS No. 157 could impact the area of revenue recognition any time fair value is
required to be used {e.g., for trading and marketing revenues when the mark-to-market method of
accounting is applied, as discussed under the “Trading and marketing revenues” section below).

This policy does not address the specific mechanics thal are required when calculating fair value,
and therefore this policy is nat intended to address any specific implications that 5FAS No. 157
might have on the recognition of revenues. ]

The SEC Staff issued SAB No. 101, "Revenue Recggnition in Financial Statements” ("SAB No. 1017),
in 1999, [n SAB No. 101, the SEC Staff provided the basic guiding principies of revenug recognition
based upon their interpretation of Statement of Financial Accounting Concepts ("SFAC™) No. 5,
"Recognition and Measurement in Financial Statements of Business Enterprises” ("SFAC No. 57),
paragraphs 83 and 84. In December 2003, the SEC Staff amended SAB No. 101 with the issuance
of SAB No. 104, "Revenue Recognition”, which added the consensus guidance contained in the
FASB's Emerging Tssues Task Force ("EITF") Issue No. 00-21, "Revenue Arrangements with Muitiple
Deliverables” (“EITF Issue 00-21"), regarding revenue recognition for multiple-element revenue
arrangements (a “multiple-element” arrangement represents an arrangement that involves muitiple
revenue-generating activities or multiple deliverahles — Exhibit 8 to EITF Issue 00-21 contains &
number of examples of how and when to recognize revenue for multiple-element arrangements). In
this policy, the SEC Staff also issued a Frequently Asked Questions ("FAQ") document along with
SAB No. 101 to give registrants additional interpretive guidance. It is now, as a result of the
issuance of SAB Na. 104, incorporated within SAB Topic 13 (codification of SAB No. 101).

The hasic guiding principles of revenue recagnition are that revenue is to be recognized when it is
both realized or realizable and eamed. SAB Topic 13 states (footnote references omitted):

Revenue should not be recognized until it is realized or realizable and earned. SFAC No. 5,
paragraph 83(b) states that "an entity's revenue-earning activities involve delivering or producing
goods, rendering services, or other activities that constitute its ongoing major or central operations,
and revenues are considered to have been earned when the entity has substantially accomplished
what it must do to be entitled to the benefits represented by the revenues" [footnote reference
omitted]. Paragraph 84(a) continues “the two conditions (being realized or realizable and being
earned) are usually met by the time product or merchandise is delivered or services are rendered to
customers, and revenues from manufacturing and selling activities and gains and losses from sales
of other assets are commonly recognized at time of sale (usually meaning delivery)” [footnate
reference omitted]. In addition, paragraph B4(d) states that "If services are rendered or rights to
use assets extend continuously over time (for example, interest or rent), reliable measures based
on contractual prices established in advance are commonly available, and revenues may be
recognized as earned as time passes.

The staff believes that revenue generally is realized or realizable and earned when all of the
following criteria are met:
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Persuasive evidence of an arrangement exists,

Delivery has occurred or services have been rendered,
The selfler’s price ta the buyer is fixed or determinable, and
Collectibility is reasonably assured.

SFAC No. 5, paragraphs 83 and 84, states the following, which is referred to above in SAB Topic 13:

83. Further guidance for recognition of revenues and gains is intended to provide an
acceptable level of assurance of the existence and amounts of revenues and gains
before they are recognized. Revenues and gains of an enterprise during a period are
generally measured by the exchange values of the assets (goods or services) or
liabilities involved, and recognition involves consideration of two factors (a) being
realized or realizable and (b) being earned, with sometimes one and sometimes the
other being the more important consideration.

a. Realized or realizable. Revenues and gains generally are not recognized until
realized or realizable. Revenues and gains are realized when products (goods or
services), merchandise, or other assets are exchanged for cash or claims to cash.
Revenues and gains are realizable when related assets received or held are readily
convertible to known amounts of cash or claims to cash. Readily convertible assets
have (i) interchangeable (fungible) units and (ii) quoted prices available in an active
market that can rapidly absorb the quantity held by the entity without significantly
affecting the price.

b.  Earned. Revenues are not recognized until earned. An enlity's revenue-
earning activities involve delivering or producing goods, rendering services, or other
activities that caonstitute its ongoing major or central operations, and revenues are
considered to have been earned when the entity has substantially accomplished what
it must do to be entitled to the benefits represented by the revenues. Gains
commonly result from transactions and other events that involive no "earning
process," and for recognizing gains, being earned is generally less significant than
being realized or realizable.

84. In recognizing revenues and gains:

a. The two conditions (being realized or realizable and heing earned) are usually
met by the time product or merchandise is delivered or services are rendered to
custoemers, and revenues from manufacturing and selling activities and gains and
losses from sales of other assets are commonliy recognized at time of sale (usually
meaning delivery).

b.  If sale or cash receipt (or both) precedes production and delivery {for exampie,
magazine subscriptions), revenues may be recognized as earned by production and
delivery.

C. If product is contracted for before production, revenues may be recognized by a
percentage-of-completion method as earned-as production takes place-provided
reasonable estimates of results at completion and reliable measures of progress are
availabie.

d. If services are rendered or rights to use assets extend continuously over time
(for example, interest or rent), reliable measures based on contractual prices
established in advance are commonly available, and revenues may be recognized as
earned as time passes. _

e. If products or other assets are readily realizable because they are salable at
reliably determinable prices without significant effort (for example, certain
agricultural products, precious metals, and marketable securities), revenues and
some gains or losses may be recognized at completion of production or when prices
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of the assets change. Paragraph 83(a) describes readily realizable (convertibie)
assets.

f.  If product, services, or other assets are exchanged for nonmonetary assets that
are not readily convertible into cash, revenues or gains or tosses may be recognized
on the basis that they have been earned and the transaction is completed. Gains or
losses may also be recognized if nonmonetary assets are received or distributed in
nonreciprocal transactions. Recognition in both kinds of transactions depends on the
pravision that the fair values involved can be determined within reasonabie limits.

g.  If collectibility of assets received for product, services, or other assets is
doubtful, revenues and gains may be recognized on the basis of cash received.

EITF Issue No. 91-6, "Revenue Recognition of Long-Term Power Sales Contracts” {*EITF Issue 91-
6"},In ETTF [ssue 91-6, the Task Force issued guidance for “non-utility geperators” ("NUGs") as to
the appropriate recognition of revenue from certain long-term power sales arrangements, i.e.,
electricity sales contracts. See below for further discussion,

EITF [ssue 96-17, "Revenue Recognition under Long-Term_Power Sales Contracts that Contain both
Fixed and Variable Pricing Terms” {(*EITF Issue 96-17™). In this Issue, the Task Force reached a

consensus on how revenue should be recagnized on a leng-term power sales contract that tontains
separate, specified terms for (1) a fixed or scheduled price per kilowatt hour {kWh) for one period of
time and {2} a variable price per kWh (based on market prices, actual avoided costs, or formula-
based pricing arrangements) for a different period of time, where neither a tracker account nor any
other form of adjustment determines or limits the total revenues to be billed under the contract
over ils entire period. See below for further discussion.

ETTF Issue 92-7, “Accounting by Rate-Requlated Utilities for the Effects of Certain Alternative
Revenue Programs.” In this Issue, the Task Force addressed the timing of revenue recognition for
billings by requlated utilities (i.e., operations acceunted for pursuant to SFAS No. 71, “Accounting
for the Effects of Certain Types of Regulation” (SFAS No. 71} under incremental, alternative revenue
programs, See below for further discussion.

EITT Issue No. 99-19, “Reporting Revenue Gross as a Principal versus Net as an Agent” (CEITE Issue

99-19"). In EITF Issue 99-19 the Task Force set forth certain indicators, while not determinative, of
whether revenue should be accounted for gross or net. EITF Issue 99-19 excludes from its scope
income statement display issues related to {a) shipping and handling fees and costs, (b) rebates,
Coupons, incentives and free products, and (c) muitiple-element arrangements. EITF Issue 99-19
does apply, however, to derivative contracts that are accounted for under the narmal purchase and
normal sale exception. See below for further discussion.

EITF Issue No. 00-71, "Accounting for Multipte Element Revepue Arrangements” ("EITF Issue 00-
217). EITF [ssue 00-21 governs how to identify whether goods or services or both that are to be

delivered separately in bundled sales arrangement should be accounted for separately. See below
for further discussion.

EITF Issue Mo. 02-3, lved in Accounting for Derivati nt Held for Tradin

Purposes and Contracts Involved in Energy Trading and Risk Management Activities” (“EITF Issue
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02-3"). In EITF Issue 02-3, the Task Force stated the following with respect to the presentation of
revenues related to energy trading contracts:

On Issue 1, the Task Force reached a consensus that ali gains and losses (realized
and unrealized) on energy trading contracts should be shown net in the income
statement whether or not settied physicaily. An entity should disclose the gross
transaction volumes for those energy trading contracts that are physically settled.

{Note: See the Accounting for Risk Management and Hedging Activities Policy for quidance on
determining whether a contract is an energy trading contract}.

See below for further discussion.

Accounting Policy

General principles

In the absence of specific accounting literature (e.g., software revenue recognition and other
industry specific guidance), revenue shall be recognized when it is realized or realizable and
earned. Per the guidance in SAB Topic 13, revenue is realized or realizable and earned when all of
the following criteria are met:

Persuasive evidence of an arrangement exisks,

[ ]
+ Delivery has occurred or services have been rendered,
s Sales price is fixed or determinable, and
» Collectibility is reasonably assured.
Persuasive eviden an arran xists

In the context of revenue recognition, arrangement is generally undearstood to be the final
understanding between the parties as to the specific nature and terms of the agreed-upon
transaction. Persuasive evidence is generally to be determined based upan a Business Unit’s
custormnary business practices. Far example, if written contracts are typically sought out by a
Business Unit in an arrangement, then persuasive evidence of such arrangement does not exist until
a signed and enforceable contract is in place.

Delivery has ocqurred or services have nder:

Delivery is generally considered to have occurred when the customer takes title and assumes the
risks and rewards of ownership of the products specified in the arrangement. Services have been
rendered when the service provider has perfarmed the activities specified by the customer in their
mutually agreed-upon arrangement. Usually it is upon delivery of a product or performance of a
service that the customer either pays the seller/provider or becomes obligated to pay. Generally,
revenue should not be recagnized before the customer becomes obligated to pay the
seller/provider. See the discussion below an title transfer for additional guidance.
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Sales price is fixed or determinable

The amount or price must he either fixed by the agreement or it must be determinable in order to
meet the criteria for revenue recognition. An important consideration in determining whether the
price is fixed or determinable is whether a customer has the unilateral right to terménate or cancel
the contract and receive a cash refund. Generally, prices that are conditional on the accurrence of a
future event are not fixed or determinable from the perspective of revenue recognition. However,
as discussed in SFAS No. 48, "Revenue Recognition when Right of Return Exists,” paragraphs 6-8, if
a reliable astimate of returns can be made, revenues, net af the expected returns, can be
recagnized. Absent this ability, revenue recognitign shall be deferred until the future event has
occurred or is certain not to occur. Paragraphs 26-31 of the American Institute of Certified Public
Accountants ("AICPA™)} Statement Of Position (“"SOP”) No. 97-2, "Software Revenue Recognition”
("SOP 97-2), provide guidance that can be useful by analogy for determining whether a sales price
is fixed or determinable.

Collectibility_is reasonably assured

As noted in SFAC No. 5, in order to recognize revenue, the revenue must be realized or realizable.
Thus, cash or a claim to cash must be received. In order to determine whether a claim to cash has
been realized, callectibility of that claim must be established and reasanably assured of occurring.

If all of the above criteria are met, then revenue is generally considered to be realized or realizable
and earned and it should be recagnized in Buke Energy’s consolidated financial staternents.

Other considerations common to Duke Energy

Title transfer

SAB Topic 13 indicates that delivery is not considered to have occurred unless the customer has
taken title to the product({s) and assumed the risks and rewards of ownership. Typically, the
determination of transfer of title depends upon the terms of shipment, whether the customer
assumes ownership upon shipment (FOB shipping point) or upon delivery (FOB destination). SAB
Topic 13 intends the FOB terms and title transfer te be essential in determining when the risks and
rewards of ownership are deemed to be transferred to the customer. Therefore, for purposes of
determining when title and the related risks and rewards of ownership have passed to the customer,
Duke Energy shall refer to the relevant shipping terms {(FOB shipping point and FOB destination),
excepl in sales type lease transactions accounted for under SFAS No. 13, "Accounting for Leases,”
and certain transactions outside the U.S. where title is retained for security interest purposes only
(see SAB Topic 13 A.2. Question 1).

Customer acceptance
in the FAQ that accompanied SAB No. 101, the SEC Sraff referred to SFAC No. 5, paragraph 83(b)

and SOP 97-2, paragraph 20, with respect tc the issue of customer acceptance, which state that “a
seller should substantially complete or fulfill the terms specified in the sales arrangement” and
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“after delivery or performance, if uncertainty exists about customer acceptance, revenue shouid not
be recognized until acceptance occurs,” respectively. Therefore, unless any remaining obligation to
the custamer is intonsequential or perfunctory, generally revenue shall not be recognized until
customer acceptance, as defined in the sales agreement, has occurred.

Unbilled and estimated revenues

Unbitled revenues on sales of electricity shall be estimated by applying an appropriate average
revenue/kilowatt hour for all customer classes to the number of kilowatt hours delivered but not
billed. Revenues that are billed or invoiced in a pattern that does not match the earnings process
{e.g., Duke Energy Carglinas’ Equal Payment Plan, which bills customers on a monthly basis one-
eleventh of their annual historical electric bill with a true-up in the twelfth month) should be
adjusted at each reporting pericd, as needed, so that the amount reported as revenues match the
earnings process far that period as described in this accounting policy.

Revenues related to sales of natural gas or other products or services not yet billed shall be
estimated each month. These estimates are to be based on the refevant factors, including contract
data, regulatoery informaticn, estimated distribution usage based on historical data adjusted for
heating degree days, commodity prices, etc.

See the “Unbilled revenues” subsection of the “Financial statement disclosures” section of
"Reporting & Disclosure Requirements” below for certain disclosures specifically requested for the
Company in a 2007 SEC comment letter.

“Tracker” Revenues for Operations not under SFAS No. 71

The Company has certain operations that do not qualify for deferral accounting under SFAS No. 71,
but some of which are nonetheless subject to at least some level of regulatory oversight of the rates
charged to certain classes of customers. These operations are primarily the non-regulated
generation of Duke Energy Ohio. For certain operations, certain components of costs get bilied to
customers based on estimates of amounts to be incurred, with adjustments reflected in billings for
subsequent periods, once actual amounts are known, reflecting any amounts under-or over-
collected in the billings that reflected the estimates (the tracking mechanisms used to monitor the
estimated vs. actual amounts are referred to herein as “trackers”). Due to changes in customers
(e.q., through customers switching to different providers, customers moving into or out of the
service territory, etc.), especially for the Qhio generation operations, the hillings containing the
adjustments for the actual costs may not be to the same customers who received the billings that
contained the esbimated costs. Accordingly, any “under collected” amounts as of any given date do
nat represent amounts due from any specific customers, and therefore are generally not reflected
as revenues or receivables untll billed. The same applies for any “over collected” amaunts.

As these operations do not qualify for the accounting metheds outlined in SFAS No. 71, these
operations are prohibited from establishing regulatary assets and liabilities {see the separate
Accounting for Reguiated Entities Palicy (SFAS No. 71) for further guidance for establishing
requlatory assets and liabilities). For these “non-SFAS No. 717 operations, costs and expenses of
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operations should be expensed as incurred, and revenue for items suhject to “trackers” should
generally be recorded as billed. However, for itemns subject to “"trackers,” any “over collected” or
“under collected” positions should be monitored to determine if any additional analysis or changes
to the accounting for these items is warranted.

Trading and marketing revenues

The recognition of income related to certain derivative activity is primarily dependent on whether
the accrual method or mark-to-market (*MTM") method of accounting is applied. Under the MTM
method of accounting, an asset or liability is recognized at fair value on the balance sheet and the
change in the fair value of that asset ar liability is recognized in income. Under the accrual method
of accounting, an asset or liability is recognized when a right to an asset has been established or
obligation has occurred. With the implementation of EITF Issue 02-03, the use of MTM accounting
is to be restricted to contracts classified as derivatives pursuant to SFAS No. 133, “Accounting for
Derivative Tnstruments and Hedging Activities,” as amended. Contracts that do not meet the
definition of a derivative are subject to the accrual method of accounting. While the MTM method of
accounting is the default method of accounting for all SFAS No. 133 derivatives, SFAS No. 133
allows for the use of accrual accounting for derivatives designated as hedges and certain scope
exceptions, including the normal purchase and normal sale exception. Duke Energy designates a
derivative as a hedge or a normal purchase or normal sale contract in accordance with internal
hedge guidelines and the requirements provided by SFAS No. 133.

For further guidance on accounting far these instruments, see the separate Accounting for Risk
Management and Hedging Activities Policy.

Specialized industry accounting applicable to Duke Energy
Services accounting

Service transactions, as defined by the AICPA in its “white paper” on the subject, generally involve
transactions between a seller and a purchaser in which, for a mutually agreed to price, the seller
agrees to perform an act or acts, including permitting others to use enterprise resources, that do
not alane pravide a tangible commadity or product as the principal intended result. Service
transactions are common to Duke Energy, specifically the provision of electricity to custemers and
the distribution of natural gas to end users. In the Interpretive Response to Question 2 in section
3.f. of SAB Topic 13, the SEC Staff stipulated ™. . . that, provided all other revenue recognition
criteria are met, service revenue should be recognized on a straight-line basis, unless evidence
suggests that the revenue is earned or obligations are fulfilled in a different pattern, over the
contractual term aof the arrangement or the expected period during which those specified services
wilt be performed.”

Sales of Real Estate

Revenue recognition in transactions involving the sale of real estate is governed by specific
accounting literature, SFAS No. 66, "Accounting for Sales of Real Estate”, as amended by SFAS No.
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98. It is important to note that SFAS No. 66 applies to all sales of real estate, not just those made
by a real estate developer, and therefore, the principles enumerated betow should be followed by all
of Duke Energy’s Business Units whenever a sale of real estate occurs.

Note: Subseguent to the deconsolidation of Crescent Resources, LLC in 2008, all sales of real
estate prajects are recognized as gains on sale of real estate in the consolidated statements of
operations as those projects are considered to be productive assets at the time of sale, and
appropriately, the cash flows assoclated with the purchase and sale of real estate projects are
classified as investing cash flows,

SFAS No. 66, paragraph 3, states the following as to recognition of revenue in a real estate
transaction, other than retail land sales:

3. Profit shall be recognized in full when real estate is sold, provided (a) the profit is
determinable, that is, the collectibilily of the sales price is reasonably assured or the
amount that will not be collectible can be estimated, and (b) the earnings process is
virtually complete, that is, the seller is not obliged to perform significant activities
after the sale to earn the profit. Unless both conditions exist, recognition of ail or
part of the profit shall be postponed. Recognition of all of the profit at the time of
sale or at some later date when both conditions exist is referred to as the full accrual
method in this Statement.

With respect to collectibility, paragraph 4 of SFAS No. 66 has the following provisions:

4. ..callectibility of the sales price is demonstrated by the buyer's cammitment to
pay, which in turn is supported by substantial initial and continuing investments that
give the huyer a stake in the property sufficient that the risk of loss through default
motivates the buyer to honor its obligation to the seller. Collectihility shall also be
assessed by considering factors such as the credit standing of the buyer, age and
location of the property, and adequacy of cash flow from the property.

If the buyer does not demonstrate 8 commitment to pay that is supported by substantial initial and
continuing investments then profit recognition (i.e., revenue recognition) shall not occur.

As stated in paragraph 3, in other than retail land sales, the full accrual methed is to be used. Profit
shall not be recognized under the full accrual method until all of the following criteria are met as
stated in paragraph 5 (further guidance):

a. A sale is consummated (paragraph 6).

b.  The buyer's initial and continuing investments are adequate to demonstrate a commitment
to pay for the property (paragraphs 8-16).

€. The seller's receivable is not subject to future subordination (paragraph 17).
d. The seller has transferred to the buyer the usual risks and rewards of ownership in a

transaction that is in substance a sale and does not have a substantial continuing
involvement with the property {paragraph 18).
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{f a real estate sales transaction does not satisfy the criteria in paragraphs 3-5 (with gquidance
contained in paragraphs 6-18} for recegnition of profit by the full accrual method, the transaction
shall generally be accounted for using the deposit, installment, percentage-of-completion, or the
cust-recovery method, as appropriate.

(Note: There are separate measurement and recognition criteria in SFAS No. 66 for “retail land
sales”, however, Duke Energy does not currently enter into such sales, which are defined in
paragraph 100 of Appendix E to SFAS No. 686)

Lease Revenue

SFAS Na. 13, “Accounting for Leases”, paragraphs 17 through 19 govern the accounting for revenue
related to sales-type, direct financing and operating leases. The following discussion covers the
recognition of revenue related to these types of leases; however, it is not intended to cover the
determination of whether a lease will meet the criteria for treatment as such.

Revenue recognition related to leases would be as follows:

: Direct financing

1. Amortization of unearnad income and initial direct costs as interest income over the lease
term so as to produce a constant periodic rate of return on the net investment in the lease.

Sales-type leases

1. Recognition of revenue from sales-type leases at the commencement date of the lease
term. The amount recognized as sales revenue from a sales-type lease would exclude the
present value of the unguaranteed residuals.

2.  Amortization of unearned income as interest income over the lease term so as to praduce a
constant periodic rate of return on the net investment in the lease.

Qperating leases

1. Rental revenue is recognized on a straight-line basis regardless of the lease provisions,
unless another systematic and rational basis is more representative of the timing pattern in
which use benefit from the leased property is diminished.

Leases Involving Real Estate

Paragraph 22(f) of SFAS No. 98, “"Accounting for Leases, an amendment of FASB Statements No.
13, 66 and 91 and a Rescission of FASB Statement No. 26 and Technical Bulletin No. 79-11," states
the following with respect ta the treatment of real estate leases:

The first two sentences of paragraph 8 and paragraph 8(a) [of SFAS No. 13] are
superseded by the following: .
From the standpoint of the lessor, a lease involving real estate shall be classified as a
sales-type lease only if it meets the criterion in paragraph 7{a) as appropriate under
paragraph 6(b}(i}. Otherwise, if the lease at inception meets any one of the four
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criteria in paragraph 7 and in addition meets both of the following criteria, it shall be
classified as a sales-type lease, a direct financing lease, a leveraged lease, or an
operating lease as appropriate under paragraph 6(b). If the lease does not meet any
of the criteria of paragraph 7 or both of the following criteria, the lease shall be
classified as an operating lease.

a. Collectibility of the minimum lease payments is reasonably predictable. A lessor
shall not be precluded from classifying a lease as a sales-type lease, a direct
financing lease, or a leveraged lease simply because the receivable is subject to an
estimate of uncollectibility based on experience with groups of similar receivables.

Indefeasible Right ko Use (*IRU'S™)

Duke Energy, through its whally-owned subsidiary, DukeNet, sells capacity related to its fiber optic
cable network to third parties as part of its core business. The indefeasible right to usa such
network capacity is often referred to as an “[RU”. Pursuant to an IRU, an entity purchasing network
capacity has the exclusive right to use a specified amount of capacity for a period of time. In
determining when to recognize revenue related to an IRU, a network capacity provider must
determine whether the IRU represents a lease or a service contract. If the [RU is in substance a
lease, and it is determined to be a sales-type lease, the recagnition provisions enumerated above
would apply and likewise if it is an operating lease. If the [RU is a service contract then revenue
wouid generally be recognized straight-line over the life of the conbrack (see above for further
guidance refated to revenue recognition with respect to services).

Long-Term Power Purchase Ammangements

In EITF [ssue Ng. 91-6, the EITF issued guidance for “non-utility generators” ("NUGs"} as to the
appropriate recognition of revenue from certain long-term power sales arrangements, i.e.,
electricity sales contracis. EITF Issue 91-6 applies only to those entities that do not meet the
criteria for application of SFAS No. 71. It is also important to note that long-term power supply
contracts that would qualify for lease accounting pursuant to SFAS No. 13, including EITF Issue No.
01-8, “Determining Whether an Arrangement Contains a Lease,” are also outside the scope of EITF
Issue 91-6. The issues identified by the EITF in determining revenue recognition fram long-term
power sales contracts are as follows:

1. ‘Whether revenue on a power sales contract that contains scheduled price changes should
be recognized based on the scheduled prices or ratably over the term of the contract

2. Whether the accounting prescribed in Issue 1 changes if the power sales contract provides
that total revenues for the term of the contract are determined by a separate, formula-
based pricing arrangement,

3. Whether the accounting prescribed in Issue 1 changes if the power sales contract provides

that total revenues for the term of the contract are limited by a separate, formula-based
pricing arrangement.

The consensus reached on these issues is as follows:

The Task Force reached a consensus that a NUG should recognize as revenue the
lesser of (1) the amount hillable under the contract o (2) an amount determined by
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the kWhs made available during the period multiplied by the estimated average
revenue per kWh over the term of the contract. The determination of the {esser
amount shouid be made annually based on the cumulative amounts that would have
been recognized had each method been consistently applied from the beginning of
the contract term.

The Task Force reached a consensus on Issues 2 and 3 that a NUG should recognize
revenue in each period determined under the separate, formula-based pricing
arrangement if it determines or limits total revenues billed under the contract. The
separate, formula-based pricing arrangement should not be used to recognize
revenue if its only purpose is ta establish liquidating damages. The Task Force
indicated that the NUG should recognize a receivable only if the contract requires a
payment to the NUG at the end of the contract term and such payment is probable of
recovery. A receivable arises when amounts billed are less than the amount
computed pursuant to the formula-based pricing arrangement.

However, the FASB in SFAS No. 133, as amended, partially nullified the consensus above as stated
beiaw in the status section of EITF Issue 91-6:

If a long-term power sales contract meets the definition of a derivative under
Statement 133, then it would be marked to fair value through earnings, unless
designated as a hedging instrument in certain types of hedqging reiationships.
Otherwise, the consensus in Issue 91-6 would apply. Some long-term power sales
contracts that meet the definition of a derivative may qualify for the normat
purchases and narmal sales scope excepiion contained in paragraph 10(b), in which
case the long-term power sales contract would be accounted for under this
consensus in Issue 91-6. Long-term power sales contracts that are accounted for as
derivatives may possibly qualify as hedging instruments in all-in-one hedges (as
described in Statement 133 Implementation Tssue No. G2, “"Hedged Transactions
That Arise from Gross Settlement of a Derivative 'All in One Hedges’). The guidance
in Statement 133 Impiementation Issue No. A6, “Notional Amounts of Commeodity
Caontracts,” may be relevant.

Additionally, in EITF Issue 96-17, the Task Force reached a consensus on how revenue should be
recognized on a long-term power sales contract that contains separate, specified terms for (1) a
fixed or scheduled price per kilowatt hour {kWh) for one period of time and (2) a variable price per
kWh (based on market prices, actual avoided costs, or formula-based pricing arrangements) for a
different period of time, where neither a tracker account nor any other form of adjustment
determines or limits the total revenues to be bitled under the contract over its entire period. The
EITF reached a consensus that:

...the long-term power sales contracts covered by this Issue shouid be bifurcated and
accounted for as follows:

1. The revenue associated with the fixed or scheduled price period of the contract
should be recognized in accordance with the consensus reached for Issue 1 of Issue
91-6 (that is, the lesser of (a) the amount billable under the contract or (b) an
amount determined by the kWhs made available during the period multiplied by the
estimated average revenue per kWh over the term of the contract). The
determination of the lesser amount should he made annually based on the
cumulative amounts that would have been recognized had each methad been
consistently applied from the beginning of the contract term.
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2. The revenue associated with the variable price period of the contract should be
recognized as billed, in accordance with the provisions of the contract for that period.
The Task Force noted that if the contractuai terms during the separate fixed and
variable portions of the contract are not representative of the expected market rates
at the inception of the contract, the revenue asscciated with the entire contract
should be recognized in accordance with the consensus reached for Issue 1 of Issue
91-6.

The Task Force observed that the long-term power sales contract should be
periodically reviewed to determine whether it is a loss contract in which the loss
should be recognized immediately.

As with EITF Issue 91-6, SFAS No. 133, as amended, partially nullified the consensus in EITF Issue
96-17 as stated in its status section:

If a long-term power sales contract meets the definition of a derivative under
Statement 133, then it would be marked to fair value through earnings, unless
designated as a hedging instrument in certain types of hedging relationships.
Otherwise, the consensus in Issue 96-17 would apply. Some long-term power sales
contracts that meet the definition of a derivative may gualify for the normal
purchases and normal sales scope exception contalned In paragraph 10(b}, in which
case the long-term power sales contract would be accounted for under the consensus
in Issue 96-17. Long-term power sales contracts that are accounted for as
derivatives may possibly qualify as hedging instruments in all-in-one hedges. (Refer
to Statement 133 Implementation Issues No. A6, "Notional Amounts of Commaodity
Contracts,” and No. G2, "Hedged Transactions That Arise from Gross Settlement of a
Derivative (*All in One’ Hedges).”)

Multiple element arrangements

Scope & Applicability

In EITF Issue 00-21, the Task Force addressed the identification of separate units of accounting in
revenue arrangements with multiple deliverables. It is impartant to note that per EITF Issue 00-21
paragraph 3:

3. This Issue does not address when the criteria for revenue recognition are met or
provide guidance on the appropriate revenue recognition convention for a given unit
of accounting. For example, this Issue does not address when revenue attributable
to a unit of accounting should be recognized based on proportional performance.
The timing of revenue recognition for a given unit of accounting will depend on the
nature of the deliverable(s) composing that umit of accounting (and the
corresponding revenue recognition convention) and whether the general conditions
for revenue recognition have been met.

Therefore, revenue should be recognized from those separate units of accounting, as identified or
not, based upan the principles set farth above (specific literature or SAB Topic 13}. In applying the
provisions of EITF Issue 00-21, paragraph 2 states that “separate contracts with the same entity or
related parties that are entered into at or near the same time are presumed to have been
negotiated as a package and should, therefore, be evaluated as a single arrangement in considering
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whether there are one or more units of accounting. That presumption may be overcome if there is
sufficient evidence to the contrary.”

There may be instances where higher level autheoritative literature governs the allocation of
consideration to multipte-element arrangements, such as SFAS Nos. 13, 45 and 66 (see paragraph
4a (i} and (ii}). Paragraph 4a {iii) states that:

iii. If higher-level literature provides no guidance regarding the separation of the
deliverables within the scope of higher-level literature from those deliverables that
are not or the allocation of arrangement consideration to deliverables within the
scope of the higher-level literature and to those that are not, then the guidance in
this Issue should be followed for purposes of such separation and allocation. In such
circumstances, it is possible that a deliverable subject to the guidance of higher-level
literature does not meet the criteria in paragraph 9 of this Issue to be considered a
separate unit of accounting. In that event, the arrangement consideration allocable
to such deliverable should be combined with the amount allocable to the other
applicable undelivered item(s) within the arrangement. The appropriate recognition
of revenue should then be determined for those combined deliverables as a single
unit of accounting. '

Principles

EITF Issue 00-21 specifies certain general principles with respect to the accounting for multiple-
element arrangements, they are:

1. Revenue arrangements with multiple deliverables should be divided into separate
units of accounting if the deliverables in the arrangement meet the criteria in
paragraph 9 of EITF Issue 00-21.

2. Arrangemeni consideration shouid be allocated among the separate units of
accounting based on their relative fair vaiues {or as otherwise provided in paragraph
12). The amount allocated to the delivered item(s) is limited as discussed in
paragraph 14 of EITF Issue 00-21.

3. Appilicable revenue recognition criteria should be considered separately for
separate units of accounting.

Paragraph 9 states the following:

In an arrangement with multiple deliverables, the delivered item(s) should be
considered a separate unit of accounting if all of the following criteria are met:

a. The delivered item(s) has value to the customer on a standalone basis. That
item{s) has value on a standalone basis if it is sold separately by any vendor or the
customer could resell the delivered item(s) on a standalone basis. In the cantext of
a customer's ability to resell the delivered item(s), the Task Force observed that this
criterion does not require the existence of an observable market for that
deliverable(s). :

b. There is objective and reliable evidence of the fair value of the undelivered
item(s).
C. If the arrangement includes a general right of return relative to the delivered

item, delivery or performance of the undelivered item{s) is considered probabie and
substantially in the control of the vendor.
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Additional Regulatory Considerations

In SFAS No. 71, paragraph 11, the FASBE put forth certain instances in which a regulatory liabifity
should be recognized. They include:

a. A requlator may require refunds to custemers. Refunds that meet the criteria of
paragraph 8 (accrual of loss contingencies) of FASB Statement No. 5, Accounting for
Contingencies, shall be recorded as liahitities and as reductions of revenue or as
expenses of the requlated enterprise.

b. A regulator can provide current rates intended to recover costs that are expected
to be incyrred in the future with the understanding that if those cosls are not
incurred future rates will be reduced by corresponding amounts. If current rates are
intended to recover such costs and the requlator requires the enterprise to remain
accountable for any amounts charged pursuant to such rates and not yet expended
for the intended purpose, the enterprise shall not recognize as revenues amounts
charged pursuant to such rates. Those amounts shall be recognized as liabilities and
taken to income only when the associated costs are incurred.

c. A regulator can require that a gain or other reduction of net allowable costs be
given to customers over future periods. That would be accomplished, for rate-making
purposes, by amartizing the gain or other reduction of net allowable costs over those
future periods and reducing rates to reduce revenues in approximately the amount of
the amortization. If a gain or other reduction of net allowable costs is to be
amortized over future periods for rate-making purposes, the regulated enterprise
shall not recognize that gain or other reduction of net ailowable costs in income of
the current period. Instead, it shall record it as a liability for future reductions of
charges to customers that are expected to result.

Thus, in certain instances in which revenue is or may be recognized related to the Company's
regulated operations a regulatery liability may be required to be recognized under paragraph 11 of
SFAS No. 71. See the separate Accounting for Regulated Entities Policy (SFAS No. 71) for further
guidance as to when such a liability should be recognized, and how it is to be accreted into income.,

EITF Issue 92-7 addresses the timing of revenue recognition by “rate-regulated utilities” for billings
under additional, alternative revenue programs. We have conflrmed with our external auditors,
Deloitte & Touche, that the reference in this [ssue to rate-regulated utitities results in the guidance
in EITF Issue 92-7 only being applicable to operations that are accounted for under SFAS No. 71.
The types of “alternative revenue programs” addressed by EITF Issue 92-7 can generally be
segregated into two categories, Type A and Type B. Type A programs adjust billings for the effects
of weather abnormalities or broad external factors or to compensate the utility for demand-side
management initiatives (for example, no-growth plans and similar consgrvation efforis}). Type B
pragrams provide for additional bitlings {incentive awards) if the utility achieves certain objectives,
such as reducing costs, reaching specified milestones, or demenstratively improving customer
service.

The Task Force reached a consensus on EITF Issue 92-7 that the additiona! revenues should be
recognized when all of the foliowing conditions have been met:
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1. The program is established by an order from the utility's regulatory commission that allows
for automatic adjustment of future rates. Verification of the adjustment to future rates by
the reguiator would not preciude the adjustment from being considered automatic.

2. The amount of additional revenues for the period is objectively determinable and is
probabie of recovery.

3. The additional revenues will be collected within 24 months following the end of the annual
peried in which they are recognized.

Reporting & Disclosure Requiraments

Gross versus net presentation

In EITF Issue 99-19, the Task Force set forth a number of indicators that should be considered in
evaluating whether to recard revenues gross versus net (gross meaning revenue presented
separately from the related costs). The Task force alsa stated that the decision is a matter of
professional judgment and is dependent upon the relevant facts and circumstances. None of the
indicators should be considered presumptive or determinative; rather, the relative strength of each
indicator should be considered.

EITF Issue 99-19 [ndicators of Gross Reporting:

The Company is the primary obligor in the arrangement

The Company has general inventory risk (before customer order is placed or upon customer
return)

The Company has latitude in establishing price

The Company changes the product or performs part of the service

The Company has discretion in supplier selection

The Company is involved in the determination of produck or service specifications

The Company has physical loss of inventory risk (after customer arder or during shipping)
The Company has credit risk.

N

O~ vt bW

EITF Issue 99-19 Indicators of Net Reporting:

The supplier is the primary obligor in the arrangement

The amount the Company earns is fixed

"Please revise future disclosure to indicake the amount of unbilled revenues recorded at
period end. To the extent applicable, please explain any material differences in amounts
recorded between periods.The suppliar has credit risk.

WA e

For a contract that is deemed to be an energy trading contract under EITF Issue §2-3, the reiated
gains or losses should be presented net in the income statement whether or not settled physically.
Also, the gross transaction volumes for those energy trading contracts that are to be physically
settled should be disclosed. For those contracts that are accounted for under SFAS No. 133
narmal purchase and sale exception, evaluation of gross versus net presentation shouid be made
under the mdicators mentioned above.

Accordingly, these disclosures should be made in all future SEC filings for all Duke Energy SEC
registrants. Financial statement disclostres

APB Opinion No. 22, "Disclosure of Accounting Policies,” requires disclosures of *._.important
judgments as ko appropriateness of principles reating to the recognition of revenue.” SAB Topic 13
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expresses the opinion of the SEC Staff that because revenue recognition generally involves the
exercise of judgment, companies are always required to disdose their revenue recognition policies,
SAB Topic 13 also provides that, when applicable, the notes the financial statements shall include
disclosure of:

1. The revenue recognition policy for each type of material transaction

2. If the Company were to enter into muitiple-element sales arrangements, the method of
accounting for each element and the method used to determine each element and value it

3. Material changes in estimates of returns in accordance with SFAS No. 48, if applicable.

The SEC 5taff, in Financiai Reporting Release ("FRR") No. 60, "Cautionary Advice Regarding
Disclosure about Critical Accounting Policies,” strangly suggested that companies disclose in their
filings with the SEC, their accounting policies that required a significant level of management
estimate and judgment in their application. The Staff, as mentioned above, believes that revenue

‘recognition involves the exercise of judgment. Thus, they would in turn expect to see revenue

recagnition discussed in light of FRR No. 60 as a critical accounting policy, Therefore, Duke Energy
shall discuss, in Management's Discussion and Analysis, its policies related to revenue recognition
that contain significant estimates and judgments.

In addition, SEC Regulation S-X requires that each of the following categories of revenue {and the
related costs), if applicable, be stated separately on the face of the income statement:

Sales of tangible products

Operating revenues of public utilities
Income from rentals

Revenue from services

Other revenues.

[Pa RSV T

Currently, income from rentals is immaterial to Duke Energy and to Duke Energy's subsidiary SEC
registrants, and therefore is not stated separately on the statement of operations. Duke Energy, on
an elective basis, presents separately its regulated revenue (electric and natural gas are presented
separately} from its non-regulated revenues. Both regulated and non-regulated contain revenue
from services, and sales of tangible preducts. Regulated centains operating revenues of public
utilities. If any of the other types of revenue as listed above were to become material, then they
shall be stated separately in the statement of operations.

Unbiiled revenues

The following is a comment from the SEC, along with the Company’s response, from a comment
letter received in 2007 from the SEC's review of the 2006 form 10-K of Duke Energy Carolinas:

“Please revise future disclosure to Indicate the amount of unbilled revenues
recorded at period end. To the extent applicable, please explain any
material differences in amounts recorded between periods.

The Company will revise future disclosure to indicate the amount of unbilled
revenues recorded at period end. To the extent applicable, the Company will explain
any material differences in amounts recorded between periods.”
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Accordingly, these disclosures should be made in all future SEC filings for all Duke
Energy SEC registrants.

Related Policies, Standards, or Procedures;

Accounting for Risk Management and Hedging Activities Policy
Accounting for Regulated Entities Policy (SFAS No. 71)
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Roles and Responsibilities in Accounting for Major
Transactions, New Accounting Issues, New Accounting
Guidance, and Significant Non-recurring Entries

Applicability: Applies to Enterprise
Qriginator: Corporate Controller
Apptroval; Corporate Controller
Effective Date: - 09/30/2004
Revision Date: 03/31/2008
Reissue Date: 03/31/2008
Statement of Purpase and Philosophy

The intent of this policy is to document the roles and responsihilities in accounting for major
transactions, new accounting issues, new accounting guidance, and significant, non-recurring
transactions. The roles and responsibilities include:

Identification and communication of the issues or new accounting guidance

Research of accounting issues and application

Documentation of decisions

Recording the entries

Caoordination with transaction sources (e.g., Mergers & Acquisitions or Business Unit feam),
and other relevant participants (e.g., Treasury, Tax).

AW ne

This policy applies to all Business Units (B.1.) and Corporate Groups responsible for accounting
eniries, the Corporate Accounting Research Group (CARG), and the remainder of the Corporate
Controller's area. Other areas which may generate transactions {e.g., M&A or B.U. team, Tax,
Treasury, etc.) are also addressed as potential sources of transactions requiring application of the
nalicy. This policy specifically addresses Corporate versus Business Unit roles, as ppposed to how
Business Units will mapage the processes internally.

The types of transactions this policy pertains to include the following:

1. Significant transactions generated either by a Business Unit {asset acquisitions or
divestitures, business expansion, etc.) or by Corporate (e.q., divestiture or acquisition of
business units) that are outside of the normal course of business.

2. DSignificant transactions generated by other areas (e.g., tax, treasury, HR, etc.) that are
Qutside of the normal course of business.

3. Significant, non-recurring entries or issues (l.e., those that are anticipated to occur
singularly or infreguently; e.q., impairments, restructuring charges, severance charges,
etc.)

4.  New accounting prenouncements or interpretations (e.g., new guidance from FASB, internal
or external reinterpretation of existing guidelines, reclassifications, etc.)

Accountability: s and R onsibiliti

* See Roles and Responsibilities Matrix below

Standards and Requirements
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Identification of Issues / Transactions:

* See Roles and Responsibilities Matrix below
CARG will have primary responsibility for identifying new accounting pronouncements or
interpretations that affect the company. The Corporate Cantroller or the head of CARG wiil
make an assessment to determine the needs of the implementation. The Corporate
Ceontroller or the head of CARG may either assign primary responsibility for the
implementation to a member of the CARG team, or when it affects one particular area, a
specific pusinass unit or carporate area. When deemed appraepriate, an implementation
team will ba formed to help ensure a consistent impiementation of the accounting guidance
across the company. The implementation of new accounting pronouncement is still subject
to the Roles and Responsibilities Matrix below and the requirements of the related policy,
Documentation and Consultation for Significant Accounting or Reporting Matters.

» Issues should be addressed on an ongoing hasis throughout the year as they arise. For
significant issues pending during a quarter close, they should be identified at the kickoff of
the quarter-close process, at the meeting catled to specifically identify pending and open
issues. For significant issues closed during the quarter, those issues should be identified,
and resolution communicated at the kickoff meeting.

s At the meeting, or at other times as appropriate, assignment of the issues will take place
based on the matrix below. An individual will be assigned accountability, and will be
responsible for updating the quarter close project manager and ail other parties as defined
in the matrix. This individual will act as the "Issue Project Manager” or IPM in managing
thraugh the deliverables and timelines. The IPM will use the matrix to determine who is
responsible far each of the tasks defined.

+« Deadlines and accountabilities will also be established at the pre-close meeting, and the
1PM will have the responsibility of adhering Lo deadlines and schedules and keaping the
quarter close project manager informed of any issues that will jeopardize meeting the
deadiine for resolution, documentation, and approval. Deadlines for submission for
approval, if needed, will allow sufficient time for the review and approval process at
Corporate {CARG / Corporate Controller). This review time wili be established up front, and
CARG and the Corporate Controller will be held accountable for adhering to it and updating
the guarter dose project manager and IPM of any issues that will jeopardize meeting the
deadlines established.

Resolution of issues:

« The [PM will submit ali required documentation and facts for approval, including apinion of
local D&T reps, as necessary to CARG and Jor the Corporate Cantroller, with an
mformational copy ta the quarter-close project manager.

+ Corporate Controller / CARG will review in time periad allotted. Approval or agreement by
Corporate Controlier / CARG will be communicated to the B.U, or any disagreement with the
interpretation of GAAP or other guidelines will be addressed immediately with the
submitting B.U. and D&T via meetings or conference calls.

« For B.U. specific issues < $10M, for which the B.U. is wholly responsible, copies of the
documentation will be filed in the corporate database. The documentation should indicate
approval up through the B.U. Informatienal only copies of the outcome and documentation
will be sent to CARG and the Corporate Controlier. CARG will review informational copies to
ensure thal there is not applicability across other B.U.s. IF the issue js applicable to other
B.U.s, the praper protocol per the matrix must be applied.

+  Ultimate decision making authority rests with the Corporate Controller and
Corporate CFO for all accounting decisions and interpretations covered per the
matrix. The IPM should allow time for dispute resoiution, and ultimate concurrence amang
all parties is the goal. However, if a B.U. does not agree with the ultimate decision made,
that pasition can he noted in the quarterly internal management representation letter
signed by the B.U. for the 302 certification process.

= In the extremely rare instance that consensus on an accounting dedision is not reached for
an entity that has separately cerlified financial statements, the dedision will ultimately be
made by the audit committee for each legal entity {i.e., Duke Energy and the separate
suhsidiary).
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Any applicable policies regarding closing schedules and cutoff dates for entries.
Documentation and Consuliation for Significant Accounting or Reporting Matters - for
instructions as to proper documentatian procedures and content.,

* Any applicable policies regarding Accounting for Intercompany Transactions for those
transactions with intercompany implications.

Roles and Responsibilities Matrix

This matrix is to be used in assigning responsibility for the various tasks. The $10 Million amount is

a gross dollar amount by issue, whether the impact is immediate, potential, or a cumuiative effect

of anticipated ongoing entries. Significant transactions are those that are gutside of the normal

course of business for a B.U. or Duke Energy (e.g., acquisitions, divestitures, etc.)
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Description: Details the type of transaction or entry to which the policy applies

Identification ; Communication of Issue and Status: Denotes who would typically identify that
an accounting issue exists or that a transaction or deal has taken place that will require accounting

involvement.

Research and Documentation: The party accountable for this activity will conduct the research,
with input as necessary from CARG and the external auditors to reach a condclusion as to the proper
accounting for the issue. The party will then adhere to the policy for the appropriate documentation
content and format.

Coordination with D&T: The party accountable for this activity will coordinate with D&T at either
the B.U. or central D&T level as appropriate. This will include managing the activity and timeling to
ensure timely signoff by D&T, at each level needed. If local D&T representatives must get signoff at
a higher level, the party accountable for the coordination will make sure time is built into the
timeline for resolution, and communicate the status to the appropriate parties.

CARG Involvement: This denotes whether invoivement of CARG is mandatory or
optional. All B.U.s and Corporate Areas should use their judgment when deciding
when to use CARG if their involvement is optional. It is highly advisable to use CARG
if a matter requires consuitation with the external auditor, inciudes significant
assumptions or subjectivity, has little or no accounting guidance, or requires
significant interpretation of available accounting guidance. Additionally, if an item
does not initially meet the threshold for CARG involvement, but future activity is
anticipated that will bring the total amount to the threshold, the B.U. is required to
involve CARG, to avoid restatements and different interpretations in later periods.
Regardless of the consultation activity, any and all position papers must be logged
into the Corporate database. If a pasition does not require CARG input or
consultation, the final position paper shouid note that CARG has not reviewed or
approved the position, CARG "Involverment” encompasses both (1) consultation with
and review by CARG and (2) approval or agreement from CARG. Any matters for
which CARG is involved but does not agree with or approve of the position of the
B.U. will be elevated to the Corporate Cantroller for resolution as discussed in
"Resolution of issues" above.
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.S. GAAP Accounting and Disclosure Compliance Checklists

Applicabitity: Applies to Enterprise
Qriginator: Corporate Cantroller
Appraval: Corporate Controller
Effective Date: 12/01/2004
Revision Date: 03/31/2008
Reissue Date: 03/31/2008
Statement of e Philosoph

As part of Cuke Energy's effort to ensure complete and consistent application of United States
generally accepted accounting principles {"U.5. GAAF"} across its business and corporate units,
separate U.5. GAAP Accounting and Disclosure Compliance Checklists will be used to help assess
complete and consistent application of U.S. GAAP, including conformity with the related disclosure
requirements, at Duke Energy. U.S. GAAP encompasses both the appropriate accounting under
promulgated standards by the Financlal Accounting Standards Board ("FASB”) as well as applicable
incremental requirements of the U.S Securities and £xchange Commission ("SEC") for U.S. public
companies.

Policy Expectations

This policy and related processes should help ko ensure (1) complete and consistent application of
U.S. GAAP across Duke Energy and (2) compliance with all U.S. GAAP disclosure requirements in
Duke Energy’s Form 10-K and Form 10-Q filings. Two separate checklists and processes will be used
- one for accounting (the "Accounting Checklist") and one for disclasure (the "Disclosure Checklist”),

s The Accounting Checklist will be used gquarterly to help assess (1) any areas of
noncompliance with U.S. GAAP accounting and {2) any areas of inconsistent application, or
changes in interpretation or application of, U.5. GAAP. The Accounting Checklist will be
completed in connection with the closing of the books, and any events of noncompliance
with U.S. GAAP or inconsistencies in the application of U.5. GAAP should be resolved prior
to the year end or quarteriy earnings release. The Accounting Checklist for each business
or corporate unit will apply to the Duke Energy consolidated level and therefore will cover
any other SEC registrants under the Duke Energy umbrella. The timeframe for completion
of the Accounting Checklist will be communicated to the business/corporate units in the
periodic data requests sent by the External Reporting Group ("ERG").

« The Disclosure Checklist will he completed by the ERG within the Corporate Controller's
Department in connection with the drafting of the Form 10-K or Ferm 10-Q with any
disclosure gaps resolved, with the assistance of the Business Units if requested, prior Lo the
filing of the Form 10-K or Form 10-Q. A single Disclosure Checklist will be completed for
Duke Energy as a whale and will apply to all registrants.

Accountability: Roles and Responsibilities

Business Unit Accounting/Corporate Areas
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¢ Ensure appropriate business/corporate unit personnel understand the requirements and
timeline for completing the Accounting checklist.

¢ Ensure appropriate business/corporate unit personnel with appropriate level of experience
complete the Accounting checklist (i.e., those with sufficient knowledge of GAAP).

¢ Complete the Accounting Checklist within the appropriate timeframe, including submitting
to the Corporate Controller's Department,

¢ Worlk with the Corporate Controller's Department - Corporate Accounting Research Group
{"CARG") to address any identified cases of noncompliance with or inconsistencies in the
application of 1.5, GAAP.

¢ Determine the appropriate level of "drill-down" that is required to appropriately address the
application of U.S. GAAP within each respective business/corporate unit.

* Business/corporate areas accounting management should review and approve the final
Accounting checklist prior to sending the checklist to CARG.

* Provide assistance in completing the Disclosure Chacklist by answering questions from the
ERG and providing supporting documentation, if applicable.

Corporate Controller's Department

*  ERG will complete the Disclosure Checklist at each quarter and year-end for the
Consolidated Company. The Checklist will be subject to the Do/Review policy.

* CARG will be the responsible group within the Corporate Controller's Department with
respect to the Accounting Checklist,

+  Identify the business and corporate units for which the Accounting checklist needs to he
completed.

+ Communicate timeline to business/corporate units in a timely manner to allow for sufficient
time to complete the Accounting chacklist,

s Distribute the Accounting checklists and accumulate the completed checklists. Review the
completed checklists for any identified areas of noncompliance with U.S. GAAP and for any
inconsistencies across business/corporate units.

*» Provide assistance in completing the Accounting Checklist by answering questions from the
business/corparate units.

* Address any instances of noncompliance with U.S. GAAP or any inconsistencies and review
and approve final results with the Corporate Controller,

Standards/Requirements

1. Corporate Internal Controls will coordinate with CARG and ERG to ensure that appropriate
representations are included in the appropriate internal management representation letters.
A representation will be required from the business/corporate units to indicate that they
have completed, reviewed and submitted the Accounting checklist to CARG, as discussed
below. Other representations may be deemed necessary as apprepriate in the
circumstances.

2. The CARG Accounting Issues database will be used for housing the Accounting Checklists.
The business/corporate units will not be able to view each other’s checklists. Each
business/corporate unit will be responsible for completing the Accounting Checklist for their
respective unit prior to the quarterly or annual earnings release. The ERG will be
responsible for completing the Disclosure Checklist in connection with the issuance of the
Form 10-K or Form 10-Q.

3. CARG will assist the business/corporate units in completing the Accounting Checklist by
answering questions regarding U.5. GAAP,

4. CARG will review an accumulation of the completed Accounting Checklists for any identified
events of noncompliance with U.5. GAAP and any inconsistencies in the application of U.S.
GAAP.

5. CARG will coordinate and document the resoiution of any identified instances of
noncompliance with U.S. GAAP or any incensistencies noted. ERG will coordinate and
document the resolution of any required disclosures of significant relevance to Duke Energy
or its SEC sub-registrants that are not included in the draft Form 10-K er Form 10-Q.
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6. The Accounting Checklist process is to be compieted prior to the quarterly and annual

earnings releases; the Disclosure Checklist process is to be completed prior to the filing of
the DEC Form 10-K or Form 10-Q.
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P Duke
& Energy.
Duke Energy Policy Statement

Accounts Payable and Imprest Petty Cash Policy

Applicabitity: Applies to Enterprise
Originator: Corporate Controller
Approval: Corporate Controller

Approval Date: 7/19/2006

Revision Date: 07/11/2006

Statement - This policy covers accounts payable and imprest petty cash fund
systems used by business/corporate units. The policy describes the minimum
controls required. The business/corporate unit should implement additional
procedures and controls as needed to ensure an appropnate level of control
exists within the accounts payable and imprest petty cash fund systems.

Imprest petty cash funds should only be established when necessary to facilitate
local paymenis of minor incidental expenditures. Business/corporate unit
accounts payable systems or purchasing cards are preferred methods of
payment for purchases due to enhanced control benefits.

Imprest funds and purchasing cards should not be used {o circumvent company
purchasing policies or procedures. Imprest funds should be reimbursed through
the business/corporate unit's accounts payable system.

Roles and Responsibilities-

Business/Corporate Unit-

Implement internal controls as necessary to ensure accounts payable and
imprest petty cash fund disbursements are appropriate. The following minimum
controls are required:

Accounts Pavyable:

e Payment authorization must be approved in accordance with the
business/corporate unit delegation of authority. See the Delegation of
Authority Policy for additional information.
¢ Approvals should be by original signature or properly secured

electronic approval.
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¢ Approvals by initials, rubber stamp, forging a signature or using
another person'’s password are prohibited.

» Automated approval of payments using automated matching of
approved purchase order, receipt and invoice is acceptable.

The following functions should be separated between at least two

people. Weaker segregation of duties should be accompanied by

additional management review.

» originating and approving a purchase

¢ receiving goods and services

s approving invoices

» processing and signing checks

The general ledger accounts payable account should be reconciled to

the accounts payable sub-ledger at least monthly. Corrections should

be made within one month of identifying a reconciliation difference.

Procedures should restrict entry or payment of duplicate payments.

Payments should be made in a timely manner considering discount

terms.

Payments should be supported by an invoice, receipt, or other

documentation that accurately describes the purpose of the

disbursement.

All data required on Form 1099s and related state reporting for

payments made to contractors and independent consultants must be

accurately captured and reported by the business units.

Business/corporate units must obtain Form W-8s before making

payments to customers where required.

Imprest Petty Cash Funds:

tmprest petty cash funds may be used for incidental expenses of less
than $1,000.

* Unusual circumstances warranting a different transaction fimit
may be approved by the Corporate Controller.

The fund should be secured, such as in a locked box, or deposited in a
local bank checking account in the company's name. See the Bank
Account and Check Disbursement Policy for additional information.
The imprest fund should be reimbursed by submitting approved
documentation (invoices, receipts, expense reports, efc.) to the
business/corporate unit's accounts payable system.

» Approval of the imprest fund reimbursement request should be
authorized through the business/corporate unit delegation of
authority for expenditures. See the Delegation of Authority
Policy for additional information.

The following functions should be separated between at least two
people. Weaker segregation of duties should be accompanied by
additional management review:;

* fund custodian
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» approving invoices
s approving reimbursement request to replenish the imprest fund
» signing checks
¢ The imprest fund bank statement and checkbook should be reconciled
to the fund advance amount at least monthly. Corrections should be
made within one month of identifying a reconciliation difference.
*» The reconciliation should be reviewed by management on a
monthly basis.

+ Relevant accounts payable controls indicated above apply to imprest
funds.
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Approval of Annual Budget Policy
Applicabilitv:r Applies fo Enterprise
Originator: SVP Investor Relations and Financial Planning
Approval: Chairman, President and Chief Executive Officer {"CEQ")

Effective Date: 08/31/2000
Revision Date: 040172008
Reissue Date: 04/01/2008

Statement- The following approval requirements describe the pracess for Duke Energy's CEO and
Board of Directors approval of annual Business/Corporate Unit income/expense forecasts, as well as
annual capital budgets.

Appraval-

« Business/Corporate Unit annual capital budgets and income/expense forecasts are reviewed
in a Senior Executive Leadership Team (SELT) meeting prior to submitting to CEO and
Board of Directors for approval.

+« Business/Corporate Unit annual capital budgets and income/expense forecasts are
presented to the CEO and Board of Directors for approval in the year preceding the budget
period.

*  Annual capital budgets must include al projected capital expenditures, even if the specific
projects or acquisitions are not yet determinable.

«  Annual capital budgets must be presented gross with separate identification of divestitures.

e Aanual capital budgets should be segmented as follows:

o Expansion
a Environmentai
o Maintenance

Variance Reparting-

* Income and annual capital budget variances must be reported manthly to the CEO, Direct
Reparts to the CEO and the Board of Directors.

« Refer to the Approval of Business Transactians Policy for approvals required associated with
project cost overruns,
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Approval of Business Transactions

Applicability: Applies to Enterprise

Originator; Finance

Approval: President & Chief Executive Officer {"CEQ")
Effective Date: 07/01/2000

Revision Date: 04/01/2008

Reissue Date: 04/01/2008

Statement of Pur e and Scope:

This Policy outlines the minimum reviews and approvals required for the execution of transactions,
documents and forms necessary for the conduct of business of (1) Duke Energy Corporation ("Duke
Energy”), {2) subsidiaries of Duke Energy that are treated by it as consolidated subsidiaries for
accounting purposes, and/or (3) non-consolidated subsidiaries of Duke Energy that require the
approval or consent of (i) Duke Energy, ar any of its wholly-owned subsidiaries, or {ii} any board
member or other voting representative appointed by Duke Energy or any of its wholly-owned
subsidiaries. Transactions for purposes of this Policy, include, but are not limited to: expenditures
of cash; use of employee(s) time; use of equipment, facilities, vehicles; payment of invoices;
empioyee expense reimbursement; payroll related transactions; project approvals; cantracis;
operating and capital leases; divestitures and terminations; issuance of corporate securities; credit
support; guarantees; non-binding bids or offers; warranties; and purchases or sales of
commaditias.,

Transactions, including related contracts or other fegally binding agreements, must be approved, in
writing, by the appropriate authority prior to execution by Duke Energy or any of its subsidiaries.

No employee may approve a transaction that is for his/her own benefit.

This Policy does not provide for every possible scenario regarding the approval of transactions and
is not a substitute for good judgment or communication; nor is it the objective of this Policy to set
forth all additional necessary reviews which may be advisable in certain circumstances (e.g., Legal,
Finance, Risk Management, elc.). It is Management's intent that those given the authority by this
Policy to conduct business be responsible and accountable for assuring the advice, counsel, and
review from appropriate staff are obtained and evidenced, as necessary.

This Policy outlines the authority limits of Duke Energy related to the commitment or disbursement
of funds or resources. Approvals of the many varied work management documents and/or reports
are to be defined and administered by the various Business Units/Corparate areas.

In addition to this Policy, Duke Energy has other corporate policies (e.9., Purchasing Controls Policy,
Credit Policy, Legal Settlemeant Procedures, etc.). The approvat of transactions shalt conform to all
corporate policies.
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Lastly, Duke Energy maintains a Delegation of Aythority {*DOA") Policy covering Duke Energy
employees below the level of Direct Reports to the CEQ. Emplovees based outside of the United

States are covered by the Delegation of Authority - Interpatignal Employees Palicy.

Accountability: Roles and Responsibifities:

The Board of Directars is respansible for approving the authority limits for the President and CEQ.

The President and CEOQ is responsible for approving this Policy and any updates. In addition, the
President and CEQ and the Corporate Controller are responsible for approving any requests for
exceptions to the standard authority limits of the Direct Reports to the CEO.

The Birect Reports to the CEOQ are responsible for approving any requests from individuals within
their organization for exceptions to the standard authority limits that are specified within this or the
DOA Policy, They are also responsible for establishing and maintaining the appropriate processes to
ensure all transactions are appropriately reviewed and approved and initiating or updating, as
necessary, exceptions to his/her standard authority limits.

View Direct Reports to the CED Authority Limit Matrices.

Duke Energy Management is responsible for adhering to this Policy and the DOA Policy, ensuring
that their employees are ciassified in the proper Management Levels, and verifying the
appropriateness of employee access to transactional systems.

The Duke Energy Senior Vice President and Controller is responsible for maintaining this

"Policy, including communicating_all applicable updates and exceplions.

Administrators of Duke Energy Systems that utilize or store ABT data are responsible for the
proper use, updating and maintenance of that data.

Approvals:

Below are the authority limits associated with the President and CEQ and the standard authority
limits for the Direct Reports to the CED. If circumstances warrant, additional dollar level! restrictions
may be defined by individual Business UniUCorporate areas and incorporated into department policy
and/for procedures so long as the limits established da net increase approval autharity from those
limits set forth in this Policy or the DOA Palicy.

Individual transactions cannol be separated into multiple transactions for the purpose of
tircumventing an individual’s authorized approval limit. However, transactions may be evaluated
for required authority limits individually where the transactions are discrete, separate and

independent of each other,

Authority Limits for the President and CEQO ¥/
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Authonty LIIﬂltS

Sta ndard Authority

Non Routine and Routine Transactions (Ihcfi'i.ld‘lngj . US< $100 ‘million
Expenditures and Terminations) = Non-US < $50 million

Cost OverrunsfScope Changes/Addftlonal Fundmg for Gréa;er0f$30milhonor20% of
Previously Approved Transactions ;original amount; total overrun capped
at $100 mitlion for US and $50 million

Encm us
Fi:u:r‘:"ﬁmawsﬂelsvog Sales ¢ of CO!’andlt!ES, Storage - e Any transactnon ) => 'émy:éars |n
J’ransportatlon or Capacity, or Other Sales: term
« Fixed Price Contracts
s Indexed, Cost Plus, Reimbursable or Tariff _
o Option Contracts . * <= $1 billion

+ < $100 million premium

e i e P A i o o e e

Outgomg Credit Support Guarantees and Warranties . <= $500 million and prlor
(Including Letters of Credit; Performance Bonds; g‘;ggce’:a' of the Chief Financial
Surety Bonds; Comfort Letters; Warranties; and

Uncapped Guarantees for Measurable Theoretical

Exposures, Standard Seller Indemnities, and Workers’

Compensation)

Routine Common Stock Tssuances (Inciuding Dividend e <='Existing shelf registration

Reinvestment and Retirement Savings Plans)

Incurrence of Debt, Issuance of all Corporate
‘Securities, Excluding Common Stock:

+ If Consistent with an Existing Shelf Registration |
and the Company's Approved Financing Plan s < $1 billion

» If Not Consistent with an Existing Shelf
Registration and the Company’s Approved
Financing Plan

[

<= $500 million

[Sp—— ot s e . s 1 8 73 A

Compor‘iéh"t"Trénsactions of a Previausly Approx)édu e <= Amounfvcjﬁfwﬁ;é\;iaﬁgly
approved transaction

Transa ction

1/ All transactions exceeding the specfied authority limits must be approved by the Board of
Directors and/or Finance & Risk Management Committee. Transactions which require Finance &
Risk Management Cormmittee approval are: Cost Overruns/Scope Changes/Additional Funding for
Previously Approved Transactions and Incurrence of Debf, Issuance of all Corporate Securities,
Excluding Common Stock.
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For approval purposes under this Policy, the transaction amount is broadly defined and is based on
expected gross, aggregate expenditures and cormmitments (including debt, leases, and other
liabilities). The expenditures and commitments are considered in nominal doflars and net present
value amounts. For dispositions or divestitures, the capital amount, for approval purposes, is the
higher of the original cost or sales price. The measurement period for the term limit requirement
indudes the current calendar year the transaction is entered into, regardless of the obligation start
date, through the end date of the transaction.

The routine standard authority limit for the Direct Reports te the CEO is $25 million.

Transactions which exceed the Direct Reports to the CED authority limits require review/approval by
the TRC and approval by the President and CEOQ. The Secretary of the TRC should be contacted for
guidance and coordination of such approval requests. The Financdial Analysis Manual provides
spedific guidelines for conducting 2 Financial Analysis.

Exceptions ta Rouline Standard Authority Limits:

Through the ABT Policy exception process, the President and CEQ may delegate his/her authority
limits Lo another individual within Duke Energy, as business needs dictate. The President and CEQ
and the Corporate Controler must approve all exceptions 1o the Direct Reports to the CEQ standard
authority limits, For further guidance and direction on the ABT Policy exception process, see

Request For Exception to the Approval of Business Transactions (ABT) Authority Limits.

For existing exception autharity limits applicable to the Direct Reports to the CEQ, see the applicable
Direct Report to the Chief Executive Officer (CEO) Authority Limit Matrix.

Any material changes made by the President and CEQ to existing authority limits must be
communicated to the Audit Committee of the Board of Directors.

Any exception to the standard approval authority limits for employees reporting up through the
Oirect Reparts to the CEO requires approval by the applicable Direct Report to the CEQ. For those
imited circumstances where an increase in approval limit is neaded, the Delegation gf Authority
Exception Reguest Form should be used to request an exception. For further guidance and
direction, see the DOA Policy.

Standard Authority Limits - Non-Routine Transactions:

For purposes of this Palicy, non-routine transactions are transactions that are nor part of an
individual‘s normal course of business and include such items as acquisitions, mergers, divestitures,
joint ventures, parinerships and investments in third party businesses.

A Direct Report to the CEQ has authority to approve non-routine transactions up to $5 million. Any
non-routine transaction which is greater than $5 million must be approved by the President and
CED. Prior ko submission to the President and CEOQ for approval, all such transactions must first be
reviewed and approved by the TRC.
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Special Approval Requirements;

Transactions that might pose unusual or unique contingant exposure or risk to Duke Energy
or any affiliate, as determined by the President and CECQ, will be presented to the Board of
Directors for approval.

The President and CEO shall cause the Board of Directors to receive an informational
briefing of transactions greater than $25 million, which do not otherwise require approval
by the Board of Directors. These informational briefings are coordinated by the Board
Secretary.

Procurement of goods and services, including pricing agreements, must follow the
guidelines in the Purchasing Controls Policy.

Any transaction which causes a material change to Duke Energy’s capital structure {(e.qg.,
consolidation of debt resulting from an increase in ownership percentage) will also require
the priar approval of the Treasurer. All capital leases need to be approved by the
Treasurer. However, once approved, these leases can be executed by Treasury, Business
Unit, or Corporate area personnel with an appropriate authority limit. All cperating leases
are the responsibility of the appropriate Business Unit or Corporate area.

Transactions involving less than 100% owned Duke Energy subsidiaries must be approved
by individuals with the appropriate authority limits based on Duke Energy’s direct or
indirect ownership percentage in the subsidiary or the amount of the fransaction
attributable to Duke Energy, whichever value requires the higher level of approval,
Non-hinding bids or offers (e.g., indicative bids, indications of interest, letters of intent,
memorandums of understanding, or other non-binding bids or offers} of a doliar amount
which would otherwise require the approval of the President and CEC and/or Board of
Directors, are to be reviewed and approved by the President and CED and the Chief
Financial Officer (“"CFQ"}. A confirmation from Legal must be obtained supporting that the
bid or offer is non-binding. For purposes of this approval, term limit requirements do not
apply. In addition, notice to or review by the TRC is not required.

A brief informational report must be provided to the TRC for material changes in project
scope for transactions that do not have a monetary impact {e.g., a change in the location of
a proposed power plant, a significant change in counterparties involved in the project)
which were originally approved by the President and CEQ and/or Board of Directors. The
TRC will determine if notification to or re-approval by the Fresident and CEQ is required.
The President and CEQ may substitute an alternative committee review for an otherwise
required review by the TRC.

A brief informational report must he provided to the President and CEO and CFO for cost
overruns/scope changes/additional funding for previously approved transactions approved
by the Direct Reports to the President and CEOQ that result in total cost exceeding their
normal authority.

Direct Reports to the CEO - Authority Limit Matrices

®» " & % » 4 9

Group Executive and Chief Administrative Qfficer

Group Executive and Chief Financial Qfficer

Group Executive and President, Commercial Busingsses
Group_Fxecutive and Chief Leqal QOfficer

Group Executive and Chief Muclear Officer

Group Executive and Chief Strategy, Policy and Regulatory Officer
Group Executive and President, Chief Operating Officer, U.S. FE&G

Senior Vice President and Chief Sustainability Officer
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Check Signing Policy

Originator: Corporate Treasurer
Sponsor: Corperate Treasurer
Approval; Corporate Controlier

Approval Date: 08/31/00

Revision Date; 04/01/06

Statement- This policy covers check signing processes used by business/corporate units. This
policy excludes prior Cinergy businesses. The policy describes the minimum controls required.
The business/corporate unit should implement additional procedures and controls as needed to
ensure an appropriate level of control exists within the check signing process.

The purpose of this policy includes the requirement for proper management authorization for the
payment of disbursements by checks.

Roles and Responsibilities-
Business/Corporate Unit-

» Issue checks only for properly approved disbursement requests supported by adequate
documentation.

» Check signers must review supporting documentation before signing and releasing checks,
unless the check is for an expenditure that has been authorized by businessfcorporate unit
management as a recuming transaction with a credible vendor.

» Check signers muslt not have access to blank checks.

» Check signature requirements are as follows:

Amount of Check Minimum Signature Requirement '’

Under $1 million « facsimile or manual signature of an authorized
officer or their designee ©.

$1 million to $5 million | «  manual signature of an authorized officer.

$5 million and over « _manual signature of two authorized officers.

Footnotes:

™ “Authorized officer” is defined as:

« Business unit President, CFO, Treasurer or Controller.

+ An officer in the direct line of authority to the individual requesting the expenditure

s Duke Energy Corporate Officer.
# Business/corporate units must provide Corporate Cash Management with a list that has been
approved by the appropriate officer, of individuals autharized to sign checks. The
business/corporate unit is responsible for maintaining the list and providing Corporate Cash
Management with updates.
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Delegation of Authority

Applicability: Applies to U.S. Employees
Originator: Finance

Approvak Corporate Controller
Effective Date: 08/31/2000

Revision Date: 01/0172008

Reissue Date: 01/01/2008

Stlatement of Purpose

This policy establishes the approval authority limits for all employees within the organization below
the Direct Reports to the Chief Executive Officer {CEQ). Approval authority limits for the Board of
Directors, CEO, and Direct Reports to the CEO are defined in the Approval of Business Transactions
{ABT) Policy. Employees based outside of the United States are covered by the International
Employee Delegation of Authority Policy.

This policy does not provide for every possible scenario regarding approval fimits and is not a
substitute for good judgment or communication.

Scope of Policy

This policy applies ta business transactions that are part of an individual’s normal course of business
for commitments of less than five years, It applies to routine transactions including, but not limited
to, invoice approvals, requisition approvals, employee expense approvals, and project approvals.

Authority to execute transactions above an individual’s standard approval limit requires approval, at
a minimum, by a Direct Report to the CEQ. Non-routine transactions, as defined by the ABT Policy,

. are fransactions that are not part of an individual's normal course of business and include such

items as acquisitions, mergers, divestitures, joint ventures, partnerships, and investments in third
party businesses. Non-routine transactions are not covered by the standard approval authority
limits set forth in this policy. Accordingly, unless an exception to the standard approval authority
limits has been grantad, all non-routine transactions of this nature must be approved by a Direct
Report to the CEO or higher in accordance with the ABT Policy. Transactions with terms greater
than or equai to five years also require approval in accordance with the ABT Policy.

Other policies that address approval limits for specific transactions or commitments will take
precedence over the Delegation of Authority (DOA) Policy. Examples include, but are not limited to:
Commodity Risk Policy and Credit Risk Limit as amended from time to time. In addition,

transactions for the purchase of goods and services are subject to the Purchasing Controls Policy.

Accountability: Roles and Responsibilities
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The Duke Energy Controller is responsible for approving this policy and any updates. Per the
ABT Policy, the CEQ and the Controller approve any requests for exceptions to the standard
approval authority levels that are above the approval limits specified for the Direct Reports to the
CEC.

Direct Reports to the CEQ are responsible for approving any requests from individuals within their
organization for exceptions to the standard approval authority levels that are specified within this
policy. They are also responsible for establishing and maintaining the appropriate pracesses {o
track and monitar transaction expenditures within their respective areas of responsibility to ensure
cost overruns are appropriately identified and approved.

Duke Energy Management is rasponsible for ensuring adherence to this policy, ensuring that their
emplayees are classified in the proper Management Levels, and verifying the appropriateness of

employee access to transactional systems.

The Duke Energy Chief Procurement Officer is responsible for communicating énd implementing
this pelicy throughout the cerporation. This responsibility also includes interpreting requirements
under the policy. The Chief Procurement Officer has purchasing approval authority up to the
previously approved amount for the underlying transaction.

The Duke Energy DOA Administrator, under the direction of the Chief Procurement Officer, is
responsible for the day to day administration of this policy including maintaining and updating the
related database and exception form process.

Administrators of Duke Energy Systems that utilize or store DOA data are responsibie for the
proper use, updating and maintenance of that data.

Standard Approval Authority Limits

The table below defines the authorized approval limits for specified levels of the organization.
Individual transactions cannot be separated into multiplie transactions for the purpose of
circumventing an individual’'s authorized approval limit.

Standard Approval Authority
Management Level! Limits :
tevel1(CEQ) 7771 covered by ABT Palicy
Level 2 (Direct Reports to CEQ) 1 Covered by ABT Policy |
Level 3 (Senior Vice President Level) i ©$10,000,000
Level 4 {Vice President Level) $5,000,000
Level 5 (General Manager Level) | $1,000,000
Level 6 (Director Level) { T 7500000
Lovai 7 (Manager Tevery ~ B
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T N T

Level 9 {Individual Contributor Level)? | $5,000

1. These titles are representative of Management Levels 1-9; all other job titles are

9mapped to one of these management levels.

2. Certain individual contributors need substantially more than the $5,000 of
standard approval authority to perform their job duties. Within the DOA database
éapp!ication, such pasitions are mapped to either a $50,000 or $100,000 approval
ilimit. These positions include, but are not limited to, the following: engineers,

scientists, material planners, project/product managers, and certain technicians.
Supplemental Funding Requests for Capital Projects

« It is the responsibility of the Direct Reports to the CEO to establish and malintain the
appropriate processes to track and monitor project expenditures within their respective
areas of responsibility

+ If at any time total expected praject expenditures exceed the original approver’s DOA
authority limit, project re-approval is required (e.g., Form 201)

If actual project expenditures exceed the approved estimate by $3.5 mitlion:
Project re-approval is required (e.q., Form 201), and
The appropriate Direct Report to the CEO must be notified

Note: For non-capital projects, if at any time the total expected expenditures exceed the original
approver's DOA authority limit, re-approval of total expected expenditures is required by someone
with the appropriate DOA authority.

Exceptions to Standard Approval Authority Levels

Any exception to the standard approval authority levels requires approval by a Direct Report to the
CEQ. Exceptions above the limits specified for the Direct Reports ta the CEOQ require approval by
the CED and the Contraller. Far those limited circumstances where an increase in approval limit is
needed, the Delegation of Authority Exception Request Form should be used to request or delegate
an excepion.
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Employee Expense Policy

Applicability: Enterprise
Originator: Supply Chain
Approval: Corporate Controller
Effective Date: 08/31/2000
Revision Date: 07/01/2008
Reissue Date: 07/01/2008

Statement - This policy covers employee expense reporting and authorization for
business/corporate units. The palicy describes the minimum controls required, The
business/corporate unit should implement additional procedures and controts as needed to ensure
an appropriate level of contro! exists for employee expenses.

Roles and Responsibilities

Approver’'s Responsibilities Concerning Employes Expenses

Ensure that submitted expenses are valid and reasonable business expenses, and are
properly described for {tax purposes.

Review accounting of expense items.

Ensure that business/corporate unit procurement, travel, and asset palicies/procedures are
being followed for reported items,

Ensure that expense reports and/or cash advances are approved by a higher level of
management who is in the direct line of authority of the expenses being charged..

Ensure that expenses do not inctude the approver, unless for a large group function.

Employee Expense Reports

»

Receipts or supparting documentation are required for:

o each expenditure of $75 ar more, if not charged on the corporate American Express

card,

o itemized hotel bills, regardless of method of payment or amount of charge.
Travel expenses must include dates, place, description, business purpose and amount.
Businass meals must list attendees and their business purpose.
Expenses should be submitted promptly, normally within 30 days of expenditure.
Meals and entertainment must be reported separately from other travel expenses on the
expense repart, even when included on hotel bills or in seminar fees. These expenses are
captured separately for tax purpases.
Billable meals and entertainment atlowable under client contracts {(i.e., "pass-through”
charges) must be reported separately to avoid inclusion with other travel expenses
subjected to special tax treatment.
Overtime meals, service award luncheons, and other similar meals should not be reported
as “meals and entertainment” (which are not fully tax deductible by the Company}.
Travel expenses should be accounted far separately from other employee expenses {such
as membership dues, seminars, publications, etc.)
Employees must reimburse the Company for the additional cost of personal expenses on a
business trip. Personal costs (i.e. extra day for personal lodging, extra day rental car, etc.)
should be deducted from or not included in expense report amounts when additional cost is
incurred.
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» Descriptions for expensed items must be thorough. Descriptions should clearly identify the
husiness purpose for the expense, which should include the business event (i.e., meeting,
outage, canference, business trip) for which the expense was incurred. These descriptions
are necessary to support the Company’s tax deductions for business expenses.

*  When approved by management, the per diem allowance will be reimbursed by Duke
Energy to the employee for each scheduled shift of incurred lodging expense to cover the
expense of meals, accommadations and all related miscellaneous expenses, Per diem will

be reimbursed per the amount stated in HR10016 Travel and Work Expense Procedure for

non-unionized employees and appropriate labor cantract for union employees.

Expenses prohibited on Employee Expense Reports:

* Tangible praperty which should be recorded in Business Unit asset records. Examples of
this type property include televisions, VCR’s, DVD players, and audio equipment.
Software should be purchased through the employee’s local IT contact.
The purchase of PDA’s (Pocket PC, Smartphones, Blackberry devices, and PalmQ%) should
be made on a procurement card. However, the monthly service fees for those devices may
be submitted on employee expense reports.

« Al moving related expenses must be submitted to the Company’s third party moving
coordinator for reimbursement andappropriate tax treatment.

¢  Charitable contributions: All charitable giving should he conducted through DE Foundation.
For mare infarmation refer ko the Portal Community Invelverment Page.

e Tuition Refund: Refer tc Human Resources Policy for procedures on Education Assistance
Program.

Cash Advances

Requests must indicate the purpose of the advance.

s« Individuals may not approve their own advances {except for business{corporate unit
officers, and other unigue circumstances approved by a business/corporate unit head who
reparts to a Policy Cornmittee member where management is not available to approve
advances).

s Cash advances may be obtained no earlier than 30 days before the date for which the
expenseas are to be incurred.

* Advances and related expenses must be reconciled and remitted on an expense report
within three months of the advance issuance. IRS regulations may require advances not
promptly remitted to the Company to be reported as taxable income to the empioyee.
The maximum cumulative cash advance available is $10,000.

*«  Reports of cash advances not remitted in a timely manner must be provided to the next
tevel of management for follow-up.

* Cash advances should be requested through the PeopleSoft Expense Reporting System.

American Express Card

*  Employees should use the corporate American Express card where possible for payment of
employee and business travel expenses.

s+ The American Express Card should only ba used for business related expenses.

* American Express employee expense statements should be reconciled and approved within
30 days of statement receipt. Reconciled expenses will be paid to American Express by the
Company. ’

Credit card issuance must be approved by a higher level of management.

= Employee expense reporting requirements stated above regarding receipts and supporting
documentation, taxable expenses, appravals, and personal expenses should be followed
when emplayee expenses are incurred through a corperate credit card.

* Late fees incurred by employees due to delinquent balances on their American Express
cards will not be paid by the Company unless there are extenuating circumstances.
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Eoreign Currency Exchange

+ Employeas sheould only convert company funds that they would reasonably expect to need
for business purposes.

s The actual exchange rate realized by the employee for converting US dollars te foreign
currency should be the exchange rate used for reporting foreign currency in US doliars for
cash expenditures listed on the employee’s expense report.

*+  The foreign currency exchange gain or l1oss must be calculated on company funds by
multiplying the money converted back to US doflars by the difference between:

o the rate at which the original funds were exchanged to the foreign currency and
o the rate the remaining funds were converted back to US currency.

+  Credit card charges listed on the employee's expense report should reflect the exchange

rate at which charges were processed by the credit card company.

Taxable Expenses

Expense reports must list the following reimbursements as taxabte benefits per Internat Revenue
Service rfequirements:

* Mileage - for travel to or from an employea's personal residence when the employee is
required to report to his normal work location outside scheduled hours.
Memberships - in organizations that are notcivic, service, or professional.
Meal expenses - when employees are authorized lodging accommodations, but with
advance management appraval choose to return home.

+« Reimbursements for aff-premise overtime meals.

*  Temporary Assignment Living Expenses- living expenses (e.g. meals, lodgings, per diem)
for ternporary away-from-home assignments lasting more than 1 year.

*+  Professional Exam Fees - one-time reimbursement of professional exam fees {including
reascnable expenses incurred while taking the exam) upon successful completion of the
exam.
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Purchasing Controls Policy

Applicability: Applies to Enterprise
Originator: Global Sourcing and Logistics
Appraval: Corporate Controller
Effective Date: 03/31/2004

Revision Date: 04/01/2008

Reissue Date: 04/61/2008

Statement of Purpose

This policy defines the roles, responsihilities, and requirements related to the procurement process
at Duke Energy Corporation and its subsidiaries {Duke Energy or the Company). Specific topics
addressed include required approvals, the sourcing process, contract formation, segregation of
duties, and standards of business conduct.

Accountability: Roles and Responsibilities

The Duke Energy Controller is responsible for approving this policy and any exceptions to the
policy.

The Duke Energy Chief Procurement Officer is the owner of this policy and is also responsible
for communicating this policy throughout the corporation to all persons involved in the supply chain
processes. Any exceptions to this policy should be documented and approved in advance by the
Chief Procurement Officer prior to obtaining approval by the Duiee Energy Controlier.

Operational Management is respensible for compliance with this policy within their areas of
responsibility. This responsibility includes ensuring the unit has adequate internal controls over the
procurement process and establishing effective contract management.

Supply Chain Management is responsible for compliance with this policy for all purchases made
by their personnel. Supply Chain personnel are responsible for managing the sourcing process for
the purchase of gaods and services above $100,000 excluding exceptions as defined within this
policy.

Designated Sourcing Personnel are employees cutside of the Supply Chain function within Duke
Energy International {DEI} and Duke Energy Generation Services (DEGS) who have been authorized
by the Chief Procurement Officer to act in an agent capadity to contractuaily obligate Duke Energy.
Designated Sourcing personnel are responsible for managing the purchasing process for goods and
services greater than $100,000. They may also be involved with procurements of less than
$100,000 as requested. Designated Sourcing personnel should comply with this policy in carrying
out their responsibilities.

Standards /Requirements
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1. Purchase Commitments

Supply Chain personnel and Designated Sourcing personnel are authorized te make purchase
commitments consistent with their Delegation OF Authority (DOA} limits. Officers can make
contractual commitments consistent with the Approval of Business Transaction Policy and this

policy. Other employees covered by the Delegation of Authority Policy are not autharized to

contractually commit the Company. Al purchases of goods and services for amounts greater than
$100,000, except those noted below, must be sourced through Supply Chain personnel or
Destgnated Sourcing personnel. Supply Chain personnel and Designated Sourcing personnet will be
active in the selection of qualified bidders; developing the sourcing strategy; managing the bidding
pracess; negatiating terms and conditions; and ensuring compliance with this policy. In cases
where, pursuant to this policy, involvement of Supply Chain personnel or Designated Sourcing
personnel is not required, the person making the purchase is responsible for compliance with this
policy.

Pricing Agreements or Blanket Orders are long term agreements that establish pricing and legal
terms and conditions for recurring or routing purchases of goods or services but do not represent a
financial commitment. Examples of such transactions include: alliance agreements, service
agreements, enterprise pricing agreements and supplier terms and conditions agreements. These
types of agreements use a requisition, purchase order, contract, or letter agreement to execute
specific transactions or releases against the Pricing Agreement.  Specific transactions or releases
under a Pricing Agreement are subject to authorization per the DOA limits. Pricing Agreements are
not subject to review by the Transaction Review Commitiee per the requirements of the Approval of
Business Transaction Policy. However, Pricing Agreements with expected purchases above $10
million will comply with all other requirements of this policy and require approval of the Chief
Procurement Officer.

Exceptions to this policy include: real estate (buying, selling, leasing properties), fuel, energy
trades, mergers and acquisitions, financing charges/treasury fees/audit services, legal services,
skatutory tax payments and insurance. These do not require involvement of Supply Chain personnel
or Designated Sourcing persennel.

2. Sourcing

Subject to the exceptions listed above, competitive bids are required for all purchases greater than
$100,000. Purchases may not be split into multiple transactions to avoid use of competitive bidding.
All other exceptions must be documented and approved as required betow. Competitive bidding is
not required for each purchase under a strategic alliance when the alliance relationship was formed
in accordance with this policy.

Single Sourcing

A single source purchase occurs when a cornpetitive bidding process is not undertaken and the
decision is made to select a spedcific supplier based on technical, commerciat, or other valid business
reasons. Because a single source procurement removes the advantages of the competitive bidding
process, it should be used on an exception basis. Contract extensions, inclusive of exercising
contract options to extend longer than six months should be treated as single sourcing decisions.
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Sole Sourcing

This situation exists when because of unique or specialized characteristics only one supplier offers a
particutar product or service, An example of a sale source would be a supplier who has a specific
patent or other proprietary right on a good or service. In this case, there is not an opportunity to
use a competitive bid process.

Premium Over Low Bid Sourcing

Another purchasing exception is premium over low bid sourcing. This occurs when the decision is
made to select a supplier who is not the lowest evaluated bidder based on technical, commercial, or
other business considerations.,

Single, Sole, or Premium over Low Bid Sourcing Documentation and Approval Requirements

Any recommendation to single source or to pay a premium over jowest evaluated bid for spend
greater than $100,000 must be supported by documentation explaining the rationale for the
recommendation. This recommendation requires joint approval by a Vice President (VP) or their
designee and Supply Chain. The VP will establish the designee’s single source or premium over
lowest evatuated bid approval limits {can be separate from their DOA limits) with a signed document
to be filed with, and retained by Supply Chain. Recommendations to sole source purchases greater
than $100,000 must be approved by Supply Chain in accordance with their DOA limits.

Purchasing Cards

All employees are expected to utilize purchasing cards for non-stock purchases of $5,000 or less per
transaction. Below are guidelines for the use of purchasing cards.

1. All employees are expected o utilize purchasing cards for non-stock purchases of $5,000 or
less per transaction, while giving consideration to leveraging common use goods or high
volume purchases to obtain favarable pricing.

2. Repetitive purchases for designated goods should be coordinated with the purchasing group
50 the best terms can be contracted.

3. Purchasing cards should not be used for chemicals or on-site services with risk factors
requiring certificates of insurance or Environmental Health & Safety (EH&S) program
compliance. (Refer to MasterCard Enterprise Purchasing Card Program Manual on the
Services Center for other restrictions.)

4. Qperational management must establish maximum limits for each employee.

5. The maximum limit must be below the limit of the manager/supervisor authorizing the card.
Managers/supervisars have an inherent limit of $5,000 per transaction unless otherwise
approved by the business unit in accordance with DOA limits.

6. Transactions may not be sphit into multiple transactions to allow the use of a purchasing
card.

7. The process must ensure appropriate sales tax is paid to the vendor.

8. Purchases must be reviewed by a higher level of management.

9. Purchasing cards should not be used to make personal purchases, even if the Company is
later reimbursed.

Supplier Diversity
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Qualified diverse suppliers will be actively solicited to participate in bidding opportunities and their
bids will be evaluated on a nondiscriminatory basis. Additionally, suppliers will be encouraged to
utilize diverse suppliers to fulfill their contracts with the Company.

3. Contract Formation

Contracts can take many forms, such as purchase orders, written agreements, intellectual
propertiesfsoftware licenses, pricing agreements and engagement letters. These are defined belaw.
Contracts must be written and include:

A clear, concise statement of work or description of materials/equiprment.

Standard legal terms and conditians or Legal Department approval of any exceptions.

Specifications for accrual and payment of taxes for purchase of goods and services.

The right to terminate the contract for convenience; exceptions must be approved by the

Legal Department.

€. Requirements for appropriate business conduct in accordance with Cede of Business Ethics,
EH&S programs and fitness for duty, as applicable.

f.  An audit cdause for non-fixed price contracts and for any non-fixed price subcontracts

created by Duke Energy's prime contractor within the scope of their work.

an o

A purchase order (PQ) is a legally binding document prepared by a purchaser to describe all terms
and canditions of a purchase.

A written agreement is a legally binding document used to describe more complex contracts. It
contains the terms and conditions needed to cover risks, complexities and/or service levels. This
type of contract is used because the transaction is not adaptable to standard commercial terms and
conditions.

Intelectual properties/software licenses are used to document appropriate language specific to
purchase of software, and it contains the terms and conditions necessary to protect the Company's
interests related to use of software.

Engagement letters are used to describe specific work activities to be done by consuitants or ather
professionals. They normally reference a master agreement or larger contract.

4. Purchasing Process Guidelines

The purchasing process and related documentation should reflect the complexity and materiality of
the goods or services being purchased. The steps identified below should be considered and
included in the process as appropriate to suppert compliance with this policy or to meet specific
operational requirements.

a. Engineering or technical review to ensure compliance with statement of wark or other
spedifications.
b. Supplier qualification review,
€. Compliance with a standard set of terms and conditions with any legal exceptions approved
by Legal.
© d. Commercial and risk assessment including insurance and credit considerations and
appropriate hedges against foreign currency or cormmmadity risks.
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e. Reviews by Accounting and Carporate Tax for any sales or property tax implications (e.q.,
mill machinery) or accounting considerations (e.g., lease obligations).
f. Other analyses and functional coordination as appropriate.

Documentation of the purchase process should support that the approgriate steps were taken and
provide an audit trail. Documentation should be maintained in accordance with the Records
Management Policy and the Duke Energy Records Retention Schedule (DERRS) and may be
attached to the request in the purchasing system.

5. Changes in any Contract Terms, Requirements, or Work Scope

Prior to being implemented, any material changes in contract terms including requirements, work
scope, oF cost should be documented in writing and approved in accordance with this policy, the

Dal i f Authority, and Approval of Business Transactions policies.

6. Confidentiality

In cases whare Duke Energy is entering into a relatianship with a prospective or selected supplier
and confidential or proprietary information will be shared, a Mutual Confidentiality and Non-
Disclosure Agreement must be signed by both parties. This is a iegally binding agreement that
will protect Duke Energy and the supplier's interests and information. These non-disclosure
requirements should also be included in the procurement documentation.

Supplier quotations should always be maintained as confidential information. Quotations of one
supplier are nol to be divulged to ancther. This information should not be made available within the
Company except to individuals with a business need to know. The number of bidders, who is
bidding, how much is in the budget, the past performance of bidders, and future business potential
are tapics that should not be discussed with suppliers unless Supply Chain personnel or Designated
Sourcing personnel autharize the discussion.

7. Segregation of Duties

The following functions should be segregated between al least two people:

Requisitioning and/or specifying
Vendor File Maintenance
Procurement/contracting
Contract administration

Receipt of goods or services
invoice approval

Check signing or dishursements

Weaker segregation structures should be accompanied by additional management review. If anyone
parforms both the procurement and invoice approval processes, an additional level of management
must review the approval of the invoice.

8. Standard of Business Conduct and Ethics
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Duke Energy complies with all applicable gavernmental laws, rules and regulations and maintains
the highest standard of business ethics and conduct. Employees should refer to the Duke Energy

Code of Business Ethics for an explanation of the Company's policies pertaining to topics such as

gifts and entertainment; conflicts of interest; and hribery, kickbacks and other improper payments.
Employees or contractors who are concerned about unethical bebavior can ananymaously report their
concerns on the EthicsLine by calling 1-800-525-3783 or visiting http://www.dukeenergy-

gthicsline.com/. Employees should also consult

and follow policies, procedures, and guidelines for

complying with applicable Affiliate Codes of Conduct for any transactions between the regulated and

non-requlated businesses.

9. Sourcing Requirements Summary

3
i

?F;Jiichases <$iUGK
Single source recommendation above
$100,000

P

!

Sole source recommendation above
$100,000

;EPFerrﬁiu'm over low bid recommendation of
%$100,000 or greater

i

Procurement card

Reqmrement T s

beﬁbé_t"ifi;é bid process will be required _
unless sourced through an alliance
agreement. Approval by Supply Chain d
épersonnel and Designated Sourcing
épersonnel in accordance with DOA limits.
?Must actively involve Supply Chain
;personnel or Designated Sourcing

personnel.

~ Approval at appropriate DOA limits. .

' Documentation and approval by functional |
VP or their designee. Approval by Supply .
Chain management in accordance with DOA
limits.

| ‘;'A'p‘prdva:' by Supply Chain management in |
accordance with their DOA limits.

Documentation and approval by functional |
VP or their designee. Approval by Supply |
jChain management in accordance with DOA
limits.

* ‘Should be used for non-stock purchases of

éless than $5,000 per transaction.
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Engaging the Independent Auditor for Services

Applicability: Applies to Enterprise
Originatos: Finance

Approval: Audit Committee
Effective Date: 042372003
Revision Date: 12/12/2007
Reissue Date: 12/12/2007

Statement of Purpose and Philosophy
This policy describes the guidelines io be used when considering the use of the independent auditor
for all audit and non-audit services work.

Policy Expectations

The Audit Committee of the Board of Directors (the “Audit Commiliee”) of Duke Energy Corporation
(the "Company”} is required to pre-approve all audit and non-audit services performed by the
Company's independent auditor in order Lo assure that the provision of such services does not
impair the auditor's independence. Unless a type of service to be provided by the independent
auditor has received general pre-approval pursuant to the paolicies and procedures set forth in this
Policy, it will require specific pre-approval by the Audit Committee. In addition, any proposed
services exceeding pre-approved cost levels will require specific pre-approval by the Audit
Committee,

The term of any pre-approval is 12 months from the date of pre-approval, unless the Audit
Committee specifically provides for a different period. The Audit Committee will periodically, but no
less often than annually, review and revise, as necessary, the list of pre-approved services that may
be provided by the independent auditor without obtaining specific pre-approval fram the Audit
Committee, The services by the independent auditor pre-approved by the Corperate Controlier in
accordance with this policy shall be reported to the Audit Commmittee by the independent auditor at
the Audif Committee's first regularty-scheduled meeting that cccurs after the independent auditor’s
engagement, In addition, the Company will inform and review with the Audit Committee at each of
its meetings, but not less frequently than on a calendar quarterly basis, all services being provided
by the independent auditor.

The Audit Committee may delegate specific pre-approval autherity to one or more of its members.
The member or members to whom such authority is delegated shall report any pre-approval
decisions to the Audit Committee at its next scheduled meeting. The Audit Committee does not
delegate its responsibilities te pre-approve services performed by the independent auditor to
managemant.
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Accountability: Roles and Responsibilities
Business Units/Corporate Areas:

+  Prier to beginning any engagement of Duke Energy Corporation's independent auditor,
contact the Corporate Controller's Department to confirm whether or not the requested
services are included in the annual base scope of wark that has been approved by the Audit
Committee. If the requested services are autside the approved base scope of work, then
these requirements must be followed:

o Obtain advance approval from the Corporate Controller prior to beginning the
engagement of the independent auditor

« Ensure that anly officers of the Company or authorized contracting agents sign engagement
letters

Corporate Controller:

¢ Determine whether services are included in the base scope of work that has been approved
by the Audit Committee or whether separate approval of the services is required

¢ Obtain Audit Committee approval for any engagement outside of the base scape or pre-
approved services '

* Approve engagements of the independent auditor in accardance with pre-approvals by the
Audit Committee, as follows:

o Audit Services. The annua! audit services engagement terms and fees will be
subject to the specific pre-approval of the Audit Committee. The Audit Commitiee
will approve, if necessary, any changes in terms, conditions and fees resulting from
changes in audit scope, Company structure or other matters. The Audit Committee
pre-approves other Audit services listed below, which are those services that only
the independent auditor reasonably can provide. The Audit services listed below
are pre-approved up to $100,000 in estimated fees per individual project and up to
$1,000,000 in estimated fees in the aggregate. Al Audit services not listed belaw
or that exceed the amounts stated above must be separately pre-approved by the
Audit Cammittee. .

*  Statutory audits or financial audits for subsidiaries cor affiliates of the
Company

®*  Services assodated with Securities and Exchange Commission {SEC)
registration statements, periodic reports and other dacuments filed with
the SEC or other documents issued in connection with securities offerings
{e.g., comfart tetters, consents), and assistance in responding to SEC
camment letters

= Consultations by the Company's management as to the accounting or
disclosure Lreatment of transactions or events and/for the actual or
potential impact of final or proposed rules, standards or interpretations by
the SEC, FASB, or other regulatory or standard setting bodies!

= Consultations regarding accounting research and appropriate accounting
treatment of transactions, including any fees associated with the
independent auditor's electronic or web-based, proprietary tools (e.g.,
Deloitte & Touche's Deloitte Accounting Research Tool, a web-based
accounting research system)

=  Attest services required by statute or regulation

o Audit-Related Services. Audit-related services are assurance and refated services
that are traditionally performed by the independent auditor. The Audit Committee
believes that the provision of Audit-related services does nat impair the
independence of the auditor, and pre-approves the Audit-related services listed
below. The Audit-related services listed below are pre-approved up to $100,000 in
estimated fees per individual project and up to $1,000,000 in estimated fees in the
aggregate. Al Audit-related services not listed below or that exceed the amounts
stated above must be separately pre-approved by the Audit Committea.

a  Due diligence services related to potential business
acquisitions/dispositions
= fFinancial statement audits of employee benefit plans
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Internal control reviews and assistance with internal control reporting
requirements

Agreed-upon or expanded audit procedures related to accounting and/or
billing records required to respond to or comply with financial, accounting
or regulatory reporting matters

Consultations by the Company's management as to the accounting or
disclosure treatment of transactions or events and/or the actual or
potential impact of final or praposed rules, standards or interpretations by
the SEC, FASB, or other regulatory or standard-setting bodies
Consultations regarding accounting research and appropriate accounting
treatment of transactions, including any fees asscciated with the
independent auditor's electronic or web-based, proprietary tools {e.q.,
Deloitte & Touche's Deloitte Accounting Research Tool, a web-based
accounting research system)

Attest services not required by statute or regulation

Tax Services, The Audit Committee believes that the independent auditor can
provide Tax servicas to the Company, such as tax compliance, tax planning and tax
advice, without impairing the auditor’'s independence. The Audit Committee pre-
approves the Tax services listed below. The Tax services listed below are pre-
approved up to $100,000 in estimated fees per individual project and up to
$1,000,000 in estimated fees in the aggregate. All Tax services not listed below or
that exceed the amounts stated above must be separately pre-approved by the
Audit Committee.

Review of international and U.S. federal, state and local income and non-
income tax returns and simitar types of returns for the Duke Energy
consolidated entity

Review and preparation of international and U.5. federal, state and local
income tax returns, non-income tax returns and similar types of returns for
subsidiaries, investments, and joint ventures

Assistance in connection with tax audits and appeals of international and
U.S. federal, state and local income and non-income tax returns, including
communicating with taxing authorities regarding tax returns

Assist in resolving identified state reporting and disclosure tax compliance
issues

Tax compliance and consulting services, incduding assistance with respect
to (1) tax savings/planning/refund opportunities, (2} the proper tax
treatment of certain types of income and expenses, (3) calculation of total
tax liabilities relating to exposures, (4) preparation of calculations needed
to properly reflect certain types of income, expenses, exemptions, and
credits on a tax return, (5) updates and analysis of legisiative tax matters,
{6) planning for deduction of certain transaction costs, (73 confirmation of
the current administrative pasition of revenue authorities, (8) ruling
requests fited with taxing authorities, (9) planning and caiculation of
debt/equity ratios for thin capitalization purposes to come to a conclusion
regarding inter-group interest deductibility, (10) foreign tax treaties, and
(11) verification of Lax assessments

Assistance regarding tax issues with respect to acquisitions, dispositions
and restructurings, including due diligence on potential acquisition targets,
ruling requests and meetings with tax authorities

Assistance in determining the corporate income tax and indirect fax
implications of proposed or actual transfers of the Company‘s subsidiaries’
stock between related Company entities

Services related to compensation and compensation packages; granting
and exercise of stock options; benefit plans; and payroll, sacial security
and information reporting tax issues

Assistance with GST and Value Added Tax (VAT) issues in foreign
Jjurisdictions

Compliance and planning issues with respect to import, export, and
international transport services and activities

Tachnical, planning, and other assistance relating ko transfer pricing issues
Services related to internet website tools
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o QOther Services, The Audit Committee pre-approves the Other services listed
below. The Other services listed below are pre-appraved up to $100,000 in
estimated fees per individual project and up to $500,000 in estimated fees in the
aggregate. Al Other services not listed below or that exceed the amounts stated
above must be separately pre-approved by the Audit Committee.

*  Accounting and other related training
s Other general consulting not prohibited as described below
+  Maintain an internal process to ensure compliance with approved services and accurate
reporting to the Audit Committee

Standards/Requirements
The following guidefines should be used in engaging the independent auditor for services:

+ When a need is identified for additional services from the independent auditor, the Business
Unit/Corporate Area should submit a scope of work including a fee estimate to the
Carporate Controller's Department in advance of work being performed

+ The independent auditor is to perform services only at the Company's request and in
conformity with all applicable standards. The scope of service and estimate of fees must be
documented in an engagement letter or scope definition signed by both the independent
auditor and the Company (typically the Corporate Controller or Business Unit Accounting
Vice President) in advance of work heing performed.

*» Engagement letters must be signed by an appropriate Company representative in advance
of work

*+ Engagement letters must be provided to the Corporate Controlier for approval in advance of
wark

* The Corporate Controller's Department will maintain copies of all engagement letters

+ If the requested services are not included in the hase scope or pre-approved services, each
new service request or change order will require approval individually by the Audit
Committea, The Corporate Controlier will coordinate the approval. Requests to provide
services that require separate pre-approval by the Audit Committee will be submitted to the
Audit Committee by the Chief Financial Officer or Controller and a representative of the
Legal Department, and must include a joint statement, in writing, {a) describing (i) the
scope of the service, the fee structure for the engagement, and any side letter or other
amendment to the engagement letter, or any other agreement (whether oral, written, or
otherwise) between the independent auditor and the Company, relating to the service; and
(ii} any compensation arrangement or other agreement, such as a referral agreement, a
referral fee or fee-sharing arrangement, hetween the independent auditor {or an affiliate of
the independent auditor) and any person (other than the Company) with respect to the
promoting, marketing, or recommending of a transaction covered by the service; and (b)
discussing the potential effects of the services on the independence of the independent
auditor. The independent auditor will provide a detailed description of the scope of the
services to be performed, a description of the fee structure for the engagement, and a
statement that the independent auditor does not believe the service will impair its
independence.

» Independent auditor cannot be engaged to perform the following services®:

o Bookkeeping or other services related to the audit client's accounting records or

financial staterments

Financial information system design or implementation services

Appraisal or valuation services, faimess opinions, or contribution-in-kind reports

Actuarial services

Internal audit outsourcing services

Management functions or human resources

Broker or dealer services, investment adviser or investment banking services

Legal services and expert services unrelated to the audit

Tax services on a contingency basis

Tax service to a person in a financial reporting oversight role at the Company, or

an immediate family member of such person, during the audit and professional

engagement period, unless: (a) the person is in a financial reporting oversight role

at the Company only because he or she serves as a member of the Board of

00 C0CaO0C0000
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Directors or similar management or gaverning body of the Company; (b) the
person is in a financial reparting oversight role at the Campany anly because of his
or her relationship to an affiliate of the Company (i) whose finandial statements are
not material to the consolidated financial statements of the entity being audited; or
(ii) whose financial statements are audited by an auditor other than the firm or an
associated person of the firm; or () the persan was not in a finandal reporting
oversight role at the Company before a hiring, promotion, or other change in
employment event and the tax services are (i} provided pursuant to an
engagement in process before the hiring, promotion, or other change in
employment event; and (ii) completed an or hefore 180 days after the hiring or
promobion event
+« Invoices must be approved by the Business Unit/Corporate Area requesting party under an
established engagement letter; invoices should reference which engagement letter
authorizes the payment
+ Business Unit/Corporate Area reguesting party will process invoice for payment if within the
parameters of an appraved engagement letter
« Copies of all approved inveices of the independent auditor must be sent to the Corporate
Controller
*  The Corporate Controller will provide a report on the use of the independent auditor and
associated fees at each Audit Committee meeting

'Under SEC rules, some consultations may be considered "audit-related" services rather than "audit”
services. For example, the SEC recognized that complex accounting issues may require that the
firm engage in consultation with “national office” or other technical reviewers to reach an audit
Jjudgment and stated that this activity constitutes an audit service since it is a necessary procedure
used by the accountant in reaching an opinion on the financial statements. This would contrast, the
SEC stated, with a situation where a registrant is evaluating a proposed transaction and asks the
independent auditor to evaluate the accounting for the proposed transaction. After research and
consultation, the accounting firm pravides an answer to the registrant and bills far those services.

In considering the nature of the services, the SEC stated that these services would not be
considered to be audit services.

“The Legal Department should be consulted for guidance as to the definitions of these services and
the applicability of exceptions to certain of the prohibitions.
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Hiring Policy for Employees and Former Employees of the
External Auditor

Applicabitity: Applies to Enterprise
Originator: Corporate Controller
Approval: Corporate Controller
Effective Date: 04/04/2006
Revision Date: 02/01/2008
Reissue Date: 02/01/2008

Statement of Purpose and Philosophy

This Policy describes the guidelines to be used by Duke Energy Corperation and it subsidiaries
("Duke Fnergy”) when considering the hiring of employees and former employees of the external
auditor. The Sarbanes-Qxley Act of 2002 increases focus on key aspects of auditor independence
including the potential conflict of interest that can he created when a former member of the audit
engagement team accepts certain positions with the audit client, and the role of the audit
committee in the assessment of auditor independence. The rules are intended to protect the
reliability and integrity of the financial statements of public companies and to promote investor
confidence in the independence of accountants and the audit process. According to the rules, the
external auditor is not considered independent with respect to the registrant if certain employees or
former employees of the external auditer are hired by the registrant into a finandal reporting
oversight role.

Policy Expectations

Business Units and Corporate Areas are expected to understand the requirements of this policy and
to have internal processes in place to ensure compliance.

Standards/Requirements
The following guidelines shauld be used in hiring employees or former employees of the external
auditor;

* The terms used in these guidelines are defined as follows:

o Audit Team - Lead partner, concurring partner, or any other member of the audit
engagement team who pravides more than ten hours of audit, review or attest
services for the issuer.

o [inancial Reporting Qversight Role - Means a role in which a person is in a position
to or does exercise influence over the contents of the financial statements and
related information (e.g., management discussion and analysis) of anyong who
prepares them, such as when the person is @ member of the board of directors or
similar management or governing body, chief executive officer, president, chief
financial officer, chief operating officer, general counsel, chief accounting officer,
controller, director of internal audit, director of financial reporting, treasurer, or any
equivalent position. - '
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+  No member of the Audit Tearn that is auditing Duke Energy and its affiliated entities can be
hired into a Financial Reporting Oversight Role for a period of 2 years following association
with that audit.

s Any uncertainties (e.g. whether a position Is a Financial Reporting Oversighl Role) must be
cleared with the Duke Energy Corporate Controller before any job offers are executed.

« Duke Energy's Corporate Controller must approve any hires from the independent auditor
priar to an offer being made.

* Duke Energy's Corporate Chief Financial Officer ("CFQ™) must approve all executive tevel (O
classification and above and all Leadership jobs) hires from the external auditor.

» Duke Energy's Corporate Controller shall report annually to the Audit Committee any of the
preceding year's hires from the external auditor.

Accountability: Roles and Responsibilities
Business Units/Corporate Areas

»  Submit request for any planned hires from Duke Energy’s external auditor {employees or
former employees) to the Corporate Controller for review. Such reguest must be made
whether or not the prospective employee is being hired into a Finandal Reporting Qversight
Role. Approval from the Corporate Controller and, if necessary, the Corparate CFO is
required prior ke an offer being made.

Corporat ntroller/Corpora

¢ Review and approve, if appropriate, requests to hire employees from Duke Energy's
external auditar.

*» Report annually to the Audit Committee any of the preceding year’s hires from the external
auditor.

- 257 -



Exhibit CO-2
Page 258 of 316

P Duke
& Energy.
Duke Energy Policy Statement

Property, Equipment and Inventory Policy

Originator: Corporate Controller
Sponsor:  Caorporate Controller
Approval: Corporate Controller

Approval Date: 08/31/00

Revision Date:

Statement- This policy covers property, equipment and inventory systems used
by business/corporate units. The policy describes the minimum controls
required. The business/corporate unit should implement additional procedures
and controls as needed to ensure an appropriate level of control exists within
property, equipment and inventory systems.

Roles and Responsibilities-

Business/Corporate Unit-

ltems classified as inventory must be physically reconciled to the ledger at
least every two years.
Discrepancies in physical inventory counts must be reported to management
and corrected in accounting records.
Reasonable physical safeguards must be in place to protect company assets
against improper use or disposition.
Losses of and damage to company property must be immediately reported o
the appropriate level of management and site security personnel or Duke
Energy's Corporate Security Department.

o Losses estimated to exceed $10,000 must be promptly reported to

Duke Energy's insurance Department.

Inventory must be evaluated for surplus or obsolescence on a routing basis
followed by appropriate authorized disposition.

Asset Sales
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Business/corparate unit management must authorize the disposal or sale of
company property, equipment or inventory in accordance with the Delegation
of Authority. See the Delegation of Authority Policy for additional
information.
Significant company assets (property, piant, equipment and inventory} should
be marked, or otherwise identified, so they can be readily located in detailed
asset and inventory records.
Bids or other competitive mechanisms should be used to sell property,
equipment, or inventory.
A different person should perform each of the following functions. These
functions must be segregated between at least two people. Weaker
segregation structures should be accompanied by additional management
review.

« declaration of need to sell

s entry on accounting tracking system

e sales
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Creation, Dissolution, or Restructuring of Legal Entities and

Subsidiaries

Applicability:
Originator:
Approval:

Effective Date:

Revision Date:
Reissue Date:

Statement of Purpose and Philosophy

Applies to Enterprise
Corporate Controller
Corporate Controller

03/25/2004
03/25/2004
03/15/2008

This policy describes the accountability for and the process of creating, dissolving, or restructuring
{e.g., merge, canvert, change a parent or reporting relationship, etc.) a Duke Energy legal entity or

subsidiary.

Policy Expectations

All Business Units and Corporate areas must follow this paolicy and abtain the requisite appravals

identified in this policy before taking formal actions affecting the status of a Duke Energy legal

entity or subsidiary.

Accountability: Roles and Responsibilities

Business Unit /Corporate Area

+  Provide rationale and required pieces of information as identified on the respective e-form
{located on the Portal) to initiate the approval process related to the creation, dissolution,

or restructuring of a Duke Energy legal entity or subsidiary.

+ Identify the placement of the affected entity or subsidiary in the entity hierarchy. The
current entity structure can be located on the General Counsel Web site under World

Records.

s  Follow the guidelines established in the Business Unit Capitalization Protocol (as established
by the Corporate Treasurer and Tax staffs) when funding or changing the funding structure
for the creation, dissolution, ar restructuring of any legal entity or subsidiary.

¢  The General Manager of Accounting Research should determine if the legal entity affected
by the creation, dissolution, or restructuring should be consolidated or deconsolidated
under U.5. Generally Accepted Accounting Principles {"GAAP™) (including Financial
Accounting Standards Beard Interpretation (“FIN"} 46, Consolidation of Variable Interest
Entities, as revised} and should ensure that the accounting for the legal entity is in
accordance with U.S. GAAP. This determination and any instructions related to accounting
entries for the creation, dissolufian, or restructuring of the legal entity should be

documented and retained by the Business Unit or Corporate Area.

+  Obtain the requisite intemal approvals before finalizing actions affecting the status of a

lagal entity or subsidiary.

Corporate Secretary Office

+ Retain the completed request form which serves as evidence of the approval for the
creation, dissolution, or restructuring of the Duke Energy legal entity or subsidiary.
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¢ Distribute a summary of final approved actions to the appropriate parties involved in the
approval process.

Business Unit General Counsel/Corporate Secretary Office

s Prepare and circulate for signature the requisite consents formally approving said action.
¢ Ensure consents of the Board of Directors and/or Board of Managers are filed in the
respective minutes books.

Approvals

*  Actions affecting the status of a Duke Energy legal entity or subsidiary must be approved
by the Corporate Secretary Office, Duke Energy Legal Counsel Contact, Corporate
Secretary, Corporate Tax Contact, Corporate Finance Contact, and Controller. These
contacts are specified in the electronic form for approval.

* A formal request to alter the status of a Duke Energy legal entity or subsidiary shall be
accomplished by completing the respective Duke Energy e-form that contains rationale for
the request and to serve as a record of the action including the requisite approvals.
Separate forms for the creation, dissolution, or restructuring of Duke Energy legal entities
and subsidiaries are located in the Electronic Forms Repository under General Counsel.
With respect to a restructuring, a white paper detailing the request (including a summary of
the restructuring, a current and proposed entity structure of the affected entity(ies), the
tax position, and formal actions needed to accomplish the restructure (e.g. written
consents), must be attached.

¢ The respective Board of Directors and/for Board of Managers for each affected entity shall
formally approve the requisite actions as set forth in order for the creation, dissolution, or
restructuring to be effectuated.
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Sarbanes-Oxley Change Control

Applicability: Applies to Enterprise

Originator: General Manager, Financial Controls
Approval: Corporate Controller

Effective Date: 04/01/2004

Revision Date: 09/15/2007

Reissue Date: 04/01/2006

Statement of Purpose and Philosophy

It is the policy of Duke Energy Corporation, including its subsidiaries, such as Duke Energy
Carolinas, LLC, Duke Energy Ohio, Inc., and Duke Energy Indiana, Inc. and affiliates, to comply fuily
with the Sarbanes-Oxley Act of 2002 ("the Act"). As part of this policy, the Company wants to
ensure that, as relevant business processes, controls and information technology (IT) components
{collectively, "SOX processes™) are changed or enhanced, appropriate approval is obtainad for such
changes, and documentation is maintained reflecting the latest approved processes, controls and
systems. Callectively, the disciplines associated with the timely approval, coordination and
documentation of changes in SOX processes covered under the Act shall be referred to as “"SOX
Change Control.”

To ensure adequate time for management testing, external audit testing, and remediation of
ineffective controls prior to year-end, process changes that impact SOX controls {planned or
unplanned) after September 30 will need prior approval of the business unit and/or corporate area
executive responsible for SOX compliance.

Policy Expectations

A designated universe of SOX processes, sub-processes, controls and IT components has been
defined, and can be ohtained by contacting the Sarbanes-Oxley Program Management Office.

= Each Business Unit and/or Corporate area executive is ultimately responsibie for identifying
all required process, contrgl or system changes for their respective business area, and is
further responsible for communicating such changes, as well as the timing of thase
changes, to the Corporate Financial Controls Group (*Corporate FCG"), using the
established change control mechanisms. For changes after September 30, an assessment
should be completed with input from the Corporate FCG to determine the potential risks
and impacts to the overall compliance effart

s« 5tandard change control reporting tools and methods will provide an audik trail and current
status of SOX-relevant process and control changes

* Changes to SOX processes will be appraved by the defined Business Process Owner and/or
Business Unit or Corporate area executive, or designee

+ Changes that affect the Corporate financial closing and reporting process require Corporate
Contraller or designee review and approval to assess design effectiveness prior to a change
being implemented

e Defined Sarbanes-Oxley testing and documentation standards will be adhered to on a
timely basis by all Business Units and Corporate areas),
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¢ As SOX process changes are implemented, the responsible Business Pracess Owner shall
enter a current, standards-compliant, approved copy of the process and contral
documentation to the Sarbanes-Oxley Process/Control Dacumentation Repository located
on the portal at Home - Policies - Sarbanes-Oxley Compliance gadget.

+ [T change activities will comply with anterprise level change contraol policies and local IT
change control procedures

¢ The Sarbanes-Qxley Process/Control Documentation Repository will be a controlled file
housing the most recent and official SOX documentation. The content of the repository will
be the responsibility of the Business Unit or Corporate area process owner. Centralized
maintenance of the repository will be the responsibility of the Corporate FCG

Accountability: Roles and Respaonsibilities

The responsibilities of Business Unit/Corporate area management are to:

+ Establish and maintain a strong and effective system of internal cantrols consistent with the
Sarbanes-Oxley Act of 2002, including an appropriate tone at the top

+  For all SOX process changes, ensure that appropriate approvals ocour in accordance with
this policy and ensure that appraopriate documentation, testing and trammg on changes
occur in a timely manner and as prescribed by this policy

The responsibilities of the Business Process Owners in each Business Unit/Corporate area are to:

+« ldentify, approve and implement necessary process, controf and IT improvements to
maintain busingss effectiveness

« Update or prepare required documentation, conduct testing and communicate SOX process
changes as required by this policy

The responsibilities of the Business Unit and/or Carporate area executive are to:

+ Approve, of ensure approval, of necessary SOX process changes for the Business
Unit/Caorporate area

*  Assist with the identification of needed improvements in conirols, processes or systems in
the Business Unit/Corporate area or in the enterprise as a whole

* Appaint or ensure the appointment of Business Process Owners within the Business
Unit/Corporate area for each identified process which falls under SOX purview

The responsibilities of the Corporate Controller are to:

+ Review and approve, or ensure approval, of changes that affect the Corporate financial
closing and reporting processes

»  Assist with the identification of needed improvements in controls, processes or systems in
the Business Units/Corporate areas or in the enterprise as a whole

The responsibilities of the Corporate Financial Controls Group are to:

s Set policy regarding change control of modify this policy as appropriate for Sarbanes-Oxley
ACt matters

* Periodically review the effectiveness of the change control palicies and procedures

* Ensure a continuing program of communication and education occurs to keep enterprise
members current on required compliance with change control requirements of Sarbanes-
Oxley Act compliance

+ Maintain and easure the completeness of the Sarbanes-Oxley Process/Contro}
Documentation Repositary
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Glossary

SOX Processes - Business processes, controls and ITcomponents which have a role in ensuring an
appropriate financial control environment at Duke Energy Corporation and its subsidiaries and which
play a role in the accuracy of the financial statements of the Company.

Process Control/Documentation Repository - The Sarbanes-Oxiey Process/Control Documentation
Repository will be a controlied file housing the most recent and official documentation for SOX
processes throughout the Company.
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Surety Bonds

Applicability: Applies to Enterprise

Originator: Global Risk Management & Insurance
Approval: Senior Vice President and Treasurer
Effective Date: 09/26/2000

Revision Date: Q6/01/2007

Reissue Date; J6/01/2007

Statement of Purpose and Philosophy

This Surety Bond policy (hereinafter, this "Policy™) addresses the approval, issuance and
management of all surety bonds to be issuad for the account of Duke Energy Carporation -
(hereinafter, "DEC") or any of their direct or indirect subsidiaries and affifiates. This Policy is
designed to support Duke Energy's business values, in particular the value of financial integrity.
This policy does not address the approval, issuance, entering into or management of liabilities
associated with guarantees, letters of credit or analogous credit enhancement instruments or
indemnities, warranties or comfort tetters. The execution of General Agreements of Indemnity with
Surety Companies financially obligating DEC, that allows the issuance of surety bonds on DEC's
behalf, are handted like guarantees and not addressed by this policy.

Policy Expectations
The issuance and administration of outgoing Surety Bonds is managed by the Global Risk

Management & Insurance. The majority of Surety Bonds are required to secure contractuat
obligaticns such as performance and bid bonds requirements. Other bonds are required by law or
regulation of government agencies, Requests for the issuance of surety bonds to a single entity
should be for the total anticipated obligation and not a series of incremental requests.

FASE Interpretaticn No. 45 (hereinafter, "FIN 45") requires DEC to recognize and disclose a liability
for the fair value of obligations it assumes under certain credit enhancement instruments, such as
Indemnities. This Policy does not address recagnition ar disclosure of obligatians that are within the
scope of FIN 45. Any guestions regarding the application of FIN 45 to the underlying indemnity
obligaticns upon the issuance of surety bonds covered by this Policy should be addressed to the
Corporate Controller's Department - General Manager, Accounting Research.

All Business Units and Corporate Units must comply with this Policy. Any exceptions to this Policy
must be requested per the provisions of the Approval Requirements section of this Policy.

Standards/Requirements

Approval Requirements

+ All applications and requests for the issuance of surety bonds require review and approval
in accordance with this Policy and the Approval of Business Transactions Policy.

+ The General Manager, Global Risk Management & Insurance is authorized {o and approves
the issuance of surety bonds. The General Manager, Global Risk Management & Insurance
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may delegate in writing such authority for honds not exceeding $25 million pursuant to a
properly executed Delegation of Authority Form.

+« The General Manager, Global Risk Management & Insurance must approve any increases in
the aggregate bond program term amount with any Surety Company for which DEC has a
General Agreement of Indemnity,

» Contracts requiring the issuance of a surety bond must be executed by a person(s) so
authorized by the Delegation of Authority Policy and in accordance with the Approval of
Business Transactions Policy.

»  Business Unit management will contact Global Risk Management & [nsurance to review and
evaluate surety bond requirements.

s The General Manager, Global Risk Management & Insurance is authorized to approve
applications to insurance brokers for the issuance of surety bonds. The General Manager,
Global Risk Management & Insurance may delegate in writing,the authority to approve such
applicatians.

« [xceptions to this Policy may be approved in some instances. Any exceptian to this Policy
mus{ be requested by the Head of the comresponding Businass Unit or Corporate Function
and approved by the Corporate Treasurer. Exceptions to policy requests must be submitted
to Global Risk Management & Insurance, as appropriate, in the Request for Exception to
Surety Bond Policy Form (attached hereto as Attachment A). Global Risk Management &
Insurance will pursue the approval of the Corporate Treasurer, if deemed advisable, and
further retain all necessary documentation of all such exceptions to policy so approved. In
turn, the Business Unit or Corporate Unit whose request for an exception to policy has been
duly approved must document such an approval in its Delegation of Authority form in
accordance with the Delegation of Authority Policy.

Application and Reporting of Surety Bonds

« Surety bonds must be requested through Global Risk Management & Insurance. Requests
are submitted using the surety bond forms and procedures available via links on this Policy
site ar an the Portal site maintained by Global Risk Management & Insurance.

Accountabhility: Roles and Responsibilities

Business Unit/Corporate Units

» If there are proposed changes in standard terms and conditions for the surety bonds,
submit drafts to Legal and Glcbal Risk Management & Insurance for review and
recommendation for approval, prior to the submission of any DEC bond application or
request for approval and issuance.

+ Obtain Business Unit and Corporate Unit approval per the Delegation of Authority Policy and
the Approval of Business Transactions Policy, if required, before requesting the final
issuance of surety bonds from Gleobal Risk Management & Insurance.

* Request surety bond using the surety bond farms and procedures availabie via links on this
Policy site or on the Portal site maintained by Global Risk Management & Insurance.

+« Provide Global Risk Management & Insurance with the internal accounting information
needed to process the annual bond premium.

e Evaluate the continued need for ali outstanding bond obligations and strive to eliminate
bonds when no longer required. Inforim Global Risk Management & Insurance to cancel
bonds as projects are completed or when the bond obligation is no longer required and
when bonds should not be renewed by submitting a Bond Release Request Form availabie
via links on this Policy site or on the Portal site maintained by Global Risk Management &
Insurance.

Partially Owned Affiliates {loint Ventures, Partnerships, etc.)
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+ DEC's representative on an affiliate governing board or management commitiee must
ensure the affiliate in question does not obligate ar bind DEC to cause the issuance aof a
surety band prior to approval at the approgriate fevels within DEC pursuant to this Policy

: and the Approval of Business Transactions Policy.

! » The required approval level will be determined by the amount and term requested in

i accordance with the Approval of Business Transactions Poiicy and this Poiicy.

+  DEC's representative must obitain approval from the General Manager, Global Risk
Management & Insurance for affiliate or joint venture requests or applications for surety
bonds for amounts greater than DEC's pro rata share ownership based on DEC's percentage
ownership interest in the affiliate or joint venture.

*  Surefy bond application requests must be submitted to Global Risk Management &
Insurance for review and approval in accordance with this Policy. The General Manager,
Global Risk Management & Insurance is authorized to approve request applications to
insurance brokers for the issuance of surety bonds. The General Manager, Global Risk
Management & Insurance may delegate in writing the authority to approve such surety
bond request applications. '

Global Risk Management & Insurance

*  Approve and assign Insurance brokers for issuance of surety bonds,
Manage the issuance of surety bonds consistent and in accordance with this Policy. Review
all applications or requests for unusuat or special surety bonds and address any issues with
the Business Units. After verifying appropriate approvals, manage the execution, issuance,
delivery and reporting of all surety bonds,

*  Maintain records and reports on all outstanding surety bonds.

= Annually renew all existing bonds and invoice the business units for bonds they request
unless a Bond Release Request Form is received requesting cancellation prior to renewal.

i + Coordinate the canceitation of bonds no longer needed as documented by the Bond Release

[ Raquest Form.

|

|

|

*  Prior to approving a surety bond request from a Crescent Resources, LLC subsidiary under
DEC Credit Support in accordance with the Formation and Sale Agreermnent dated
Saptember 7, 2006, verify that the surety bond is for a project of a subsidiary qualifying as
an “existing projact” per the Formation and Sale Agreement and would not exceed DEC's

| outstanding credit support obligations as delineated in Section 6.8 of the noted Formation

‘ and Sale Agreement. .

+ Raview the DEC total outstanding credit suppart obligations as delineated in Section 6.8 of
the Formation and Sale Agreement for qualifying Crescent Resources, LLC subsidiary
projects to ensure it does not exceed DEC’s outstanding credit support obligations as
delineated in Section 6.8 of the noted Formation and Sale Agreement at least quarterly.

Corporate Legal

» Raview and approve any DEC contract or agreement that requires DEC issuance of a surety
bond.

Provide the Corporate Seal on surety bonds as needed for final distribution to obligees.
Review and approve all General Agreements of Indemnity with Surety Companies.
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Payroll Policy

Originator: Corporate Controller
Sponsor:  Corporate Controller
Approval: Corporate Controller

Approval Date: 08/31/00

Revision Date:

Statement- This policy cavers payroll systems used by business/corporate units.
The policy describes the minimum controls required. The business/corporate
unit should implement additional procedures and controls as needed to ensure

an apprapnate level of control exists within payroll systems.

Roles and Responsibilities-

Business/Corporate Unit-

» Paid hourly, regular non-exempt, overtime and supplemental hours reported

by employees must be appropriately approved.

* Business/corporate unit management, who does not have other payroll
responsibilities such as modifying employee payroll files or entering time,
must review O&M budget variances or other similar reports for reasonable

and accurate payroll entries.
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Business Continuity and Crisis Management Policy

Applicability: Applies to Enterprise
Originator: Risk Management Services
Approval: ' Chief Administrative Officer
Effective Date: 07/01/1998

Revision Date; 08/09/2003

Reissue Date: 06/01/2007

Statement of Purpose and Philosophy

Duke Energy Corporation has a responsibility to its customers, employees, communities it serves
and investors to ensure measures are taken to prepare for continuation of critical and essential
business operations in the event of an emergency or significant business interruption. In a crisis
situation, business outage, natural disaster or terrarist/security related event this responsibility
continues to exist. The enterprise’s first responsibility is to provide for the safety of its employees,
its customers and the surrounding communities it serves followed by restoring, as quickly as
possible, critical and essential business operations.

Policy Expectations

This policy outlines the Business Continuity and Crisis Management Program that provides for:

+  Protection of employees and the surrounding communities
Management of emergency response and crisis management activities
Resumption of time critical and essential business operatiens in accordance with pre-
established time frames
Recovery of business operations

Restoration of the primary site(s) and the ultimate return to a permanent operating
environment '

The Business Continuity and Crisis Management Programs provide guidance and documentation on
which to base emergency response, recovery of critical and essential business processes and
facilities and plans to resume normal operations. It inciudes all aspects of business operations,
employee actions, and necessary technical infrastructure required to support the continued viability
of the corporation. However, the program is not intended as a substitute for informed decision
making.

Accountability: Roles and Responsibilities
Senior management will annually assess the business continuity and crisis management

preparedness of all critical and essential organizational elements and verify appropriate actions have
been taken for the continuation of critical business functions.
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Utilizing guidetines from the Enterprise Business Continuity and Crisis Management Progyram,
operating units and corporate departments will institute and maintain an on-going program for
developing, maintaining and validating emergency response, crisis management and business
continuity pians to:

+ Comply with all appficable laws and regulations regarding business continuity and crisis
management

Provide for the protection and safety of employees and the surrounding communities

Identify and develop a recovery strategy for critical and essential financial, communication
and operational systems

Manage activities and resources during a crisis event

* Manage the restoration of critical and essential business operations if an incident disables a
business process, facility or company infrastructure

« Continue critical and essential business operations during an interim period when a facility
or infrastructure is not available

= Recover and restore the affected husiness aperations, facility or infrastructure

The Enterprise Business Continuity and Crisis Management Program will ensure @ methodclogy
exists ta manage enterprise-level issues associated with business continuity and crisis management
actions during a disruptive event.
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Commodity Risk Policy

Applicability: Applies to Enterprise

Originator: Finance - Corporate Risk Management
Approval: Chief Financial Officer

Effective Date: 05/24/2004

Revision Date: 04/01/2006

Reissue Date: 04/01/2006

Statement of Purpose and Philosophy

The purpose of the Commodity Risk Policy ("the Policy”) is to provide clear and consistent directives
in the identification, quantification, management and reporting of commaodity risk across the
Enterprise.

This Policy covers all sales or purchases of commodities, storage, transport, capacity or fuel
procurement and related services.

All subsidiaries and affiliates, including consolidating Joint Ventures, will manage commadity risk in
accordance with this palicy or in the case of Joint Ventures, the risk policy approved by their Board
of Directors, or other appropriate governing bady. The Chief Risk Officer (CRO) or designee will
review such joint venture policies to ensure compliance with the Duke Energy Commodity Risk
Policy.

Commodity Policy, Risk Limits and Procedures

Commoeadity Policy

This palicy outlines broad business objectives and identifies general operating practices in the
management of cammodity risk.

Risk Limits

The Risk Limits set the strategic and operational parameters that bridge Policy, enterprise risk-
reward objectives, and evolving market opportunities. These limits are unique for each Business
unit.

As such, these Limits will be reviewed more frequently and updated than the Policy.

Business Unit Procedures
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It is the responsibility of the Business Unit to develop procedures which describe specific activities to
ensure compliance with the Commodity Palicy and Risk Limits. Business Unit procedures will be
reviewed by the CRO or a designee,

These palicies and limits are intended to:

» Provide guidance and direction to achieve the business ohjectives

*  Assign responsibilities for commedity risk planning, transaction management, and
manitoring

+ Create awareness of commodity risk among commercial and risk management personnel

»  Ensure consistency across the business units in commodity risk methodologles models,
policies, methods of analysis, and procedures

« FEstablish effective, efficient and consistent commaodity risk management practices, including
organizational accountabilities, approved products, term, calculations, procedures and
information management.

Policy Expactations

Objectives
The four primary objectives of this Policy relating to risk governance are:

Identification- The recognition and classification of risks to the Enterprise
Quantification- The measurement of identified risks
Management- Actions designed to alter the risk profile of the Enterprise
Communication- The reporting of risks and mitigation as appropriate within the Enterprise

pHm>

Risks

The Enterprise participates in many physicat and financial commaodity markets, which expose the
Enterprise to a variety of risks. Business Units subject to this policy will address the following risks
in their process and procedures:

A. Market Risk- exposure to movements in prices, volatilities, and correlations; swings in
demand and supply volumes; the market value of capacity; illiquid markets; modeled
valuations; inability to physically deliver on obligations

B. Transaction Risk- exposura caused by inefficiencies in the transaction processes that may
cause transactions Lo be lost, delayed, or processed incorrectly, thereby subjecting the
Enterprise to risk of loss; Transaction Risk is also the risk that personnel may hide,
incorrectly value, fail ta record, or incorrectly represent positions

Approved Counterparties

Employees who execute transactions are responsible for ensuring that Corporate Risk Management
has approved all prospective counterparties, and that any new transactions or modifications to
existing transactions are within specified limits. Transactions with counterparties not on the
appraved list are prohibited. New counterparties must be reviewed and approved by Corporate Risk
Management prior to trade execution.
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In addition, transactions in excess of existing credit risk limits shall be reviewed with Corporate Risk
Management prior to trade execution to determine how to enhance the credit position and/or modify
credit limits.

Approval of Business Transactions

Ail transactions that are reviewed by a Business Unit scrub team must be reviewed by Corporate
Risk Management.

Accountability: Roles & Responsibilities

The Chief Financial Officer is responsible for approval of the Policy. Amendments to the Policy must
atso be approved by the Chief Financial Officer or his/her designee and will be effective immediately
upon approvat.

The CRO or his/her designee has authority to approve exceptions to this policy. Any activity, not
explicitly approved by the Commadity Policy, BU Risk Limits, Option Trading Addendum or the
Approved Products and Instruments documents, is prohibited. CRO approval required for any
exceptions.

The Policy will be reviewed annually by Corporate Risk Management {CRM) to ensure afl provisions
are reasonable and in accordance with the industry and Duke Energy's business activity.

Failure to comply with this palicy may resuit in disciplinary action up to and including termination.

All personnel are respansible for ensuring a sound risk control enviranment. The responsibility for
risk oversight is owned in varying degrees throughout the Enterprise's management structure.

Senior Management

The follawing businass functions constitute Senior Management and are ultimately respensible for
establishing and communicating the risk tolerances and objectives for the organization.

Chief Executive Officer (CEQ)

Chief Financial Officer (CFOQ)

Business Unit Presidents / Chief Commercial Officer (CCO}
Chief Risk Officer (CRO}

Business Unit CFO (BU CFOQ)

moo®»

Corporale Risk Management

The CRM function develops the Policy and the Risk Limits. Additionally, CRM is responsible for the
adequacy of the risk management controt infrastructure, approving Business Unit specific risk
practices, and provides independent identification, oversight and management of market risks.

Business Units
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Commercial Operations executes the Enterprise’s risk taking and risk mitigation strategies.
Commercial Operations is also responsible for developing and executing business plans that are
consistent with the strategies and risk tolerances of the Enterprise and compliant with the
established policies, procedures and limits.

Each Business Unit is responsible for developing procedures and processes designed to govern
commadity risk management activity in a manner consistent with the risk tolerance of the
Enterprise, and which also comply with this policy.

Each Business Unit's procedures will be approved by the CRO or his/her designee and the Business
Unit CFO or its designee.

For purposes of the Commodity Risk Policy, Business Units are defined in Appendix A. The CRO has
the authority to change Appendix A.

Requirements

Risk Decompasition and Transaction Designation

Duke Energy recognizes that many transactions have multiple commodity risk components and the
Enterprise will capture such transactions in a manner that allaws the Enterprise to properly measure
and monitor the associated market risks.

For businesses which have accrual and MTM portfolios, individual book managers are not permitted
{0 manage both portfolios or compensating controls must be in place and operating to ensure
proper designation of transactions in accordance with applicable Enterprise policy and Generally

Accepted Accounting Principles.

Conflict of Interest and Confidentiality

No Duke Energy employees (including employees of affiliates) shall cause Duke Energy (or its
affiliates) to enter into, or direct athers to cause Duke Energy (or its affiliates) to enter into, energy
commodity contracts for account of themsetves, members of their families, friends, or persons or
entities with whom they have a personal business interest.

To maintain the confidentiality and integrity of the Enterprise’s portfolio, no Enterprise employee
shalt knowingly, willfully or intentionally, disclose to any person not employed by the Enterprise any
confidential business strategy or position, except when compelted by an outside government or

oversight body, or with approval from Senior Management.

Authorization and Approval of Commadities, Products, and Projects

Appraved Commodities
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Each Business Unit will maintain a list of authorized commodities. The original list of authorized
commodities will be approved by the Chief Risk Officer and the Business Unit President or CCO. Any
proposed alteration to this list shall require approval by the Chief Risk Officer and the Business Unit
President.

Approved Products

Each Business Unit will maintain a list of authorized instruments. The original list of authorized
commodities will be approved by the Chief Risk Officer and the Business Unit President or CCO. Any
proposed alteration to this list shall require approval by the CRO or his/her delegate and the
Business Unit President. New products will not be approved untit an appropriate valuation model has
been implemented as defined in the Modeling Review and Approval Process.

Transaction Review Process

As defined in the Approval of Business Transactions Policy, certain transactions with large capital
requirements or extended duration require the review by the Transaction Review Committee (TRC).
The CRO or hisfher designee must approve the commodity price assumptions for the proposed

transaction in addition to overall risk review of the transaction.
Risk Measurement

All Business Units will utilize appropriate risk measures to quantify the risk inherent in the business.
The CRO or his/her designee has primary authority to approve the analytic methodologies, models
and assumptions supporting the risk measurement calculations and will additionally determine
appropriate calculation frequency.

Deal Capture

The business unit shall be responsible for the accuracy of the firm's books and records and is
required to ensure that all transactions under its given activity are accurately captured and reported
in Duke's systems. These systems include the source system (deal capture system), as well as the
downstream risk systems.

Limit Violations

Material violations are to be remediated within 24 hours unless exception is received from the Chief
Risk Officer or his/her designee. The violation must be explained identifying the cause of the
violation, any corrective action taken, profit and loss impact as well as future plans to better

manage the portfolia within limits. Other violations and notifications are defined in the Risk Limit
documents and/ar the Business Unit Procedure documents.

Commodity Forward Market Curves and Commaodity Price Forecasts
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Forward market commodity curves will be developed using methodologies and sources of
information approved by the CRO or his/her designee to ensure consistency of application. Subject
to limitations imposed by Code of Conduct requirements, each unique forward market commodity
curve (energy/location) will have a single owner across the corporation who will maintain the curve
and make the curve available to other traders and/or Business Units. Responsibility for the
validation of these curves resides with the CRO or his/her designee.

£ach Business Unit will develop and maintain procedures regarding the use of Commaodity Price
Farecasts within that Business Unit.

Maodeling and Vatuation

All models utiized for valuation of commodity instruments must be reviewed and approved by the
CRO or his/her designee. See Model Review and Approval Process documentation for detailed
procedures. Corporate Risk Management will maintain an inventory of commodity valuation models
to ensure consistent and appropriate use across all Business Units.

Risk Limits

Any Business unit which is engaged in commodity market activity will have risk limits to gavern and
control this activity. The CRO will determine what type of limit shall be utilized to govern and control
each type of activity. The CRO or his/her designee will ensure effective and appropriate limits are in
place and operating effectively in each affected Business Unit.

Risk Limits will also govern the risk management activity related to operating asset revenue and/or
expense risk driven by commodity prices, except where such risk is already mitigated by regulatory
mechanisms. Tha CRO or his/her delegate will monitor risk metrics to ensure compliance.

Commercial personnel will keep their positions within the risk fimits. Any proposed transaction(s)
that would result in a situation where a guideline would be exceeded requires pre-approval of the
CRO. If a risk limit violation has accurred, the commercial employee must get back within
compliance within 24 hours after having received notification of the violation.

Where appropriate, risk limits will be utilized to ensure compliance with the risk tolerances of the
Enterprise as established by Senior Management to govern and contral all other commaodity market
activity. The CFO will approve such risk limits. The CRO ar his/her designee will ensure appropriate
limits are in place and are operating effectively in each Business Unik.

Reporting

Corporate Risk Management and the Business Unit will produce periodic reports that will help
management monitor, understand, and make decisions regarding its market risks. Business Units
will work with Corporate Risk Management ta determine the proper frequency and content of the
reports. The CRO will periodically repert on Risk Management issues to Senior Management and
Board of Directors,
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Changes to Policy & Risk Limits

All changes to the Commodity Policy will be reviewed by the Chief Risk Officer (CRO) and approved
by the Chief Financial Officer (CFO).

Adaoption & Implementation

This policy supersedes prier publications and is effective April, 2006. Both Corparate Risk
Management and tha business units must comply. Updated policy wilt require business units and
Corporate Risk Managerment to adopt or alter business practices and procedures.

Prior Lo the effective date noted above, Corporate Risk Management and all affected business units
are expected to implement those alements of this policy that do not require material changes in
underlying processes.

Gap assessments outlining misalignment between current practice and new requirements are to be
developed by the business units with assistance from Corporate Risk Management, as needed.
Business units that are out of compliance must assess the deviation and develop action plans to
bring conditions into compliance.

Business unit management is responsible for manitoring progress on these action plans and
providing status updates to Corporate Risk Management on a monthiy basis.

Corporate Risk Management is responsible for notifying Business Units of changes to this policy.
Special circumstances may occasionally require daviation from the standards of this policy. All

exceptions require the approval of the CRO and for designee.

If any requirement in this document is inconsistent with any law, tariff or regulation applicable to
Duke Energy Corporation or its subsidiaries, the law, tariff or reguiation will prevail.

-277-



Exhibit CO-2
Page 278 of 316

Credit Palicy

Applicability: Applies to Enterprise

Originator: Finance - Global Risk Management
Approval: Treasurer - Duke Energy
Effective Date: 04/01/2006

Revision Date: 05/01/2008

Reissue Date: 05/017/2008

Statement of Purpose and Scope

Extending and monitoring credit to customers and counterparties is integral to all of Duke Energy
Corporation’s businesses. Global Risk Management (GRM) has established standards of practice
related to Credit Risk Management across Duke Energy Corparation and its subsidiaries ("Duke
Energy”}. This policy governs the extension of credit related to wholesale business activity
(including fuel procurement), major construction projects and all enterprise sourcing. This policy
does nat pertain to the extension of credit for the franchised customer sales which are governad by
applicable state law and regulatory rules for each jurisdiction.

Extension of credit includes sales of goods, services, commodities, storage, transportation, and
capacity to counterparty where payment is expected at a future date andfor where Duke prepays
counterparty for the delivery of goods or services at a future date. Extension of credit also includes
the fixed price purchase of goods, services, commodities, storage, transportation and capacity as
well as any contract which under which Duke Energy may assert a monetary damage claim in the
event of failure to perform by the other party. '

Authorized employees are expected to provide for and utilize resources necessary to make sound,
credit decisions under the Credit Delegatian of Authority (Credit DOA).

Al subsidiaries and affiliates, including consolidated Joint Yentures, wilt manage credit risk in
accordance with this palicy or in the case of Joint Ventures, the risk policy approved by its Board of
Directors, or other appropriate governing body. The Treasurer or designee will review such joint
venture policies to assess compliance with this Policy.

Credit Policy, Credit Delegation of Autharity, and Procedures
Credit Policy

This policy outlines broad business objectives and identifies general operating practices in the
management of credit risk.

Credit Delegation of Authority
The Credit DOA contains various required credit activities and standards involved in setting credit

limits including the delegation of credit authority. It bridges Policy and evolving market conditions
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as well as provides guidance for best practices to ensure consistent application across the
Enterprise. As such, the Credit DOA will he more frequently reviewed and updated than the Policy.
All credit limits must be approved by GRM in accaordance with the Credit DOA.

Credit Procedures

It is the responsibility of GRM to develop Credit Procedures to ensure compliance with both the
Credit Policy and Credit DOA. Credit Procedures will be reviewed and approved by the head of GRM
or a designee,

The Credit Policy, Credit DOA and Credit Procedures are intended to:

Provide guidance and direction to achieve the business objectives

Assign responsibilities for credit risk planning, transaction management, and monitoring

Create awareness of credit risk among commercial and credit risk personnel

Ensure appropriate consistency across the business units in cradit risk methodologies,

models, policies, methads of analysis, and procedures

¢ Establish effective, efficient and consistent cradit risk management practices, including
organizational accountabilities, expasure calculations, credit procedures and information
managament

+  Assign responsibilities for managing credit to achieve business unit, corporate, and

stakeholder objectives

. # &

Policy Expectations

GRM must apprave all extensions of credit related to business transactions within the Scope of this
Policy, as defined below:

All transactions involving extansion of credit must be with counterparties approved by GRM.

+ All Commodity, Storage, Transportation or Capacity purchases or sales transactions must
be with approved counterparties.
*+  Any exception to this Policy must be approved by the Treasurer,

GRM will analyze counterparties, approve or reject counterparties and set credit fimits. Business
Units will ensure that any new transactions or medifications to existing transactions shall be within
the specified counterparty limit. Credit extension ta any counterparty not approved is prohibited.
New counterparties must be reviewed and approved by GRM. All credit support instruments (e.g.
parent guarantees or letters of credit} must be submitted to GRM and Legal Counsel for review
hefare consenting to the form of these documents.

Accountability: Roles and Responsibilities
Duke Energy Treasurer

The Treasurer leads the credit risk management function across Duke Energy. Responsibilities
include:

= Formulating cradit strategy
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« Creating a commoen credit culture by developing efficient, effective and consistent
applications of Credit Policy

Approving either directly or through a delegate, Credit DOA and Credit Procadures

Approving either directly or through a delegate, any exceptions to Credit Policy, Credit DOA
or Credit Procedures

Giobal Risk Management
As it relates to credit risk management, GRM has the following areas of responsibility:

¢« Formulaking Enterpri redit Pali
GRM supparis the Treasurer in farmulating credit strategy, establishing a consistent credit
culture and recommending new or revised credit policies. GRM ensures that the Credit
Policy and Credit DOA support strategy and stakeholder obiectives. GRM sets credit risk
objectives, contract-related credit risk terms and conditions and is respaonsible for reaporting
credit exposure to management.

+« Monitoring and Reporting
GRM moenitors credit exposure and performance and analyzes counterparty credit quality.

» Managing Credit Risk
GRM performs credit reviews on specific transaclions, counterparties and/or credit
expasures as set forth aboave. GRM sets credit risk objectives, assigns credit limits and
Internal Risk Ratings to counterparties. GRM Is responsible for negotiating credit terms of
transactions and trading agreements (e.q. default parameters, collateral arrangements}; As
a resuit of such review, GRM may require risk mitigation consistent with corporate
objectives.

+ Technology Applications. GRM maintains adequate credit risk systems which allow for timely
recording and reporting of exposures.

= Infor i 4] sis Consistenc
GRM identifies, reviews and approves consistent credit exposure calculations and credit risk
methodologies.

Business Units and Corporate Areas

+  Ajll Business Units and Corporate Areas must comply with the Credit Policy, operate within
credit limits set forth by GRM and develop procedures and controls to ensure compliance.

+  All Business Units and Corporate Groups must communicate/report information and/or
transactions to GRM with adequate time for review so they can complete the counterparty
credit risk assessments.

+  Priar to entering inte any transaction, all Business Units and Corporate Areas must receive
credit approvals for extension of credit and credit-related contract terms.

+ Employees who execute transactions are responsibie for ensuring that GRM has approved
ali prospective counterparties before extension of credit, and that any new transactions or
maodifications to existing transactions are within specified limits. Transactions with
counterparties not approved by GRM are prohibited.

+ [n addition, transactions in excess of existing credit limits shall ba reviewed with GRM to
determine how to enhance the credit position and/or modify credit limits. )

Organizational Relationships
The GRM group is independent of the business. No member of GRM should have a direct reporting

relationship to any of the businesses. However, Business Units may have risk personnel that
maintain a dotted line reporting relationship with GRM.
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Compensation, including incentive campensation or spat banuses, for all GRM personnel shail be
independent of Business Unit financial performance,

Any exceptions to the above rule must be approved by the Treasurer or designee.

Changes to the Policy

All changes to the Credit Policy will be reviewed and approved by the Treasurer.

Adoption & Implementation

This policy supersedes prior publications and is effective April, 2008. GRM, Corporate Areas and the
Business Units must comply. Policy updates may require changes to business practices and
procedures at Business Units and Corporate Areas.

Gap assessments outlining misalignment between current practice and reguirernents are to be
developed by the Business Units and Corporate Argas with assistance from GRM, as needed.
Business Units and Corporate Areas that are out of compliance must develop action plans to bring
conditions info compliance.

GRM is responsible for notifying Business Units and Corporate Areas of changes to this policy.
Special circumstances may occasionally require deviation from the standards of this policy. All

exceptions reguire the approval of the Treasurer and for designee.

If any requirement in this document is inconsistent with any law, tariff or regulation applicable to
Duke Energy Corporation or its subsidiaries, the law, tariff or regulation will prevail.
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Loan Policy

Applicability: Applies to Enterprise

Originator: Finance - Corporate Risk Management
Approval: Chief Financial Officer - Duke Energy
Effective Date: Q170772002

Revision Date: 04/01/2006

Reissue Date: 04/01/2006

Statement of Purpose and Philosophy

Duke Energy Business/Corporate Units may originate or administer loans in accordance with this
policy and the Credit Policy.

For the purposes of this policy, regardless of maturity, ioans shall be defined as:

« Money advanced by Duke Energy to non-wholly owned borrowers under a note or other
instrument of indebtedness ather than those non-wholly owned subsidiaries in place as of
the date of this policy. Such subsidiaries will be grandfathered under their existing financing
arrangements

+ All new enhancements of credit provided by Duke to non affiliated entities, and the
continuance of credit enhancement for affiliates which will no longer be owned by Duke
Energy

* A note or other instrument of indebtedness equal to or greater than $5MM received by
Duke Energy as consideration for providing a good or service or as part of the proceeds of
an asset sale

Extensions of credit made in the erdinary course of business such as standard trade credit for
commodities sold or transmission Capacity pro\fﬁ‘led are not subject to this Loan Policy but are
subject to the Credit Policy and Credit Risk Limits.

In the event the originating business unit or corporate area is unsure whether or not this Poticy

applies to a given transaction, the Chief Risk Officer shall be advised of the relevant facts and will
make the final determination.

Roles and Responsibilities

Business Units and other Corporate Upits {Qrigination)

+ Responsible for all loan administration and accounting for all 3 party credit support fees,
interest and principal, monitoring applicable loan covenants and financial infermation, and
safeguarding all relevant loan information and documentation.

« Wil periodically review !oan performance with Corporate Treasury and Corporate Risk
Management.

Carporate Treasury
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Responsible for negotiating the terms and conditions of all Loans, including, but not limited
to the repayment schedule and interest rate charged by Duke Energy.

Responsible for pricing, structuring and neqgotiating all relevant loan information and
documentation, including perfecting any security interest granted to Duke as coliateral for
the loan.

Corporate Risk Management

Will approve the transaction and structure of any Loan priar to any written offer (indicative
or binding) to provide such Loan in accordance with the Corporate Credit Policy and related
Corporate Credit Risk Limits.

Establish Duke Energy Corporate Credit Policy and Risk Limits Far business unit loans,
origination and administration.

the Origination and Administration of Loans

iding Princgiples

lien

Follow a specified system of loan origination and management, as detailed in the Credit
Policy and Risk Limits

Adhere to all applicable laws and regulations regarding the extension of credit and
investment of funds

Avoid conflicts of interest in accordance with the Code of Business Ethics

Respect and preserve the confidentiality that is entrusted by clients

Comply with federal securities laws, which forbid the use of material nan-public information
in buying, selling or advising the transfer of securities. Accordingly, employeas must not
give material non-public information about clients or Duke Energy itself, to outsiders, or use
such information themselves in the purchase or sale of securities

iles

A client file should be maintained on all loan customers.

The client file should consist of Loan Service and Loan Transaction sections.

The Loan Service section should include customer requests, history and extent of
relationship, borrowing base calculations and correspondence.

The Loan Transaction Documentation section should indude all original executed documents
related to a) debt instruments, b} loan or letter agreements perfecting the security interest
in negotiable/non-negotiable collateral, c) other documents obtained at closing, and ) all
original amendments/releases/waivers related to these documents.

Financial Statement Requirements

Financial staterments should be maintained on all customers, including
guarantors/endorsers/co-makers, general partners in partnership and other third parties
providing support to a transaction.
Financial statements include:

o balance sheet

o income statement

o statement of cash flows

o consolidating statements for all entities, and

o footnotes including description of contingent liabilities, discussian of materiat
subsequent events, and description of deviations fram GAAP.

o Updated financial statements are to be received at least annually and within three

rmonths of the customer's fiscal year end.
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Credit Approval Form

» All Originating Units should use a Credit Approval Form similar to and containing relevant
significant infarmation as found in the Credit Policy and Risk Limits document.

Credit Memorandum

¢  The Credit Memorandum is the presentation of factors for consideration by management on
which a credit declsion is to be based.

s+ Originating Units should use a Credit Memorandum similar to, and containing all significant
and relevant topics, as found in the Credit Policy and Risk Limits.

Extension of Credit

+» Approval of commitments to extend credit must comply with the Credit Policy.
«  Commitments to extend credit must be made in writing if $500,000 or greater.

Material modifications in terms, conditions, covenants, ar collateral {releases or substitutions) are to
be approved at the same fevel as originally required.
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Summary of Internal Controls and Financial Controls Policies

Applicability: Applies to Enterprise

Originator: Duke Energy Corporate Controller
Approval: Duke Energy Corporate Controller
Effective Date: 12/16/2004

Revision Date: 12/16/2004

Reissue Date: 12/16/2004

Statement of Purpose and Philosophy

To ensure all units are aware of the Duke Energy Corporation internal controls and financial controis
policies, these pnlicies are posted on the employee portal. See link below for "List of Internal
Controls and Financial Controls Policies.”

Policy Expectations

AH units are expected to comply with corporate policies thal are applicable to their business.
Management within each unit must ensure that appropriate communications and fraining as needed
are provided to employees. In rare instances, an exception to a corporate policy may be approved
by the Corporate Controller or other comparable Corporate Officer. The "Request for Exception to
Policy Form® (see link below) or other comparable information should be provided to support the
requested exception.

Accountability: Roles and Responsibilities

Business Units/Corporate Areas {"unit(s)")

Maintain awareness of approved internal controls and financial controls policies
s Ensure unit compliance with all applicable policies

Communicate applicable policies to appropriate personnel within the unit and ensure
training is received as needed

Corporate Controller's Department

Communicate new and revised paolicies to the units
Work with policy subject matter experts and recommend/coordinate training as needed

¢ Maintain the internat controls and financial controls policies on the employee portal as well
as a complete listing of all these policies {Intemal Controls Group)

Standards/Requirements

List of Internal Cantrols ial Cantrals Policie
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The Internal Controls Group of the Corporate Controller's Department will ensure a complete list of
approved internal controls and financial policies is avallable te the units. The internal controls and
financial controls policies are located on the "Policies/Compliance® page of the employee portal. The
Corporate Controller's Department will also communicate new and/or revised internal controls and
financial controls policies.
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Accounting for Income Taxes

Applicability: Applies to Enterprise
Originator: Senior Vice President Tax
Appraval: Senior Vice President Tax
Effective Date: 06/30/2004

Revision Date: 03/31/2008

Reissue Date: 03/31/20038

Statement of Purpose and Philosophy
Provide a framework for the processes, organization, and policies encompassing income tax
accounting for Duke Energy Corporation and its subsidiaries {"Company”).

Policy Expectations

This Policy sets forth certain standards for U.S. Federal, U.S. State, and foreign income tax
accounting, clarifies organizational responsibilities within the Finance function, and identifies certain
technology to be deployed in the process.

Accountability: Roles and Responsibilities
The Senior Vice President Tax is responsible for:

Preparation and review of the consolidated income tax provisions and payments

Review and approval of quarterly and annual internal representation letters required by
Duke Energy to support Sarbanes Oxley compliance and other internal control procedures
as it relates to income tax accounting and related disclosures.

*  Worldwide tax compliance, tax audits and tax strategy

o The Senior Vice President Tax may delegate compliance work to staff and/for
outside firms.

o The Senior Vice President Tax retains responsibility for compliance regardless of
delegations

* Preparing and filing the U.S. Federal, U.S. State, and foreign income tax returns

o The Chief Financial Officer must approve the U.S. Federal Income Tax return before
itis fil

* Preparation and review of tax return to tax accrual reconciliations. Preparation and review
of worldwide income tax valuation allowances and reserves. Preparation and review of the
consalidated income tax forecast. Complying with Generally Accepted Accounting Principles
(GAAP) and all related accounting standards and interpretations related to tax accounting.

o Identify and submit issues to the Corporate Contraller or his designee which relate
to complex income tax accounting issues.

¢ Ensuring that staff assigned to income tax accounting is adequately trained and
knowledgeable with respect to GAAP, accounting interpretations and other authoritative
guidance :

*  Ensuring the do - review process is present and responsibilities are segregated amongst the
staff and that staff with adequate knowledge of income tax accounting is engaged in this
process

¢+ Ensuring the monthly close cycle allows adequate time for analyzing and recording the
income tax provision, induding income tax reserves, roliforwards of asset and liability
accounts, calculation of the effective tax rate (ETR) and other key analyses
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+ Recording income tax provisions, perform reconciliations and provide reparts and other
inforration as prescribed in this Policy

+  Preparing the income tax forecast in a manner that is materially consistent with this Policy
(for input to the Corporate forecast model)

The Corporate Controller is respansible for:

+ Company wide cornpliance with GAAP
o The Corporate Controller may delegate the work associated with GAAP compliance
to Business Unit {BU} Accounting staff
o The Corporate Controller remains responsible for GAAP compliance regardless of
delegations
» Final approval of income tax accounting positions and interpretatians.
+ Determining documentation requirements related to internal controls, external audit and
other issues surrounding income tax accounting

Standards (policies)

The Company shall comply with Financial Accounting Standards (FAS) 109, Accounting for Income
faxes and Financial Accounting Standards Board (FASB) Interpretation (FIN) 48, Accounting for
Uncertainty in Income Taxes, an interpretation of FAS 109 and ali related interpratations and other
guidance issued by the FASB, Emerging Issues Task Force (EITF), American Institute of Certified
Public Accountants (AICPA) and other authoritative bodies.

V.S. Federal, U.5. State, and foreign income tax accounting shall be performed each month in
conjunction with the accounting close process.

Interal financlal statements shall reflect the Company's current income tax position each month.

The do - review process is required Company wide, by employees with adequate knowledge of
income tax accounting.

Requirements {(procedures)

Recording income tax provisions:

+ The Corporate Tax Department’s income tax accountants are responsible for recording
income tax provisions in the general ledger.
¢ The monthly close calendar should allow adequate time to analyze and record
income tax provisions (at least one business day).
o Income tax provisions and related accounting analysis should begin after book
pretax income is materiaily correct.

+  The Corporate Tax Department’s income tax accountants will analyze the current
consolidated federal income tax balance each month and record appropriate adjusting
accounting entries.

o The Corporate Tax Department's income {ax accountants will record the accounting
entries necessary Lo properly reflect the consolidated current federal income tax
asset or liability in the financial statements.

Income tax valuation allowances and reserves:
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¢ The Senior Vice President Tax, or designee, will analyze income tax valuation allowances
and reserves at each fiscal quarter end.

* The Senior Vice President Tax will update the Corporate Controller as to the adequacy of
income tax valuation allowances and reserves once each fiscal quarter prior to closing the
books.

o The Senior Vice President Tax will arrange a meeting with the Corporate Controller
to review workpapers and documentation.

0 The Corporate Controller will determine the adequacy of the workpapers and
documentation with respect to internal controls, external audit and other related
issues.

* The Senior Vice President Tax wil have final approval as to the adequacy of reserves and

valuation allowances related to operations after considering input from the Corporate
Controler,

Reconciliation of tax returns to the general ledger:

* The Seniar Vice President Tax, ar designee, shall prepare workpapers that reconcile U.S.
federai and state income tax returns, hy legal entity or BU as appropriate, and foreign tax
returns to the general ledger records.

Reporting:

¢ The Carporate Tax Department’s income tax accountants shall prepare a consolidating ETR
Report of incame tax provisions, tax asset and liability account reconciliations, and other
key income tax statistics as requested by executive management.

* A consolidating ETR report will be prepared by the General Manager - Income Tax

Arcounting, or designee, and will be available to the Senior Vice President Tax and
Corporate Controller for review.
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P Duke
& Energy.
Duke Energy Policy Statement

Property Tax Policy

Applicahility: Applies to Enterprise
Originator: Senior Vice President Tax
Approval: Senior Vice President Tax

Approval Date: 09/19/2005

Revision Date: 03/31/2007
Reissue Date: 03/31/2007

Statement- This policy covers property tax processes used by
business/corporate units. The policy describes the minimum controls required to
ensure an appropriate level of control exists regarding property tax.

Roles and Responsibilities-

Business/Corporate Unit-

Property Taxes and Payments Policy

All business/corporate units will notify the Corporate Property Tax
Department (CPTD) to determine who is responsible for filing the
annual property tax retumns. If the business/corporate units do not
notify the CPTD, then it is the responsibility of the business/corporate
units to file the annual property tax returns and make all property tax
payments.

Business/corporate units must maintain records of property, piant,
equipment, inventories, leased equipment, asset additions and asset
disposals and the appropriate taxing district information in order for the
Corporate Property Tax Department to accurately file tax returns,
negotiate equitable assessments with state and local taxing authorities
and make the necessary property tax payments.

Upon proper notice from the business/corporate units the Corporate
Property Tax Department will be respensible for handling all property
tax returns (state and local) and all property tax payments.
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Relations With Tax Authorities Policy

Applicability: Applies to Enterprise
Originator: Senior Vice President Tax
Approval: Senior Vice President Tax
Effective Date: 08/31/2000

Ravision Date: 0B/31/2000

Reissue Date: 03/31/2008

Statement - This Policy covers relations such as inquires and correspondence with tax authorities
by Business Unit/Corporate Areas. The Policy describes the minimum contrels required. The
Business Units/Carporate Areas should implement additional procedures and controls as needed to
ensure an appropriate level of control exists regarding relations with tax authorities.

Roles and Responsibilities-

Business Unit/Corporate Area-

Relations with Taxing Authorities Policy

s Business Unit/Corporate Areas must refer all U.S. income tax inguiries or correspandence
received from taxing authorities except general payroll related correspondence ta the Tax
Department for resolution.

*» The Tax Department must be apprised of foreign and cther inquiries or correspondence
received from taxing authorities.
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Sales/Use and Excise Tax Policy

Applicability: Applies to Enterprise
Originator: Senior Vice President Tax
Approval; Senior Vice President Tax
Effective Date: 08/31/2000

Revision Date: 11/01/2007

Reissue Date: 11/01/2007

Statement- This policy covers salesfuse and excise tax processes used by Business/Corporate units
and Corparate Tax. The policy describes the minimum controls required. Business/Corporate units
and Corporate Tax should implement additional procedures and controls as needed ro ensure an
appropriate level of control exists regarding safes/use & excise [axes.

Roles and nsibilities

Business/Car te Unit are responsible for:

» ensuring that employees responsible for processing vendor inveoices are properly trained on
Ehe sales and use tax requirements far coding transactions through the applicable Accounts
Payable systems. This includes, for example, proper category, ship-to, and DCE code
selection for transactions processed through Peoplesoft, Passpart, and BDMS systems.

»  ensuring that employees responsible for generating customer invoices are properly trained
on sales/use and excise tax requirements as they pertain to applicable billing systems.

* notifying Corporate Tax in a timely manner regarding any audits initiated by taxing
authorities. .

» reconciling on a regular basis all sales/use and excise tax accrual accounts associated with
returns filed by each group. Discrepancies will be reviewed within the Business/Corporate
unit or Corporate Tax accordingly and any necessary adjustments booked on a timely
basis.

s salesfuse and excise tax returns that have not been transitioned ta the Corporate Tax
Deapartment, it will be the responsibility of Business/Corporate units to file on a timely basis
their own sales/use and excise tax returns with all applicable taxing authorities, for
remitting the proper tax to those taxing authorities and for handling any follow-up
correspondence of a routine nature. When necessary, Business/Corporate units will work
with Corporate Tax to initiate new tax registrations and to resoive any non-routine
situations.

s collecting and maintaining valid customer exemption certificates and/or direct pay permits,
when applicable. These certificates must be kept up-to-date and must be available for
presentation to 2 state/local tax auditor.

Corporate Tax is responsible for:

* filing on a timely basis all salesfuse and excise tax returns with applicable taxing
authorities, for remitting the proper tax to those taxing authorities, and for handling any
follow-up correspondence, as long as responsibility for all applicable returns has been
properly transiticned from the Business/Corporate unit to Corporate Tax. It wilf also be the
responsibility of Corporate Tax to initiate new Lax regislrations and to resoive all compliance
and registration issues.

+ coordinating and leading all audit matters refated to sales/use and excise tax returns.
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reconciling on a regular basis all sales/use and excise tax accrual accounts associated with
returns filed by each group. Discrepancies will be reviewed within the Business/Corporate
unit or Corporate Tax Department accordingly and any necessary adjustments booked on a
timely basis.

providing oversight and communication on a timely basis to Business/Corporate units
regarding new sales/use or excise tax statutes and regulations.

advising Business/Corporate units on compliance, systems, and processing matters with
respect to sales/use and axcise taxes.
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Tax Reserves Policy

Applicability: Applies to Enterprise

Originator: Senior Vice President Tax
Approval: Senior Vice President Tax
Effective Date: 12/3172004
Revision Date: 03/31/2007
Reissue Date: 03/31/2007

Statement of Purpose and Philosophy

The purpose of the policy is to provide a framework for the processes, organization and policies
encompassing the recording of reserves for income taxes for the company and its subsidiaries.

Policy Expectations

This policy sets forth certain standards for U.5, Federal, U.S. State, and foreign tax reserves,
including income, property, franchise, capital, and all consumption taxes.

g gan 4

Accountability: Roles an
The Senior Vice Prasident Tax is responsible for:

+ Analyzing and documenting the need for reserves.
Recording the journal entries for tax reserves.
Updating the Corporate Controlier as to the adequacy of income tax reserves once each
fiscal guarter prior {0 closing the books.
Maintaining account reconciliations for reserve accounts.

Determining the adequacy of the work papers and documentation with respect to internal
controls, external audit and other related issues.

The Corporate Controller is responsible for:

+ Determining the GAAP treatment of the reserves.

The Senior Vice President Tax will have final appravat as to the adequacy of reserves after
considering input from the Corporate Controlier.

The Corporate Controfler and the Senior Vice Prasident Tax will review the reserves with the Chief
Financial Officer each quarter.

Stapdards/Requirements
Analysis of Tax Reserv nti ion of Potential Tax Reserv
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Each quarter, the Senior Vice President -Tax or designee will analyze tax reserves. The analysis
considers tax, interest and penalties, if applicable. With the analysis, consideration is given to
changes in facts and events, including business transactions, lapse of audit cycles, and issuance of
case law ar Internal Revenue/State Department of Revenue positions. Reserves will be documented
and maintained by the Corporate Tax department.

The Senior Vice President Tax exercises professional judgment as to the need for third party tax
and/or legal consultation and possible need to obtain formal Tax Opinions or other written advice for

issues identified during the above review.

Analytical Pracess for Determining the Possible Need for and Related Amount of Tax Resarves

Income tax reserves: The Company follows FIN 48, "Accounting for Uncertainty in Income Taxes -
an interpretation of FASB Statement No. 109”. FIN 48 prescribes a minimum recagnition threshoid
a kax position is required to meet, otherwise, a reserve of all or a portion of the tax pasition is
required. Tax positions are filing positions that the Company has taken or expects to take on its tax
retum by including the position in the current tax provision. Under FIN 48, a tax benefit is notl
recognized unless the “more fikely than not” recognition threshold is met, i.e. the tax benefit is
expected to be sustained on audit by the taxing authority based solely on the technical merits of the
position. If the recognition threshold is met, the tax benefit recognized is measured at the largest
amount of the tax benefit that is greater than 50 percent likely to be realized.

Non-income tax reserves: The Company follows FAS 5 in determining the need for and the amount
of nan-income tax reserves. In accordance with FAS 5, reserves will be accrued if information
available prior to the issuance of the financial statements indicates that it is probable that a liability
has been incurred at the date of the financial statements and that amount of the toss can be
reasonably estimated. Reserves may be accrued at 100% or risk adjusted based on the facts and
circumstances.

Documentatio n iculation of the Reserve Amounts

+ Adequate documentation supporting the tax reserves and any changes to the tax reserves
is required to be developed and retained in the Corporate Tax department, including
spreadsheets, memoranda and other docuwmentation.

+ The Do/Review process is used and documented according to company policy for
calculations of reserve amounts.

Proper Recording of Tax Reserves

* Tax reserves must be recorded in the appropriate taxes payable account.
* Reserves should be recorded at the appropriate registrant level.
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Accounting for Cash Overdrafts

Applicahility: Applies to Enterprise
Originator: Corporate Controller
Approval: Carporate Controller
Effective Date: 03/31/2006
Revision Date: 10/31/2007
Reissue Date: 10/31/2007

Statement of Purpose and Philosophy

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

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

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

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

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

Accountability: Roles and Responsibilities

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

+  Business Unit Accounting ~ 1) Record journal entries as outlined below for non-pooled
accounts. Analyze bank and boak balances for non-pooled accounts by financial institution
and legal entity on a monthily basis and make reciassification entries for negative balances,
ensuring pooled accounts are excluded from the analysis, 2) Record journal entries as
outlined below for pooled accounts. Analyze bank and hook balances for pooled accounts
by finandcial institution and legal entity on a monthly basis and make reclassification entries
for negative balances, ensuring non-pooled accounts are excluded from the analysis.
Provide month-end bank and book balances, including proper exchange rates, by finandial
institution and legal entity as well as details of any reclassifications made to Corporate
Reporting (per data request)

+ Corporate Reporting — Review pooled accounts analysis received from Business Unit
Accaunting for reasonableness. Determine if any reclass entries recarded for pooled
accounts by Business Unit Accounting areas should be reversed at each consolidated SEC
registrant level to ensure the net balance of each pool is correct. If material, direct
Corporate Accounting to record the proper journal entry.

« Carporate Accounting - Record proper journal entry for pooled accounts, if material, as
determined in conjunction with Corporate Reporting.

Analysis of k A n

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

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

Paragraph 5 of FAS8 Interpretation No. 39: Offsetting of Amounts Related to Certain Contracts
states the following:

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

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

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

The entry to record a cash overdraft is as follows:
Dr. Cash (PeopleSaft Acct #: within GAAP Node 1111 — Cash)
Cr. Bank Qverdraft (PeopleSoft Acct #: within GAAP Node 2104- AP Banks)

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

Applicahility: Applies to Enterprise
Originator: Corporate Treasury — Cash Management
Approval: Senior Vice President & Treasurer

Effective Date: 08/31/00
Revision Date: 06/01/07
Reissue Date: 06/01/07

Statemeant- This palicy covers bank account and check disbursement syslems used by business/comorale
units. The palicy describes the minimum contrals required. The business/corporate unit should implement
additional procedures and controls as neaded to ensure an appropriate level of control exists within the bank
account and check disbursement systems.

Roles and Responsibilities-

Comorate Cash Management Department —
« Domestic - Alt domestic bank accounts must be established and modifications (including signature card

updates) must be processed through Corporate Cash Management.

» Intemational - All bank accounts denominated in U.S. or Canadian dollars must be established and
modifications (including signalure card updates) must be processed through Corporate Cash
Management. Corporate Cash Management must be consulted prior to the establishment of local in-
country bank accounts. These local in-country accounts, including authorized signers, must be reported
to Corporate Cash Management on a quarterly basis.

Business/Corporate Unit —

s Requests for establishing and modifying all domestic and international bank accounts denominated in
U.S. or Canadian dolfars must be made through Corporale Cash Managemeni. Corporate Cash
Management should be consulfed prior fo the establishment of local in-country bank accounts
intemationally. Each request must include documentation describing the business reason for the
request.

+ Bank accounts must be reconciled on a periodic basis. Corrections should bie made within one month of
identifying a reconciliation difference.

» The bank statement must be reconciled to the checkbook
+ The bank statement must be reconciled ta the general ledger account
» Reconciliations must be reviewed by management

+ Unissued checks, including bank check stock, must be physically secured.

» Check signers must not have access to blank checks.

+ Checks must be controlled by sequential numbering.

= Al checks which are voided must be retained ar records kept when destroyed.
Guidefines —

»  The following functions shauld be separated between at least two people. Weaker segregation of duties
should be accompanied by additional management review,
+ cash dishursement
purchasing
contract administration
receiving
bank account reconciliation
« accounis payable
» Unissued checks should be accounted for pariodically by personnel independent of check custody.
Checks issued should be balanced to the daily payments journal and must be balanced io the monthly
payments joumnal,
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Corporate Cash Management Policy

Applicability: Applies to Enterprise

Originator: Treasury - Corporate Cash Management
Approval: Senior Vice President & Treasurer
Effective Date: 04/01/2006

Revision Date: 06/01/2007

Reissue Date: 01/01/2008

Statement of Purpose and Philasophy

The purpose of this Policy is to confirm Duke Energy's Cash Management Objectives and to define
the responsibilities and the authority within the Corporation for achieving those objectives.
Policy Expectations

This policy applies to the consolidated Corporation, which consists of Duke Energy Corporation and
all of its consolidated or cantrolied subsidiaries and affiliates. Cash is a critical asset of the
Corporation. It is the policy of Duke Energy that all cash assets of the Corporation be properly
safeguarded and then managed to maximize value.

Accountability: Roles and Responsibilities

Duke Ehergy's Corporate Cash Management Group (Corporate Cash Management) is responsible for
achieving Duke Energy's Cash Management Qhbjectives which are as follows:

Provide daily liquidity

Safeguard cash assets

Maximize the value of cash assets
Minimize short-term interest expense
Maximize short-term interest income
Provide cost effective banking services

. 9 &  ° B

For those entities with non-Buke shareholders, Corporate Cash Management recognizes its fiduciary
responsibilities and will optimize the cash assets of those entities using the above objectives.
Corporate Cash Management is responsible for executing or directing all cash management
activities within the consolidated Corporation.

Cash Management Activities

Cash management activities include:

s«  Prepare reliable cash forecasts
*» Set cash position accurately and timely
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+« Consolidate cash, where appropriate {taking into consideration legal, regulatory, tax and
any other appropriate considerations)

Manage movement of funds through the money pool arrangement

Borrow needed funds at attractive rates

Maximize return on available cash within approved guidelines

Maintain strong relationships with a broad group of commerciatl banks

Open, maintain (including signature card updates), and close all U.5. and Canadian doliar
bank accounts and provide consultation for the establishment of international in-country
bank accounts

+ Select banking services and monitor service quality and price

Execute wire transfer payments and other electranic payments accurately and timely
« Execute certain foreign currency payments
* Arrange other commercial banking services, including escrow agreements

Borrawing for the entire consolidated Corporation is the responsibility of Duke Energy's Treasury
Department. Corporate Cash Management will coordinate with other Treasury Department
personnel to determine and establish short-term borrowing programs across the conselidated
Corporation. Only individuals authorized by the head of Cash Management will be permitted {o
initiate short-term borrowings. Such authorizations are to be refiected in the appropriate
Delegation of Authority and communicated to appropriate borrowing agents through letters signed
by the head of Cash Management. Autherized individuals are authorized to borrow up to the size of
the individual barrowing pragrams.

Investing cash for the entire consolidated Corporation is the responsibility of Duke Energy's
Treasury Department. Only authorized individuals may make cash investments on behalf of Duke
Energy and its subsidiaries. Authorizations and approved short-term investment products are
outlined in the Short-Term Investment Guidelines maintained by Treasury.

Corporate Cash Management is responsible for the consolidation of cash for the consolidated
Corporation. Authorizaticns and reguirements for cash consofidation are further defined in the
Intercompany Funding Policy.

DOMESTIC CASH MANAGEMENT {US)

Corporate Cash Management is responsible for executing all cash management activities within the
consolidated Corporation in the US, and will work closely with all business units to ensure that Duke
Energy's Cash Management Objectives are being achieved while maximizing business unit and
corporate earmings.

Bank accounts must be established and madifications (including signature card updates) must be
processed through Corporate Cash Management.

Corporate Cash Management {as authorized by appropriate Boards) is responsible for executing all
short-term borrowing and cash investing within the consolidated Corporation. With regard to wire
transfer and other individual electronic payments, Corporate Cash Management is responsible for
ensuring that such wire transfer and certain electronic payments have been properly approved
before bemng executed.

INTERNATIONAL CAS ANAGEMENT (includes Canada
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Carporate Cash Management is responsible for executing and directing all cash management
activities within the consolidated Corporation at Duke Energy’s international locations. Corporate
Cash Management will work closely with local business unit management, Regionatl Treasury
Managers and the local personnel responsihle for cash management to ensure that Duke Energy's
Cash Management Objectives are being achieved. Before issuing cash management directives,
Corporate Cash Management will coordinate and consull with the business unit, tax, legal, treasury,
and other key personnel to ensure that those directives incorporate appropriate strategic, legal and
tax considerations, country and currency risks, local banking relationship considerations, and local
banking reguiations and restrictions.

Whenever possible and practical, cash in excess of working capital needs should be consolidated
among similarly owned entities in US doilars. Whenever possible and practical, where currency risk
is high or country risk is higher than established leveals, cash must be invested outside of that
country.

Standards: The following section contains information that applies to all Treasusry policies
and guidelines

+ Treagsury: Treasury is a centralized corporate center servicing and operating on behalf of
Duke Energy and its consolidated or controlled subsidiaries and affiliates. All Corporate
Departments and Business Units are expected to comply with the contents of this manual.
Changes o policies must be approved in accordance with Duke Energy policy. Changes to
guidelines will be made within functions and must be approved by the Treasurer.

¢ Delegation of Authority: Qnly authorized individuals may enter into Treasury activities.
Such activity and limits are covered under the Approval for Business Transactions Policy.
Individuals and their corresponding functions and limits are listed in the Treasury
Delegation of Authority ("DOA"). Exceptions may be granted with written approvals by
individuals authorized to the required transaction levels consistent with the DOA. Both
documents are managed within the Controller’s group. No Duke Energy empioyee shall
knowingly personally benefit from any Treasury transaction. All Treasury activity will
canform to the "Approval of Business Transactions” policy and the Treasury DOA.

*+ PExternal Counterparts: External counterpart determination will be made within the Duke
Energy Finance organization in coordination with Treasury and Global Risk Management &
Insurance. Credit Risk quidelines will be the responsibility of Glohal Risk Management &
Insurance.

» Transactional Controls: Transactional control procedures will comply with documented
control procedures.

¢ Accounting Standards: Accounting treatment for all transactions will be in accordance with
GAAP and will he determined, if applicable, in coordination with the Corporate Accounting

Research Group in accordance with the Accounting for Risk Management and Hedding

Activities Policy and Accounting for Intercompany Transactians Policy, on the portal and
managed within the Controller's group.

* Terms, Definitions and Approved Products and Instruments: Financial terms shall have

Meanings consistent with definitions found in Barron’s Dictionary of Finance and Investment

Terms. Alist of approved finance and hedging products and instruments is available from
Treasury. Use of other products or instruments must be approved by the Treasurer and
Chief Financial Officer.

- 302 -
317



Exhibit CO-2
Page 303 of 316

Financing Activity and Financial Risk Management Refated

. Links
PO“CY Approval of

Business

Transactions
Applicabifity: Applies to Enterprise Delegation of
Originator: Corporate Treasury Authority
Approval: Corporate Chief Financial Officer Accounting for

Risk
Effective Date: 04/01/2006 Management
Revision Date: 04/01/2006 and Hedging

; Activities
Reissue Date: 04/01/2006 Palicy

Financial

Analysi
Statement of Purpose and Philosophy ool

Gyaranty
Policy Objectives: The scope of this policy covers financing and financial risk Documentatio

management activities within Duke Energy’s Corporate Treasury. This policy does not n Guide

cover other activiies managed within Corporate Treasury that include: Cash Treasury
Palicy and
Management, Long-Term Investment and Financial Planning and Analysis. Policy and Guideline

guideline information for those activities is managed under separate policies and
guidetings within the "Corporate Treasury Policy and Guideline Manual.”

The objective of Duke Energy's financing and financial risk management activities
within Corporate Finance and Portfolio Management in Corporate Treasury is to
provide enterprise-wide services that enhance Duke Energy's, its subsidiaries',
affiliates' and each Business' ability to increase revenue, reduce costs and manage
risk. This is accomplished through, but is not limited to the following activities:

*  Optimize capitalization, including all financing activily
Optimize liquidity, including access to bank and capital markets

+ Position debt portfolios of Duke Energy and its operating companies to
minimize cost of capital and optimize maturity profile, consistent with overall
risk management goals

* Manage and monitor long-term debt, including administration and

compliance

Optimize credit ratios to maintain desired credit ratings

Manage and monitor interest rate risk exposure

Manage and menitor foreign currency risk exposure

Forecast enterprise financing needs

Issue and manage credit enhancements

Qversee transaction review, including establishing cost of capital and hurdle
rates

Functions within Corporate Finance and Portfolio Management fall into two
categories: Financing Activity and Financial Risk Management.

Policy Expectations and Accountabilities
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Financing Activity

Financing activity throughout the corporation is the sole responsibility of Corporate
Treasury. With the exception of the short-term and intercompany financing activity
within Cash Management, financing activity is the responsibility of Corporate Finance.
Financing activity includes, bui is not limited to, the following: (A} Security issuances
in the public and private placement markets, including long-term and short-term
debt, equity, hybrid structures, MEP and Income Fund units; {B) Repurchases,
redemptions or retirements of any debt and equity instruments or units; (C) Lines of
credit and borrowing faciities, whether syndicated or bilateral; and {D} Issuances of
fetters of credit and corporate guarantees.

In connection with this activity, primary financial institution relationships will be
managed exclusively out of Corperate Treasury. Specifically, Corporate Finance wili
be the lead managers of, and primary points of cortact to, the financial institutions
that serve the corporation. Business Units are prohibited from hiring financial
institutions for financing activity.

Under no circumstances will any group or entity, for which Duke Energy has
controlling interest, outside of Corporate Treasury, conduct the above actions without
prior written approval from the Corporate Chief Financial Officer.

Credit Enhancement Instruments {Guarantees and Letters af Credit)

Corporate credit enhancement instruments will be negotiated, issued and
administered within Corporate Treasury. All applications and requests for the
issuance of guarantees or letters of credit require review and approval in accordance
with this policy and the Approvat of Business Transactions Policy.

Credit enhancement instruments should be issued with a stated fixed amount and a
fixed term, or with a right of revocation. Uncapped guarantees must be reviewed and
approved by the business unit head and then forwarded for review by an Expanded
Executive Committee member for the business unit, the Corporate Treasurer and the
Corparate CFO. Uncapped guarantees require the approval of the Board of Directors
unless a theoretical maximum expasure can be established and is within authorized
approval limits of the CFO and CEO. Credit enhancement instruments with a maturity
date greater than 10 yvears from the date of issuance must be approved by the
Corporate Treasurer and the Corporate CFO, and for instruments in excess of 20
years, by the CEO.

Credit enhancement instruments issuad on behalf of non-wholly owned entities shall
be in an amount based on Duke Energy‘s pro-rata ownership interest in such entity.
Credit support in excess of such pro-rata ownership interest requires approval in
accordance with the Approval of Business Transactions Policy and the Corporate
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Treasurer of Corporate CFO.

No credit enhancement instruments should be issued on behalf of unaffiliated third
parties.

Credit enhancement instruments issued in support of assets or subsidiaries being
divested must be terminated or released at the closing of such divesture, or premptly
thereafter. Failure to terminate such c¢redit enhancement instruments at dosing must
be back-stopped and supported by an indemnity fram the purchaser or other credit
enhancement instrument acceptabie to Credit Risk Management for the limited period
that the credit support remains cutstanding. Exceptions to this Policy must be
approved by the Corporate Treasurer, the Chief Risk Officer and the Corporate CFO.

Contracts requiring the issuance of a credit enhancement instrument must be
executed by a person(s) so authorized by the DOA and in accordance with the
Approval of Business Transactions Policy. No Contract incorporating lanquage
requiring the issuance of a credit enhancement instrument can be executed unless
both Corporate Legal and Carporate Treasury have approved such language.

If spacifically authorized in writing pursuant ta a business unit DOA (signed by the
Corporate Treasurer), a business unit may, however, issue its own guarantees in
support of its own subsidiaries. Such issuance must be consistent with language and
procedures deveioped by Corporate Legal and Corporate Treasury in accordance with
the "Guaranty Documentation Guide”, which is available from Corporate Treasury.

The Corporate Treasurer and Head of Corporate Finance are autheorized Lo execute
properly approved guarantees. The Corpaorate Treasurer and Head of Corporate
Finance may approve bank applications for letters of credit which have been property
authoerized, and may delegate such approval.

Any exceptions to compliance with this section of the poficy must be requested by a
business unit CEQ or CFO, Corporate General Manager or Corporate Vice President

and approved by the Corporate Treasurer and Corporate CFQ,

Trapsaction Review

The transaction review process will be executed as is detailed in the "Financial
Analysis Manual®. This includes involvement of the Transaction Review Committee.
Any material changes to approved projects, whether quantitative or gualitative, must
re-visit the "Approval of Business Transactions" process. Please review the "Financial
Analysis Manual” or contact the Corporate Finance group within Corporate Treasury
for further clarity on this issue. ‘

Financial Risk Maragement
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Interest Rate Risk Management

Interest rate risk is defined as the impact on Duke Energy earnings per share and
asset returns from interest rate market mavements. The goal of the interest rate risk
management program is to reduce the cost of funds, manage the mix of fixed and
fioating rate debt and to position the company for changes in interest rate levels.

Authonization

« Corporate Treasury is authorized to use derivative financial instruments to
manage the interest rate risks associated with outstanding debt or to hedge
interest rate risk associated with new debt issuances.

» All interest rate trading activity with third parties will be executed solely
by/in coordination with Corporate Treasury.

+ Speculation in interest rate transactions is prohibited.

Reporting

+ Interest rate risk and hedge information will be periodically reported by
Carporate Treasury to senior management. Business units will report interast
rate risk to Corporate Treasury, as requested.

Foreign Currency Risk Management

Foreign Currency risk is defined as the impact on Duke Energy earnings per share
and asset returns from foreign currency market movements, This will include, but is
not limited to net investment, eamings and cash flow risk as well as risk arising from
planned projects. This policy statement covers the management of foreign currency
risk associated with existing asset positions, new and anticipated asset positions or
changes as well as physical and financial energy commodity trading positions. The
extent to which a business segment is held accountable for fereign currency results
for incentive performance evaluation purposes will be determined by its Group
President. ‘

Authorization

* Corporate Treasury is authorized to manage foreign currency risk through
lecal currency funding activity as welf as by entering into derivative
transactions with third parties.

¢ Business units are autherized only to manage foreign currency risk through
commercial contract arrangements with its customers or suppliers or by
entering into internal derivative transactions with Corporate Treasury.

¢  All foreign currency trading activity with third parties will be executed solely
by/fin coordination with Corporate Treasury. Corporate Treasury may transact
in a corporate name and transfer the results to a business unit or may
transact in the name of the business unit entities consistent with
international laws. Actual results will be fully transferred to the applicable
business unit.

+« Hedging adivity related to intercompany foreign currency exposures will be
managed consistent with external exposures and will be managed by
Carporate Treasury.
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* Speculation in foreign currency transactions is prohibited.

Reporting

s Foreign currency risk and hedge information will be periodically reported by
Corporate Treasury £o senior management. Business units will repart
currency risk to Corporate Treasury, as requested.

» Business units will report forecasted Balance Sheet, Income Statement and
Cash Flow items by currency ko Corporate Treasury, as reguested.

« Corporate Treasury will report hedge determination and results to the
business units, as needed.

New Profects

s Any business unit that creates foreign currency risk due to a project,
expansion, acquisition, or divestiture must develop a foreign currency risk
assessment in coordination with Corporate Treasury. If applicabie, this
assessment must be included in the project's approval recommendation.

¢ Corporate Treasury will establish a project specific FX Rate Curve. Corporate
Treasury will consider input from the business unit in this process. The
business unit will use the FX Rate Curve during the approval process.

= Corporate Treasury wifl provide sovereign-adder guidance for hurdle rates.

» Corporate Treasury wilt be responsible for creating hedge strategies as well
as acquiring or selling currency needed to complete all internationat
investments.

Standards: The following section contains information that applies to ail
Corporate Treasury policies and guidelines

e« Corporate Treasury: Corporate Treasury refers to and includes the functions
af Cash Management, Corporate Finance, Portfolio Manageiment, Long-Term
Investments and Financial Planning and Analysis and is a centralized
corporate center servicing and operating on behalf of Duke Energy and its
consclidated or controlled subsidiaries and affiliates. Al Corporate
Departments and Business Units are expected to comply with the contents of
this manual. Changes to policies must be approved in accordance with Duke
Energy policy. Changes to quidelines will be made within functions and must
be approved by the Corporate Treasurer.

+ Delegation of Authority: Only authorized individuals may enter into Corporate
Treasury activities. Such activity and lmits are covered under the "Approval
for Business Transactions” policy. Individuals and their corresponding
functions and limits are listed in the Corporate Treasury "Delegation of
Authority” ("DOA"). Exceptions may be granted with written approvals by
individuals authorized to the required transaction levels consistent with the
DOA. Both documents are managed within the Controfler's group. No Duke
Energy employee shall knowingly personally benefit from any Corporate
Treasury transaction. All Corporate Treasury activity wiil canform to the
“Approval of Business Transactions™ policy and the Corporate Treasury
"Deleqation of Authority.”

« External Counterparts: External counterpart determination will be made
within the Duke Energy Finance organization in coordination with Corporate
Treasury and Corporate Risk Management. Credit risk guidelines will be the
responsibility of Corporate Risk Management.

¢ Transactional Controls: Transactional control procedures will comply with
documented control procedures.

+  Accounting Standards: Accounting treatment for all transactions wifl be in
accordance with GAAP and will be determined, if applicable, in coordination
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with the Corporate Accounting Research Group in accordance with the
"Accounting for Risk Management and Hedging Activities Policy” and
"Accounting for Intercompany Transactions Policy”, on the portal and
managed within the Controller's group.

Terms, Definitions and Approvad Products and Instruments: Financial terms
shall have meanings consistent with definitions found in Barron's Dictiopnary
of Finance and Investment Terms. A list of approved finance and hedging
products and instruments is available from Corporate Treasury. Use of other
products or instruments must be approved by the Treasurer and Chief
Financial Officer,
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Intercompany Funding Policy

Applicability: Applies to Enterprise

Originator: Corporate Treasury - Cash Management
Approval: Senior Vice President & Treasurer
Effective Date: 04/01/2006

Revision Date: 06/01/2007

Reissue Date: 06/01/2007

Statement of Purpose and Philosophy

The scope of this policy covers Intercompany Funding activities managed by Duke Energy's
Corporate Treasury. The purpose of this document is to provide parameters around the activities
that encompass cash consolidation.

Corporate Treasury has the responsibility to ensure that in accordance with the "Corporate Cash
Management Policy”, cash assets are, i) properly safe-guarded, ii) managed to maximize value
within approved investment parameters, iii) available to Corporate Treasury on a timely basis to
fund general corporate needs, iv) not left idle and under utilized, and v) not unnecessarily exposed
to the claims of lenders, other creditors, or unacceptable short-term cash investment risks.

Corporate Treasury is also responsible and accountable for funding all expenditures that have been
appropriately approved in accordance with the "Approval of Business Transactions Policy™. This
funding will often require the movement of cash between husiness entities in the form of
Intercompany Cash Advances, Intercompany Lcans, Equity Distributions and/or Intercompany
Equity [nvestments.

Policy Expectations

Cash Consolidation Expectations

This policy applies to Duke Energy and its consolidated or controlled subsidiaries and affiliates.

All Corporate Departments and Business Units are expected to comply with this policy,

This palicy is not meant to cover intercompany accounts payable and receivable occurring from the
purchase and sale of intercompany products or services, or accounting entries resulting from cross-
billing for products and services paid on behalf of ancther Business Unit. These intercompany

transactions are routinely settled in cash on a periodic basis.

This policy does aot supplant compliance with any legal requirements related to corporate
authorizations, corporate filings, registration statements, or other required regulatory actions.

- 309 -

324



Exhibit CO-2
Page 310 of 316

Depending on the entities invalved, board resolutions and/for other approval processes may be
necessary in order to comply with applicable governance and legal requirements.

In cases of joint ventures or minority awned projects where Duke Energy is represented on the
hoard or other management committee, the Duke Eneragy ownership percentage of the jaint venture
or projact must be voted in accordance with the direction of the attached Corporate Treasury
"Delegation of Authority”.

All Intercompany Funding Transactions covered under these guidelines should be accounted for and
periadically reviewed in accordance with the "Accounting for Intercompany Transactions Policy".

General Description

All cash not necessary for day-to-day operations of the business units will be distributed, except:

« Approved cash reserves for near-term expenses and changes in working capital.
Approved cash reserves to fund near-term capital expenditures (in general fess than 3
moriths}.

Restricted reserve account balances (e.g., project finance reserve accounts).
Cash reserves to meet Rating Agency requirements.
Cash reserves to meet regulatory requirements.

Consideration will be given to the associated tax, accounting, iegal, and reguwlatory implications of
any cash distribution or cash contribution.

Accountability: Roles and Responsibilities

Corporate of Business Unit

» Al Corporate and Business Unit personnel of the Enterprise shall ensure compliance with
these guidelines.

» Al Intercompany Funding Transactions must be approved in accordance with the Corporate
Treasury "Delegation of Authority".

e Originator of the transaction must coordinate with Tax, Treasury, Accounting and Legal to
determine the nature of funding (dividend or Return of capital or cash advance or
Intercompany lgan).

+ Each Business Unit Controller, or his or her designee, will be responsible for tracking,
servicing and accounting for their respective Intercompany Funding Transactions.

* Notice of all Intercompany Funding Transactions, along with copies of any supporting
documentation, should be provided upon clasing to the associated Business Unit Controller's
group and accounted for as appropriate for the type of transaction.

+ Al Intercompany Funding Transactions should be accounted for and periodically reviewed in
accordance with the "Accounting for Intercompany Transactions Policy”.

Corporate Cash Management

+ Corporale Cash Management will ensure the wire requests comply with the "Wire Transfer
Policy".
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« Corporate Cash Management will, at its discretion determine the appropriate Funding Node
for each Business Unit, and with regard to regular and routine transactions, will keep a
chart of designated Funding Paths.

» (Corporate Cash Management, jointly with other Treasury groups, Tax, Legal and Business
Unit, will determine the nature of funding (dividend or return of capital or cash advance,
equity contribution or Intercompany loan).

s Corporate Cash Management will coordinate with BU or Corporate Departments requiring
approvals by Treasurer or CFO. Cash Management will coordinale with Corparate Treasury

groups in determining Treasury issues and/or resalutions.

= Corporate Cash Management will pravide appropriate financial terms and conditions for all
Intercompany Loans based upon consultation with the Business Unit Controllers as well as
other Treasury groups, and giving consideration to relevant legal, regulatory, tax and other
business reasons

+ Corporate Cash Management will monitor and report on all intercompany loans funded.
Intercompany loans should be reviewed with Corporate Controller on periodic basis.

s Corporate Cash Management has unlimited authorization to transact any Domestic
Intercompany Cash Advance as needed. International Cash Advances require the addibonal
approval of Tax. All Intercompany Cash Advances initiated by other Corparate Departments
or Business Units must he approved by Carporate Cash Management.

Tax

s Tax, jointy with Treasury, Legal and Business Unit, will determine the nature of funding
{dividend or return of capital or cash advance, equity contribution or Intercompany loan).

» Corperate Cash Management has unlimited authorization to transact any Domestic
Intercompany Cash Advance as needed. International Cash Advances require the additional
approval of Tax, All Intercompany Cash Advances initiated by other Corporate Departments
or Business Units must be approved by Corporate Cash Management.

Leaal

+« Corporate Legat will provide standard loan templates for all Intercompany Loans. Tha use of
documents other than the standard templates must be approved by Corporate Legal and
Corporate Cash Management.

= 1egal will ensure praper approvals and resolutions are executed for equity contribution ar
distributions or intercompany loans.

Requirements

The approvals per these guidelines are in addition to any legal requirements related to corporate
authorizations, corporate filings, registration statements, or other required regulatory actions.

Intercompany Cash Advances

» Al Intercompany Cash Advance transactions will be evidenced in the respective Business
Unit's daily bank account report, and should be accounted for by the net lender and net
borrower in their respective Intercompany Advance accounts.

* Corporate Cash Management has unlimited autharization to transact any Domestic
Intercompany Cash Advance as needed. International Cash Advances require the additional
approval of Tax. All Intercompany Cash Advances initiated by other Corporate Departments
or Business Units must be approved by Corporate Cash Management.

Intercompany Loans ,
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All intercompany loans must be approved in accordance with the Corporate Treasury
"Delegation of Authority” as well as in coordination with Tax.

Where required for legal, regulatory, tax or other business reasons, certain Intercompany
Funding Transactions will be funded using a formal Intercompany Loan.

The standard templates must be used. Any changes should be approved by Carporate Legal
and Corporate Cash Management. For international or cross-border Intercompany Loans,
spedial consideration should be given to the accounting designation of such loans and any
associated foreign currancy impacts. Any foreign currency hedging will be in accordance
with the Financing Activity & Financial Risk Management Policy.

Notice of all Intercompany Loans, and copies of any supporting documentation, should be
provided upen closing to the associated Business Unit Controlier’s group. Interest expense
and accruals for Intercompany Loans should be accounted for by the respective Controller's
group.

A "Money Pool Agreement” is a specific kind of intercompany revolving loan.

Transactions within the ioans established under this policy are considered previously
approved.

[ntercompany Equity Investments or Distributions

Al Intercompany Equity Investments or distributions must be approved in accordance with
the Corporate Treasury "Delegation of Authority”. This approval s in addition to any legal
requirements related to corporate authorizations, corporate filings, registration statemants,
or other required reguiatory actions.

Business Unit Controllers must be informed of any equity distributions from their Business
Unit(s).

Each Business Unit Contraller, or his or her designee, will be responsible for tracking,
monitoring, servicing and accounting far Intercompany Equity Investments and Equity
Distributions at entities within their management control; including any up stream roll-up
and reconciliation.

Conflict Resolution

In the unlikely event that consensus cannot be gained among the relevant internal
constituencies (i.e., Legal, Tax, Regulatory, Treasury, Business Unit), the Corporate CFO
will have final authority in resolving any conflicts with regard to the appropriate type of
Intercempany Funding Transactions to use in certain situations.

Standards: The following section contains information that applies to all Corporate
Treasury policies and guidelines

Carporate Treasury: Corporate Treasury is a centralized corporate center servicing and
operating on behaif of Duke Energy and its consalidated or controlled subsidiaries and
affiliates. All Corporate Departments and Business Units are expected to comply with the
contents of this manual. Changes to policies must be approved in accordance with Duke
Energy policy. Changes to guidelines will be made within functions and must be approved
by the Corporate Treasurer,

Delegation of Authority: Only authorized individuals may enter into Corporate Treasury
activities. Such activity and limits are covered under the "Approval for Business
Transactions" policy. Individuals and their corresponding functions and limits are listed in
the Corporate Treasury "Delegation of Authority” ("DOA™). Exceptions may be granted with
written approvals by individuals authorized to the required transaction levels consistent
with the DOA. Both documents are managed within the Controller's group. No Duke Energy
employee shall knowingly personaily benefit from any Corparate Treasury transaction. All
Corporate Treasury activity will conform to the "Approval of Business Transactions™ policy
and the Corparate Treasury "Delegation of Authority."
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s External Counterparts: External counterpart determination wili be made within the Duke
Energy Finance organization in coordination with Corporate Treasury and Corporate Risk
Management. Credit risk guidelines will be the responsibility of Corporate Risk Management.

s Transactional Controls: Transactional control pracedures will comply with decumented
cantrod procedures.

» Accounting Standards: Accounting treatment for all transactions will be in accordance with
GAAP and will be determined, if applicable, in coordination with the Corporate Accounting
Research Group in accordance with the “Accounting for Risk Management and Hedging
Activities Policy” and "Accounting for Intercompany Transactions”, on the portal and
managed within the Controller's group.

e Terms, Definitions and Approved Products and Instruments: Financial terms shall have
meanings consistent with definitions found in Barron's Dictipnary of Finance and Investment
Terms. A list of approved finance and hedging products and instruments is available from
Corporate Treasury. Use of other products or instruments must be approved by the
Treasurer and Chief Financial Officer.

Key Terms
Corporate Treasurer: the Treasurer for Duke Energy Corporation

Equity Distributions: cash distributions such as dividends, return of capital, capital reductions,
etc., by an entity o its parent companies, or shareholders - excludes repayment of loan principal,
or repayment of cash advances

Funding Node: designated Business Unit{s) used by Carporate Treasury to consolidate cash
resources and provide cash resources to other Business Units as needed for appropriately
authorized and approved business transactions

Funding Path: path designated by Corporate Cash Management between a Funding Node and a
Business Unit for funding routine Intercompany Cash Advances

Intercompany Cash Advances: a non-interest bearing cash ioan, as evidenced only in the daily
bank reports of two Business Units, and accounted for on a net basis in the general ledgers of the
Business Units

Intercompany Equity Investments: includes any kind of equity tike investment such as equity
infusions/contributions, paid in capital, additional paid in capital, share capital, and common and

preferred stock/share purchases

Intercompany Funding Transaction: an intercompany transaction where cash is sent from one
Business Unit to another in order to 1) provide funds for appropriately approved and authorized
cash expenditures or 2) consolidate cash at a particular designated Funding Node at the discretion
of Corporate Cash Managemaer

Intercompany Loans: a formal, documented cash loan between two Business Unlts
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Wire Transfer Policy

Applicability: Applies to Enterprise
Originator: Corporate Treasurer
Approval: Corporate Treasurer
Effective Date: 08/31/2000
Revision Date: 01/01/2008
Reissue Date: 01/01/2008

Statement of Purpose and Philosophy
The intent of this Policy is to adequately safeguard cash while processing wire and Automated
Clearing House (ACH) transfers for autherized amounts. The owner of this policy is Corporate Cash

Management (CCM) within Treasury.

Roie of Corporate Cash Management

s Maintain internal department procedures to address the following:
o Segregation of duties.
o Security of data.
o Verification of approvals for manual wires and ACHSs.

» Except for transactions processed first through Accounts Payable (see Accounts
Payable Exception to the Wire Transfer Policy section below), CCM will verify that
both approvers of a wire/ACH have Delegation of Autherity (DOA) approval limits
and at least one of the approvers has sufficient DOA approval limits to authorize the
dallar amount associated with the transaction.

* An email with attached payment instructions sent directly from an authorized
individual is considered a valid approval. Since two approvers are required, the first
and second approver’s emails must be received separately by CCM. The second
approver cannot simply forward the first approver’s email due to editing capabilities
within the email system.

» Attached is a link to the DOA portal page where the DOA Policy and Inquiry Tool
can be found here.

< Dual contral over the input and verification/release of wires and ACHs in the
treasury or banking systems.

¢ Balancing and transaction verification af Treasury generated payments on a daily
basis.

o Generation of properily authorized Treasury automated wires (e.4., funding wires,
investment wires, etc.) through CCM's treasury system.

o Review and approval of International wire transfer procedures as submitted by the
international business units.

Business/Cor i

* Domestic
o Units must process all manual wire transfers and ACHs through CCM,
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Units are responsible for ensuring employees have the appropriate DOA to process
rmanual wires and/or ACH's, Any exceptions to autharization levels based upon
unique needs of the group such as the approval of Payroll, Tax, or Treasury
transactions should be captured via the DOA exception form process.

Except for Accounts Payable transactions {see Accounts Payable Exception to the
Wire Transfer Policy section below), all manual wire transfer requests and ACHs
reguire approvals from two (2) DOA authorized individuals. One of these approvers
must have a sufficient DOA level ko authorize the transaction. Approvai ievels are
documented within the Delegation of Authority On-Line Inquiry system. CCM will
validate approvals per the Delegation of Authority On-Line Inguiry prior to
payment.

Units mwust provide a properly authorized Wire Transfer or ACH Payment Reqursition
form (in accordance with the format and timing established by CCM) for manual
wires and ACHs prior to the transfer of funds.

ignal

With the issuance of any revisions to this policy, international offices must present
their lacal in-country wire transfer precedures to CCM for review and approval.
These procedures should include such basic internal controls as validation against
the Delegation of Authority and dual contral through the bank or banking system
far the execution of wire transfers.

* Accounts Payable Exception fo the Wire Transfer Poli

o]

Wire transfer or ACH requests processed first through the Accounts Payable
Department (A/P) can be processed either manually or via the electronic payment
files created by the Accounts Payahle system. For both forms of wire/ACH
payment requests, A/P will evidence their validation of the approver’'s DOA limits in
a mutually agreed-upon (i.e. between CCM and A/P) format, Therefore, CCM needs
only to confirm the wire is being submitted by the A/P department on behaif of a
business unit ar department within the company.

-315-

330



-316 -

Exhibit CO-2
Page 316 of 316

331



It

Schedule 5-4.2

DUKE ENERGY
DUKE ENERGY OHIO

SUMMARY OF MANAGEMENT POLICIES, PRACTICES AND ORGANIZATION

CORPORATE FINANCIAL CONTROLS ORGANIZATION
SFR Reference: Chapter 11 (B} 9)(b)(ii,vi}

Policy and Goal Setting

The Corporate Financial Controls Department is responsible for various internal
controls matters within the Corporate Controller’s function, including governance
and oversight activities related to execution of Sections 302 and 404 of the
Sarbanes-Oxley Act, to ensure activities associated with documenting, testing, and
evaluating the effectiveness of the Company’s internal controls over financtal
reporting are successfully performed by the organization, and to support
Management’s quarterly and annual assertions regarding the effectiveness of such
internal controls.

Strategic Planning

Preparation of the Corporate closing calendar and applicable quarterly/annual due
dates for specific regulatory filings are the responsibility of the Corporate
Controjler’s Department. The Corporate Financial Controls Department adheres
to these due dates as it establishes its applicable quarterly work plans relative to
achievement of Sarbanes-Oxley, Section 302 quarterly compliance activitics and
applicable accounting policy updates.

Planning activities as they relate specifically to achievement of impleraentation of
annual Sarbanes-Oxley, Section 404 compliance requirements are the direct
responsibility of the GM, Financial Controls. Detailed work plans are developed
and approved on an annual basis and communicated to affected business areas.
Critical due dates are established and closely monitored; periodic status reports
are produced and provided to both executive management and the Audit
Committee of the Board of Directors.

The Corporate Financial Controls Department provides specific data components
for preparation of the Corporate Controller’s annual budget. The overall
budgeting/planning effort is coordinated and facilitated by Financial Close &
Consolidate, reporting directly to the Corporate Controller. The annual plan for
the entire Corporate Controlles’s Department is developed, reviewed and
ultimately approved by the Corporate Chief Financial Officer.
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Organizational Struchure

The Corporate Financial Controls Department is under the direction of the General
Manager, Financial Controls, who reports to the Senior Vice President & Controlier.
In addition to a staff of Company personnel, extemal consulting firms are utilized,
as deemed necessary, to providing supplemental consulting expertise. This support
varies from year to year depending on specific corporate business needs. Business
precess owners, for each applicable affected business area {e.g., Human Resources,
Business Units, etc.), are also actively engaged in the various compliance activities,
as it relates to both Section 302 and Section 404 efforts.

The Organization chart of the Corporate Financial Controls Department is attached
as Exhibit CFC-1.

Responsibilities

Primary responsibilities of the Corporate Financial Controls Departments include:

Internal Controls

Primary responsibilities for Intemal Controls include providing general
oversight, guidance and monitoring to ensure that quarterly activities
associated with the Section 302/404 internal representation letter process
are executed by the applicable business process areas and maintaining the
Corporate Financial/Accounting policies and procedures. Specific duties
of Internal Controls include:

Maintaining Corporate Financial/Accounting policies and procedures;
Coordinating Section 302/404 internal representation letter process;
Training interface for internal controls; and

Maintaining delegation of authority (approval of business transactions).

Section 404 Program Management Office

Primary responsibilities for the Program Management Office (PMO)
include providing general oversight, guidance and monitoring to ensure
that activities associated with documenting, testing, and evaluating the
effectiveness of the Company’s intemal controls over financial reporting
are executed by the applicable business process areas responsible for such
controls, to support Management’s assertion regarding the effectiveness of
such intemal controls.  Program wmanagement activities include
establishing and monitoring project plans and timelines; communicating
project status to key stakeholders; tracking and monitoring remediation
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activities; and providing training and guidance to business process owners,
as necessary.  Specific duties of the PMO include:

Training applicable business process owners on Section 404 related
requirements and responsibilities;

Developing and monitoring detailed project plans and timelines;

Performing periodic risk assessments of the financial statements and
footnotes to determine scope of Section 404 activities;

Developing consistent standards for documentation and testing;

Identifying, for each transaction cycle, the control objectives and risks
and developing control activity guidance for the business process
owners;

Reviewing business process owner’s identification and documentation of
control activities and assessment of control design;

Developing testing criteria and templates for use by business process
owners for their effectiveness testing;

Reviewing, as necessary, business process owner effectiveness testing
and associated documentation;

Coordinating the documentation of the Company’s entity level controls
and development of entity level test templates to facilitate business
process owners “self assessment;”

Coordinating re-testing of business process owner’s transaction level
testing and the independent testing of transaction level control
activitics;

Maintaming remediation database and monitoring remediation activities
and status;

Providing counsel and direction to business process owners i the
completion of transaction level remediation activities, a5 necessary;

Participating with business process owners rtesponsible for the
implementation of new company’s initiatives to ensure the appropriate
internal controls over financial reporting are being designed,
implemented, and are working effectively;

Monitoring the activities of the Securities and Exchange Commission
and the Public Company Accounting Oversight Board in order to
ensure Section 404 activities are in accordance with applicable
authoritative guidance;

Coordinating the Management Section 404 assertion process;

Interfacing- with the Company’s external auditors regarding their
attestation work; and

Communicating project status and other related information (e.g,
remediation activities status) to key stakeholders.
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Practices and Procedures

As stated earlier, the Corporate Financial Controls Department adheres to corporate
practices and procedures as it relates to overall compliance with applicable due dates
for both Section 302 and Section 404 regulatory requirements. The Corporate
Financial Controls Department develops and directly manages to an overall program
work plan; day-to-day work activities are closely monitored to ensure the timely
completion of ali Section 302/404 related requirements. Various
weekly/monthly/quarterly meetings are held with specific process owners, executive
management and the Audit Committee of the Board of Directors to discuss current
work activities, program status and any applicable issues. In addition, periodic
status reports are prepared by applicable staff metnbers to ensure all activities are
being addressed appropriately. The Corporate Financial Controls Depariment
monitors activities of the Securities and Exchange Commission and the Public
Company Accounting Oversight Board as it relates to the issuance of authoritative
guidance associated with Section 302/404, to ensure Company compliance.

Decision Making and Control

The GM, Financial Controls has responsibility for the general oversight, governance
and monitoring of Section 302/404 activities, reporting directly to the Corporate
Controller. Various sub-committees are utilized to report and discuss program
status and related issues, and include members of the Corporate Controller’s direct
reports, business unit management and the Corporate Financial Disclosure
Committee, made up of key executive financial officers and financial management
In addition, ad hoc meetings of applicable business process owners occur, as
necessary, to address areas of specific or immediate concern. At the transaction
level, applicable business process areas have established compliance positions
responsible for execution of Section 302/404 activities, and providing business
process owners necessary guidance and assistance in order for them to provide their
annual assertions as to the effectiveness of internal controls over financial reporting
related specifically to their affected business areas. The Corporate Controller is
ultimately responsible for reporting progress as to Section 302/404 implementation
efforts to the Audit Committee of the Board of Directors. Periodic presentations on
program status are included on the Audit Committee agenda, as deemed necessary.
In addition the GM, Financial Controls and/or Corporate Controller is (are)
responsible for reporting progress on a periodic basis to executive management,
including the Chief Financial Officer and the Chairman, President, and Chief
Executive Officer.
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Internat and External Communication

The Corporate Financial Controls Department, in the performance of its duties and
responsibilities, interfaces frequently with personnel from outside and within the
Company. These interfaces are accomplished by wntten communications (e.g., e-
mails, reports, memorandum, etc.), telephone conversations, and personal meetings.

External interfaces include the Company’s external auditors and other utility
companies. Periodic meetings are held between the Corporate Financial Controls
Department and the Company’s external auditors to discuss the status of the external
auditor’s attestation activities, including any potential issues or areas of concer.

Internally, there are frequent interfaces with business process owners and other key
stakeholders.

The Corporate Financial Controls Department holds routine staff meetings. The
purpose of these meetings is to communicate current work activities, status, and
timelines and to provide a forum to discuss problems, concerns, and suggestions.

Quarterly meetings are held with the Corporate Disclosure Committee, of which the
Corporate Controller serves as Chairperson. The purpose of the Corporate
Disclosure Committee is to assist the Company’s Chief Executive Officer and Chief
Financial Officer in fulfilling their responsibilities for oversight of the accuracy and
timeliness of disclosures made by the Company. The Corporate Disclosure
Committee is responsible for considering the matenality of information and
assisting in determining disclosure gbligations pursuant to applicable securities laws
and regulations and stock exchange requirements.

Periodic program status update meetings are held with executive management and
the Audit Committee of the Board of Directors. Attendees of these meetings
include the Corporate Controller, General Manager, Financial Controls (as
necessary) and the Company’s internal and/or external audit engagement partners.

Goal Attainment and Qualification

The achievement of the Company’s financial compliance efforls are measured by
the successful and timely execution of the department’s established work plans,
goals and objectives. Executive management, applicable business unit areas and
financial managers establish annual goals as it relates to compliance activities. In
addition, periodic meetings are held with executive management and the Audit
Committee of the Board of Directors to report overall program status.
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Schedule 5-4.2

DUKE ENERGY
DUKE ENERGY OHIO

SUMMARY OF MANAGEMENT POLICIES, PRACTICES AND ORGANIZATION

FINANCIAL OPERATIONS OF THE COMMERCIAL BUSINESS UNIT
SFR Reference: Chapter II(B)9)Yb)(1,1,10,1v)

Policy and Goal Setting

The Financial Operations department of the Commercial Business Unit (CBU)
develops policy and practice guidelines as required in order to uniformly administer
corporate and business unit directives and policies set by executive management.
These policies are generally developed within the department, taking into account
specific work conditions, schedules, departmental specific practices, industry
standards, and processes developed through past experience and best practices.
CBU Financial Operations supports the established departmental practices and
policies and corporate policies through department directives, practices and
procedures.

Each year the Vice President Non-Regulated Accounting acts as the Business Unit
Controller of CBU (CBU Controller) and develops departmental objectives that are
approved by the Duke Energy Senior VP & Controller that are used to align and
measure departmental performance with the objectives of the Corporate Controller’s
depariment as well as the business plan of the Commercial Business Unit. The
Financial Operations departmental objectives generally consist of high-level targets
set for timing and usefulness of reports, accuracy, compliance with required policies
and regulations and initiatives that are supportive of the corporate goals and
business plan. These high-level objectives are translated into more specific
processes and procedures for each functional group in the Financial Operations
department to support the overall department in achieving its desired objectives.
The focus is on fixed, known and measurable indicators of performance to avoid
subjective evaluation of results.

Sirategic Planning

The Strategic Planning and Forecasting function is facilitated by the CBU Planning
& Forecasting group (P&F) that reports to the Duke Energy Senior VP & Treasurer.
P&F department facilitates the development of the three-year Commercial Business
Unit Business Plan. Corporate financial, environmental, and operational goals are
considered, along with applicable growth targets. This department serves more as
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governance, control and facilitation function rather than a contributor to the
planning process. '

The formal annual budget cycle, which consists of preparing a complete three-year
financial and operational plan is performed each year in early fall and usually
finalized in October. The three-year plan is updated each month with more recent
operations and market assumptions to provide improved financial and operational
targets on a quarterly and annual basis to executive management and investor
relations for performance monitoring and measurement. Operation of the
department itself, execution of the business plan, staff development and
performance against department objectives are a function of planning at the manager
level.

Oreanizational Structure

The CBU Financial Operations department is part of a centralized Duke Energy
corporate finance department led by the Duke Energy Group Executive and Chief
Financial Officer (CFO). The CBU Financial Operations function is split between
Accounting & Reporting and Planning & Forecasting. The CBU Accounting and
Reporting function is led by the CBU Controller who reports to the Duke Energy
Senior VP & Controller. The CBU Planning and Forecasting function is led by the
General Manager, Financial Planning and Analysis DEA {CBU B&F General
Manager) reporting to the Duke Energy Senior VP & Treasurer. The Duke Energy
Senior VP & Controller and the Duke Energy Sentor VP & Treasurer both report
directly to the Duke Energy CFO.

CBU Accounting and Reporting

CBU Accounting and Reporting is organized into the following functional
departments; Power and Gas Accounting/Settlements, Coal and Emission
Allowance Accounting/Settlements, Financial Reporting and Risk Analysis and
Reporting, Each group consists of various levels of accountants and/or analysts that
report 10 a manager.

The Commodity Accounting and Settlement groups {Power, Gas, Coal and
Emission Allowances) are responsible for billing, confimations, cost allocations
and trade settlements. These groups also record all associated accounting entries to
the general ledger and prepare detailed reports for FERC reporting on a monthly,
quarterly and annual basis.

The Financial Reporting and Risk Analysis and Reporting groups prepare and
analyze the monthly, quarterly and annual financial executive management reports
for the CBU businesses. Actual results versus budget is compared and variances are
explained on a monthly basis. These performance results are reported to CBU
President and direct reports as well as to the corporate Senior VP & Controller on a
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monthly basis. The actual versus budget reporting includes analysis of revenues,
cost of goods sold, plant operation and maintenance expense and administrative and
general expenses.

CBU Planning and Forecasting

CBU Planning and Forecasting consists of financial analysts and managers that
compile the annual 3-year budget and the monthly projections for the CBU.
Revenue, Cost of Goods Sold, direct expenses and capital expenditures are
consolidated and in some cases developed by this group for ultimate consolidation
within the corporate budgeting and planning process. This group reports to the CBU
B&F General Manager who repoits to Duke Encrgy Senior VP & Treasurer.

The organizational chart of the CBU financial operations is attached as CBUFO-1.

Responsibilities

The Financial Operations group is a corporate shared-service organization providing
high quality analysis, finance, accounting and reporting services to the Commercial
Business Unit, which consists entirely of non-regulated business activities of Duke
Energy Ohio. These services are required to be in accordance with applicable codes,
laws, regulations and industry standards, as well as to maximuze the clarity and
visibility of financial results and performance within the CBU.

A listing of the responsibilities follows:

» Perform confirmation, accounting and settlement function for non-regulated
power, natural gas, coal and emission allowance transactions;

# Provide financial information supporting rates included in Duke Energy
Ohio’s Rate Stabilization Plan (RSP) as it pertains to fuel, purchased power,
emission allowances, Midwest ISO administrative costs, environmental costs,
etc.;

® Prepare monthly actual to budget results variance analysis with operational

dnivers for CBU Management and Duke Energy VF & Controller

Track operational performance for incentive plan purposes;

Prepare CBU Financial Three-Year Plan on annual basis;

Develop CBU projection targets (monthly updates to annual 3-year plan);

Support key corporate finance initiatives;

Support quarterly earnings release analytics;

Prepare supporting schedules for the quarterly 10-Q/10-K;

Draft and/or review MD&A for CBU to be included in 10-Q/10-K;

Monitor payment processes;

Provide Exception reporting;

Pertorin Regulatory Reporting;

Analyze PowerXL data for Accounting plus fill data requests as received,
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+ Validate curves are complete and audited, trade and muitiplier data;
complete, start End of Day (EOD) processing;

» Validate legal entity assignment of load and revenue; venfy proper;
assignment of transactions;

¢ Perform end of month closing activities;

¢ Summarizing joumal entries for prior period adjustments;

« Validate expense assignment by the PACE Model, which is used for Fuel
and Purchased Power calculation;

¢ Provide accurate and reliable information to Rates and Accounting;

e Maintain functionality and data integrity of PowerXL;

¢ Agsist in development of new PowerXL functionality;

+ Support Commercial Asset Management (CAM) Organization in the use and

administration of PowerXL,

Publish daily Profit and Loss Statement for CAM;

Support Generation valuation in PowerXL;

Administer End-of-Day control processes;

System administrators of PowerXL;

Venfy deal valuation results are consistent with deal inputs;

Develop specifications and test new functionality prior to implementation;

Answer system questions and assist in issue correction or training; and

* & a2 & @

Practices and Procedures

The policies and procedures for Duke Energy that are being followed by the CBU
are located on an internal company intranet web site. These policies provide
guidance and consistency across Duke Energy and updates are posted to the website
to ensure the latest version of the policies are available to employees at all times.
Both management and employees can access the sit from any personal computer
with their employee login information. Each functional group within CBU
Financial Operations maintains their own specific policies and procedures as either
desk procedures, checklists and the like.

Decision Malang and Control

With few exceptions, personnel at all levels are provided general supervision and
granted latitude to make daily decisions, plan activities, coordinate schedules and
iravel as required to perform their core functions. Managers review employee
activities regularly, but not continuously, to monitor compliance with company
policies and standards of conduct. If anomalies are discovered or decision-making
seems inappropriate, a higher degree of control and monitoring is initiated and
documented. Training and counseling can be provided in an attempt to improve
performance. General Managers review Manager activitiess on a frequency
appropriate for the experience level of the employee. All employees are expected to
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comply with company policies and formally document completion of required
training programs and certifications.

Control of individual purchasing activities and access to cash reimbursements are
strictly controlled by each tevel of management in accordance with the Duke Energy
Delegation of Authority (DOA). DOA approval limits are captured in the vanous
purchasing, transaction and settlement systems and electronically verified to ensure
that proper authonzation is received prior to contracts are executed or payments
disbursed. The Duke Energy VP & Controller administers the formal DOA process.

Standards for individual reports and document preparation are governed by specific
accounting rules, legal requirements or regulatory agreements as appropriate for
each. Internal reporting is flexible to enable rapid performance-based decision-
making and is thus more ad-hoc. As changes are made, file copies of the docwments
are retained indicating changes, authorizations and timing,

Internal and External Communication

Informal verbal communication may be conducted between individuals directly or
by telephone. Telephone calls are normally conducted on an informal basis and
are not generally documented.

Formal verbal communications are used in special circumstances involving direct
orders, instructions or reports. Formal verbal communication is used in certain
disciplinary actions and is usuaily confirmed by documents.

Verbal communications include the conduct of meetings and conference calls. Tn
general, meetings are held each month to communicate internally within and
between the work groups, to receive updates, review department performance,
strategy, progress towards goals, evaluate methods and discuss changes required
to achieve goals.
¢ Monthly Staff Meetings - Each department generally conducts staff
meetings at least on a monthly basis to review account reconciliations,
exchange information relative to the department function and to pass on
information gained from the next level of management, These meetings
are typically not documented with mesting minutes. Conference calls are
also used for this purpose; and
¢ Monthly Corporate Controller Staff meeting - The purpose of this meeting
between the Corporate Controller and Staff is to review various activities
of each group, and selected topics relevant to Company, Business Unit and
department performance.
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Electronic Mail is used extensively, along with internal company departmental
shared network drives and/or web sites to exchange bath formal and informal
communication. i 15 also used as a method of transmitting reports providing
access to the latest up-to date policies and procedures utilized by the CBU. Most
procedures that require the use of specific fotims and documents are designed such
that the forms are submitted and filed electronically.

Financial Operations groups communicate with other internal service entities
regularly to exchange information in the normal course of business. A partial
histing includes Treasury, Tax, Fixed Asset Accounting, Rates, Generation
Operations, Retail Revenue Accounting, Commercial Asset Management, Payroll,
General Accounting, Human Resources, Information Technology, Investor
Relations, and Legal.

External communications are not part of normal operations, and would be handled
through Investor Relations. An exception to this would be found in the trade
settlement and verification area, where daily communication with our wholesale
counter-parties is required via phone, facsimile and e-mail.

Goal Attainment and Qualification
Meeting or exceeding the annually established goals is the measure of
accomplishment of the Organization. Performance indicators are measures of goal
performance. Examples of performance indicators that relate to specific goal
performance are listed below:
¢ Achieving monthly close timelines and accuracy;
* Meeting monthly reporting deadlines to External Reporting team for
monthly and quarterly results schedules and account roll forwards;
e Manage budget/resource utilization;
* Accuracy and timeliness of daily P&L reporting;
¢ Accuracy and timeliness of PTA Performance, Generation , Fuels and
Accounting reporting; and
¢ EOD process completes successfully;

Employees receive annual performance teviews to measure and report progress
towards individuai goals in support of the department and corporate goals.
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Schedule 3-4.2

DUKE ENERGY
DUKE ENERGY OHIO

SUMMARY OF MANAGEMENT POLICIES, PRACTICES AND ORGANIZATION

TREASURY DEPARTMENT
SFR Reference: Chapter II (BY9OXb)(1,1i,iii,iv)

Policy and Goal Setting

The financial policies of the Company are the responsibility of the Group
Executive, Chief Financial Officer, who is prncipally responsible for the
development and protection of the Company's financial resources.

The Treasury Department supports the corporate financial policies and the
corporate policies embodied in the Duke Energy Code of Business Ethics, which
establishes the guidelines by which Duke Energy employees are expected to
conduct business. :

In addition, the Corporate Treasury Policy and Guideline Manual and Investment
Policy Statements provide further policy and guideline parameters under which
Treasury operates. Examples of specific Treasury policies include but are not
limited to:

* [ntercompany funding
Wire Transfers
Check signing and disbursements
Short-term investments
Financing Activity and Financial Risk Management Policy
s Delegation of authority and approval of business transactions

The annual goals and objectives of the Treasury Department are designed to
support the achievement of the Duke Energy business plan. These goals and
objectives are developed by all levels of departmental personnel and are approved
by the Senior Vice-President & Treasurer. The focus of treasury related goals
routinely encompass items such as minimizing or reducing costs related to
financing related transactions, increasing returns on cash investments, providing
superior support to other corporate areas such as regulatory affairs and corporate
accounting, and maintaining excellent credit rating agency support to encourage
appropriate credit ratings.

Strategic Planning

Financial planning in the Treasury Department (i.e., Corporate Finance, Cash
Management, and Long-Term Investments) centers on the cash forecast, which is
prepared primarily from the Company’s Annual Financial Plan. The cash forecast

- is updated monthly to reflect variations between actual results and budget, as well
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as to reflect revised estimates of cash needs obtained from the major operating
subsidiaries. The forecast identifies the magniiude, timing, and tenor of external
financing needs. This information, as well as corporate policy, market
information, and other Company specific information, is used to determine the
amount of short-term liquidity resources needed and to plan the type of external
long-term financings needed. These financial plans are reviewed by the Senior
Vice-President & Treasurer and the Group Executive, Chief Financial Officer.
Short-term financing requirements and all long-term financings are reviewed and
approved by the Board of Directors.

Long-Term Investments provides managemeni oversight of the assets in the
Company’s pension benefit trusts, 401(k) plans (Plans), and nuclear
decommissioning trusts. In providing these services, Long-Term Investments
partners with Human Resources and external service providers to effectively meet
the goals and objectives of the Plans.

Organizational Structure

The Treasury Department is divided into three principal sections, Corporate
Finance, Cash Management, and Long-Term Investments. Long-Term
Investments reports to Corporate Finance which reports with Cash Management
to the Senior Vice-President & Treasurer. The Senior Vice-President & Treasurer
reports to the Group Executive, Chief Financial Officer.

The orgamization chart of the Treasury Depaitment is attached as Exhibit TR-1.

Responsibilities

The Treasury Department, under the general direction of the Senior Vice-
President & Treasurer, provides various financial services to the Company under
three areas of responsibility:

e Corporate Finance;

» (Cash Management; and

¢ Long-Term Investments;

Through various short and long-term financing options, the Treasury Department
provides, in a cost-effective manner, the funding necessary o support working
capital outlays, capital expenditures and the cost of expansion into energy related
markets for Duke Energy and affiliate companies. This includes developing
alternative financing strategies that optimize benefits for both shareholders and
ratepayers.

The department has responsibility for all corporate funds of the Company,
including cash funds management, wire transfer disbursements and borrowing
and/or investing of funds. Treasury also has responsibility for money pool
administration, asset and liability management, leasing, indenture administration,
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pension fund and 401(k) asset management oversight, and cost of capital studies.
The department is also responsible for maintaining relationships with the banking
community, fixed income investors, credit rating agencies, trust custodians,
investment managers, and investment consultants.

Practices and Procedures

Cash Management

Daily money movement decisions (including borrowing and/or investing
corporate funds) are the responsibility of the General Manager, Cash
Management. Cash Management personnel assist in executing this responsibility
with oversight from the General Manager. The Cash Management group obtains
interest rates from banks/brokers/dealers, and evaluates the most advantageous
actions to be taken by the Company. Various financial analyses and reports are
prepared that reflect daily cash activity. These reports are distributed to the
Senior Vice-President & Treasurer and other financial employees as necessary.

Corporate Finance

Corporate Finance provides the resource which converts the Duke Energy Annual
Financial Plan to actionable items. In doing so it regularly maintains active
dialogues with relationship banks to analyze and investigate various financing
alternatives in order to raise needed capital in a cost efficient manner. Individual
financing transactions are coordinated with appropriate parties including banks,
legal advisors, credit rating agencies and others to facilitate the transaction. These
actions provide support to the company’s balance sheet strength in accordance
with ils credit ratings objectives and supports other financial objectives such as
exposure to floating rate interest rates, shareholder dividend policy, and short-
term liquidity nceds. All financing transactions are approved by the Senior Vice-
President & Treasurer and the Group Executive, Chief Financial Qtficer under the
delegation of authority set forth in the corporate Approval of Business
Transaction Policy. In addition, other activities include economic overview and
analysis support for large capital expenditure recommendations, accounting and
regulatory support for “finance oriented” projects, and periodic interaction with
credit rating agencies to respond to needed data requests.

Long-Term Investments

Long-Term Investments manages the ongoing trust cash flows including
contributions to various plans, funding benefit payments and paying management
consultants and trustee fees and expenses. Activities also include re-balancing
asset investment positions consistent with established benchmarks and objectives
and monitoring manager and fund performances compared to performance
benchmarks making manager changes as necessary. Performance is periodically
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reported to the Investment Committee of the Board of Directors and annually to
the Board of Directors.

Decision Making and Control

The level at which decisions are made within Treasury and the amount of conirol
exercised by individual department personnel are in many cases specified in
resolutions approved by the Board of Directors (or subcommittees thereof). In
addition, a formal Corporate Treasury Policy and Guideline Manual and
Investment Policy Statements have been approved which further delineate, among
other matters, deciston making authority within Treasury. The Treasury Policy
and Guideline Manual is attached as Exhibit TR-2. All employees are apprised of
their responstbilities and authority and are expected to make decisions within the
parameters of that authority and report their results fo the next level of supervision
as appropriate. '

Many of the major decisions in the area of Corporate Finance are made pursuant
to resolutions approved by the Board of Directors. These resolutions delegate
authority to the Group Executive, Chief Financial Officer, Senior Vice-President
& Treasurer, other Treasury management or other designated persons (employees,
agents, etc.).

Internal and External Communication

Departmental groups hold periodic staff meetings for all employees of the group.
The purpose of these staff meetings are to communicate policies and decisions of
management, to discuss work assignments and work schedules, and to provide an
informal forum to discuss problems, concerns, and suggestions of the employees.
The Senior Vice-President & Treasurer holds periodic staff meetings with all of
her management team .

Daily interaction is maintained between the Semior Vice-President & Treasurer,
Managers, and other employees. Frequent informal communication lines are also
maintained with other departments within the Company. In addition, department
personnel are made available for presentations to other departments within the
Company.

External communications are maintained with commercial and investment banks,
credit rating agencies, pension fund managers, trust custodians and consultants.

Goal Attainment and Qualification

Corporate Finance

Performance is measured by the success of meeting time schedules for financing,
obtaining long-term funds on the most favorable terms possible, and the accuracy
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of related documents. Performance for preparation of financial and disclosure
documents is measured by timely and accurate preparation, distribution and
filings with various agencies.

Other indicators which are part of the financial planning process and performance
attarnment comparisons include:
o Ability to complete financing requirements at costs comparable to or
better than equivalent rated companies;
¢ Capital structure ratios;
¢ Interest coverage ratios;
+ Levels of restrictive financial covenants contained mn indentures or bank
credit agreements;
¢ Implicit intercst rates on leases; and
s Timely completion of disclosure reporting requirements.

Cash Management

Performance is measured by a number of factors, most of which relate to the
following:
+ Ability to concentrate funds for optimizing cash flow strategies;
e Ability to complete short-term borrowing requirements at costs
comparable to equivalent or higher-rated companies;
* Ability of obtain favorable rates of return on cash investments;
e Ability to secure bank pricing that is below published national averages;
e Support of Company initiatives that impact cash receipts and
disbursements; and
¢ Timely inputs into the monthly closing process.

FLong-Term Investments

Performance is largely evaluated by comparing the fotal funds invesiment
performance with the total fund composite benchmark. Further performance
comparisons are made for total equity, total fixed income, and individual
managers with their respective benchmarks.

Performance goals are specified in the approved Investment Policy Statement.
While investment performance 1s monitored and evaluated on a continuous basis,
the attainment of performance goals have a longer term focus (e.g. generally
rolling 3-year and 5-vyear periods) and are evaluated on such a basis.
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DUKE ENERGY CORPORATION MANAGEMENT STRUCTURE
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Dated: April 1, 2006

As Amended and Restated:



Exhibit TR-2

- Corporate Treasury Policy and Guideline Manual

Confidential Information —

The information contained within this policy manual is confidential and proprietary to Duke Energy and is applicable
to Corporate Treasury as well as Business Units on an as needed basis. Other information that is confidentiat to
Duke Energy inciudes, but is not limited fo, financial statements, hedging strategies and capital markets reiated
information.

Disclosure of confidential infarmation to any party outside of Duke Energy and its subsidiaries and affiliates requires
the execution of a confidentiality agreement that has been approved by internal legal counsel.



Exhibit TR-2

Employee Acknowledgment Form

The Corporate Treasury Policy and Guideline Manual contains important information regarding the governance and
guidelines of certain Duke Energy activities. Please read and review the manual carefully. If you have any
questions regarding its contents, please contact your immediate supervisor. It is very imporiant that you
understand how the information in the manual applies to your current position. After reading and understanding the
manual, please agree to and sign the statement below:

“I have read the Corporate Treasury Policy and Guideline Manual which outlines Duke Energy Treasury's
oxpectations of me, with respect to this doacument and any other related documents incorporated herein, during my
employment. | understand how the manual applies to my position. Should my responsibilities at Duke Energy
change, t will contact my immediate supervisor with any questions regarding the application of the manual to my
new role and respansibilities.

My signature helow acknowledges that | uncerstand, accept, and agree that it is my responsibility to read and
comply with the information contained in this manual as well as any future revisions made to this manuai. |
understand that failure to comply with the information stated herein may result in disciplinary action including, in
some cases, dismissal. If | encounter a situation in which | do not understand how the information applies, | will
contact my immediate supervisor. | understand that this manual is not a contract of empicyment and will not be
deemed as such.”

Employee Signature:

Employee Title:

Print:

Date:
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Exhibit TR-2

Contents

Treasury Activity Summary and Policy and Guideline Parameters

Cash Management Policies

Cash Management Policy (portal)

Intercompany Funding Policy (portal)

Wire Transfer Policy (excludes Cinergy businesses) (portal)
Check Signing Policy {excludes Cinerqy businesses) {portai)

Bank Account and Check Disbursement Policy (portal)

Cash Management Guidelines

Short-Term Investments

Financing Activity and Financial Risk Management Policy (portal)

Financing Activity and Financial Risk Management Guidelines

‘ Long-Term Investments Summary Statement

Financial Planning and Analysis Summary Statement

Appendix A: Delegation of Authority — Corporate Treasury

Appendix B: Corporate Treasury Approved Finance Products and Instruments

Appendix C: Approval of Business Transactions (portal)

Appendix D: Financial Analysis Manual (porial)
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Treasury Activity Summary and Policy and Guideline
Parameters

Corporate Treasury

Corporate Treasury refers to and includes the functions of Cash Management, Corporate Finance, Portfalio
Management, Lang-Term Investments and Financial Planning and Analysis and is a cenlralized corporate center
servicing and operaling on behalf of Duke Energy and its consolidated or controlled subsidiaries and affiliates. All
Corporate Depariments and Business Units are expected to comply with the contents of this manual. Changes to
policies must be approved in accordance with Duke Energy enterprise policy. Changes to guidelines will be made
within functions and must be approved by the Carporate Treasurer.

Delegation of Authority

Only authorized individuals may enter into Corporate Treasury activities. Such activity and limits are covered under
the “Approval for Business Transactions” policy {(Appendix C). Individuals and their corresponding funciions and
limits are listed in the Corporate Treasury “Delegation of Authority® (‘DOA”) {Appendix A). Exceptions may be
granted with written approvals by individuals authorized to the required transaction levels consistent with the DOA.
Both documents are managed within the Controller's group. No Duke Energy emplayee shall knowingly personally
benefit from any Corporate Treasury transaction. All Corporate Treasury activity will conform to the “Approval of
Business Transactions” policy and the Corporate Treasury “Delegation of Authority.”

External Counterparts

External counterpart determination will be made within the Duke Energy Finance organization in coordination with
Corporale Treasury and Corporate Risk Management. Credit risk guidelines will be the responsibility of Corporate
Risk Management.

Transactional Controls

Transactional control procedures will comply with documented control procedures.

Accounting Standards

Accounting treatment for all transactions will be in accordance with GAAP and will be determined, if applicable, in
coordination with the Corporate Accounting Research Group in accordance with the “Accounting for Risk
Managemeant and Hedging Activities Policy’ and *Accounting for Intercompany Transactions Policy”, an the portal
and managed within the Controller's group.

Terms, Definitions and Approved Products and Instrumenis

Financial terms shall have meanings consistent with definitions found in Barron's Dictionary of Finance and

Investment Terms. A list of approved finance and hedging products and instruments is attached in Appendix B.
Use of other products or instruments must be approved by the Treasurer and Chief Financial Officer.
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Cash Management Policy

Applicability: Applies to Enterprise

Originator: Corporale Treasury — Cash Management
Approval: Corporate Chief Financial Officer
Approval Date: TBD

Effactive Date: April 1, 2006

Revision Date: April 1, 2006

Reissue Date: April 1, 2006

Statement of Purpose and Philosophy

The purpose of this Palicy is lo confirm Duke Energy’s Cash Management Objectives and to define the
responsibilities and the authority within the Corporation for achieving those objectives.

Policy Expectations

This Policy applies to the consolidated Corporation, which consists of Duke Energy Corporation and all of its
consolidated or controlled subsidiaries and affiliates. Cash is a critical asset of the Corporation. !t is the Policy of
Duke Energy that all cash assets of the Corporatian be properly safeguarded and then managed to maximize
value.

Accountability: Roles and Responsibilities

Duke Energy's Cormporate Cash Management Group {Corporate Cash Management) is responsible for achieving
Duke Energy's Cash Management Objectives which are as follows:

Provide daily liquidity

Safeguard cash assets

Maximize the value of cash assels
Minimize short-term interest expense
Maximize shortterm interes! income
Provide cost effective banking services

For those entities with non-Duke shareholders, Corporate Cash Management recognizes its fiduciary
respansibiities and will optimize the cash assets of those entities using the above abjectives. Corporate Cash
Management is responsible for executing or directing all cash management activities within the consolidated
Corporation.

Cash Management Activity

Cash management activities include:
s Prepare reliable cash forecasts
* Set cash position accurately and timely
« Consolidate cash, where appropriate {taking into consideration legal, regulatory, tax and any other
appropriate considerations)
» Borrow needed funds at attractive rates
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Maximize return on available cash within approved guidelines

Maintain strong relationships with a broad group of commercial banks

Open, maintain {including signature card updates), and close alt bank accounts
Select banking services and monitor service quality and price

Execute wire transfer payments and other elecironic payments accurately and timely
Execute certain fareign currency payments

Arrange other commercial banking services, including escrow agreements

® @& & & & » 3

Borrawing for the entire consolidated Corporation is the responsibility of Duke Energy's Treasury Department.
Corporate Cash Management will coordinate with other Treasury Department personnel to determine and estabiish
short-term borrowing programs across the consolidated Corporation. Only individuals authorized by the head of
Cash Management will be permitted 1o initiate short-term borrowings. Such authorizations are to be reflected in the
appropriate Delegation of Authority and communicated to appropriate borrowing agents through letiers signed by
the head of Cash Management, Authorized individuals are authorized to borrow up to the size of the individual
borrowing programs.

Investing cash for the entire consolidated Corporation is the responsibility of Duke Energy’'s Treasury Department.
Onty authorized individuals may make cash investments on behalf of Duke Energy and its subsidiaries.
Authorizations and approved short-term investment products are outlined in the Corporate Treasury Short-Term
Investment Guidelines maintained by Treasury.

Corporate Cash Management is responsible for the consolidatian of cash for the entire consolidated Corporation.
Authorizations and requirements for cash consofidalion are further defined in the Intercompany Funding Guidelines
which should be obtained by business units from Corporate Treasury.

DOMESTIC CASH MANAGEMENT (US and Canada)

Corporate Cash Management is responsible for executing all cash management activities within the consolidated
Corporation in the US and Canada, and will work closely with all business units to ensure that Duke Energy’s Cash
Management Objeclives are being achieved while maximizing business unit and corporate earnings.

Bank accounts must be established and modifications {including signature card updates) must be processed
through Corporate Cash Management.

Corporate Cash Management {(as authorized by appropriate Boards) is responsible for executing all short-term
borrowing and cash investing within the consolidated Corporation. With regard to wire transfer and other individual
electronic payments, Corporate Cash Management is respansible for ensuring that such wire transfer and certain
electronic payments have been properly approved before being executed.

INTERNATIONAL CASH MANAGEMENT

Corporate Cash Management is respansible for executing and directing all cash management activities within the
consalidated Corporation at Duke’s international focations. Corporate Cash Management will work closely with
local business unit management, Regional Treasury Managers and the local personnel responsible for cash
management to ensure that Duke Energy’s Cash Management Objectives are being achieved. Before issuing cash
management directives, Corporate Cash Management will coordinate and consult with the business unit, tax, legal,
treasury, and other key personnel to ensure that those directives incorporate appropriate strategic, legal and tax
considerations, country and currency risks, local banking relationship considerations, and local banking regulations
and restrictions.

Whenever possible and practical, cash in excess of working capital needs should be consolidated amoeng similarly
owned entities in US or Canadian dollars. Whenever possitle and practical, where currency risk is high or couniry
risk is higher than established levels, cash must be invesied outside of that country.
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Standards: The following section contains information that applies to all Corporate Treasury policies and
guidelires '

« Corporate Treasury: Corporate Treasury refers to and includes the functions of Cash Management, Corporate
Finance, Portfolic Management, Long-Term Investments and Financial Planning and Analysts and is a centralized
corporale center servicing and operating on behalf of Duke Energy and its consolidated or controdled subsidiaries
and affiiates. All Corporate Departments and Business Units are expected to compiy with the contents of this
manual. Changes to policies must be approved in accordance with Duke Energy policy. Changes to guidelines wil
he made within functions and must be approved by the Corporate Treasurer.

« Delegation of Authority: Only autherized individuals may enter into Corporate Treasury activities. Such
activity and limits are covered under the “Approval for Business Transactions” policy. Individuals and their
corresponding functions and limits are listed in the Corporate Treasury “Delegation of Autharity” (“DOA").
Exceptions may be granied with written approvals by individuals authorized to the required transaction
levels consistent with the DOA. Both documents are managed within the Controller's group. No Duke
Energy employee shall knowingly personally benefit from any Corporate Treasury fransaction. All
Corporate Treasury activity will conform to the “Approval of Business Transactions” policy and the
Corporate Treasury “Delegation of Authority.”

« External Counterparts: External counterpart determination will be made within the Duke Energy Finance
organization in coordination with Corporate Treasury and Corporate Risk Management. Credit risk
guidelines will be the responsibility of Corporate Risk Management.

+ Transactional Controls: Transactional control procedures will comply with documented conirof procedures.

* Accounting Standards: Accounting treatment for all transactions will be in accordance with GAAP and will
be determined, if applicable, in coordination with the Corporate Accounting Research Group in accordance
with the "Accounting for Risk Management and Hedging Activities Policy” and “Accounting far
Intercompany Transactions Policy”, on the portal and managed within the Controller's group.

« Terms, Definitions and Approved Products and Instruments: Financial terms shall have meanings
consistent with definitions found in Barron's Dictionary of Finance and invesirment Terms. Alist of
approved finance and hedging products and instruments is availablie from Corporate Treasury. Use of
other products or instruments must be approved by the Treasurer and Chief Financial Officer.

Related Paolicies, Standards, or Procedures

Intercompany Funding Policy

Accounting for Intercompany Transactions Policy
Wire Transfer Policy

Approval of Business Transactions

Delegation of Authority
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Intercompany Funding Policy

Applicability: Appiies to Enterprise

QOriginator: Corporate Treaswry — Cash Management
Approval: Corparate Chief Financiat Officer
Approval Date: TBD

Effective Date: April 1, 2006

Revision Date: April 1, 2006

Reissue Date: April 1, 2008

Statement of Purpose and Philosophy

The scope of this policy covers Intercompany Funding activities managed by Duke Energy’s Corporate Treasury. .
The purpose of this document is to provide parameters around the activities that encompass cash consalidation.

Corporate Treasury has the responsibility to ensure that in accordance with the “Corparate Cash Management
Policy”, cash assets are, i) properly safe-guarded, it) managed to maximize value within approved invesiment
parameters, iii) avaitable to Corparate Treasury on a timely basis to fund general corporate needs, iv) not ieft idle
and under utilized, and v} not unnecessarily exposed to the claims of lenders, other creditors, or unacceptable
short-term cash investment risks.

Corporate Treasury is also responsible and accountable for funding ali expenditures that have been appropriately
approved in accordance with the “Approval of Business Transactions Policy”. This funding will often require the
movement of cash between business entilies in the form of Intercompany Cash Advances, intercompany Loans,
Equity Distributions and/or Intercompany Equity Investments.

Policy Expectations

Cash Consolidation Expectations

This policy applies ta Duke Energy and its consolidated or controlled subsidiaries and affiiates.

All Corporate Departments and Business Units are expected to comply with this policy.

This policy is not meant ta cover intercompany accounts payable and receivable occurring from {he purchase and
sale of intercompany praducts or services, or non-cash accounting entries resulting from cross-billing for products

and services paid on behalf of another Business Unit.

This policy does not supplant compliance with any legal requirements refated to corporate authorizations, corporate
filings, registration statements, or other required regulatory aclions.

Depending on the entities involved, board resolutions and/or other approval processes may be necessary in order
to comply with applicable governance and legal requirements.

In cases of joint ventures or minority owned projects where Duke Energy is represented on the board or other
management committee, the Duke Energy ownership percentage of the joint venture or project must be voled in
accordance with the direction of the attached Corporate Treasury “Delegation of Authority™.
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Al intercompany Funding Transactions covered under these guidelines should be accounted for and periodicalty
reviewed in accordance with the “Accounting for Intercompany Transactions Policy”.

General Descriplion

Al cash not necessary for day-to-day operations of the business units will be distributed, except:

Approved cash reserves for near-term expenses and changes in working ¢apital.

Approved cash reserves to fund near-term capital expenditures (in general less than 3 months).
Restricted reserve account balances (e.g., project finance reserve accounts).

Cash reserves to meet Rating Agency requirements.

Cash reserves to meet requlatory requirements.

Consideration will be given to the assaciated tax, accounting, legal, and regulatory implications of any cash
distribution or cash contribution.

Accountability: Roles and Responsibilities

Corporate or Business Unit

All Carporate and Business Unit personnel of the Enterprise shall ensure compliance with these guidalines.
All Intercompany Funding Transactions must be approved in accordance with the Corporate Treasury
“Delegation of Authonty”.

Originator of the transaction must coordinate with Tax, Treasury, Accounting and Legal to determine the
nature of funding (dividend or Return of capital or cash advance or Intercompany loan).

Each Business Unit Chief Financial Officer, or his or her designee, will be responsible for tracking, servicing
and accaunting for their respective Intercompany Funding Transactions.

Natice of all Intercompany Funding Transactions, along with copies of any supporting documentation,
should be provided upon closing to the associated Business Unit Controller’s group and accounted for as
appropriate for the type of transaction.

All intercompany Funding Transactions should be accounted for and pericdically reviewed in accordance
with the “"Accounting for Intercompany Transactions Policy™.

Corporate Cash Management

Corporate Cash Management will ensure the wire requests comply with the “Wire Transfer Policy”.
Corporate Cash Management will, at its discretion determine the appropriate Funding Node for each
Business Unit, and with regard to regular and routine transactions, will keep a chart of designated Funding
Paths.

Corporate Cash Management, jointly with other Treasury groups, Tax, Legal and Business Unit, will
determine the nature of funding {dividend or return of capital or cash advance, equity contribution or
Intercompany loan).

Caorporate Cash Management will coordinate with BU or Corporate Departments requiring approvals by
Treasurer or CFO. Cash Management will coordinate with the Portfolioc Management and Corporate
Finance groups in determining Treasury issues and/or resolutions.

Corporate Cash Management will provide appropriate financial terms and conditions for alf Intercompany
Loans based upon consuKation with the Business Unit CFO's as well as other Treasury group, and giving
consideration to relevant legal, requlatory, tax and other business reasons

Corporate Cash Management will monitor and report on all intercompany {oans funded. intercompany
ioans should be reviewed with Corparate Controller on periodic basis.

Carporate Cash Management has unlimited authorization to transact any Domeslic Intercompany Cash
Advance as needed. Intemational Cash Advances require the additional appraval of Corporate Tax. All
Intercompany Cash Advances iniliated by other Corporate Departments or Business Units must be
approved by Corporate Cash Management,
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Corporate Tax

Corporate Tax, jointly with Treasury, Legal and Business Unit, will determine the nature of funding
{dividend or return of capital or cash advance, equity contribution or Intercompany loan}.

Corparate Cash Management has unlimited authorization to transact any Domestic Intercompany Cash
Advance as needed. Internationa! Cash Advances require the additional approval of Carporate Tax. All
Intercompany Cash Advances initiated by other Corporate Departments or Business Units must be
approved by Corporate Cash Management.

Legal
« Corporate Legal will provide standard loan templates for all intercompany Loans. The use of documents
other than the standard templates must be approved by Corporate Legal and Corporate Cash
Management.
« Legal will ensure proper approvais and resolutions are executed for equity contribution or distributions or
intercompany loans.
Requirements

The approvals per these guidelines are in addition to any legal requirements related to corporate authorizations,
corporate filings, registration statements, or other required regulatory actions.

Intercompany Cash Advances

All intercompany Cash Advance transactions will be evidenced in the respective Business Unit’s daily bank
account report, and should be accounted for by the net lender and net borrower in their respective
Intercompany Advance accounts.

Corporate Cash Management has unlimited authorization to transact any Domestic Intercompany Cash
Advance as needad. International Cash Advances require the additional approval of Corporate Tax. All
Intercompany Cash Advarnces initiated by other Corpaorate Depariments or Business Units must be
approved by Cerporate Cash Management.

intercompany Loans

All intercompany loans must be approved in accordance with the Corporate Treasury “Delegation of
Authority” as well as in coordination with Corporate Tax.

Where required for legal, regulatory, tax or other business reasons, certain Intercompany Funding
Transactions will be funded using a formal Intercompany Loan.

The standard templates must be used. Any changes should be approved by Corporate Legal and
Corporate Cash Management. For international or crass-border Intercompany Loans, special
consideration shouid be given to the accounting designation of such loans and any associated foreign
currency impacts. Any foreign currency hedging will be in accordance with the Financing Activity and
Financial Risk Managemeant Policy and Guidelines with appropriate advance notice to international lax.
Notice of all intercompany Loans, and copies of any supporting documentation, should be provided upon
closing to the associated Business Unit Controfler's group. interest expense and accruais for intercompany
Loans should be accounted for by the respective Controller's group.

A “Money Pool Agreement” is a specific kind of intercompany revolving loan.

Transactions within the loans established under this policy are considered previously approved.

Intercompany Equity Investments or Disiributions

All Intercompany Equity Investments or distributions must be approved in accordance with the Corporate
Treasury “Delegation of Authority”. This approval is in addition to any legal requirements related to
corporate authorizations, corporate filings, registration statements, or other required regulatory actions.
Business Unit CFO and Controllers must be informed of any equity distributions from their Business Unit(s).

11
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« Each Business Unit Chief Financiat Officer, or his or her designee, will be respansible for tracking,
monitoring, servicing and accounting for Intercompany Equity Investments and Equity Distributions at
entities within their management control; including any ug stream roll-up and reconciliation.

Conflict Resolution

+ In the unlikely event thal consensus cannot be gained among the relevant internal constituencies (i.e.,
Legal, Tax, Regulatory, Treasury, Business Unit), the Corporate CFO will have final authority in resolving
any conflicls with regard to the appropriate type of Intercompany Funding Transactions to use in certain
siluations.

Standards: The following section contains information that applies to all Corporate Treasury policies and
guidelines

+ Corporate Treasury: Corporate Treasury refers to and includes the functions of Cash Management, Corporate
Finance, Portfolio Management, Long-Term Investments and Financial Planning and Analysis and is a centralized
corporate center servicing and operating on behalf of Duke Energy and its consoldated or controlied subsidiaries
and affiliates. All Corporate Departments and Businass Units are expected to comply with the contents of this
manual. Changes to policies must be approved in accordance with Duke Energy policy. Changes to guidelines wil
be made within functions and must be approved by the Corporate Treasurer.

» Delegation of Authority: Only authorized individuals may enter into Corporate Treasury activilies. Such
activity and limits are covered under the “Approval for Business Transactions” policy. Individuals and their
correspanding functions and limits are listed in the Carporate Treasury “Delegation of Authority” (‘DOA").
Exceptions may be granted with written approvals by indivicduals authorized to the required transaction
levels consistent with the DOA. Both documents are managed within the Controller's group. No Duke
Energy employee shail knowingly personally benefit from any Corporate Treasury transaction. All
Corporate Treasury activity wilt conform to the “Approval of Business Transactions” policy and the
Corporate Treasury “Deiegation of Authority.”

+ External Counterparts: Externat counterpart determination will be made within the Duke Energy Finance
arganization in coordination with Corporate Treasury and Corporate Risk Management. Credit risk
guidelines will be the responsibility of Corporate Risk Management.

« Transactional Controls: Transactional control procedures will comply with documented contral procedures.

+ Accounting Standards: Accounting treatment for all transactions will be in accordance with GAAP and will
be determined, if applicable, in coordination with the Corporate Accounting Research Group in accordance
with the “Accounting for Risk Management and Hedging Activities Policy” and “Accounting for
Intercompany Transactions”, on the portal and managed within the Contrailer's group.

« ierms, Definitions and Approved Products and instruments: Financial terms shall have meanings
consistent with definitions found in Bamron's Dictionary of Finance and Investment Terms. A list of
approved finance and hedging products and instruments is available from Corporate Treasury. Use of
other products or instruments must be approved by the Treasurer and Chief Financial Officer.

Key Terms and Definitions

Corporate Treasurer — the Treasurer for Duke Energy Corporation.

Equity Distributions — cash distributions such as dividends, return of cagpital, capiial reductions, etc., by an entity to
its parent companies, or shareholders - excludes repayment of loan principal, or repayment of cash advances.

Funding Node - designated Business Unit(s) used by Corporate Treasury {0 consolidate cash resources and
pravide cash resources to other Business Units as needed for appropriately authorized and approved business
transactions.

Funding Path — path designated by Corporate Cash Management between a Funding Node and a Business Unit for
funding routine Intercompany Cash Advances.
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Intercompany Cash Advances — a nen-interest bearing cash loan, as evidenced only in the daily bank reports of
two Business Units, and accounted for on a net basis in the general ledgers of the Business Units.

intercompany Equity investments — includes any kind of equity like investment such as equity
infusions/contributions, paid in capital, additional paid in capital, share capital, and common and preferred
stock/share purchases,

Intercompany Funding Transaction — an intercompany transaction where cash is sent from one Businass Unit to
another in order to 1) provide funds for appropriately approved and authorized cash expenditures or 2) consolidate
cash at a particular designated Funding Node at the discretion of Corporate Cash Management.

Intercompany Loans - a formal, documented cash loan between two Business Units.
Related Policies, Standards, or Procedures

+ Accounting for intercompany Transactions Policy
s Delegation of Authority

13
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Wire Transfer Pohcy

Applies to Enterprtse

Qriginator: Corporate Treasurer
Approval: Corporate Controller
Effective Date: 08/31/2000
Revision Date: 11/01/2004

Reissue Date:

04/01/2006

Statement of Purpose and Philosophy

The intent of this Policy is to adequately safeguard cash and process wire transfers for authorized amaounts. This
policy also applies to ACH Payment Requisitions to be processed by Corporate Treasurer's Department ~
Corporate Cash Management (CCM). This policy excludes prior Cinergy businesses.

Roles and Responsibilitics

Corparate Cash Management

»  Maintain department procedures to address ihe following:

o]

o ¢ 0 Q2 o oo

[l w)

Segregation of duties,

Data security,

Authentication of Wire Transfer Requisitions,

Signature verification on all requests (an email with attached payment instructions directly from an
authorized individual is considered a valid signature),

Verification procedure on nan-routine requests for external wires $20 million and over,

Input and verification of wire transfers,

Input and verification/release of all wires by separate individuals,

Authorization by management of non-routine external wires $20 million and over that have not
bean appropriately verified,

Balancing and transaction verification on a daily basis, and

Review and approval of International wire transfer procedures as submitted by business units.

Business/Corporate inits

+ Domestic (United States and Canada }

(o]
o]

Units must process all wire transfers through CCM.
Units must provide CCM with a Wire Transfer Authorization List of individuals authorized to
apprave outgoing wire transfers and foreign currency payments far their business/corporate unit.
The list must be approved by the appropriate officer, either a member of the Executive Commitiee
(EC), Expanded Executive Committee (EEC), or one who reports directly to an EEC member. The
business/corporate unit is responsible for maintaining this list and providing CCM with updates. The
list format will he established by CCM and will include the name and title for approved individuals.
The Wire Transfer Authorization Specimen Signature forms will contain the sample signalures.
CCM will use these forms to verify wire approval signatures.
The foliowing business/corporate unit officers are authorized to approve any wire transfer request,
regardiess of dallar amount, that is supported by properly approved documentation:

»  Execulive Commitlee members,

= Expanded Executive Committee members, and

14
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* Duke Energy corporate officers in the Finance Group in Corporate.
= QOfficers who report directly to an Expanded Executive Committee member may approve
wire transfer requests for their business/corporate unit.

Authorized individuals in certain corporate groups (i.e., CCM, Tax, Payroll, etc.) may approve wire
transfer requests for any business/corporate unit of payments related to their functional
responsibility.
Units must provide CCM with a property authorized Wire Transfer Requisition in accordance with
format and timing established by CCM. The approval is to be performed by the appropriate
authorized individual whose signature(s) indicates they have reviewed the supporting
documentation and the payment is authorized. The persan(s) signing the wire transfer should be
authorized to approve the transaction or should verify the underlying transaction has been
appropriately approved in accordance with the Approval of Business Transactions and the
Delegation of Authority Policies.
Individuals wha are authorized to sign wire iransfers and their doliar limits should be documented
on the Business Unit's Deltegation of Authority Form(s).
For wire transfer requests 35 million and over, two (2) authorized signatures are required.

« International

o

o

Q

International offices must present their wire transfer procedures to CCM to obtain authorization to
execute their own wire transfer. Refer to CCM section for required procedures,
International offices executing their own wire transfers must maintain lists which have been
approved by the appropriate officer (eilher a member of the EC, EEC, or one who reports directly to
an EEC member) of individuals authorized to:

= Approve wire transfers and

«  Execule wire transfers.
The person{s) signing the wire lransfer should be authorized to approve the transaction or should
verify the underlying transaction has been appropriately approved in accordance with ihe Approval
of Business Transactions and the Delegation of Authority Policies.
Individuals who are authorized ta sign wire transfers and their dollar limits should be documented
on the Business Unil's Delegation of Authority Form({s).

»  Wire payments from Accounts Payable Systemns that Create Electronic Payment Files

Q

For wire payment files created via an accounts payable system, one signature {or electronic
approval) of an individual authorized to approve the processing of the electronic payment file is
required. Such approval should be on a printout of the wire payment log or through an email from
accounts payable management (who are also individuals authorized to approve wire transfers in
accordance with this policy) which references the file, the number of payments and the total doltar
value of the payments. This approval confirms the electronic payment file consists of payments
approved in accordance with the system's proper Delegation of Authority. An approved list of
individuals authorized to approve electronic payment files must be provided to CCM. The approver
of the wire payment file must be an individual authorized to approve electronic payment fites and
different from the person who approved the payment(s) in the accounts payable system.

The Delegation of Authority within the accounts payable syslem must be consistent with ihe
Business Unit's approved Delegation of Autharity Form(s) for applicable transaction categories.
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Check Signing Policy

Originator: Corporate Treasurer
Sponsor: Corporate Treasurer
Approval: Corporate Controller

Appraval Date: 08/31/00

Revision Date: 04/01/06

Statement- This policy covers check signing processes used by business/corporate units. This policy excludes
prior Cinergy businesses. The policy describes the minimum controls required. The businassfcorporate unit should
implement additional precedures and controls as needed to ensure an appropriate level of control exisls within the
check signing process.

The purpose of this policy includes the requirement for proper management authorization for the payment of
disbursements by checks.

Roles and Responsibilities-

Business/Corporate Unit-

» Issue checks only for properly approved disbursemenl requests supported by adequate documentation.

» Check signers must review supporting documentation before signing and releasing checks, uniess the check is
for an expenditure that has been authorized by business/curporale unit management as a recurring transaction
with a credible vendor.

Check signers must not have access to blank checks.
Check signature requirements are as follows:

Amount of Check Minimum Signature Requirement '”

Under $1 million » facsimile or manual signature of an authorized
officer or their designee ®.

$1 miflion to $5 million | «  manual signature of an authorized officer.

$5 millian and over « __manual signature of two authorized officers.

Footnotes:

0 «autharized officer” is defined as:

+ Business unit President, CFQ, Treasurer or Controller.

s An officer in the direct line of authority to the individual requesting the expenditure

+ Duke Energy Corporate Officer.
‘' Business/corporate units must provide Corporate Gash Management with a list that has been approved by the
appropriate officer, of individuals authorized to sign checks. The business/corporate unit is responsible for
maintaining the list and providing Corporate Cash Management with updates.
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Bank Account and Check Disbursement Policy

Originator. Caorporate Controller
Sponsor: Corporate Treasurer
Approval: Corporate Controller

Approval Date: 08/31/00
Revislon Date: 04701/06

Statement- This policy covers bank account and check disbursement systems used by business/corporate units. The policy
describes the minimum controls required. The business/corporate unit should implement additional procedures and controls as
needed to ensure an appropriate level of control exists within the bank account and check disbursement systems.

Roles and Responsibilities-

Corporate Cash Management Depariment —
» Bank accounts must be established and modifications (including signature card updates) must be processed through
Corporate Cash Management.

Business/Corporate Unit —
« Requests for establishing and modifying bank accounts must be made through Corporate Cash Management.
Each request must incfude documentation describing the business reason for the request,
» Bank accounts must be reconciled on a pericdic basis. Corrections should be made within one month of identifying a
reconciliation difference.
« The bank statement must be reconciled to the checkbook
» The bank statement must be reconciled to the general ledger account
= Reconciliations must ba reviewed by management

+ Unissued checks and check signature ptates must be physically secured.

«  Check signers or people having access to check signature plates must nol have access {o bfank checks.
+  Checks must be contralled by sequential numbering.

+  All checks which are voided must be retained.

Guidelines -

= The following functions should be separated between at least two people. Weaker segregation of duties should be
accompanied by additional management review.
= cash disbursement
» purchasing
+  contract administration
«  receiving
= bank account reconciliation
e accounts payable
«  Unissued checks and check signature plates should be accounted for periadically by personnel indepandent of check
custody.
Check custody should be assigned to one parson, with back-up access requiring two people to gain access to chacks.
Checks issued should be balanced to the daily payments joumal and must be balanced to the monthly payments
journal.
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Cash Management Guidelines:
Short-Term Investment Guidelines

Guideline Objectives

Cash is a critical asset of the Corporation. |l is the Policy of Duke Energy thal all cash assets of the Corporation be
property safeguarded and then managed to maximize value while assuring appropriate amounts of cash are

available for operations. Safety, liquidity and preservation of capital considerations outweigh return considerations.
Where currency or country risks are higher than acceptable levels, cash should be invested outside of that country.

Domestic Cash lnvestments

The primary objeclive of domestic cash investments is to meet the daily funding needs of Duke Energy Corporation,
Duke Power Co. LLC, Duke Capital LLC, Cinergy Corp. and their respective subsidiaries and affiliates.

Authorization:
=« Authorized short-term investors for Duke Energy Corporation, Duke Power Co. LLC, Duke Capital LLC,
Cinergy Corp. and their respective subsidiaries and affiliates, include the following corporate officers: Chief
Financial Officer, Treasurer and Head of Cash Management, or Authorized Agents as designated by one of
the aforementioned corporate officers.
» Duke Energy's Corporate Cash Management group is responsible for investing or directing the investment
of all cash assels.
s  Temporary exceptions to the poiicy can be made with approval of any two of the following corporate
officers:
o Chief Financial Officer
o Chief Risk Officer
o Treasurer
o Head of Cash Management

All material exceptions should be for non-routine investment opportunities and reported to the Corporate Treasurer.

Acceptable securities, dollar limitations, maturity guidelines and custody requirements are identified in Supplement
A

Cash Investments Qutside of the US

This section applies to cash investments for companies within the consolidated Duke Energy Corporation that are
domiciled outside the United States, which includes all of Duke's wholly owned subsidiaries and all other entities in
which Duke owns more than 50% of the stock or is the managing partner. Whenever possible and practical, cash
should be consolidated among similarly owned entities in US dallars. Where currency ar country risks are higher
than established levels, cash should be invested outside of that country.

Cash includes (1) Working Capital Cash, (il) Inconvertible Cash, and (ill) Available Cash. Working Capital Cash is
the cash portion of working capital that is necessary to fund the relevant operation for 2 period of 90 days orup o a
US $5 Million equivalent, whichever is greater. Inconvertible Cash is cash that can not be legally removed from the
couniry withoul a dividend or lengthy governmental registration process. Available Cash is all other cash.

Authorization:

+  Authorized short-term investors for Duke Energy Corporation, Duke Power Co. LLC, Duke Capital LLC,
Cinergy Corp. and their respective subsidiaries and affiliates, include the following corporate officers: Chief
Financial Officer, Treasurer, and Head of Cash Management, or Authorized Agents, as designated by one
of the aforementioned corporate officers of Duke Energy Corporation, Duke Capital LLC, or Cinergy Corp.
Investors of Working Capital Cash and Inconvertible Cash are designated by local Duke Management.
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s Duke Energy’s Corporate Cash Management group is responsible for investing or directing the investment
of all cash assets,

» Temporary exceptions to the policy can be made with approval of any two of the following corporate

officers:
o Chief Financial Officer
o Chief Risk Officer
o Treasurer
o Head of Cash Management

All exceptions should be for non-routine investment cppartunities and reported to the Corporate Treasurer.

Acceptable securities, dollar limitations, maturity guidelines and custody requirements are identified in Supplement
B.

Supplement A: Domestic Short-Term Investments

Acceptable Securities (including both physical and book entry);

1. Money Market Securities, inciuding:

a. Federal Tax Exempt Obligations, including Dailies, Weellies, and Commercial Paper.
b. Taxable Commercial Paper
C. Time Deposits, Certificates of Deposit, and other Bank Investrnent Products

Must have commercial paper ratings or comparable short-term ratings of at least one of the

following:
a Moody's Pt (or VMIGT or MIG1T)
b. Standard & Poor’s A1 {or $P1)

in the absence of short-term ratings, security must have long-term ratings of at least A2fA from
Moody’s or Standard & Poor's.

Investments in securities with ratings less than those above are prohibited.
2. Money Market Funds

3. Prefeired Stocks :
Must have preferred stock ratings of at least Single-A from both  Moody's and Standard & Poor's
and a dividend rate which resets at least once every 50 days.

4. Repurchase Agreements
Must be collateralized by securities of the U.S. Government, one of its Agencies, or other securities
eligible for purchase under this policy. Must be purchased from a financial institution whose money
market securities qualify for purchase by Duke Energy.

5. Obligations of the U.S. Gavernment or its Agencies.

Dollar Limitalions

1. Investment exposure to any single domestic issuer should not exceed $50 million at any one time. No more
“than $1G million of that amaunt being invested in preferred stock, unless the preferred stock is rated
Triple-A, in which case the maximum amount is $20 million.
2 Investment exposure to any single foreign issuer should not exceed $25 miliion at any one time, with no
more than $10 million of that being to the issuer’s preferred stock.
3. Investment exposure to preferred stocks rated less than Triple-A should not exceed $25 million.
4. Investment exposure to any single money market fund shouid not exceed $100 million or ten
percent of the fund, whichever is less.

19
370



Exhibit TR-2

5. No investment limit applies to the U.S. Government or any of its Agencies.

6.

Investment expasure to any foreign country should not exceed $25 million.

Maturity Guidelines

1.

Other than U.S. Government or U.S. Agency debt, malurities can not exceed 60 days.

2. The maturity of the U.S. Government or its Agency debt can not exceed 180 days.
3. A maturity, by definition, shall include puts, announced calls or auctions, allowing for the redemption of the

Custody
1.

2.

3.

investmant at a quantifiable price consistent with safety and preservation of capital.

Leave securities in custodial accounts or funds on deposit with financial institutions whose money
market securilies qualify for purchase.

Require delivery, including booic entry delivery to the Depositary Trust Corporation, of securities or
collateral to a third party custodial account, or

Send funds to money market funds for credit to a Duke account.

Supplement B: Short-Term Investments Outside of the US

Acceptable Investments {including both physical and book entry):

Intercompany loans or advances

Commercnal Paper or other Money Markel Securities

Must have commercial paper ratings or comparahle short-term ratings of at least one of the
following:

a. Moody's P1 {(or VMIG1 or MIG1)
b. Standard & Poor’s A1 (or SP1)
c. DBRS R1 Mid

in the absence of short-term ratings, security must have long-term ratings of at least A2/A from
Moody's or Standard & Poar’s, or equivalent ratings from other prominent rating agencies.
Investments in securities with ratings less than those above are prohibited.

Money Market Funds

Must provide daily liquidity. Must seek to maintain a stable $1 per share value. Must have
an average maturity of 90 days or less. Must invest at least 95% in obligations or in
securities which are rated in the highest rating categories for short-term debt obligations
by af least two rating agencies {or one agency if the instrument is rated only by one such
arganization). The remaining 5% of investment obligations or securities must be rated in
one of the fwao highest rating categories.

Bank Investments: Any fixed or variable rate bank risk instrument (e.g. time

deposiis).

Eligible Banks are banks whose long-term debt ratings are A3/A- or higher by

Moody's and Standard & Poor’s. A Relationship Bank is an Eligible Bank that participates
in any of Duke Energy's credit facilities.

Repurchase Agreements

Must be collateralized by securities eligible for purchase under this policy and purchased from a
financial institution whose money market securities also qualify for purchase under this policy. Must
be collateralized by securities of the U.S. Government, one of ils Agencies, or other securities
eligible for purchase under this policy.
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6. Government Obligations
Obligations of the U.S. Government or its Agencies. Obligations of the Canadian or Australian
national or provincial governments {meeting the ratings criteria in Il.A.2 above). (Obligations of
other governments or agencies may be purchased if approved (including investment limits) by the
Duke Energy Corporation Treasurer or Assistant Treasurer.

7. Preferred Stock
Must have preferred stock ratings of at least Single-A from both Moody's and Standard & Poor's
and a dividend rate that resets at least once every 5 days.

If no Acceptable Securities are available in the country and there is Inconvertible Cash, then cash should be
invested in the safest instrument available (as determined by Corporate Cash Management) for the shortest time
period that anticipates a positive local currency return,

Limitations

1. Intercompany loans, notes or advances must be between Duke controlled subsidiaries. There is no
{imit ta the term or amount.

2. Available Cash investments must be denominated in US Dollars or Canadian Dollars except when an
imminent expenditure exists in a local currency.

3. Investment expasure to any single issuer should not exceed US $50 million or the equivalent at any
one time. No more than $10 million of that amount should be invested in preferred stock, unless the
preferred stock is issued by another Duke controlled subsidiary. '

4. Investment exposure lo any single money market fund should not exceed $50 miflion or ten percent of
the fund whichever is less.

5. Noinvestment limit applies to short-term debt obligations of the US Government and any of its
Agencies, the Canadian Gavernment or the Australian Government. Investment limits for obligations of
other governmenis or government agencies will be included in the specific investment authorization {refer
toll A G}

6. For countries with ratings less than A2/A, working capital cash investment exposure to any non-US
country risk should not exceed $10 million.

7. Bank exposure limits for all cash investments are as follows:

Maximum Exposure

Category (US Dollar Equivalent)

Branch of a Relationship Bank $50 Mittion

Branch of a Non-Relationship $25 Million
Eligible Bank

Non-Eligible subsidiary of a $15 Million
Relationship Bank

Non-Eligible subsidiary of a $10 Million
Non-Reiationship Eligible Bank

Non-Eligible Bank $5 Million

Corparate Cash Management will identify and cammunicate lists of acceptable banks and the resulting
limits in accordance with these guidelines.
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Maturity Guidelines

Corporale money market instruments — 90 days or less.
Bank Investments — 90 days or less

1.

2.

3. Any government debt instrument - 180 days or less (after appropriate approval).

4. A malurity, by definition, shail include puts, announced calls, or auctions allowing for the redemption of the
investment at a quantifiable price cansistent with safety and preservation of capital.

Custody

The company may leave securities in custodial accounts or funds on deposit with financial institutions
whose manhey market securities qualify for purchase.
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Financing Activity and Financial Risk Management Policy

Applicability: Applies to Enterprise
Originator: Corporate Treasury

Approval: Carporate Chief Financial Officer
Approval Date: 80D

Effective Date: April 1, 2006

Revision Date: April 1, 2006

Reissue Date: April 1, 2006

Statement of Purpose and Philosophy

Policy Objectives: The scope of this policy covers financing and financiat risk management activilies within Duke
Energy's Corporate Treasury. This policy does not cover other activities managed within Corporate Treasury that
inciude; Cash Management, Long-Term Investment and Financial Planning and Analysis: Paolicy and guideline
information for those aclivities is managed under separale policies and guidelines within the “Corporate Treasury
Policy and Guideling Manua).”

The cbjective of Duke Energy’s financing and financial risk management activities within Corporate Finance and
Portfolio Management in Corporate Treasury is to provide enterprise-wide services that enhance Duke Energy’s, its
subsidiaries’, affiliates’ and each Business’ ability to increase revenue, reduce costs and manage risk. This is
accomphished through, but is not limited to the following activities:

Ogtimize capitalization, including all financing actlivity

Optimize liquidity, including access to bank and capital markets

Position debt portfolios of Duke Energy and its operating companies to minimize cost of capital and aptimize
maturity profile, consistent with overall risk management goals

Manage and monitor long-term debl, including administration and compliance
Optimize credit ratios to maintain desired credit ratings

Manage and monitor interest rate risk exposure

Manage and monitor foreign currency risk exposure

Forecast enterprise financing needs

Issue and manage credit enhancements

Cversee transaciion review, including establishing cost of capital and hurdle rates

4 & & & » »

Functions within Corporate Finance and Portfolio Management fall into two categories: Financing Activity and
Financial Risk Management.

Policy Expectations and Accountabhilities

Financing Activity
Financing activity throughaut the corporation is the sole responsibility of Corporate Treasury. With the exception of
the short-term and intercompany financing activity within Cash Management, financing activity is the responsibility

of Corporate Finance. Financing activity includes, but is not limited to, the following: {A) Security issuances in the
public and private placement markets, including long-term and short-term debt, equity, hybrid structures, MLP and
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Income Fund units; {B) Repurchases, redemptions or retirements of any debt and equity instruments or units; (C)
Lines of credit and borrowing facilities, whether syndicated or bilateral; and (D) Issuances of letters of credit and
corporate guarantees.

-in connection with this activity, primary financial institution relationships will be managed exclusively out of
Corporate Treasury. Specifically, Corporate Finance will be the lead managers of, and primary points of contact to,
the financial institutions that serve the corparation. Business Units are prohibited from hiring financial instifutions
for financing activity.

Under na circumstances will any group or entity, for which Duke Energy has controlting interest, outside of
Carporate Treasury, conduct the above actions without prior written approval from the Corporate Chief Financial
Officer.

Credit Enhancement Instruments {Guarantees and Letters of Credit)

Corporate credit enhancement instrumentis will be negotiated, issued and administerad within Corparate Treasury.
All applications and requests for the issuance of guarantees or letters of credit require review and approval in
accordance with this policy and the Approval of Business Transactions Policy.

Credit enhancement instruments should be issued with a stated fixed amount and a fixed term, or with a right of
revocalion. Uncapped guarantees must be reviewed and approved by the business unit head and then forwarded
for review by an Expanded Executive Committee member for the business unit, the Corporate Treasurer and the
Corporate CFO. Uncapped guarantees require the approval of the Board of Directors uniess a theoretical
maximum exposure can be established and is within authorized approval limits of tha CFQ and CEO. Credit
enhancement instruments with a maturity date greater than 10 years from the date of issuance mus! be approved
by the Corporate Treasurer and the Corporate CFQ, and for instruments in excess of 20 years, by the CEQ.

Credit enhancement instruments issued on behalf of non-wholly owned entities shall be in an amount based on
Duke Energy's pro-rata ownership interest in such entity. Credit support in excess of such prorata ownership
interest requires approval in accordance with the Approval of Business Transactions Policy and the Corporale
Treasurer of Carporate CFO.

No credit enhancement instruments should be issued on behalf of unaffiliated third parties.

Credit enhancement instruments issued in support of assets or subsidiaries being divested must be terminated or
released at the closing of such divesture, or promptly thereafter. Failure to terminate such credit enhancement
insttuments at closing must be back-stoppad and supported by an indemnity from the purchaser or other credit
enhancement instrument acceptable to Credit Risk Management for the limited period that the credit support
remains oufstanding. Exceptions to this Policy must be approved by the Corporate Treasurer, the Chief Risk
Officer and the Corporate CFQ.

Contracts requiring the issuance of a credit enhancement instrument must be executed by a person(s) so
authorized by the DOA and in accordance with the Approval of Business Transactions Policy. No Contract
incorporating language requiring the issuance of a credit enhancement instrument can be executed unless both
Corporate Legal and Corporate Treasury have appraved such language.

if specifically authorized in writing pursuant lo a business unit DOA (signed by the Corporate Treasurer), a business
unit may, however, issue its own guarantees in support of its own subsidiaries. Such issuance must be consistent
with language and procedures developed by Corporate Legal and Corpaorate Treasury in accordance with the
“Guaranty Documentation Guide”, which is available from Corporate Treasury.

The Corporate Treasurer and Head of Corporate Finance are authorized o execute properly approved guarantees.
The Corporate Treasurer and Head of Corporate Finance may approve bank applications for letters of credit which
have been properly authorized, and may delegate such approval.
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Any exceptions to compliance with this section of the policy must be requested by a business unit CEQ or CFO,
Corporate General Manager or Corporate Vice President and approved by the Carporate Treasurer and Corporate
CFO.

Transaction Review

The transaction review process will be executed as is detailed in the “Financial Analysis Manual®. This includes
involvement of the Transaction Review Committee. Any material changes to approved projects, whether
quantitative or qualitative, must re-visit the “Approval of Business Transactions” process. Please review the
“Financial Analysis Manual” or contact the Corporate Finance group within Corporate Treasury for further clarity on
this issua.

Financial Risk Management

Interest Rate Risk Management

Interest rate risk is defined as the impact on Duke Energy earnings per share and asset returns from interest rate
market movements. The goal of the interest rate risk management program is 1o reduce the cost of funds, manage
the mix of fixed and floating rate debt and to position the company for changes in interest rate levels.

Authorization

¢ Corporate Treasury is authorized to use derivative financial instruments o manage the interest rate risks
assaciated with ouistanding debt or to hedge interest rate risk associated with new debt issuances.

+ Al interest rate trading activity with third parties will be executed solely by/in coordination with Corporate
Treasury.

« Speculation in interest rate transactions is prohibited.

Reporting
» Interest rate risk and hedge informalion will be periodically reparted by Corporate Treasury to senior
management. Business units will report interest rate risk to Corporate Treasury, as requested.

- Foreign Currency Risk Management

Faoreign Currency risk is defined as the impact on Duke Energy earnings per share and asset returns from foreign
currency market movements. This will include, but is not limited to net investment, eamings and cash flow risk as
weill as risk arising from planned projects. This policy statement covers the management of foreign currency risk
associated with existing asset positions, new and anticipated asset positions or changes as well as physical and
financial energy commodity trading positions. The extent to which a business segment is held accountable for
foreign currency results for incentive performance evaluation purposes wili be determined by its Group President.

Authorization

* Corporate Treasury is authorized to manage foreign currency risk through local currency funding activity as
well as by entering into derivative transactions with third parties.

+  Business units are authorized only to manage foreign currency risk through commercial contract
arrangements with its customers or suppliers or by entering into internal derivative transactions with
Corporate Treasury.

* Al foreign currency trading aclivity with third parties will be execuled solely by/in coardination with
Corporate Treasury. Corporate Treasury may transact in a corporate name and transfer the results te a
business unit or may transact in the name of the business unit enlities consistent with international laws.
Actual results will be fully transferred o the applicable business unit.

s Hedging activity related to intercompany foreign currency exposures will be managed consistent with
external exposures and will be managed by Corporate Treasury.

*  Speculation in farsign currency transactions is prohibited.
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Reportin

Foreign currency risk and hedge information will be periodically reported by Corporate Treasury to senior
management. Business units will report currency risk to Corporate Treasury, as requested.

Business units will report forecasted Balance Sheet, Income Statement and Cash Flow items by currency
to Corporate Treasury, as requested.

Corporate Treasury will reporl hedge determination and resuits to the business units, as needed.

New Projacls

Any business unit that creates foreign currency risk due o a project, expansion, acquisition, or divestiture
must develop a foreign currency risk assessment in coordination with Corporate Treasury. If applicable,
this assessment must be included in the project’s approval recommendation.

Corporate Treasury will establish a project specific FX Rate Curve. Corporate Treasury will consider input
from the business unit in this process. The business unit will use the FX Rate Curve during the approval
process.

Corporate Treasury will provide sovereign-adder guidance for hurdle rales.

Corporate Treasury will be responsible for creating hedge strategies as well as acquiring or selling currency
needed to compiete all international investments.

Standards: The following section contains information that applies to all Corporate Treasury policies and
guidelines

Corporate Treasury: Corporate Treasury refers 1o and includes the functions of Cash Management, Carporate
Finance, Portfolio Management, Long-Term Investments and Financial Planning and Analysis and is a centralized
corparate center servicing and operating on behalf of Duke Energy and its consclidated or controfled subsidiaries
and affiliates. All Corporate Departments and Business Units are expected to comply with the cantents of this
manual. Changes to policies must be approved in accordance with Duke Energy policy. Changes to guidelines wil
be made within functions and must be approved by the Corporate Treasurer,

Delegation of Authority; Only authorized individuals may enler into Corporate Treasury activities. Such activity and
limits are covered under the “Approval for Business Transactions™ policy. Individuals and their corresponding
functions and limits are fisted in the Corporate Treasury “Delegation of Authority” ("DOA"). Exceptions may be
grantad with written approvals by individuals authorized to the required transaction levels consistent with the DOA,
Both documents are managed within the Controller's group. No Duke Energy employee shall knowingly personally
beneiit from any Corporate Treasury transaction. All Corparate Treasury activity will conform to the “Approval of
Business Transactions” policy and the Corporate Treasury “Detegation of Authority.”

External Counterparts: External counterpart determination will be made within the Duke Energy Finance
organizalion in coordination with Corporate Treasury and Corporate Risk Management. Credit risk

guidelines will be the responsibility of Corporate Risk Management.

Transactional Controls: Transactional control procedures will comply with documented contral procedures.
Accounting Standards: Accounting treatment for all transactions will be in accordance with GAAP and will

be determined, if applicable, in coordination with the Corporate Accounting Research Group in accardance

with the “Accounting for Risk Management and Hedging Activities Policy” and “Accounting for

Intercompany Transactions Policy”, on the porial and managed within the Caontroller’s group.

Terms, Definitions and Approved Products and Instruments: Financial terms shall have meanings

consistent with definitions found in Barron's Dictionary of Finance and Investmeni Terms. A list of

approved finance and hedging products and instruments is avaitable from Corporate Treasury. Use of

other products or instruments musl be approved by the Treasurer and Chief Financial Officer.

Related Policies, Standards, or Procedures

Approval of Business Transactions

Delegation of Authority

Accounting for Risk Management and Hedging Activities Policy
Financial Analysis Manual
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Financing Activity and Financial Risk Management
Guidelines |

Guideline Objectives

The scope of this Guideline document cavers financing and financial risk management activities within Duke
Energy's Corporate Treasury. The purpose of these guidelines is to provide parameters around the activities that
encompass financing and financial risk management within Corporate Finance and Portfolio Managemenl in
Corporate Treasury. Functions within Corporate Finance and Portfolio Management fall into two broad categories:
Financing Activity and Financial Risk Management. Guideline information on both categories is documented in this
manual.

For policy and program objectives related to Corporate Finance and Portfolio Management, please refer to the
“Financing Activity and Financial Risk Management Policy.”

Financing Activity

Financing activity throughout the corporation is the sole responsibility of Carporate Treasury. With the exception of
the shori-term financing activity within Cash Management, financing activity is the responsibility of Carporate
Finance. Financing activity includes, but is not limited to, the following: (A) Security issuances in the public and
private placement markets, including long-term and short-term debt, equity, hybrid structures, MLP and Income
Fund units; (B) Repurchases, redemptions or retirements of any debt and equity instruments or units; (C) Lines of
credit and borrowing facilities, whether syndicated ar bilateral; and (D) Issuances of |etters of credit and corporate
guarantees.

In connection with this activity, primary financial institution relationships will be managed exclusively out of
Corporate Treasury. Specifically, Corporate Finance will be the lead managers of, and primary points of contact to,
the financial institutions that serve the corporation. Businass Units are prohibited from hiring financial institutions
for financing aclivity.

Under no circumstances will any group or entity, for which Duke Energy has controlling interest, outside of
Corporate Treasury, conduct the above actions without prior written approval from the Corporate Chief Financial
Officer.

Long-term debt issue and facHity transaction and compliance information will be input into the Corporate Treasury
and Compliance systems. Management of servicing and complying with new issues will be addressed at the time
of the issuance. Corporate issue servicing and compliance will be managed centrally by Corporate Treasury. For
issues within business units, typically such aclivities will be managed by the business unit, unless it is determined
otherwise, bul will be reported to Corporate Treasury.

Credit Enhancement Instruments {Guarantees and Letters of Credit)

General Principles
* A guaranty should not be unconditional or absolute in nature.
» A guaranty should contain the following elements:
{i) stated maximum amount
{ii) fixed maturity date
(i) revocation and assignment rights exercisable by Issuer
» Requests for the issuance of guarantees and letters of credit for a specific project or to a single entity for a
specific transaction should be for the iotal obligation and not a series of incremental requests.
» Business units, subsidiaries and affiliates should avoid oifering credit enhancement instruments when
transacting business.
» The subsiantive language for guarantees is contained in the Guarantee Documentation Guide.
Guarantees containing language that does not conform to the standards outlined in the Guide requires the

27
378



Exhibit TR-2

approval of Corporate Legal and Corporate Treasury as provided for in the Guarantee Documentation
Guide. ~

Reportin

Corporate Treasury is responsible for maintaining the credit enhancement instrument database.

Business Units must report all issued and outstanding guarantees to Corporate Treasury and the Corporate
Controller's Department on a monthly basis.

Transaction Review

Guidelines and pracedures relaled to the transaction review process are outlined in the Financial Analysis Manual.

Financial Risk Management

interest Rate Risk Management

Interest rate risk is defined as the impact on Buke Energy earnings per share and assef returns from interest rate
market movements. The goal of the interest rate risk management program is to reduce the cost of funds, manage
the mix of fixed and floating rate debt and to position the campany for changes in interest rale levels.

Authorization
« Corporate Treasury alone is authorized to enter into external derivative financial instruments to hedge
interest rate risk.

Exposures
« Existing interest rate exposures

New and potential debt issuances
=  (Qther exposures as authorized by the Treasurer or Chief Financial Officer, as appropriate

Transaction and Confirmation Guidelines

+ Each quarter a Liability Management Plan will be prepared for and approved by the Treasurer. The liability
management plan will review portfolic composition and performance, capital market expectations and
outline specific hedge recommendations for the plan period. Hedging activity wili conform te the details of
the active liability management plan. Variances from the current plan will require specific approval from the
Treasurer.
All trades will be input into the Corporate Treasury system,
Speculation in interest rate derivatives is prohibited.
The confirmation process is the responsibility of Corporate Treasury. Confirming parties will be unrelated
fo dealing parties and will ensure that internal deal capiure syslem frade data is consisteni with counterpart
trade confirmations.
Any trade or settlemeni problems must be addressed with urgency.

+ No Duke Energy employee shalt knowingly fail to report or cause not 1o be reported promptly and
accurately the terms of any derivative fransaction.

Marlc-fo-Markets
The mark-to-market process will be the responsibility of Corporate Treasury.

¢ On a monthly basis, Corporate Treasury will provide a detailed mark-to-market repart ta Corporate
Accounting. The mark-to-market reports will be reviewed and validated by Corporate Accounting and any
applicable business units.

* No Duke Energy employee shall knowingly cause the fair value of any derivative transaction to be
calculated either inaccurately or on a delayed basis.

28
379



Exhibit TR-2

GAAP Accounting

ltis the general guideline of Duke Energy to employ interest rate derivatives in such a way as to receive
either fair value or cash flow hedge accounting treatment as defined by “FASB Statement No. 133
Accounting for Derivative Instruments and Hedging Activities.” However, Duke Energy may opt not io seek
hedge accounting treatment for a given derivative contract.

Duke Energy will designate a derivative for hedge accounting at the time it is employed. Determination of
accounting treatment will be made by the Corporate Accounting Research Group in accordance with the
“Accounting for Risk Management and Hedging Activities Policy” and will be communicated by Corporate
Treasury to any applicable business unit.

Effectiveness testing will be employed on a quarterly basis, if applicable.

Foreign Currency Risk Management

Foreign Currency risk is gefined as the impact on Duke Energy earnings per share and asset returns from foreign
cutrency market movements. This will include, but is not limited to net investment, earnings and cash flow risk as
well as risk arising from planned projects. These Guidelines cover the management of foreign currency risk
associated with existing asset positions, new and anticipated asset positions or changes as well as physical and
financial energy commodity trading positions.

Authgrization

Corporate Treasury is authorized to manage foreign currency risk through local currency funding activity as
well as by entering into derivative transactions with exiernal and internal third parties.

Business units are authorized only 1o manage foreign currency risk through commercial contract
arrangements with its customers or suppliers or by entering into internal derivative fransactions with
Corporate Treasury.

All foreign currency trading activity with third parties will be executed solely by/in coordination with
Corporate Treasury. Corporate Treasury may transact in a corporate name and transfer the results to a
business unit or may transact in the name of the business unit entities, consistent with international laws.
Actuat results and accounting treatment will be fuily transferred to the applicable business unit.
Speculation in foreign currency transactions is prohibited.

The maximum size of hedge positions will be 100% of the underiying pasition.

Exposures
Net Investment

¢ Net Investment may be managed, when possible and cost-effective, by borrowing in the locat currency
to fund the net local investment.

+ Net Investment may be managed with financial derivatives. This most likely would occur if local
currency barrowings are anticipated in the future or if there is expectation that the investment will be
monetized.

» Corporate Treasury is authorized to hedge risk arising from the re-measurement of monetary assets
and liabilities that are not in the functional currency.

Earnings
* Local currency earnings that are determined to be material and are in alignment with forecasted cash

flows may be hedged externally with financial derivatives by Corporate Treasury.

+  Currency risk on the re-measurement of non-functional currency monetary assets and liabilities may be
hedged by Carporate Treasury, unless the risk is deemed immaterial, if there is no future cash impact
expected, or the currency of the item in question is in natural alignment with the underlying currency of
the business.

+ Business Units are encouraged through the course of business operations, to enter into contracts that
reduce Duke Energy’s exposure to movements in exchange raies.

« Business Units are authorized to hedge local currency EBIT targets. Such management must be
hedged internally through Corporate Treasury. This may be done via FX contracts or
accounting/forecasting adjustments. The maximum maturity for hedging activity by Business Units will
be no longer than one exposure year.
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» Ifa Business Unit requests support of Corporate Treasury in determining positions and recommending
actions, Corporate Treasury will provide that support.

Cash Flows and Projects

* Cash Flow is defined as planned or declared dividends, operating cash flows, financing cash flows,
cross-barder payables and receivables, commaodity transactions and cash flows reiated to project,
expansion, acquisition or divesiure aciivity.

s Excess cash beyond working capital needs is held in USD, when possible and appropriate.

» Anticipated cash flows may be hedged using financial derivatives.

s  Corporate Treasury will manage the local cash positions in compliance with the Cash Management
policies.

* Any business unit that creates foreign currency risk due to a project, expansion, acquisition, or
divestiture must develop a foreign currency risk assessment in coordination with Corporate Treasury. If
applicable, this assessment must be included in the project’s approval recommendation.

» Corporate Treasury will establish a project specific FX Rate Curve. Corporate Treasury will consider
input from the business unit in this process. The business unit will use the FX Rate Curve during the
approval process.

« Corporate Treasury will provide sovereign-adder guidance.

¢ Corporate Treasury will he responsible for creating hedge stralegies as well as acquiring or selling
currency needed to complete all internationaf investments.

¢ Al budget and forecast FX Rate Curves will be produced and distributed by Corporate Treasury.

Commodity Trading and Markating
+ Duke Energy commodity traders may enter into internal foreign currency contracts with Corporate
Treasury or Corporate Treasury may execute externally on their behalf (or in coordination with them).
No individuals outside of Corporate Treasury, including traders in the commedity trading businesses,
are authorized to enter into foreign exchange trades externalty.
+ Corporate Treasury will pass along market prices to such traders.

Transaction and Confirmation Guidelines

Trade tickets will be written for alf foreign currency transactions.

All foreign currency transactions will be confirmed in oral or written form within 24 hours of execution by an
authorized individual different from the individual who entered into the trade, or via an automated electronic
confirmation system.

All trades will be input into the Corporate Treasury system.

All internal and external irades must be documented by written verification. This may include, bul is nol
limited to a written trade ticket, written confirmation or e-mail. If applicable, trade details will be verified to
the business units.

Speculation in foreign currency derivatives is prohibited.

Earnings hedges between Business Units and Corporate Treasury will be unwound and any gains or
losses will be net settled. Settlement of other transactions will be determined on a case-by-case basis.
Any trade or settlement problems must be addressed with urgency.

No Duke Energy employee shall knowingly fail to report or cause not to be reported promptly and
accurately the terms of any derivative transaction.

Mariclo-Markels

The mark-to-market process will be the responsibility of Corporate Treasury and will be performed on a
monthly basis, at a minimum. On a monthly basis, Corporate Treasury will pravide a delailed mark-to-
market report to Corporate Accounting and any applicable business units. The mark-to-markel reports will
be reviewed and validated by Corporate Accounting.

No Duke Energy employee shall knowingly cause the fair value of any derivative transaction to he
calculated either inaccurately or on a delayed basis.
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GAAP Accounting

Duke Energy will designate a derivative for hedge accounting at the time it is employed. Determination of
accounting treatment will be made by the Corporate Accounting Research Group in accordance with the
“Accounting for Risk Management and Hedging Activities Policy”.

If a derivative is designated as a hedge, Corporate Treasury will create a hedge designation form. Al
hedge designation information will be communicated to Corporate Accounting and any applicahle business
units.

Effecliveness testing will be employed on a quarterly basis.

Accounting FX Rates will be compiled and distributed by Corporate Treasury for use enterprise-wide.
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Long-Term Investments
Summary Statement

Policies and guidelines pertaining to pension and other long-term investment portfolios are outiined in the
tnvestment Policy Statement for each respective investment porifolio.
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Financial Planning and Analysis
Summary Statement

Actlivity related to enterprise-wide financial planning and analysis will be managed out of Corporate Treasury.
Documentation of the process for the preparation of the Annual Financial Plan is available within the Financial
Planning and Analysis group.
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Appendix A: Delegation of Authority — Corporate Treasury

» TBD
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Appendix B: Corporate Treasury Approved Finance
Products and Instruments

Note: This list is not intended to be all-inclusive. Please see Cash Management Guideline Supplements for more
detailed product and instrument descriptions. Products and instruments, in addition to these listed below and in the
supplements, may be approved by the Treasurer and Chief Financial Officer for use by Corporate Treasury within
Duke Energy.

Debt and Investments:

Taxable and Tax-Exempt Money Market Securitiesfinvestments

- Bankers Acceptances, Commercial Paper, Repurchase Agreements, Time Deposits, Money
Market Funds, Etc.

- Federally Tax-Exempt Securities

Banker's Acceptances

Repurchase Agreements

Credit Facilities

Unsecured Bonds and Notes

Secured Bonds and Notes

Junior Subordinated Notes

Convertible Debt

Capital Leases

US Government and Agency Obligalions

Equity:
Common Equity
Converlible Preferred Stock
Preferred Stock
Trust Preferred Stock

Financiat Instruments and Derivatives:
Fixed for Floating interest Rate Swaps
Floating for Fixed Interest Rate Swaps
Floating for Floating Interest Rate Swaps
Forward Starting Interest Rate Swaps
Amorlizing interest Rate Swaps
Interest Rate Caps
Interest Rate Floors
Interest Rate Coliars
Options on Swaps
Forward Rate Agreements
Corporate Treasury Locks
Eurodollar Futures
Carporate Treasury Futures
Foreign Exchange Spot Contracts
Foreign Exchange Forwards
Foreign Exchange Swaps
Foreign Exchange Purchase Options
Foreign Exchange Sale Options - if the notional amounts are less than or equal to the notional amounts of

corresponding purchased options
Cross-Currency Swaps

Credit Enhancements:
e Credit Facilities
e Guarantees
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v Letters of Credit
s Bond Insurance Policies
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Appendix C: Approval of Business Transactions

TBD
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Appendix D: Financial Analysis Manual

Financial Analysis Manual

This manual is a guideline to conducting Financial Analysis
and is not Corporate Policy.

Contents

Section 1: Financial Analysis Methodology and Calculation Requirements
Section 2: Project Approval Process and Project Report Guidelines

Section 3: Model Best Practices
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Financial Analysis Manual

What is Financial Analysis?

Financial Analysis is the evaluation of economic opportunities through the creation and analysis of financial models.
The process of modeling is important as it allows the discovery, identification, and quantification of the risks and
rewards in a transaction. The goal is to capture the complexily of a transaction in as simple a way as possible.
This manual should be used as a guideline which outlines expectations for a standard financial analysis. Variations
on the methodologies included in the manuat are allowed to better reflect the details and scope of a specific
transaction or proposal under consideration, review and approval.

Purpose of the Manual

This manual has been put together to share the standardized appraach for analyzing acquisition, development and
divestiture transactions and other business proposals at Duke Energy. Thae first section (Financial Analysis
Methadology and Calculation Requirements) describes effective model structure, lists contacts within the company
for information, and describes preferred approaches. The second section (Project Approval) outlines lhe
information needed to present a project to the Transaction Review Committee (TRC) including the whitepaper and
required financial information. The final section (Model Bast Practice} includes some suggestions and tips to help
make better financial models.

Section 1: Financial Analysis Methodology and Calculation Requirements

Modeling at Duke Energy

A financial model should consist of a complete set of financial statements (Income Statement, Cash Flow
Statement, and Balance Sheet). As a U.S. based company, the projects should be modeled according to US
GAAP with cash returning to the U.S.

While many criteria are used to evaluate a project, some of the key financial crileria used at Duke Energy include
the following:

NPV — Net Present Value (“NPV") is the sum of the discounted cash flows generated by a parlicular
project. The discount rate should always be specified in any presentation {e.g. NPV@10% when a
10% discount rate is used). The discount rates used for Business Units are fypically the hurdle
rates, but in some cases may be the weighted average cost of capital.

IRR - The Internai Rate of Return {“IRR")} is the discount rate that makes the NPV of a project equal to
zero. This rate is often compared to the Business Unit hurdie rate as an initial screen to seeifa
project generates sufficient value to proceed.

Hurdle Rate — The Hurdle Rate is the rate of retum targeted to assure value is created for
a given business activity. The rate generally consists of the weighled average cost of capital plus a
risk-adjusted value adder. Additionally, the rate may be adjusted up or down for other-risk
assessments. Corporate Finance is responsible for calculating hurdle rates for Business Units.

Standard Models
In analyzing a transaction, use standard models if available. Many Business Units have developed standardized
models for {goking at recurring transactions. These models have the advantages of being used and looked at by a
variety of different people over time. This helps reduce errors common when only one person has worked on a
model. These models have also developed other tools that check the reasonableness of the resuits and present
the resuits in ways in which senior management in the Business Units are comfortable seeing the data.

These standard models allow more time to be spent on analysis and the strategic implications of a proposed
transaction rather than model creation and validation.

New Models

If a standard model is not available, or is not apprapriate for analyzing a specific transaction, a new model should
be created.
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Sources for Corporate Assumptions
There are four cash flow components that need lo be considered in building a financial mode.

Initial Cash Outflows
The first important element in a discounted cash flow model is the initial investment to set up the praject. The
timing of these cash flows should match, as closely as possible, the timing of the actual cash outfiows.

The cash outflow shouid include actual cash, the value of any contributed assels, the vaiue of any assumed debt,
and the value of any guarantees, sureties, collateral or other commitments made to third parties. Any costs that
have already been spent or committed should also be included. Sometimes management is interested in seeing
the return on projects before and after all development costs have been included.

Annual Cash Inflows and Outflows _

The yearly cash flows should be fiscal years rather than project or contract years. This may result in stub periods in
the first and {ast years but that is fine. The project needs to be in fiscal years to match with Business Unit planning
and budgeting.

The annuat cash flows should be built up from the operational characteristics of the project. This should also
include projections on collateral outflows, inflows and appropriate sensitivity. Please include detail on how these
assumptions were derived.  Price assumptions should be split out separately.

Working Capital

Working Capital can be a significant item depending on the relative timing of receiving revenues and paying costs.
If costs are paid before receiving revenues (building inventory, market design) and especially if modeled as a
growing husiness, working capital requirements should be modeled explicitly.

Terminal Value
Assels should be modeled for their remaining useful life. Any terminal value for an asset should reflect the
liquidation value or clean up costs for the assetl at the end of the assetl’s useful life.

Ongoing businesses should he modeled until they reach a steady state of operations. A lerminal value should then
be employed to estimate the value of that business going forward beyond the evaluation period.

Key Contacts
Corporate Treasury Stephen De May
Corporate Risk Management Swati Daiji
Insurance George Brown
Tax
International Tax Dwight Jeter
Canadian Tax Dennis Hebert
Federal Tax Steve Sobell
State Tax Cooper Monroe
Property Tax Kelly Voelkel
Corporate Tax Accounting John Panizza

Simplified Alternative Model
There are some proposals that are comparisons of alternatives rather than a purchase of future cash flows.
Deciding whether to buy or lease equipment, evaluating cost savings from software upgrades, or other
comparisons can be made using a simple NPV model.

Financial Standards at Duke Energy

There are a number of approaches that are internally consistent regarding the discounting of cash flows, evaluating
international projects, and the incorporation of leverage. To promote consistency of project evaluation, Duke
Energy and its Business Units shauld use the following approaches in projecl analysis:
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Base Hurdle Rates / Project Specific Hurdle Rales

Hurdle rates are lypically used to discount cash flows for project analysis. (Exceptions are documented in the
manual.}) These rates are calculated by Corporate Finance periodically for all business lines and corporate. The
Base Hurdle Rates include the weighted average cost of capital (WACC) and a value creation adder. Corporate
Finance must determine the appropriate hurdle rate to be used by each specific Business Unil. Adjustments are
often made to the Base Hurdle Rates for project specific risks and international savereign risk. These project
specific hurdle rates are also caiculated by Corporate Finance. Projects may be brought forward that do not meet
the required return.

Unlevered Analysis

Duke Energy evaluates projects on an unlevered basis. This allows the TRC to separate out the evaluation of the
business and the financing decisions from the approval process. The Hurdle Rates calculated by Corporate
Finance are unlevered hurdle rates.

Timing of Cash Flows

For this analysis, the actual timing of cash outflows for acquisitions and mid-period timing of cash outflows for
construction projects are recommended to be utilized. Cash outflows are often contraciually defined and simple to
mode! specifically.

For cash inflows aver the project life, a mid-year convention is used. This can be implemented by using the XNPV
and XIRR function in Excel which lets you lie specific dates to specific cash flows when calculating NPV and IRR.
By setting the yearly cash flows as of June 30, the net present value will be calculating assuming the cash is
received on that date.

For terminal vaiue, or if exit is assumed, the actual date should be maodeled.

After Tax Analysis
Hurdle rates are after tax so the cash flows of a project should be modeled afler tax as weli.

Construction

Construction periods for projects should often be modeled monthly due to the large variations in cash spent aver
the period. Since Duke evaluates projects on an unlevered basis, cash outflows for construction should be treated
as unlevered even if a construction financing facility is used.

Company Acquisitions
Acquiring a company causes two significant modeling issues — retirement of debt and terminal value.

in cases in which, Duke is acquiring a company with existing, assumable debt on its balance sheet, an estimate
needs to he made to payoff this debt (Mark to Market) lo de-lever the acquisition to complete an unievered
analysis. This estimate may be materially different from the notional amount of the debt if interest rates have
moved significantly. Corporate Finance can give guidance on whether the debt can be assumed and provide an
estimate of the cost of reliring the debt for the purposes of project analysis.

As an ongoing concern, a company does not have the finite life of a project asset. Some assumptions will need to

be made for the ongoing value of the business at the end of the model. There are a number of different methods
thal can be used. i is helpful fo involve the Corporate Finance group early to come up with a proper method for a
specific project.

Divestitures
The analysis method for the sale of an asset is similar to the analysis method for the acquisition or development of
an asset with the following exceptions:

« The appropriale discount rate to use is the Weighted Average Cost of Capital (WACC} component of the
Base Hurdle Rate. The value creaiion adder or spread required for new investments is not used when
evaluating the dispasition of an asset.

« Approval levels are determined iy the higher of sale price or original cost (or current carrying cost, in the
case of impairment), per the Approval of Business Transactions policy.
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Non-Revenue and Non-Discretionary Projects
Some investments have no corresponding revenues {or reduced costs) and, therefore, the use of NPV or IRR for
project evaiuation may not be relevant. Furthermore, in most cases, these investments are non-discretionary andfor
support existing revenye-generating investments. Finally, a distinction can be drawn between non-revenue projects
in the regulated businesses (Franchised Electric/Gas Transmission) and non-regulated businesses since prudently-
incurred investments may be entitled lo cost recovery in accordance with the applicable regulated tariff, while there
is no associated revenue for non-regulated businasses.

For non-revenue projects generally, discount the relevant after-tax sxpenditures {including initial investmenit,
working capital and on-going operating costs) to the present using the assigned Business Unit hurdie rate.
Fconamically evaluate each equivalent alternative that provides equal service. The projected costs should be
shown as a negative impact on EB!T far the selected least-cost alternative. If the project is considered non-
discretionary, indicate this and briefly explain why.

For cost-only projects that support existing revenue-generating investments that increase revenue, reduce cost or
both, the use of NPV or IRR would he approgriate. Include in the economic analysis any associated revenue
enhancements, operating cost reductions or future life extension banefits. Be sure to only include “incremental”
revenues or cosl reductions specifically associated with the new project (for life extensions, that might be 100% of
the revenues earmed after the initial useful life).

International Project Analysis
International projects bring another layer of complexity to building a financial model. There are a number of
sensilivities that need to be run to evaluate international projects on a comparable basis with domestic projects. Ta
do this, scenarios are run which assume that the cash is retumed to the U.S. under three scanarios.

Base Case

Cash is returned to the UJ.S. and evalualed on a stand alone basis.

The madel should be constructed using US GAAP and local market assumptions with the following adjustment.
The higher of the local tax rate and the U.S. tax rate should be inserted as the tax rate on an annual basis.

This analysis does not take into account Duke Energy’s current overall Foreign Tax Credit position which prevents
Duke from taking advantage of taxes paid in foreign jurisdictions over the short term. The project analysis is on a
stand alone basis, only looking at the specific transaction.

Upside Case

Cash is nat returned to the U.S.

This case will be the same as the base case but with the local tax rate. While not returning cash to the U.5 ., the
project should model cash going to a Biue Water location where it can be reasonably redeployed to other projects.
The Tax Department and Corporate Finance will be able to pravide guidance on suitable Blue Water assumptions.

Downside Case

Cash is returned fo the U.S and evaluated on a marginal basis.

For the downside case, immediate repatriation and the payment of US tax in addition to local tax is assumed. This
is representative of Duke Energy’s current tax position. If meaningful, a more accurate model of downside
repatriation risk can be prepared with the help of the Tax Department and Corporate Finance.

International Assumptions
Foreign Exchange
International projects should calculate returns in USD. Projects, which use a currency other that the US dallar,
need to incorporate a foreign exchange curve and stress case supplied by Portfolio Management within Corporate
Treasury. This curve incorporates the risk of an investment in the currency on top of the risk of a particular projectl.
A sensitivity analysis should be added to the project review that incorporates the devaluation stress case scenario.
This sensitivity shows the potential impact of local currency changes on the project returns.
Inflation
inflation assumplions should be made in coordination with foreign exchange rate assumptions. Portfolio
Management will provige inflalion curves, if requested.
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Leverage for Tax Purposes
Project returns are calculated on an unlevered hasis for evaluation by the Transaction Review Commitiee.

QOn internationat projects, it is often advantageous to additionally include leverage to minimize the payments of local
taxes and to help avoid trapped cash. It is appropriate to model this debt to obtain the tax benefits {minimize the
penaity of local restrictions on the mavement of cash). lt is essential to have Tax Department and Corporate
Finance involvement o determine what structures and funding strategies are appropriate.

When calculating Duke's return, this project debt should be trealed as equity with repayments and interest treated
in a similar fashion as dividends. This will provide the tax benefits of debt while still providing the equivalent
unievered return.

Sovereign Risk Adder

international projects will have an adjustment to the Base Hurdle Rate due to sovereign risk. These adiustments
should be obiained from Corporate Finance.

Section 2. Project Approval Process and Project Report Guidelines

Levels of Approval Required for Transactions

Capital commitments, operaling expenditures, contracts, or divestitures over a certain dollar amount requiire review
by the Transaction Review Commitiee. The transaction amount is broadly defined and for acquisitions includes
expected expenditures, assumed liabilities, and any future commitments to spend capital. For divestitures, the
capital amount, for approval purposes, is the higher of the original cost or sales price. For transactions by entities
only partiaily owned by Duke, these amounts are prorated to reflect only Duke's committed capital rather than the
project's committed capital.

For a complete description see Approval of Business Transactions.

Transaction Review Committee (TRC)

Role of the Transaction Review Committee
The TRC reviews any business transactions requiring approval by the President and CEQ, the Board of Directors
or a Board Committee as outlined in Duke Energy's Approval of Business Transactions palicy.

Upon the satisfactory completion of the review, a recommendation will be made to the President and CEO lo
approve the transaction for execution or presentation, if required, to the Board of Directors or the Board Committes.
If the TRC does not recommend the transaction be considered for approval by the President and CEQ, the
appropriate Business Unit or Corporate group will be notified and will have an appartunity to make modifications as
appropriate for future review,

Transaction Review Gommitlee Structure

Comrmittee Mernbers

Chief Financial Officer — Chairman of the TRC
Treasurer — Secretary of the TRC

Chief Risk Officer

General Counsel

Chief Development Cfficer

Vice President of Corporate Tax
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Scrub Teamn
The Business Unit Transaction Sponsors must involve the following functions in its scrub team process:
» Finance
. Tax
« Accounting
e« Legal
» Credil/Risk Management
Meeting Dates

« Sianding Meetings will be held before or after [EC} meetings
« Ad Hoc Meetings may be arranged on an exception basis by the Secretary of the Commitiee

Ruoles and Responsibilities
= Transaction Sponsors are responsible for the accuracy and completeness of information and analysis.
« Business Unit President and Business Unit Chief Financial Officer must approve the transaction before
bringing it to the TRC.
» TRC Secretary is responsible for scheduling meetings and keeping minutes as welt as making a report to
the CEQ which includes the TRC recommendation.
» Corporate Finance within Corporate Treasury is responsible for delivering the final whitepaper to the TRC.

Minimuim Naotice
« Transaction Sponsors must defiver the whitepaper to the Scrub Team nof less than § business days prior
io the TRC meeting.
« Corporate Finance within Corporate Treasury must deliver the final whitepaper to the TRC not less than 2
business days prior to the TRC meeting.

Other Requirements
s Executive Summary
+ Project whitepaper not longer than five pages. supported by a presentation and in accordance with
guidelines provided later in this manual.

Recard Retention
Once a project is approved, the Business Unit should keep a copy of the ariginal model, whitepaper, and
presentation for at least three years fallowing the in-service date of the project for future follow-up and review. Any
specific itemns of concern thal are raised at the TRC meeting should also be noted and addressed.
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Project Report Guideline

Note: The following is a guidefine of what should be addressed in the TRC whitepaper (if applicable to the
transaction). Since each transaction is unique, this is only a guide and it is the responsibility of the Business Unit to
cover alt pertinent information. This is a collaborative effort and the Business Unit will need to coordinate its
contents with Finance, M&A, Risk Management, Tax and Legal, as appropriate.

Project Report to the
Duke Energy Corp. Transaction Review Committee
“Project Title/Name”
“Date™

Project Overview

A short and concise description of the transaction, the required investment (CAPEX), the anticipated/modeled
results (IRR/NPV) and strategic rationale.

Analysis

A} Key Assumptions: (Prices, Volumes, Forecasts, etc.)
For example, an energy deal where pricing and volume are essential the whitepaper should cover:

1) Source of the data
2) Historic versus projected data
3) Comparison of the assumed data to 3 party projections and indices

4) Volatility/variability of prices

B) Economic Analysis:
- For EPS impact assumptions, please coordinate with the Financial Planning and Analysis group in Corporate
Treasury.

1) At least a 3 year history (if applicable) of EBIT, Cash Flow or EBITDA and EPS

2) At least 3 years of projections of EBIT, Cash Flow or EBITDA, ROCE and EPS

3) Provide the assigned hurdle rate

4} Net Present Value (NPV} at the appropriate hurdle rate

5) Internal Rate of Return (IRR) and payback

6) Change in forecasted ptan for EBIT/Cash Flow/EPS/CAPEX as a result of the project

7) Funding strategy and other credit support obligations (coardinated with Corporate Finance, Tax

and Risk Management)

8) Sensitivity analysis on key value drivers (Tornado diagram, models)

- Upside and downside scenarios should be shown using a two sigma range. If the Business Unit
uses a different sensitivity methodology, then they should explain the reason for using the different
methodology.

9) Tax and Accounting issues

Note — For projects that are required or mandated (regulatory, safety etc.}, the econornic analysis should focus on
cost effectiveness rather then net present value or internal rates of retumns.
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This section should cover the significant risks associated with the transaction and the steps that are being taken or
will be taken to mitigate these risks. Some of the key risks ta consider are:

Legal

1)
2)
3)
4)
5)
6)
7

1)
2)
3)
4)
5)
6)
7)

QOperational
Construction

Credit/Risk Management
Market/Commodity Risk
Legal/Regulatory

EH&S

FX, if internationat

Key terms of agreements and contracts
Environmentat rigk and litigation
Guarantees/Liabilities/Indemnifications
Regulatory approvals

Legislation

Consents

Contingencies

Strategic Rationale (Fitlmplications)

1)
2)
3

Explanation of strategic considerations
Consistency with corporate goals and direction

~ Consistency with corporate financial plan

Recommendation

The recommendation should clearly state the rationale for recommended action.
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Section 3: Model Best Practices

Models can take many shapes and sizes and are often a strang reflection of the thinking process of the parlicular
analyst. The best models, however, exhibit the following characteristics.

Simplicity

A model should move in small, measured steps from the gathering of assumplions to the final ouiput in order to
provide for effective review of the model's calculations. While it may initially appear to be efficient to have a formula
in Excel exiend for several lines, it increases the likelihood of errors, decreases the flexibility of the model for future
changes, and complicates any review of the maodel.

Clarity

Strongly related to simplicity, a mode! should provide clarity for a compiex project. Assumptions and changes in
formula should be clearly identified. Assumptions should be made once and all uses of that assumption should
come from the one location,

A model should provide insight as well as an answer. The more openly a modet shows what is occurring to all
interasted parties, the more accurate and useful the model can hecome. Similar assumptions should be grouped
together so that groups respansible for a set of assumplions can focus on a smaller part of the gverall model. A
model that is formatted well for printing allows others to more easily add their input.

Focus

The model shouid keep the end result in mind. The process is important but everything should eventuatly build to
answer the goals of the model. By focusing on the goal of the mode! and the processes needed {o meet that goal,
a lot of additipnal complexity can be eliminated from the model.

Responsibility of the Financial Analyst
As the creaior of the financial analysis that will be used for making business decisions, the financial analyst should
keep several responsibilities in mind.

Clearly identify assumptions and sotrces

A model is only as good as the inputs into the model. These inputs will improve throughout the modeling process
as better informalion is provided and belter sources are found. As the model is being built, the analyst should be
continuously aware of the differences between solid assumptions and initial estimates. By the end of the analysis,
the analyst should be able to atfribute all the assumptions in the model to credible sources.

Develop tool/model that efficiently combines the assumptions
The financial model is the hase tool that the analyst creates. While the analyst does not make any specific
assumplions, lhe analyst's approach in building the model will have an impact on the outcome,

Understand Sensitivities/Anticipate Changes

A good model will incorporate not only the base case, but also other sensitivities. As the model is developed, keep
in mind which assumptions have the largest impact on the end result. Ensure thal variations in these inpuls are
handled well by the model. Anticipating changes and asking questions early that will allow the model to handie
those sensilivities are indicative of best practice modeling. Timing delays and changes in scope are twe commaon
business proposal changes that can cause significant problems in basic models.

Understand Model Limitations

While the analyst does not create specific assumptions, the act of building 2 model requires simplification.
Deciding what is material is an important assumption that affects what information the model generatas for guiding
decisions. Make sure that the model can answer the questions that are being asked and make appropriate
modification if necessary.
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