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Item 1. Business.

GENERAL

Duke Energy Corparation {collectively with its subsidiaries, Duke Energy) is an energy company located in the Americas that provides
its services through the business units described below.

In the second guarter of 2006, Duke Energy and Cinergy Corp. (Cinergy) consummated a merger which combined the Duke Energy
and Cinergy reguiated franchises, as well as deregulated generation in the Midwestern United States.

Duke Energy Holding Corp. (Duke Energy HC) was incorporated in Delaware on May 3, 2005 as Deer Holding Corp., a wholly-owned
subsidiary of Duke Energy Corporation (Old Duke Energy, for purposes of this discussion regarding the merger). On April 3, 2006, in
accordance with the merger agreement, Old Duke Energy and Cinergy merged into wholly-owned subsidiaries of Duke Energy HC, result-
ing in Duke Energy HC beccming the parent entity. In connection with the closing of the merger iransactions, Duke Energy HC changed its
name to Duke Energy Corporation (New Duke Energy or Duke Energy) and Old Duke Energy converted into a limited kiability company
named Duke Power Company LLC (subsequently renamed Duke Energy Carolinas, LLC (Duke Erergy Carolinas) effeciive October 1,
2006). As a result of the merger transaction, each outstanding share of Cinergy common stock was converted into 1.56 shares of
common stock of Duke Energy, which resulted in the issuance of approximately 313 million shares of Duke Energy common stock. Addi
tionally, each share of common stock of Old Duke Energy was converted into one share of Duke Energy common stock. Old Duke Energy
is the predecessor of Duke Energy for purposes of U.S. securities regulations governing financial statement filing. Therefore, the accom-
panying Consolidated Financial Statements reflect the results of operations of Old Duke Energy for the three months ended March 31,
2006 and the year ended December 31, 2005. New Duke Energy had separate operations for the period beginning with the effective
date of the Cinergy merger, and references to amounts for periods after the closing of the merger relate to New Duke Energy. Cinergy’s -
results have been included in the accompanying Consolidated Statements of Operations from the effective date of acquisition and there-
after (see “Cinergy Merger” in Note 2 to the Consolidated Financial Statements, “Acquisitions and Dispositions”). Both Old Duke Energy
and New Duke Energy are referred to as Duke Energy hereinafter.

Cinergy, a Delaware corporation organized in 1993, owns all outstanding common stock of its public utility companies, Duke Energy
Ohip, Inc. {Duke Energy Ohio) and Duke Energy Indiana, Inc. (Duke Energy Indiana), as well as other businesses including cogenerauon and
energy efficiency investments.

Duke Energy Ohio, an Chio corporation organized in 1837, is a combination electric and gas public utility company that provides
service in the southwestern portion of Ohio and, through its wholly-owned subsidiary Duke Energy Kentucky, Inc. (Duke Energy Kentucky),
in nearby areas of Kentucky. Its principal lines of business incluce generation, transmission, and distribution of electricity, the sale of and/
or transportation of natural gas, and power marketing. The regulated operations of Duke Energy Ohio are included in the U.S. Franchised
Electric and Gas business segment, whereas the unregulated portion of the business is included in the Commercial Power business
segment.

Duke Energy Indiana, an Indiana corporatigh organized in 1942, is a vertically integrated and regulated electric utility that provides
service in central, north central and southern Indiana, (s primary line of business is generation, transmission, and distribution of electricity.

On January 2, 2007, Duke Energy completed the spin-off of its natural gas businesses, named Spectra Energy Corp. (Spectra
Energy), including its wholly-owned subsidiary Spectra Energy Capital, LLC (Spectra Energy Capital, formerly Duke Capital LLC). The natu-
ral gas businesses spun off primarily consisted of Duke Energy’s Natural Gas Transmission business segment and Duke Energy's 50%
ownership interast in DCP Midstream, LLC (DCP Midsiream, formerly Duke Energy Field Services, LLG), which was part of the Field Serv-
ices business segment. The results of operations of these businesses are presented as discontinued operaticns in the accompanying
Consolidated Statements of Operations for all periads prior to the spin-off. See Note 1 to the Consolidated Financial Statements,
“Summary of Significant Accounting Policies.”

During the third quarter of 2005, Duke Energy's Board of Directors authorized and directed management to execute the sale or
disposition of substantially all of former Duke Energy North America’s {DENA} remaining assets and contracts outside the Midwestern
United States and certain contractual positions related to the Midwestern assets. The exit plan was completed in the second quarter of
2006 (see Note 13 to the Consolidated Financial Statements, “Disconiinued Operations and Assets Held for Sale™). As discussed below,
certain assets of the former DENA business were transferred to the Commercial Power business segment and certain operations that
Duke Energy continues to wind-down are in Other. The results of operations of the former DENA businesses which Duke Energy exited
have been reflected as discontinued aperations in the accompanying Consolidated Statements of Operations for all periods prior to the
completion of the exit activities.
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" At December 31, 2007, Duke Energy operated the following business segments, all of which are considered reportable segments -
under Statement of Financial Accounting Standards [SFASY No. 131, “Disclosures about Segments of an Enferprise and Related
Infarmation,”": U.S. Franchised Electric and Gas, Commercial Power, International Energy and Duke Energy's 50% interest in the Crescent
Resources joint venture (Crescent JV or Crescent). Prior to Duke Energy’s sate of an effective 50% ownership interest in Crescent in
September 2006 (see below), this segment represented Duke Energy’s 100% ownership of Crescent Resources, LLC. Duke Energy's-
chief operating decision maker regularly reviews financial information about each of these business segments in deciding how to allocate
resources and evaluate performance. For additionat information on each of these business segments, including financial and geographic
information about each reportable business segment, see Ngte 3 to the Consofidated Financial Statements, “Business Segments.”

U.S. Franchised Electric and Gas generates, transmits, distributes and sells electricity in central-and western North Carolina, western
South Caralina, southwastermn Ohio, central and southern Indiana, and northern Kentucky. U.S. Franchised Electric and Gas also transports
and sells natural gas in southwestern Ohio and northern Kentucky, It conducts operations primarily through Duke Energy Carolinas, Duke
Energy Ohio, Duke Energy Indizna and Buke Energy Kentucky. These electric and gas operations are subject to the rules and regulations
of the Federal Energy Regulatory Commission (FERC), the North Carolina Utilities Commission (NCUC), the Public Service Commission of
South Carolina {PSCSC), the Public Utilities Commission of Ohio (PUCQ), the Indiana Utility Reguiatory Commission (IURC} and the Ken
tucky Public Service Commission {KPSC].

Commercial Power owns, operates and manages non+egulated power plants and engages in the wholesale marketing and procure-
ment of electric power, fuel and emissian allowances related ta these plants as well as gther contractual positions, Commaevcial Power's
generation asset fleet consists of Duke Energy Ohia’s nanregulated generatian in Ohio, acquired from Cinergy in April 2006, and the five
Midwestern gasired nonregulated generation assets that were a portion of former DENA. Commercial Power's assets camprise approx-
imaiely 8,020 megawatts of power generation primarily located in the Midwestern U.S. The asset portfalio has a diversified fuel mix with
baseload and mig-merit coakfired units as well as combined cycle and peaking natural gas-fired units. Most of the generation asset output
in Chio has been contracted through the Rate Stabilization Plan (RSP). For more information onthe RSP, see the “Commercial Power”
section below. Commercial Power also develops and implements customized energy solutions. Commerciaf Power, through Duke Energy
Generation Services, Inc, and its affiiates (DEGS), develops, owns and operates electric generation for large energy consumers, munick
palities, utilities and industrial facilities, DEGS currently manages more than 6,600 megawatts of power generation at 23 facilities
throughout the 1.5, DEGS has 240 megawatts of wind energy under construction and well over 2,500 megawatts of wind energy projects
in the development pipeline.

International Energy owns, operates and manages power generation facilities, and engages in sales and marketing of electric power
and natural gas outside the U.S. It conducts operations primarily through Duke Energy lnternational, LLC (DEI) and its activities target
power generation in Latin America. Additionally, International Energy owns equity investments in Saudi Arabia and Greece.

Crescent develops and manages high-quality commercial, residential and multifamily real estate'projects primarily in the South- -
eastem and Southwestern U.S. Some of these projects are developed and managed through joint ventures, Crescent also manages
“legacy” land holdings in Narth and South Carolina. Y ‘

On September 7, 2006, an indirect wholly owned subsidiary of Duke Energy closed an agreement to create the Crescent JV with
Morgan Stanley Real Estate Fund V U.S., L.P. (MSREF) and other affiliated funds controlled by Morgan Stanley (collectively the MS
Members). Under the agreement, the Duke Energy subsidiary contributed all of the membership interests in Crescent to a newhy-formed
joint venture, which was ascribed an enterprise value of approximately $2.1 billion as of December 31, 2005. In conjunction with the
formation of the Crescent JV, the joint venture, Crescent and Crescent’s subsidiaries: entered into 2 credit agreement with third patty
lenders under which Crescent borrowed approximately $1.21 billion, net of transaction costs, of which approximately 51.19 billion was
immediately distributed to Duke Energy. Immediately foliowing the debt transaction, the MS Members collectively acquired a 49%
membership interest in the Crescent JV from Dukie Energy for a purchase price of approximately $415 million. A 2% interest in the Cres-
cent JV was also issued by the joint venture to the President and Chief Cxecutive Officer of Crescent, which is subject to forfeiture if the
executive voluntarily leaves the employment of the Crescent JV within a three year period. Additionally, this 2% interest can be put back to
the Crescent JV after three years, or possibly earlier upon the occurrence of certain-events, at an amount equal to 2% of the fair value of
the Crescent JV's equity as of the put date. Therefore, the Crescent JV will accrue the obligation related to the put as a liability over the
three year forfeiture period. Accordingly, Duke Energy has an effective 50% ownership in the equity of Crescent JV for financial reporting
purposes. Duke Energy's investment in the Crescent M has been accounted for as an equity method investment for periods after Sep-
tember 7, 2006.
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The remainder of Duke Energy's operatians is presented as Other. While it is not considered a business segment, Other prifnarily
includes certain unallocated corporate costs, DukeNet Communications, LLC (DukeNet) and related telecom businesses and Bison
Insurance Company Limited (Bison), Duke Energy’s whoily owned, captive insurance subsidiary. Additionally, Other includes the remaining
portion of Duke Energy’s business formerly known as DENA that was not exited or transferred to Commercial Fower, primarily Duke
Energy Trading and Marketing, LLC (DETM), which management is currently in the process of winding down. Unallocated corporate costs
include certain costs not allocable to Duke Energy's reportable business segments, primarily governance costs, costs to achieve mergers
and divestitures (such as the Cinergy merger and spinoff of Spectra Energy) and costs associated with certain corporate severance
programs. DukeNet develops, owns and operates a fiber optic communications network, primarily in the Carolinas, serving wireless, lotal
and long-distance communications companies, internet service providers and other businesses and organizations, Bison's principal activ-
ities as a captive insurance entity include the insurance andl reinsurance of various business risks and losses, such as workers compensa-
tion, proparty, business interruption and general liability of subsidiaries and affiliates of Duke Energy. On a limited basis, Bison also
participates in reinsurance activities with certain third parties,

Duke Energy is a Delaware corperation. Its principal executive offices are Incated at 526 South Church Strest, Charlotte, North Caro-
lina 28202-1803. The telephone number is 704-594-6200. Duke Energy electronically files reports with the Securities and Exchange
Commissicn (SEG), including annual reports on Form 10K, quarterly reports on Form 10-Q, current reports on Form &K, proxies and
amendments to such reports. The public may read and copy any materials that Duke Energy files with the SEC at the SEC’s Public Refer-
ence Room at 100 F Street, N.E., Washingtan, D.C. 20549, The public may obtain information an the operation of the Public Reference
Room by calling the SEC at 1-800-SEC-0330. The SEC also maintains an intemet site that contains reports, proxy and information state:
ments, and other information regarding issuers that file electronically with the SEC at hitp://wwaw.sec.gov. Additionally, information about
Duke Energy, including its reports filed with the SEC, is available through Duke Energy’s web site at htip.//www.duke-energy.com. Such
reports are accessible at no charge through Duke Energy’s web site and are made available as soon as reasonably practicable after such
material is filed with or furnished {o the SEC.

GLOSSARY OF TERMS
The following terms or acronyms used in this Form 10K are defined below:
Term or Acronym Definition
AAC Annually Adjusted Gompaonent
AFUDC Allowance for Funds Used During Construction
ACCI Accumulated Other Comprehensive Income
AFB Accounting Principles Board
Bison Bison Insurance Company Limited
BPM Bulk Power Marketing
Bridgeport Bridgeport Energy LLC
CAA Clean Air Act
CAR Clean Air Interstate Rule
Campeche Compaiiia de Servicios de Compresion de Campeche, S.A. de C.V.
CAMR Clean Air Mercury Rule
¢ Combined Cycle
cMT Cinergy Marketing and Trading, LP, and Cinergy Canada, Inc.
CT Combustion Turbine
Cinergy Cinergy Corp.
CO. Carbon Dioxide
CoL Combined Construction and Operating License
CPCN Certificate of Public Convenience and Necessity
Crescent Crescent JV
DCP Midstream DCP Midsoream, LLC (formarly Duke Energy Fiskl Services, LLC)

>
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Term or Acronym

DEGS

DEl

DEM

DENA

DENR

DETM

DOE

Do)

DSM

Duke Energy

Duke Energy Carolinas
Duke Energy Indiana
Duke Energy Kentucky
Duke Energy Ohio
EIMF

EPA

EPS

FASB

FEED

FERC

FIN

FSP

FTC

IURC
KPSC

LS Power
MBSSQ
Mct
Moody's
MSREF
MW
NCUC
NDTF

Definition

- Duke Energy Generation Services, Inc.

Duke Energy International, LLC

Duke Energy Merchants, LLC

Duke Energy North America _
Depariment of Environment and Natural Resources
Duke Energy Trading and Marketing, LLC
Department of Energy

Department of Justice

Demand Side Management

Duke Energy Corporation (colléctively with its subsidiaries)
Duke Energy Carolinas, LLC

Duke Energy Indiana, Inc.

Duke Energy Kentucky, Inc.

Duke Energy Ohio, Inc.

Emerging Issues Task Force

Environmental Protection Agency

Earnings Per Share

Financial Accaunting Standards Board

Front End Engineering and Design Study

Federal Energy Regulatory Cammission

Financial Accounting Standards Board Interpretation
Financial Accounting Standards Board Staff Position
Federal Trade Commission

United States Generally Accepted Accounting Principles
Gas Compression Services Agreement

Integrated Gasification Combined Cycle

Internal Revenue Service

Independent Transmission System Operator

Indiana Utility Regulatory Commission

Kanticky Public Service Commission

LS Power Equity Partners

Market Based Standard Service Offer

Thousand cubic feet

Moady's Investaor Services

Morgan Stantey Real Estate Fund V U.S., L.P.
Megawatt

North Carolina Utilities Commiission

Nuclear Decommissioning Trust Funds
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Term or Acronym

Deflnidon

NERC

NMC National Methanol Company

NOx Nitrogen oxide

NRC Nuclear Regulatory Commissian

0CC Office of the Ohio Consumers’ Counsel

OIL Ol Insurance Lirmited

oucce Inciana Office of Utility Consumer Counselor

PEMEX Mexican Naticnal Oil Company

PSCSC Public Service Commission of South Carolina

PUCO Public Utilities Commission of Ohig

PUHCA Public Uity Holding Company Act of 1935, as amended
RSP Rate Stabilizaticn Plan

3AB Securities and Exchange Commission Statf Accounting Bulletin
SB 221 Ohio Senate Bill 221

sEnergy sEnergy Insurance[ Limited

SEC Securities and Exchange Commission -

SFAS Statement of Financial Accounting Standards

50, Sutfur dioxide

SPE Special Purpose Entity

Spectra Energy Spectra Energy Corp.

Spectra Capital Spectra Energy Capital, LLC (formerly Duke Capital LLC)
SRT Systam Reliability Tracker

S&P Standard & Poor’s

Synfuel Synthetic Fuel

TEPPCO GP Texas Eastern Products Pipeline Company, LLC
TEPPCC LP TEPPCO Partners, L.P.

UBE United Bridgeport Energy LLC .

VIE Variable Interest Entity

Westcoast Westcoast Energy, Inc.

Narth American Electric Reliability Council

The following sections describe the business and operations of each of Duke Energy’s reportable business segments, as well as
Other. {For more information on the operating outlook of Duke Energy and its reportable segments, see "Management's Discussion and
Analysis of Financial Condition and Resutis of Operations, Introduciion—Executive Overview and Economic Factors for Duke Energy's
Business”. For financial information on Duke Energy's reportable business segments, see Note 3 1 the Consciidated Financial State- - -
ments, “Business Segments,”) - :

U.S. FRANCHISED ELECTRIC AND GAS

Service Area and Customers

U.S. Franchised Electric and Gas generates, transmits, distributes and selis electricity and transports and sells natural gas. It Gens
ducts operations primarily through Duke Energy Carolinas, Duke Energy Ohio, Duke Energy Indiana and Duke Energy Kentucky (Duke
Energy Ohio, Duke Energy Indiana and Duke Energy Kentucky collectively referred o as Duke Energy Midwest). lts service area covers
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about 47,000 square miles with an estimated popuiation of 11 million in central and western North Carolina, western South Caroling,
southwesten Qhio, central, north central and southern Indiana, and nosthern Kentucky. U.S. Franchised Electric and Gas supplies eleciric
service to approximately 3.9 million residential, commercial and industrial customers over 148,700 miles of distribution lines and a
20,900 mile transmission system. U.5. Franchised Electric and Gas provides domestic regulated transmission and distribution services
for natural gas to approximately 500,000 cusiomers in southwestern Chio and northern Kentucky via approximately 7,100 miles of gas
mains [gas distribution lines that serve as a comman source of supply for more than.one service line} and service lines. Electricity is also
sold wholesale to incorporated municipalities and to public and private utilities. In addition, municipal and cooperative customers who
purchased portions of the Catawba Nuclear Station may also buy pawer from a variety of suppliers, including Duke Energy Carglinas,
through contractuat agreements. For more information on the Catawba Nuclear Station joint ownership, see Note 5 to the Consolidated
Financial Statements, “Joint Qwnership of Generating and Transmission Facilities.” :

Duke Energy Carclinas’ service area has a diversified commercial and industrial presence. Manufacturing continues 1o be the largest
contributor to the economy in the region. Other sectors such as finance, insurance and real estate services also constitute key compo-
nents of the states’ gross domestic product.

The textile industry, rubber and plastic products, chemicals, and machinery and computer products were the most significant contrib-
utors to the area's manufacturing output and Duke Energy Carolinas' industrial sales revenue for 2007. Motor vehicle parts, paper, food
and beverage, building materials and electrical and electronic equipment mamracturing also have a streng impact on the area's econornic
growth and the region's industrial sales. The textile industry, while in decline, is the largest industry served in both North Caralina and
South Carolina (collectively referred to as the Carolinas). ' ‘

Duke Energy Carolinas has business development strategies to leverage the compelitive advantages of its service territory to atiract
and expand advanced manufacturing and data intensive business. These competitive advantages, including a quality workforce, strong
educational institutiens, superior transportation infrastructure and competitive electric rates 30% below the national average were key
factors in attracting new businesses, The success in attracting new companies, as well as expanding the operations of existing custom
ers, substantially offset the sales declines in the industries like textile and furniture in 2007.

Duke Energy Chio’s and Duke Energy Kentucky's service area both have a diversified commercial and industrial presence. Major
companents of the economy include manufacturing, real estate and rental lzasing, wholesale trade, financial and insurance services, ratail
trade, education, healthcare and professional/business services. Cincinnati, Ohio is positioned to become a healthcare hub and the pres-
ence of non-durable manufacturing makes the area less vulnerable to economic fluctuations than other areas.

The primary metals industry, transportation equipment, chemicals, and paper and plastics were the most significant contributors to
the area's manufacturing output and Duke Energy Ohio's and Duke Energy Kentucky's industrial sales revenue for 2007. Food and bever-
age manufacturing, fabricated metals, and electronics also have a strong impact on the area’s economic growth and the region’s
industrial sales.

Duke Energy Ohio and Duke Energy Kentucky have business development strategies to leverage the competitive advantages of the
Greater Cincinnati Region to afiract and expand advanced manufacturing businesses. The availability of a highly skilled workforce,
superior highway access, low cost of living, and proximity to markets and raw materials are key factors in atiracting new customers in
the transportation, food manufacturing, chemical manufacturing, plastics and data processing industries.

industries of major economic significance in Duke Energy Indiana’s service territory include chemicals, primary metals, and trans-
portation. Cther significant industries operating in the area include stone, clay and glass, food products, paper, and other manufacturing.
Key sectors among commercial customers include education and retail trade.

Duke Energy Indiana has business development strategies to leverage the competitive advantages of the indiana region to atiract
new advanced manufacturing, fogistics, life sciences and daia center business to Duke Energy Indiana’s service territory. These advan -
tages, including competitive electric rates, a strong transportation network, exceflent institutions of higher learning, and a quality work-
force, were key in attracting new customers and encouraging existing customer expansians. This ability to attract business invesiment
in the service territory helped balance the slight decline in sales in the chemical, food and transportation equipment sector in 2007,

The number of residential and commercial customers within the U.S. Franchised Electric and Gas' service territory continues to
increase. As a result, sales to these customers are increasing due to the growth in these sectors, As sales to residential and commerciai
customers increase, the level of sales to industrial customers becomes a smaller, yet still significant, portion of U.S. Franchised Electric
and Gas sales.
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summer and winter menths, resulting in higher revenue and cash flows during those periods. By contrast, fewer sales of electricity occur
during the spring and fall, allowing for scheduled plant maintenance during those periods. Peak gas sales occur during the winter months.

The following maps show the U.S. Franchised Electric and Gas’ service territories and operating facilities.

Duke Energy — Carolinas

b U.S. Franchised Electric and Gas' costs and revenues are influenced by seasanal patterns. Peak sales of eleciricity occur during the
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Duke Energy — Midwest Power Generation
Regulated Facilities
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Energy Capacity and Resources

Electric energy for U.S. Franchised Electric and Gas' customers is generated by three nuclear generating stations with a combined
net capacity of 5,020 megawatts {MW) (including Duke Energy’s 12.5% ownership in the Catawba Nuclear Station), fifteen coalfired sta-
tions with a combined net capacity of 13,552 MW {including Duke Energy's 69% ownership in the East Band Steam Station and 50.05%
ownership in Unit 5 of the Gibson Stearn Station), thirty-one hydroelectric stations (including two pumped-storage facililies) with a com-
bined net capacity of 3,213 MW, fifteen combustion turbine (CT) stations burning natural gas, il or other fuels with a combined net
capacity of 5,241 MW and two combined cycte (CC) stations burning natural gas or synthetic gas with a combined net capacity of 560
MW. Energy and capacity are also supplied through contracts with other generators and purchased on the open markei. Factors that
could cause LS. Franchised Electric and Gas to purchase power for its customers include generating plant outages, extreme weather
conditions, summer reliability, growth, and price. U.S. Franchised Electric and Gas has interconnections and arrangements with its neigh-
boring utilities to facilitate planning, emergency assistance, sale and purchase of capacity and energy, and reliability of power supply.

U.S. Franchised Electric and Gas’ generation portfolio is a balanced mix of energy resources having different operating character-
istics and fuel sources designed to provide energy at the lowest possible cost to meet its obligation to serve nativedoad customers. All
options, including owned generation resources and purchased power appartunities, are continually evaluated on a realtime basis to
select and dispatch the fowest-cost resources available to meet system load requirements. The vast majority of customer energy needs
are met by large, low-energy-productioncost auclear and coaHired generating units that operate almost continuously (or at baseload
levels). In 2007, approximately 97.7% of the total generated energy came from U.S Franchised Electric and Gas' low-cost, efficient
nuclear and coal units (66.5% coal and 31.2% nuclear). The remaining energy needs were supplied by hydroelectric, CT and CC gen-
eration or economic purchases from the wholesale market,

Hydroelectric (both conventional and pumped storage) in the Carolinas and gas/cil CT and CC stations in both the Carolinas and
Midwest operate primarily during the peak-hour foad periods (at peaking levels) when customer loads are rapidly changing. CT's and CC's
produce energy at higher production costs than either nuclear or coal, but are less expensive to build and maintain, and can be rapidly
started or stopped as needed fo meet changing customer loads. Hydroelectric units produce low-cost energy, but their operations are
limited by the availability of water flow.

10
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U.S. Franchised Electric and Gas' major pumped-storage hydroelectric facilities offer the added flexibility of using low-cost off-peak
energy to pump water that will be stored for later generation use during times of higher-cost on-peak generation periods. These facilities
allow U.5. Franchised Clectric and Gas to maximize the value spreads between different high- and low-cost generation periads.

U.S. Franchised Electric and Gas is engaged in planning efforts to meet projected load growth in its service territories. Long-term
projections indicate a need for significant capacity additions, which may include new nuclear, integrated gasification combined cycle
{IGCC), coal facilities or gasfired generation units, Because of the long lead times required to develop such assets, U.S. Franchised Elec-
tric and Gas is taking steps now to ensure those options are available. In March 2006, Duke Energy Carolinas announced that it had
entered into an agreement with Southern Company to evaluate potential tonstruction of a new nuclear plant at a site jointly owned in
Cherokee County, South Carolina. In May 2007, Duke Energy anncunced its intent to purchase Southern Company’s 500 MW interest in
the proposed William States Lee lll Nuclear Station, making the plant’s total output available to Duke Energy Carolinas' electric customers.
On December 13, 2007, Duke Energy Carolinas filed an application with the Nuciear Regulatory Commission (NRC) for a combined con
struction and operating license {COL) for two Westinghouse AP1000 {(advanced passive) reactors at the Cherokee County, South Caralina
site. Each reactor is capable of producing approximately 1,117 MW. Submitting the COL application does not commit Duke Energy Caro-
linas to build nuclear units. On February 27, 2008, Duke Energy Carolinas received confirmation from the NRC that its COL application
has been accepted and docketed for the next stage of review. Also, on December 7, 2007, Duke Energy Carolinas filed applications with
the NCUC and the PSCSC for approval of Duke Enargy Carolinas' decision to incur development costs associated with the proposed Wik
tiam States Lee Il Muclear Station. The NCUC had previously approved Duke Energy's decision to incur the North Caroling allocable share
of up to $125 million in development costs through 2007, The new requests cover a totat of up to $230 million in pre-construction devel
opment costs through 2009, which is comprised of approximately $70 million incurred through December 31, 2007 plus an additional
5160 millien of anticipated costs in 2008 and 2009. The PSCSC has scheduled an evidentiary hearing on Duke Energy Carolinas' applica-
tion for April 17, 2008 and the NCUC has scheduled an evidentiary hearing for April 29, 2008. Also, in December 2006, Duke Energy
announced an agreement to purchase a portion of Saluda River Electric Cooperative, Inc.'s ownership interest in the Catawba Nuclear
Station. Under the terms of the agreement, Duke Energy will pay approximately $158 million for the additicnal ownership interest of the
Catawba Nuclear Station, Following the closing of the transaction, Duke Energy will own approximately 19 percent of Catawba Nuclear
Station. This transaction, which is expected to close prior to September 30, 2008, is subject to approval by varicus state and federal
agencies, :

On June 2, 2006, Duke Energy Carolinas fited an application with the NCUC for a Certificate of Public Convenience and Necessity
(CPCN) to construct two 800 MW state of the art coal generation units at its exisiing Chiffside Steam Station in North Carolina. On Febru-
ary 28, 2007, the NCUC issued a notice of decision approving the canstruction of ote unit at the Chiffside Steam Station. On March 21,
2007, the NCUC issued its Order, which explained the basis for its decision to approve construction of one unit, with an approved cost
estimate of $1.93 billion fincluding allowance for funds used during construction {AFUDC)), and certain conditions including providing for
updates on cohstruction cost estimates, A group of environmental interveners filed a motion and supplemental metion for reconsideration
in April 2007 and May 2007, respectively. Duke Energy opposed the motions and the NCUC denied the motions for reconsideration in
June 2007. On January 31, 2008, Duke Energy Carolinas filed its updated cost estimate of $1.8 billion (excluding AFUDC of $600 million)
for the approved new Cliffside Unit 6. Duke Energy Carolinas believes that the overall cost of Cliffside Unit & will be reduced by approx-
imately $125 million in federal advanced clean coal tax credits, On July 11, 2007, Duke Energy Carolinas entered into an engineering,
procurement, construction and commissioning services agreement, valued at approximately $1.3 billion, with an affiliate of The Shaw
Graup, Inc., of which approximately $950 million refates to participation in the construction of a new 300 MW coal unit, with the remainder
related to a flug gas desulfurization system on an existing unit, at Cliffside. On January 29, 2008, the final air permit was issued by the
North Carolina Dapartment of Trvironment and Natural Resources (DENR).

On June 29, 2007, Duke Energy Carolinas filed with the NCUC preliminary CPCN information to construct a 600-800 MW combined
cycle natural gasfired generating facility at its existing Dan River Steam Station, as well as updated preliminary CPCN information to
construct a 600-800 MW combined cycle natural gas-ired generating facility at its existing Buck Steam Station. On December 14, 2007,
Duke Energy Carolinas filed CPCN applications for the two combined cycle facilities. The NCUC has consclidated its consideration of the
two CPCN applications and scheduled an evidentiary hearing on the applications for March 11, 2008.

In August 2005, Duke Energy indiana filed an application with the IURC for approval of study and preconsiruction costs related to the
joint development of an IGCC project with Southern Indiana Gas and Electric Company d/b/a Vectren Energy Delivery of indiana, Inc.
{Vectren). Duke Energy Indiana and Vectren reached a Settlement Agreement with the Indiana Office of Utility Consumer Counselor {QUCC)
providing for the recovery of such costs if the IGCC project is approved and constructed and for the partial recovery of such costs if the
IGCC project does not go forward. The WURC issued an arder on July 26, 2006 approving the Settlement Agreement in #ts entirety.
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On Septemher 7, 2006, Duke Energy Indiana and Vectren filed a joint pefition with the IURC seeking CPCN's for the construction of a
630 MW IGCC power plant at Duke Energy Indiana's Edwardsport Generating Station in Knox County, Indiana. The petition describes the
applicants’ need for additional baseload generating capacity and requests timely recovery of all construction and operating costs refated
to the proposed generating station, including financing costs, together with certain incentive ratemaking treatment, Duke Energy Indiana
and Vectren filed their cases in chief with the IURC on October 24, 2006. As with Duke Energy Carolinas’ Cliffside project, Duke Energy
Indiana’s estimated costs for the potential IGCC project have increased. Duke Energy Indiana’s publicly filed testimony with the IURC
states that industry estimates (as provided by the Electric Pawer Research Institute (EPRI}) of total capital requirements for a facility of
this type and size are now in the range of 51.6 hillion to $2.1 billion {including escalation to 2011 and owners’ specific site costs). In April
2007, Duke Energy Indiana and Vectren filed a Front End Engineering and Design (FEED) Study Report which included an updated esti-
mated cost for the IGCC project of approximately $2 billion (including AFUDC}. An evidentiary hearing was held June 1822, 2007, and a
public field hearing was held on August 29, 2007. On November 20, 2007, the IURC issued an order granting Duke Energy Indiana
CPCNs for the proposed IGCC project and approved the timely recovery of costs related to the project. The tURC also approved Duke
Energy Indiana's proposal to initiate a proceading in May 2008 concerning proposals for the study of partial carbon capture, sequestra-
tion and/or enhanced oil recovery for the Edwardsport IGCC Project. The Citizens Action Coalition of Indiana, Inc., Sierra Club, Inc., Save
the Valley, Inc., and Valley Watch, Inc., all intervenars in the CPCN proceeding, have appealed the IURC Order to the Indiana Court of
Appeals. That appeal is pending. On January 25, 2008, Duke Energy Indiana received the final air permit from the Indiana Department of
Environmental Management. In August 2007, Vectren withdrew its participation in the IGCC plant. Duke Energy Indiana is currently explor-
ing its aptions, including assuming 100% of the plant capacity. Absent identification of an alternative joint owner, Duke Eriergy Indiana
would own 100% of the IGCC plant capacity. : '

Fuel Supply

U.S. Franchised Electric and Gas relies principally on coal and nuclear fuel for its generation of electric energy. The following table
lists U.8. Franchised Electric and Gas’ sources of power and fuel costs for the three years ended December 31, 2007.

Generation by Source Cost of Deliverad Fuel per Net

(Percent) Kilowatt-hour Generated [Cents]
2007 200619 2005 2007 20064 2005
Coalal 66.5 63.4 52.5 2.20 216 2.14
Nuclearit 312 351 457 038 0.42 0.41
Qii and gas 1.1 0.6 01 932 12.67 28.83
All fuels {cost based on weighted averagejalo) 988 991 983 171 1.61 1.36
Hydroelectrict® . 12 0.9 1.7

100C 1000 1000

(a} Statistics related o coal generation and all fuels reflect LS. Franchised Electric and Gas’ 69% cwnership interest in the East Bend Steam Station and 50.05%
gwnership interest in Unit 5 of the Gibson Steam Station. .

{b)  Statistics related to nuclear ganeration and all fuels reflact U.S. Franchised Electric and Gas’ 12.5% ownership interest in the Catawba Nuclear Station.

{ct  Cost statisiics include amounts for light-off fuel at U.S. Franchisad Elsctric and Gas' coalfired stations,

{d) Gemerating figures are net of autput required to replenish pumped storage facilities during offpeak periods.

fe} includes legacy Cinergy regulated operations from the date of acquisition tApril 3, 2006} and thereafter.

Coal. U.5. Franchised Electric and Gas meets its coal demand in the Carofinas and Midwest through a portfolio of purchase supply
contracts and spot agreements. Large amounts of coal are purchased under supply cantracts with mining operators who mine both
underground and at the surface. U.S. Franchised Electric and Gas uses spotmarket purchases to meet coal requirements not met by
supply contracts, Expiration dates for its supply contracts, which have varicus price acdjustment provisions and market re-openers, range
from 2008 to 2016. U.S. Franchised Electric and Gas expects to renew these contracts or enter into similar contracts with other suppli-
ers for the quantities and quality of coal required as existing contracts expire, though prices will fluctuate over time as coal markets
change, The coal purchased for the Caralinas is primarily produced from mines in eastern Kentucky, West Virginia and southwestern Vir-
ginia. The coal purchased for the regulated Midwest entities is primarily produced in indiana, Winois, and Kentucky. U.S. Frenchised Elec-
fric and Gas has an adequate supply of coal to fuel its projected 2008 operations and a significant portion of supply to fuef its projected
2009 aperations.

The current average sulfur content of coal purchased by U.S. Franchised Electric and Gas fer the Carclinas is approximately 1%;
however, 25 Carolinas coal plants continue 1o bring on scrubbers over the next several years, the sulfur content of coal purchased could -
increase as higher sulfur coal options are considered. The current average sulfur content of coal purchased by U.S. Franchised Electric
and Gas for the Midwest is approximately 2%. Coupled with the usz of available suifur dioxide (S0O.) emission allowances on the open
market, this satisfies the current emission limitaticns for SO for existing facilties in the Carolinas and Midwest.
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Gas. U.S. Franchised Electric and Gas is responsible for the purchase and the subsequent delivery of natural gas to nativé load-
customers in the Midwast. U.S, Franchised Electric and Gas' natural gas procurement strategy is to_buy firm natural.gas supplies {natural
gas intended to be available &t 2 times) and firm interstate pipeline transportation capacity during the winter seasan (November through
March} and during the non-heating season (April through October) through a combination of firm supply and transportation capacity along -
with spot supply and interruptible transportation capacity. This strategy allows U.S. Franchised Electric and Gas to assure reliable natural
gas supply for its high priority (non-curtailable} firm customers during peak winter conditions and provides U.S. Franchised Electric and
Gas the flexibility to reduce its contract commitments if firm customers choose altemate gas suppliers under U.S. Franchised Electric and
Gas’ customer choice/gas transportation programs. In 2007, firm supply purchase commitment agreements provided approximately 97%
of the natural gas supply, with the remaining gas purchased on the spot market. These firm supply agreements feature two levels of gas
supply, specifically (1} baseioad, which is a continuous supply to meet narmal demand requirements, and (2) swing load, which.is gas
available on a daily basis to accommodate changes in demand due primarily to changing weaiher conditions.

U.S. Franchised Electric and Gas aiso owns two underground caverns with a total storage capacity of approxlmately 16 miJhon gal
lons of liquid propane. In addition, U.S. Franchised Electric and Gas has access to nine miltion galtons of liquid prapane through a storage
agreement with a third party. This liquid propane is used in the three propane/air peak shaving plants located in Ohio and Kentucky. I?rro- ‘
pane/air peak shaving plants vaporize the propane and mix with natural gas to supplement the natural gas supply during peak demand
periods and emergencies. ‘

U.S. Franchised Electric and Gas manages natural gas procurement—pnce volatility mitigation programs for Duke Energy Dhio ard
Duke Enargy Kentucky. These programs pre-arrange between 25-75% of winter heating seasan baseload gas requirements and up to
25-50% of summer season baseload requirements up to three years in advance of the delivery month. Duke Energy Ohic and Duke
Energy Kentucky use primarily fixed-price forward contracts and contracts with a.ceiling and floor on the-price. As of December 31;
2007, Duke Energy Ohio and Duke Energy Kentucky, combined, had hedged approxlmately 52% of their winter 2007,/2008 base load
requirements.

U.S. Franchisad Electric and Gas is responsible far the purchase and the subsegquent delivery of naturai gas io the gas turbina gen
erators 1o serve native electric load customers in the Duke Energy Carolinas, Duke Energy Indiana and Duke Energy Kentucky service
territories. The natural gas procurement strategy is to contract with one or several suppliers who buy spot market natural gas supplies
along with firm or interruptible interstate pipeline transportation capacity for delivenies to the site. This strategy allows for c:ompetiﬁve
pricing, flexibility of delivery, and reliable natural gas supplies to each of the natural gas prants Marny of the natural gas plants can be -
served by several supply zones and multiple pipelines.

Duke Energy Indiana hedges a percentage of its winter and summer expected native gas burn irom Indiana gas.turbine units using
financial swaps tied to the NYMEXHenry Hub naturai gas fitures.

Nuclear. Developing nuclear generating fuel generally involves the mining and milling of Lranium ore to produce uraniym concen-
trates, the conversion of uranium concentrates to uranium hexafluoride gas, enrichment of that gas, and then the fmncatum of the
enriched uranium hexaflucride into usable fuel assemblies.

U.S. Franchiseg Electric and Gas has contracted for uranium materials and services required to fuel the' (.'ﬁ:nnee, McGuire gnd Cata-
wha Nuclear Stations in the Carolinas. Uranium concentrates, conversion services and enrichment services are primarily met trough a-
diversified portfolio of long-term supply contracts. The contracts are diversified by supplier, country of origin and pricing. U.S: Franchised
Electric and Gas staggers its contracting so that its portfolio of longterm contracts covers the majority of its fuet requirements at Oco-
nee, McGuire and Catawba in the near term, but so that its level of coverage decreases over time into the future,: Due to the technical
complexities of changing suppliers of fugl fabrication servicas, U.S. Franchised Electric and Gas general!y sole sources these services to
a single domestic supplier on a plantby-plant basis using multi-year contracts. .

Based on current projections, U.S. Franchised Electric and Gas' existing portfolio of contracts will meet the requwemants of Oconee,
McGuire and Catawba Nuclear Stations through the following years :

Nuclear Station Uranium Material Conversion Service Enrichment Service Fabrication Service ‘.

Oconee 2012 2012 : 2009 ) 20158
McGuire 02 2012 2009 2015
Catawba 2012 2012 2009 , 2014
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After the vears indicated above, a portion of the fuel requirements at Oconee, McGuire and Catawba are covered by longterm con-
tracts. For requirements not covered under long-term contracts, Duke Energy believes it will be able to renew contracts as they expire, or
eniter into similar contractual arrangements with other suppliers of nuclear fuel materials and services. Near-term requirements not met by
long-term supply contracts have been and are expected to be fulfilled with uranium spot market purchases. :

Duke Energy Carolinas has entered into a contract with Shaw AREVA MOX Services (MOX Services) (formerty Duke COGEMA Stone &
Webster, L C) under which Duke Energy Carolinas has apreed to prepare the McGuire and Catawba nuclear reactors for use of mixed-
oxide fuel and to purchase mixed-oxide fuet for use in such reactors. Mixed-oxide fuel will be fabricated by MOX Services from the U.S.
government's excess plutonium from ils nuclear weapons programs and is similar to conventional urznium fuel. Before using the fuel,
Duke Energy Carolinas must apply for and obtak amendments to the facilities' operating licenses from the NRC. On March 3, 2005, the
NRC issued amendments to Catawba Nuclear Station's operating licenses to aliow the receipt and use of four mixed oxide fuel lead
assemblies. These four lead assemblies completed their first cycle of irradiation on November 11, 2006 and have been inserted for a
second cycle of irradiation in Unit ¥ of the Catawba Nuclear Station.

Energy Efficiency. In May 2007, Duke Energy Carolinas filed an energy efficiency plan with the NCUC that recognizes energy effe -
ciency as a reliable, valuable resource that is a “fifth fuel,” that should be part of the portfolio available to meet customers’ growing need
for electricity along with coal, nuclear, natural gas, or renewable energy. The plan would compensate Duke Energy Carolinas for verified
reductions in energy use and be available to all custemer groups. The plan contains proposals far several different energy efficiency
programs. Customers would pay for energy efficiency programs with an enargy efficiency rider that would be included in thelr power bill
and adjusted annually. The energy efficiency rider would be based on the avoided cost of generation not needed as a result of the suc-
cess of Duke Energy Carolinas’ energy efficiency efferts. The plan is consistent with Duke Energy Carolines’ public commitment to invest
1% of its annual retail revenves from the sale of electricity in energy efficiency programs subject ta the appropriate regulatory treatment
of Duke Energy Cardlinas’ energy efficiency investments. A hearing is expected in 2008, ‘

0On September 28, 2007, Duke Energy Carolinas filed an application with the PSCSC seeking approval to implement new energy effi
ciency programs in South Carolina. Duke Energy Carolinas’ South Carolina application is. based on the application filed in North Carolina. In
advance of the evidentiary hearing held February 5-6, 2008, Duke Energy Carolinas reached setement agreements with the South
Carolina Office of Regulatory Staff (ORS}, WalMart, Piedmont Natural Gas and the South Carolina Energy Users Committee. Certain envi
ronmental groups that were also interveners on the proceeding did not join any of the settlements. This agreement calls for Duke Energy
Carolinas to bear the cost of the programs and altaws for recovery of 85% of the avoided generation charges. An evidentiary hearing is
expected to be scheduled by the NCUC for Narth Caralina in 2008. :

implementation of these plans is subject 1o approval from the NCUC and PSCSC. As a result, Duke Energy is not able to estimate the
impact this plan might have on its consolidated results of operations, cash flows, or financial position.

On July 11, 2007, the PUCO approved Duke Energy Ohio’s Demand Side Management/ Energy Efficiency Program (DSM Program).
The DSM Program consists of ten residentiat and two commercial programs, Implementation of the programs has begun. The programs
were first proposed in 2006 and were endorsed by the Duke Energy Community Partnership, which is a collaborative group made up of
representatives of organizations interested in energy conservation, efficiency and assistance to lowincome custorners. The program
costs will be recouped, through a cost recovery mechanism that will be adjusted annually to reflect the previous year's activity. Duke
Energy Ohio is permitted to recover lost revenues, program costs and shared savings (once the programs reach 65% of the targeted
savings level) through the cost recovery mechanism based upon impact studies to be provided to the Staff of the PUCQ.

On October 19, 2007, Duke Energy Indiana filed its petition with the IURC requesting approval of an alternative regulatory plan to
increase its energy efficiency efforts in the state. Similar to the plans in North Carolina and South Carolina, Duke Energy Indiana seeks
approval of a plan that will be available to all customer groups and will compensate Duke Energy Indiana for verified reductions in energy
usage. Under the plan, customers would pay for energy efficiency programs through an energy efficiency rider that would be included in
their powey bill and adjusted annually through a proceeding before the WRC. The energy efficiency rider wifl be based on the avoided cost
of generation not needed as a result of the success of Duke Energy indiana’s energy efficiency programs. The IURC is expected to
consider the petition in an evidentiary hearing in May 2008,

On November 15, 2007, Duke Energy Kentucky filed its annual application to continue existing energy efficiency programs, consist-

ing of nine residential and two commercial and industrial programs, and to true-up its gas and electric tracking mechanism for recovery of
lost revenues, program costs and shared savings. An order on the application is expected in the first quarter of 2008,
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Renewable Energy. Climate change concerns, as well as the high price of oil, have sparked nising government support in driving
increasing renewable energy legisliation at both the federal and state level. For example, the new energy legislation passed in Morth Caro-
lina in 2007 establishes a renewable portfolio standard for electric utitities at 3% of output by 2012, rising gradually to 12.5% by 2021.
Duke Energy Carolinas, Duke Energy Chio and Duke Energy Indiana have issued Request for Proposals seeking bids for power generated
from renewable energy sources, including sun, wind, water, organic matter and other sources that can be available as early as 2012.

inventory

Generation of electricity is capitabintensive, U.S. Franchised Electric and Gas must maintain an adequate stock of fuel, materials and
supplies in order to ensure continucus operation of generating facilities and reliable delivery to customers. As of December 31, 2007, the
inventory balance for U.S. Franchised Electric and Gas was approximately $817 mitlion, See Note 1 to the Consohdated Financial State- |
ments, “Summaty of Significant Accounting Policies,” for additional information.

Insurance and Decommissioning

Cuke Energy cwns and operates the McGuire and Oconee Nuclear Stations and operates and has a partial ownership interest in the -
Catawba Nuclear Station. The McGuire and the Catawba Nuclear Stations each have two nuclear reactors and the Oconee Nuclear Station
has three. Nuclear insurance includes: liability coverage; property, decontamination and premature decommissioning coverage; and bust-
ness interruption and/or extra expense coverage. The other joint owners of the Catawba Nuciear Station reimburse Duke Energy for cer-
tain expenses associated with nuclear insurance premiums. The Price-Anderson Act requires Duke Energy to provide for public liability
claims resulting from nuclear incidents to the full limit of liability, which is approximately $10.8 billion. See Note 17 to the Consalldated
Financial Statements, “Commitments and Contingencies—Nuclear Insurance,” for more information,

In 2005, the NCUC and PSCSC approved a 548 million annual amount for contributions and expense levels for decommissioning.
During 2007, Duke Energy expensed approximately $48 million and contributed approximately $48 million of cash to the Nuclear
Decommissioning Trust Funds (NDTF) for cecommissioning costs. The entire $48 million was contributed to the funds reserved for con-
taminated costs as contributions to the funds reserved for non-contaminated costs have been discontinued since the current estimates
indicate existing funds to be sufficient to cover projected future costs. The balance of the extemal funds was $1,929 million as of
December 31, 2007 and $1,775 million as of December 31, 2006. These amounts are reflected in the Consolidated Balance Sheels as
Nuclear Decommissioning Trust Funds Within Investments and Other Assets.

Estimated site-specific nuclear decommissioning costs, including the cost of decommissioning plant components not subject to
radicactive contamination, total approximately $2.3 billion in 2003 dollars, based on a decommissioning study completed in 2004. This
includes costs related to Duke Energy's 12.5% ownership in Catswba Nuclear Station. The other joint owners of Catawba Nuciear Station
are responsible for decommissioning costs related to their cwnership interests in the station. The previous study, ¢onducted in 1999,
estimated & decommissioning cast of $1.9 hillion (52.2 billion in 2003 dollars at 3% inflation). The estimated increase is due primarily to
inflation and cost increases for the size of the organization needed to manage the decommissioning project (based on current industry
experience at facilities undergoing decommissioning), Both the NCUC and the PSCSC have allowed Duke Energly to recover estimated
decommissioning costs through retail rates over the expected remaining service periods of Duke Energy's nuclear stations. Duke Energy
believes that the decommissioning costs being recovered through rates, when coupled with expected fund earnings, are sufficient to
provide for the cost of decommissioning.

After used fuet is removed from a nuclear reactor, it is cooled in & spentfuel pool at the nuclear station. Under provisions of the
Nuclear Waste Policy Act of 1982, Duke Energy contracted with the Department of Energy {DOE! for the disposal of used nuclear fuel.
The DOE failed to begin accepting used nuclear fuel on January 31, 1998, the date specified by the Nuclear Waste Policy Act and in Duke
Energy’s contract with the DOE. In 1998, Duke Energy filed a claim with the U.S. Court of Federal Claims against the DOE related to the
DOE's failure to accept commercial used nuclear fuel by the required date. Damages claimed in the lawsuit are based upon Deke Energy’s
costs incurred as a result of the DOE's partial material breach of its contract, including the cost of securing additional used fuel storage
capacity. On March 6, 2007, Duke Energy Carolinas and the U.S. Depariment of Justice reached a settlement resolving Duke Energy's
used nuclear fuel fitigation against the DOE. The agreement provided for an initial payment to Duke Energy of approximately $56 million
for certain storage costs incurred through July 31, 20085, with additional amounts reimbursed annually for future storage costs. Duke
Energy will continue to safely manage its used nuclear fuel until the DOE accepls it. :

Duke Energy has experienced numerous claims for indemnification and medical reimbursements relating to damages for bodily
injuries allaged to have arisen from the exposure to or use of ashestos in connection with construction and maintenance activities con-
ducted by Duke Energy Carolinas on its electric generation plants pricr to 1986, Duke Energy has third-party insurance to cover certain
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losses related to Duke Energy Carolinas’ asbestos—elated injuries and damages above an aggregate self insured retention of $476 mil
lion. Reserves recorded on Duke Energy’s Consolidated Balance Sheets are based upon the minimum amount in Duke Energy’s best esti-
mate of the range of loss for curtent and future asbestos claims through 2027. Management believes it is possible that claims will '
continue to be filed against Duke Energy Carolinas after 2027. In light of the uncertainties inherent in a longer-term forecast, management
does not believe they can reasonably estimate the indemnity and medical costs that might be incurred after 2027 refated to such poten- -
tial claims. Ashestos-related reserve estimates incorporate anticipated inflation, if applicable, and are recorded on an undiscountad basis.
These reserves are based upan current estimates and are subject to greater uncertainty as the projection period lengthens. A significant
upward or downward trend in the number of claims filed, the nature of the alleged injury, and the average cost of resolving each such
claim could change management’s estimated liability, as could any substantial adverse or favorable verdict at trial. A federal legislative
solution, further state tort reform or structured settiement transactions could also change the estimated liabikity, Given the uncertainties
associated with projecting matters into the future and numerous other factors outside Duke Energy’s control, management believes it is
reasonably possibje that Duke Energy Carolinas may incur asbestos liabilities in excess of its recorded raserves.

Duke Energy Indiana and Duke Energy Chio have also been named as defendants or co-defendantis in lawsuits related to ashestos at
their electric penerating stations. The impact on Duke Energy’s financial position, cash flows, or results of operaticns of these cases to
date has not been material. Based on estimates under varying assumptions, conceming uncertainties, such as, among others: (i} the
number of contractors potentially exposed to asbestos during construction or maintenance of Duke Energy Indiana and Duke Energy Ohio
generating plants; (i) the possible incidence of various illnesses among exposed workers, and (i) the potential settlement costs without
federal or other legislation that 2ddresses ashestas tort actions, Duke Energy estimates that the range of reasonably possible exposure
in existing and future suits over the foreseeable future is not material. This estimated range of exposure may change as additional settle-
ments occur and claims are made and more case law is established.

See Note 17 to the Consolidated Financial Statements, “Commitments and Contingencies—Asbestos Related Injuries and Damages
Claims,” for more information.

Competition

U.S. Franchised Electric and Gas competes in some areas with government-owned power systems, municipally owned electric sys-
tems, rural electric cooperatives and other private ulilities. By statute, the NCUC and the PSCSC assign service areas outside municipal
ities in North Carclina and South Caroling, respectively, to regulated electric ufilities and rural electric cooperatives. Substantially ail of the
territory comprising Duke Energy Carolinas’ service area has been assigned in this manner. In unassigned areas, Cuke Energy Carolinas’
business remains subject to competition. A decision of the North Caralina Suprema Court limits, in some instances, the right of North
Carolina municipalities to serve customers outside their corporate limits, In South Carglina, competition continues between municipalities
and other electric suppliers qutside the munjcipalities’ corporate limits, subject to the regulation of the PSCSC. In Kentucky, the right of
municipalities to serve customers outside corporate limits is subject to court approval. In Ohio, certified suppliers may offer retail electric
generation service to residential, commercial and industrial customers. In Indiana, the state is divided into certified eleciric service areas
for municipal utilities, rural cooperatives and investor owned utilities. There are limited circumstances where the certified electric service
areas can be modified, with approval of the IURC. U.S. Franchised Electric and Gas also competes with other utilities and marketers in the
wholesale electric business. In addition, U.5. Franchised Electric and Gas continues to compete with natural gas providers.

Regulation

State

The NCUC, the PSCSC, the PUCO, the IURC and the KPSC (collectively, the State Utility Commissions) approve rates for retail elec-
tric service within their respective states. In addition, the PUCO and the KPSC approve rates for retail gas distribution senvice within their
respective states, The FERC approves U.S. Franchised Electric and Gas’ cost based rates for slectric sales to certain wholesale custom-
ers. For more information on rate matters, see Note 4 to the Consolidated Financial Statements, “Regulatory Matters—L.S. Franchised
Electric and Gas.” The State Utility Commissions, except for the PUCQ, also have authority over the construction and operation of U.S,
Franchised Flectric and Gas’ facilities. CPCN's issued by the State UHility Commissions, as applicable, authorize L.S. Franchised Electric
and Gas fo construct and operate its electric facilities, and to sell electricity to retait and wholesale customers. Prior approval from the
relevant State Utility Commission is required for Duke Energy's regulated operating companies to issue securities,
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In June 2007, Duke Energy Carolinas filed an application with the NCUC seeking authority to increase its rates and charges for elec-
tric service in North Carolina effective January 1, 2008, This application complied with a condition imposed by the NCUG in approving the
Cinergy merger. On October 5, 2007, Duke Enargy Carolinas filad an Agreement and Stipulation of Partial Settiement (Partial Setilement),
a settlement agreemant among Duke Energy Carolings, the NCUC Public Staff, the Marth Carolina Attorney General’s Office, Caroling
Utility Customers Association Inc., Caroling Industrial Group for Fair Utility Rates Ill and WalMart Stores East LP, for cansideration by the
NCUC. The Partiat Settlernent, which includes Duke Energy Carolinas and all intervening parties {o the rate case, reflected agreernents on
all but a few issues in these matters, including two significant issues. The two significant issues related to the treatment of ongoing
merger cost savings resulting from the Cinergy merger and the proposed amortization of Duke Energy Carolinas’ development costs
related to GridSouth Transco, LLC {GridSouth), 2 Regionat Transmission Organization (RTO) planned by Duke Erergy Carolinas-and other
utility companies as a resutt of previous FERC rulemakings, which was suspended in 2002 and discomtinued in 2005 as a result of regu-
latory uncertainty. The Partial Settlement and the remaining disputed issues were presented to the NCLIC for a ruling.

The Partial Setlement reflected an agreed to reduction in net revenues and pre-tax cash flows of approximately $210 million and
correspanding rate reductions of 12.7% to the industrial class, 5.05% - 7.34% to the general class and 3.85% o the residerrtial class of
Customers with an effective date of January 1, 2008. Under the Partial Settlement, effective January 1, 2008, Duke Energy Carolinas
discontinued the amortization of the environmental compliance casts pursuant to North Garolina clean air legislation discussed above and
began capitafizing all environmental compliance costs above the cumulative amortization charge of $1.05 billion as of December 31,
2007. Over the past five years, the average annual clean air amortization was $210 million. The Partial Setlement was designed to
enable Duke Energy Carolinas to eam a rate of return of 8,57% on a North Carolina retail jurisdictional rate base and an 11% retum on
the common equity component of the approved capital structure, which consists of 47% debt and 53% comman equity. As part of the
settiement, Duke Energy Carolinas agreed to alter the then existing bulk power marketing (BPM) profit sharing arrangement that included
a provision to share 50% of the North Carolina retail allocation of the profits from certain wholesale sales of bulk power from Duke Energy
Carolinas' generating units at market based rates. Under the Partial Settlement, Duke Energy Carolinas will share 90% of the North Caro-
lina retail allocation of the profits from BPM transactions beginning January 1, 2008,

The NCUC issued its Qrder Approving Stipulation and Deciding Non-Settled Issues on December 20, 2007, The NCUC appraved the
Partial Settlement in its entirety. The merger savings rider and GridSouth cost matters are discussed in detail below, For the remaining
non-settled issues, the NCUC decided in Duke Energy Carolinas’ favor. With respect to the non-settled issues, the Order required that
Duke Energy Carolinas’ test period operating costs reflect an annualized level of the merger cost savings actually experienced in the test
petiod in keeping with traditional principles of ratemaking. The NCUC explained that because rates should be designed to recover area-
sonable and prudent lavel of ongoing expenses, Duke Energy Carolinas’ annual cost of service and revenue requirement should reflect, as
closely as possible, Duke Energy Carolinas’ actual costs, However, the NCUC recognized that its treatment of merger savings wouid not
produce a fair result. Therefore, the NCUC preliminarily concluded that it would reconsider certain language in its 2006 merger order in
arder to allow it to authorize a 12-month increment rider of approximately S80 million designed to provide a more equitable sharing of the
actual merger savings achieved on an ongoing basis. Additionally, the NCUC concluded that approximately $30 million of costs incurred .
through June 2002 in connection with GridSouth and deferred by Duke Energy Carolinas, were reasonable and prudent and approved a
tenyear amortization, retroactive to June 2002. As a result of the retroactive impact of the Order, Duke Energy Carolinas recorded an
approximate $17 million charge to write-oft a portion of the GridSouth costs in 2007. The NCUC did not allow Duke Energy Carolinas a
return on the GridSouth investments. As a result of its decision on the non-settied issues, the NCUC orderec an additional reduction in
annual revenues of approximately 554 million, ofiset by its preliminary authorization of a 12-month, SB0 million increment rider, as dis-
cussed above. The Order ultimately resulted in an overall average rate decrease of 5% in 2008, increasing to 7% upon expiration of this
onetime rate rider. On February 18, 2008, the NCUC issued an order confirming their preliminary conclusion regarding the merger sav-
ings rider. This order reaffirmed the prior tentative conclusion that the provisions of the Merger Order will not produce a fair sharing of the
benefits of estimated merger savings between ratepayers and shareholders and thaf, for that reason, Duke Energy should be authonzed
to implement g 12-month increment rider to collact $80 million.

South Carolina passed new energy legislation which became effective May 3, 2007. Key elements of the legislation include
expansion of the annual fuel clause mechanism to include recovery of costs of reagents (ammonia, limestone, etc.) that are consumed in
the operation of Duke Energy Carolinas' S0, and nitrogen oxide (N0} controf technologies and the cost of certain emission allowances
used to meet environmental requirements. The cost of reagents for Duke Energy Carolinas in 2008 is expected to be approximately 530
million. With the enactment of this legislation, Duke Energy Carolinas will be allowed to recover the South Carolina portion of these costs,
incurred on or after May 3, 2007, through the fuel clause. The legislation also includes orovisions to pravide assurance of cost recovery
related to a utility's incurrence cf project development costs associated with nuclear baseload generation, cost recovery assurance for
construction costs associated with nuclear or coal baseload generation, and the ability to recover financing costs for new nuclear base-
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load generation in rates during construction. The North Carolina General Assembly also passed comprehensive energy legislation in July
2007 that was signed into law by the Governor on August 20, 2007, The North Carolina legislation allows utilities to recover the costs of
reagents and certain purchased power costs. Like the South Carolina legislation, the North Carclina legisiation provides cost recovery
assurance for nuclear project development costs as well as baseload generation construction costs. A utility may include financing costs
related to construction work in progress for baseload plants in a rate case. The North Carolina legislation also establishes a renewable
portfolia standard for electric utilities at 3% of energy output in 2012, rising gradually to 12.5% by 2021, and grants the NCUC authority
to approve a rate rider to compensate utilities for enarpy efficiency programs that they implement. On August 23, 2007, the NCUC ink
tiated a rulemaking proceeding to adopt new rules and modify existing rules, as appropriate, to implement the legislation. That proceed-
ing is pending and final rules are expected in the first quarter 2008. At this time, Duke Energy is not able to estimate the impact these
legistative initiatives might have on its consolidated results of operations, cash flows, or financial position.

On December 12, 2007, the PSCSC directed the ORS to provide a written report concerning the NCUC's resolution of Duke Energy
Carolinas’ rate application and its relevance to Duke Energy Carolings’ rates in South Carolina. The ORS in turn requested information
from Duke Energy Carolinas. After review of information supplied by Duke Energy Carolinas and several other documents related to the
North Carelina rate case, and after conversations with the North Carolina Public Staff, the ORS filed its report with the PSCSC on Jan-
uary 31, 2008. The ORS concluded that the outcome of the North Carolina rate case had no bearing on Duke Energy Carolinas' rates in
South Carolina. The PSCSC has not yet responded to the report filed by the ORS. :

Electric generation supply service has been deregulated in Ohio. Accordingly, Duke Energy Chio's electric generation has been
deregulated and Duke Energy Ohio is in a competitive retail electric service market in the state of Ohio. Under applicable fegistation gow -
eming the dereguiation of generation, Duke Energy Ohio has implemented a RSP, including a market based standard service offer
(MBSSQ) approved by the PUCD. The RSP, amang other things, allows Duke Energy Ohio to recover increased costs associated with
environmental expenditures on its deregulated generating fleet, capacity reserves, and provides for a fuel and emission allowance cost
recovery mechanism through 2008. See Note 4 to the Consofidated Financial Statements, “Regulatory Matters—U.S. Franchised Electric
and Gas - Rate Related Information” for additicnal information.

On September 25, 2007, at the request of the Governor of Ohio, the Ohio Senate introduced a bill {SB 221} that proposes a cotmpre-
hensive change to Ohio’s 1999 electric energy industry restructuring legislation. if enacted, S8 221 would expand the PUCO's autharity
over generation to: implement the state's revised energy policy; regulate electric distribution utility prices for standard service; and permit
the PUCO to implerment rules for advanced energy portfolio and energy efficiency standards, greenhouse gas emission reporting require-
ments, and pilot project carbon sequestration activities in conjunction with other state agencies. Under SB 221, electric distribution utir
ities have the abiiity to apply for PUCO approval of one of two generation pricing alternatives —a market option or an Eleciric Security Plan
{ESP) option. The market option is based upon a competitive bidding process. The ESP option would allow for the recovery of specified
costs. The PUCO, however, would have authority to disallow the market option and compel the ESP option. SB 221, if enacted, would
limit the abifity of a utility to transfer its dedicated generating assets 0 an exempt wholesale generator absent PUCC approval. 58 221
passed the Ohio Senate on Qctober 31, 2007, and is currently pending before the Ohic House of Representatives,

Federal

Regulations of FERC and the State Utility Commissions govern access to regulated electric and gas customer and other data by
nonregulated entities, and services provided between regulated and nonregulated energy affiliates. These regulations affect the activities
of nonregulated affiliates with U.S. Franchised Electric and Gas.

The Energy Policy Act of 2005 was signed into law in August 2005, The legislation directs specified agencies to conduct a sig-
nificant number of studies on various aspects of the energy industry and to implement other provisions through rulemakings. Amaong the
key provisions, the Energy Policy Act of 2005 repealed the Fublic Utility Helding Company Act (PUHCA) of 1935, directed FERC to estab-
lish a self-regulating electric reliability organization governed by an independent board with FERC oversight, extended the Price Anderson
Act for 20 years (untit 2025), provided loan guarantees, standby support and production tax credits for new nuciear reactors, gave FERC
enhanced merger appsoval authority, provided FERC new backstap autharity for the siting of certain electric transmission prajects,
streamfined the processes for approval and permitting of interstate pipelines, and reformed hydropower relicensing. In 2005 and 2006,
FERC initiated several rulemakings as directed by the Energy Policy Act of 2005. These rule makings have now been completed, subject
to certain appeals and further proceeding. Duke Energy does not believe that these rulemakings or the appeals will have a material
adverse effect on its consolidated results of operations, cash flows or financial position. '
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The Energy Pclicy Act of 1992 and subsequent ndemakings and events initiated the opening of wholesale energy markets to com-
petition. Open access transmission for wholesale fransmission provides energy suppliers and load serving entities, including U.S. Fran-
chised Electric and Gas and wholesale customers located in the U.S. Franchised Electric and Gas service area, with opportunities to
purchase, sell and deliver capacity and energy at market based prices, which can lower overall costs to retail customers.

Duke Energy Ohio, Duke Energy Kentucky and Duke Energy Indiana are transmission owners in a regional transmission crganization
pperated by the Midwest Independent Transmission Systen: Operator, Inc. {Midwest 150}, a nonprofit organizafiun which maintains func-
tional control over the combined transmission systems of its members. In 2005, the Midwest ISO began adeninistering an energy market
within its footprint,

On December 17, 2001 the IURC appraved the transfer of functional control of the operation of the Duke Energy Indiana trans-
mission system to the Midwest IS0, an RTO established in 1998. On June 1, 2005, the IURC authorized Duke Energy Indiana to transfer
gontrol area operations tasks and responsibilities and transfer dispatch and Day 2 energy markets tasks and responsibilities to the Mid-
west IS0,

The Midwest 150 is the provider of transrmission service requested on the fransrmission faciliies under its fariff. # is responsible for
the reliable operation of those transmission faciliies and the regional planning of new transmission facilities. The Midwest 130 administers
energy markets utilizing Locational Marginal Pricing (i.., the energy price for the next MW may vary throughout the Midwest IS0 market
based on transmission congestion and energy losses) as the methadology for relieving congestion on the fransmission facilities under its
functional control.

On December 19, 2005, the FERC approved a plan filed by Duke Energy Carolinas to establish an “Independent Entity” (E} to serve
as a coordinator of certain transmission functions and an “independent Monitor” (IM) to monitor the iransparency and faimess of the
operation of Duke Energy Carolinas' transmission system, Duke Energy Carolinas remains the owner and operator of the transmission '
system, with responsibility for the provision of transmission service under Duke Energy Carolinas’ Open Access Transmission Tariff. Duke
Energy Carolinas retained the Midwest ISO to act as the IE and Potomac Economics, Ltd. to act as the IM. The IE and IM began oper-
ations on Novemnber 1, 2006. Duke Energy Carolinas is not currently seeking adjustments to its transmission rates to reflect the
incremental cost of the proposal, which is not projected to have a material adverse effect on Duke Energy's future consolidated results of
operations, cash flows or financial position.

Other

U.S. Franchised Electric and Gas is subject ta the NRC jurisdiction for the design, construction and operaticn of its nuclear generat-
ing facilities. In 2000, the NRC renewed the operating license for Duke Energy’s three Oconee nuclear units through 2033 for Units 3 and
2 and through 2034 for Unit 3. In 2003, the NRC renewed the operating licenses for all units at Duke Energy’s McGuire and Catawba sta-
tions. The two McGuire units are licensed through 2041 and 2043, respectively, while the two Catawba units are licensed through 2043.
All but ane of U.S. Franchised Electric and Gas’ hydroelectric generating facilities are licensed by the FERC under Part | of the Federal
Power Act, with license terms expiring from 2005 to 2036. The FERC has authority to issue new hydroelectric generating ficenses.
Hydroelectric facilities whose licenses expired in 2005 are operating under annual extensions of the current license until FERC issues a
new license. Other hydroelectric facilities whose licenses expire between 2008 and 2016 are in various stages of relicensing. Duke
Energy expects to receive new licenses for all hydroetectric facilities with the exception of the Dillsboro Project, for which Duke Energy '
has filed an application to surrender the license. Buke Energy expecis to ramova this project’s dam and powerhouse, as part of the multi-
stakeholder licensing agreement. :

U.S. Franchised Electric and Gas is subject to the jurisdiction of the U.S. Environmental Protection Agency (EPA) and state and local
environmental agencies. {For a discussion of environmental regulation, see “Environmental Matters” in th:s section.)

COMMERCIAL POWER

Commercial Power owns, operates and manages non-regulated power plants and engages in the wholesale marketing and procure-
ment of electric power, fuel and emission allowances related to these plants as well as other contractual positions. Commerciat Power's
generation asset fleet consists of Duke Energy Ohio’s nonregulated generation in Ohio, acquired from Cinergy in April 2006 and the five
Midwestern gasfired non-regulated generation assets that were a portion of former DENA. Commercial Power's assets are comprised of
approximately 8,000 net megawatts of power generation primarily located in the Midwestern United States. The asset portfolio has a
diversified fuel mix with baseload and mid-merit coaMired units as well as combined cycle and peaking natural gasired units. Most of tha
generation asset output in Ghio has been contracted through the RSP described below. See ltem 2. “Properties” for further discussion of
the generating facilities. Commaercial Power also develops and implements customized energy solutions.
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Duke Energy — Midwest Power Generation
‘ ‘Non-Regulated Facilities

Type of Power Facility | <

FOSSIL .
SOMBUSTION B -

Plainfield

Commercial Power, through DEGS, is an on-site energy solutions and utifity services provider. Primarily through joint ventures, DEGS
engages in ulility systems construction, operation and maintenance of utility facifities, as well as cogeneration, Cogeneration is the simul
taneous production of two or more forms of usable energy from a single source. In support of a strategy to increase its renewable
energy portfolio, DEGS acquired the wind power development assets of Energy Investor Funds from Tierra Energy in May 2007. Three of
the development projects for a total of 240 MW of wind energy acquired from Tierra Energy are anticipated to be in commercial operation
in tate 2008 or 2005 and are currently under construction. DEGS also has over 2,500 MW of wind energy projects in the development
pipeline, ' ‘

DEGS also owns coalbased synthetic fuel (synfuel) production facilities which convert coal feedstock into synfuef for sale to third
parties. The synfuel produced in these facilities qualified for tax credits through 2007 in accordance with Internal Revenue code .
Section 29/45K if certain requirements are satisfied. The production of synfuel was ceased at the end of 2007 upon the expiration of the
e credits. _ }

In October 2006, Duke Energy completed the sale of Commercial Power’s energy marketing and trading activities, which were
acguired in the Cinergy merger. Additionally, in December 2006, Duke Energy completed the sale of Caledonia Power 1; LLC, which is
the project company that operated and managed the Caledonia peaking generation facility in Mississippi. 7

In February 2008, Duke Energy entered into an agreement to sell its 480 MW natural gas-ired peaking generating station located
near Brownsville, Tennessee to Tennessee Yalley Authority. This transaction, which is subject to FERC and other regulatory approvals, is
expected to close in the second quarter of 2008.

Competition 7

Commercial Power primarily competes for wholesale contracts for the purchase and sale of electricity, coal, natural gas and emis-
sion allowances. The market price of commodities and services, along with the quality and reliability of services provided, drive compet-
tior irt the energy marketing business, Commercial Power's main competitors include other nonvegulated generators in the Midwestern
U.5. wholesale power, coal and natural gas marketers, renewable energy companies and financial institutions and hedge funds engaged
in energy commaodiy marketing and trading. ‘ ‘
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Duke Energy Ohio has been charging the MB350 to norvresidential customers since January 1, 2005 and to residential customers
since January 1, 2006. The MBSS0 charge consists of the following discrete charges:

= Annuaily Adjusted Component - intended to provide cost recovery primarily for environmental compliance expenditures. This compo-
nent is avoidable (or by-passable) by all customers that switch to an alternative electric service provider.

* Infrastructure Maintenance Fund Charge - intended to compensate Duke Energy Ohio for committing its physical capacity. This
charge is avoidable (or by-passable) only by nenresidential customers that switch to an alternative eleciric service provider and
agree to remain off the RSP,

* System Reliability Tracker - intenced to provide actual cost recovery for capacity purchases. This charge is bypassable only by -
non-residential lnad under certain circemstances.,

* Generation Prices and Fuel Recovery: A market price has been established for generation service. A component of the market price
is a fuel cost recovery mechanism that is adjusted quarterly for fuel, emission allowances, and certain purchased power costs thai
exceed the amount originally included in the rates frozen in the Duke Energy Ohig transition plan. These new prices were applied to
non-residential customers beginning January 1, 2005 and to residential customers beginning January 1, 2006.

= Transmission Cost Recovery: A transmission cost racovery mechanism was established beginning January 1, 2005 for
nan-residential customars and beginning January 1, 2006 for residential customers. The fransinission cost recovery mechanism is
designed to permit Duka Energy Ohio to recover certain Midwest IS0 charges and all FERC approved transmission costs allocable
10 retail ratepayers that are provided service by Duke Energy Ohio.

Regulation

Commercial Power is subject to regulation at the state level, primarily from PUCC and at the federal level, primarily from FERC. The
PUCO approves pricas for all retail efectric generation sales by Duke Energy Ohio for its native retail service territary. See "Regulation”
section within U.S, Franchised Electric and Gas for additional information regarding deregulation in Ohio.

Regulations of FERC and the PUCO govern access to regulated electric customer and other data by nonvegulated entities, and serv-
ices provided between regulated and nonregulated energy affiliates. These regulations affect the activities of Commercial Power.

Other angoing regulatory initiztives at both state and federal levels addressing market design, such as the development of capacity
markets and reaktime electricity markets, impact finariciaf results from Commercial Power's marketing and generation activities.

Commercial Power is subject to the jurisdiction of the EPA and state and local environmental agencies. {For a discussion of environ-
mental regulation, see “Environmentat Matters” in this secticn.}

INTERNATIONAL ENERGY

International Energy operates and manages power generation facilities and engages in sales and marketing of electric pawer and
natural gas outside the U.S. f conducts operations primarity through DEI and its activities target power generation in Latin America. Addi-
tionally, fnternationai Energy owns equity investments in: National Methanol Company (NMC), located in Saudi Arabia, which is a regional
producer of methanot and mathyl tertiary butyl ether (MTBE) and Attiki Gas Supply S.A. (Attiki), located in Athens, Greece, whlch is a natu-
ral gas distributor and was acquired in connection with the Cinergy merger.

International Energy’s customers include retail gistributors, electric utilities, independent power producers, marketers and industrial/
commercial companies. International Energy’s current strategy is focused on optimizing the vaiue of its current Latin American portfn‘l'io‘
and expanding the portfolio through investment in generation opporiunities in Latin America.
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International Energy owns, operates or has substantial interests in appraximately 4,000 net MW of generation facilities. The following
map shows the locations of International Energy’s facilities, including its interest in non-generaticn facilities in Saudi Arabia and Greece.

Duke Energy International Facilities
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In February 2007, International Energy closed the sale of its 50 percent ownership interest in two hydroelectric power plants near
Cochabamba, Bolivia to Econergy Intemational,

International Energy had an investment in Compafiia de Servicios de Compresidn de Campeche, S.A. (Campeche), a natural gas
compression facility in the Cantarell oil field in the Guif of Mexico. In August 2007, as a result of the expiration of a gas compression serv-
ices agreement with the Mexican National Oil Company (PEMEX], ownership of the Tacility transferred to PEMEX,

Competition and Regulation

International Energy's sales and marketing of electric pawer and natural gas competes directly with other generators and marketers
serving its market areas, Competitors are country and region-spacific but include government owned slectric generating companies, local
distribution companies with self-generation capability and other privately owned electric generating companies. The principal elements of
competition are price and availability, terms of service, flexibility and reliability of service. ‘

A high percentage of International Energy’s portfolio consists of baseload hydro electric generation facilities which compete with
cther forms of electric generaticn available to International Energy’s customers and end-users, including natural gas and fuel oils,
Econamic activity, conservation, legislation, governmental regulations, weather and other factars affect the supply and demand for elec-
tricity in the regions served by International Energy.

International Energy’s operations are subject to both country-specific and international laws and regulations. (See “Environmentaf
Matters” in this section.}
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CRESCENT

As previously discussed, effective Septermber 7, 2006, Duke Energy compleled the Crescent JV transaction, whereby Duke Energy
sold an effective 50% interest in Crescent.

Crescent develops and manages high-quality commercial, residential and multifamily real estate projects, and manages land hold-
ings, primarily in the Southeastern and Southwestern U.S. As of December 31, 2007, Crescent owned 0.9 million square feet of
commerciai, industrial and retail space, with an additional 0.5 million square feet under construction. This portfolio included 0.7 million
square feet of office space, 0.7 million square feet of warshouse space and 49 thousand square feet of retail space. Crescent's resi-
dential developments include high-end country club and golf course communities, with individual lots sold to custom builders and tract
developments sold to national builders. Crescent had twa multifamily communities at December 31, 2007, including one operating prop-
erty and ane property under development. As of December 31, 2007, Crescent alse managed approximately 122,608 acres of land.

Competition and Regulation

Crescent competes with muitiple regional and national real estate developers across its various business lines in the Southeastern
and Southwestern U.S, Crescent’s residential division sells developed lots to regional and national home builders and retail buyers, com-
peling with other ¢evelopers and home builders who have inventories of developed lots. Crescent’s commercial division leases office,
industrial and refail space, competing with other public and private developers and owners of commercial properly, including national real
estate investment trusts (REITs). Similarly, Crescent’s multifamily division leases apartment units primarily to individuals, competing with
other private developers and multifamily REITs.

Crescent is subject to the jurisdiction of the EPA and state and focal erwironmental agencies.

OTHER

The remainder of Duke Energy's operations is presented as Other. While it is not considered a business segment, Other primarily
includes certain unallocated corporate costs, DukeNet and related telecom businesses and Bison Insurance Company Limited (Bison),
Duke Energy's wholly owned, captive insurance subsidiary. Additionally, Other includes the remaining portion of Duke Energy’s business
formerly kncwn as DENA that was not exited or transferred to Commercial Power, primarily DETM, which management is currently in the
process of winding down. Unallocated corparate costs inciude certain costs not allocable to Duke Energy's reportable husiness seg-
ments, primarily govemance costs, costs to achieve mergers and divestitures (such as the Cinergy merger and spin-off of Spectra) and
costs assaciated with certain corporate severance programs. DukeNet develops, owns and operates a fiber oplic communications net-
work, primarily in the Carolinas, serving wireless, local and long-distance communications companies, internet service providers and other
businesses and organizations. Bison's principal activities as a captive insurance entity include the insurance and reinsurance of various
business risks and losses, such as workers compensation, property, business interruption and general liability of subsidiaries and affili-
ates af Duke Energy. On a fimited basis, Bison also participates in reinsurance activities with certain third parties.

Competition and Regulation

The entities within Other are subject to the jurisdiction of the EPA and state and local environmental agencies. (For a discussrion'of
environmental regulation, see “Environmental Matters” in this section.)

ENVIRONMENTAL MATTERS

Duke Energy is subject to international, federal, state and local laws and regulations with regard to air and water quality, hazardous
and solid waste disposal and other environmental matters. Environmental laws and regulations affecting Duke Energy include, but are not
lirnited to:

* The Clean Air Act, as well as state laws and regulations impacting air emissions, including State Implemeniation Plans related to .
existing and new national ambient air quality standards for ozone and particulate maiter. Owners and/or operators of air emission
sources are responsible for obtaining permits and for annual compliance and reporting.

* The Clean Water Act which requires permits for facilities that discharge wastewaters into the environment.
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= The Comprehensive Environmental Response, Compensation and Liability Act, which can require any individual or entity that cur---.
rently owns or in the past may have owned or operated a disposal site, as well as ransporters or generaters of hazardous sub- :
stances sent to a disposal site, to share in remediation costs. ‘

+» The Solid Waste Disposal Act, as amended by the Resource Conservation and Recovery Act, which requires certain solid wastes,
including hazardous wastes, to be managed pursuant to a comprehensive regulatory regime.

= The National Environmental Policy Act, which requires federal agencies to consider potential environmental impacts in their decr
sions, including siting approvals. :

» The North Carolina clean air legislation that froze electric ulffity rates from June 20, 2002 1o Decemnber 31, 2007 {rate freeze
period), subject to certain conditions, in order for North Carolina electric utilities, including Duke Energy, to significantly reduce
emissions of 50, and NO, from coal-fired power plants in the state. The legislation allows electric utilities, including Duke Energy, to
accelerate the recovery of compliance costs by amortizing them over seven years (2003-2003). However, Duke Energy Carolinas
ended its amortization in 2007 as part of its rate case settlement with the NCUC.

(For more information on environmental matiers involving Duke Energy, including possible liability and capital casts, see Notes 4 and
17 to the Consolidated Financial Statements, “Regulatory Matters,” and "Commitments and Contingencies—Ervironmental,” respectively.}

Except to the extent discussed in Note 4 to the Consalidated Financial Statements, “Regulatory Matters,” and Note 17 to the Con-
solidated Financial Statements, “Commitments and Contingencies,” compliance with international, federal, state and local pravisions regu-
lating the discharge of materials into the environment, or otherwise protecting the environment, is incorporated irto the routine cost
structure of our various business segments and is not expected ta have a material adverse effect on the competitive posmon con-
solidated results of operations, cash flows or financial position of Duke Energy,

GEOQGRAPHIC REGIONS

For a discussion of Duke Energy’s foreign operations and the risks associated with them, see *Risk Factors,” “Management’s Dis-
cussion and Analysis of Results of Qperations and Financial Condition, Quantitative and Qualitative Disclosures About Market Risk—
Foreign Currency Risk,” and Notes 3 and 8 to the Consolideted Financial Statements, “Business Segments” and “Risk Management and
Hedging Activities, Credit Risk, and Financial nstruments,” respectively.

EMPLOYEES

On December 31, 2007, Duke Energy had approximately 17,800 employees. A total of approximately 4,500 operating and main-
fenance employees were represented by unions.

EXECUTIVE OFFICERS OF DUKE ENERGY

STEPHEN G. DE MAY, 45, Vice President and Treasurer. Mr. De May assumed his current position in November 2007, Prior to that,
he served as Assistant Treasurer since April 2006, upon the merger of Duke Energy and Cinergy. Until the merger of Duke Energy and .
Cinergy, Mr. De May served as Vice President, Energy and Environmental Policy of Duke Energy since February 2004. Prior to that Mr. De
May served as Vice President, Business Unit Finance from Movember 2000 to February 2004,

LYNN J. GOOD, 48, Group Executive and President, Commercial Busingsses. Ms. Good assumed her current position in November
2007. Prior to that, she served as Senior Vice President and Treasurer since December 2006; prior to that she served as Treasurer and
Vice President, Financial Planning since October 2006; and prior to that she served as Vice President and Treasurer since April 2006,
upon the merger of Duke Energy and Cinergy. Until the merger of Duke Energy and Cinergy, Ms. Good served as Executive Vice Prasident
and Chief Financial Officer of Cinergy from August 2005, Vice President, Finance and Controlier of Cinergy from November 2003 to
August 2005 and Vice President, Financial Project Strategy of Cinergy from May 2003 to November 2003. Prior to that, Ms. Good was a
partner with the internationat accounting firm Deloftte & Touche LLP in Cincinnati, Ohio from May 2002 to May 2003.

DAVID L. HAUSER, 56, Group Executive and Chief Financial Officer. Mr. Hauser assumed his current position in April 2006, upon the
merger of Duke Energy and Cinergy. Uniil the merger of Duke Energy and Cinergy, Mr. Hauser served as Group Vice President and Chief
Financial Officer of Duke Energy since March 2004 and as Acting Chief Financial Officer of Duke Energy from December 2003 to March
2004. Prior ta that, he served as Senior Vice President and Treasurer of Duke Energy from July 1998 to December 2003.

DHIAA M. JAMIL, 51, Group Executive and Chief Nuclear Officer. Mr. Jamil assumed his cutrent position in February 2008. Prior to
that he served as Senior Vice President, Nuclear Support, Duke Energy Carolinas, LLC since March 2007: and prior to that he served as
Vice President, Catawha Nuclear Station, Duke Energy Carolinas, LLC since April 2006, upon the merger of Duke Energy and Cinergy.
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Until the merger of Duke Energy and Cinergy, Mr. Jamil served as Vice President Catawba Nuclear Station, Duke Power from March 2004
to April 2006, and prior to that he served as Nuclear Station Vice President, Duke Power of Duke Energy from September 2003 to March
2004. Prior to that he served as Vice President, McGuire Nuciear Station Duke Power from September 2002 to September 2003,

JULIA S. JANSON, 43, Senior Vice President, Ethics and Compliance and Corporate Secretary. Ms. Janson assumed her current
position in Cacember 2006, Prior to that she served as Vice President, Carporate Secretary and Chief Ethics and Compliance Officer
since April 2006, upon the merger of Duke Energy and Cinergy, Until the merger of Duke Energy and Cinergy, Ms. Janson served as Chief
Compliance Officer of Cinergy since 2004 and Corporate Secretary of Cinergy since 2000,

MARC E. MANLY, 55, Group Executive and Chief Legal Officer. Mr. Manly assumed his current position in Aprrl 20086, upon the
merger of Duke Energy and Cinergy. Until the merger of Duke Energy and Cinergy, Mr. Manly served as Executive Vice President and
Chief Legal Officer of Cinergy since Novermnbar 2002.

JAMES E. ROGERS, 60, Chairman, President and Chief Executive Officer. Mr. Rogers assumed the role of Chief Executive Officer and
President in April 2006, upon the merger of Duke Energy and Cinergy and assumed the role of Chairman on January 2, 2007, Until the
merger of Duke Energy and Cinergy, Mr. Rogers served as Chairman of the Board of Cinergy since 2000 and as Chief Executive Officer
of Cinergy since 1995,

CHRISTOPHER C. ROLFE, 57, Group Executive and Chief Administrative Officer. Mr. Rolfe assumed his current position in November
2006. Prior to that, he served as Group Executive and Chief Human Resources Officer since April 2006, upon the merger of Duke Energy
and Cinergy. Until the merger of Duke Energy and Cinergy, Mr, Rolfe served as Vice President, Human Resources of Duke Energy since
January 2005. Prior to that, Mr. Rolfe served as Seniar Vice Prasident, Strategy; Planning & Human Resources of Duke Energy from
March 2003 to January 2005 and Senior Vice President, Human Resources of Duke Energy from January 2001 to March 2003.

B. KEITH TRENT, 48, Group Executive and Chief Strategy, Policy and Regulatory Officer. Mr. Trent assumed his current position in
May 2007. Prior o that he served as Group Executive and Chief Strategy and Policy Dfficer since October 2006 and prior to that he
served as Group Executive and Chief Development Officer since April 2006, upon the merger of Duke Energy and Cinergy. Until the
merger of Duke Energy and Cinergy, Mr. Trent served as Executive Vice President, General Counsel and Secretary of Duke Energy srnc:e
March 2003, Prior to that he served as General Counsel, Litigation of Duke Energy from May 2002 to March 2005.

JAMES L. TURNER, 48, Group Executive; President and Chief Operating Officer, U.S. Franchised Electric and Gas. Mr. Turner
assumed his current position in May 2C07. Priar ta that he served as Group Executive and President, U.S. Franchised Electric and Gas
since Qctober 2006, and prior to that he served as Group Executive and Chief Commercial Officer, U.S. Franchised Electric and Gas
since April 2006, upon the merger of Duke Energy and Cinergy. Until the merger of Duke Energy and Cinergy, Mr. Turner served as
President of Cinergy since 2005, Executive Vice President and Chief Financial Officer of Cinergy from 2004 to 2005 and Executive Vice
President and Chief Executive Officer, Regulated Business Unit of Cinergy from 2001 to 2004,

STEVEN K. YOUNG, 49, Senior Vice President and Controller. Mr. Youngassurned his current position in December 2006 Prjur to
that he served as Vice President and Controller since April 2006, upon the merger of Duke Energy and Cinergy. Until the merger of Duke
Energy and Cinergy, Mr. Young served as Vice President and Controller of Duke Energy since June 2005. Prior to that Mr. Young served
as Senior Vice President and Chief Financial Officer of Duke Energy Carolinas from March 2003 to June 2005 and as Vice President,
Rates and Regulatory Affairs of Duke Energy Carotinas from March 1998 to March 2003. ' )

PR

Executive officers serve until their successors are duly elected.

There are no family relationships between any of the executive officers, nor any arrangement ar understand:ng between any execu-
tive officer and any cther person involved in officer selection,

Item 1A. Risk Factors.

Duke Energy may be unable to achieve some or all of the benefits that are expected to be achr'e\red in connécﬁnn m
the spin-off of its natural gas businesses in January 2007.

Duke Energy may not be able to achieve the full strategic and financial beneﬂts that are expected to result from the sprrmﬁ trans-
action or such benefits may be delayed or may not occur at all.

25




PART |

Duke Energy’s franchised elactric revenues, earnings and results are dependent on state legisiation and regulation that
affact electric generation, transmission, distribution and related activities, which may Bmit Duke Energy's ability te recover
costs.

Duke Energy’s franchised electric businesses are regulated on a cost-ofservice/rate-ofretum basis subject to the statutes and regu-
latory commission ruies and procedures of North Carolina, South Carolina, Dhio, Indiana and Kentucky, If Duke Energy’s franchised elec-
tric earnings exceed the returns established by the state regulatary cammissions, Duke Energy’s vetail electric rates may be subject to
review by the commissions and possible reduction, which may decrease Duke Energy’s future eamings, Additionally, if regulatory bodies
da not allow recovery of costs incurred in providing service on a tirmely basis, Duke Energy’s future earnings could be negatively
impacted, : :

'Duke Energy may incur substantial costs and liablitties due to Duke Energy’s ownership and opératfon of nuciear gen-
erating facilities.

Duke Energy’s ownership interest in and operation of three nuclear stations subject Duke Energy to various rrsks including, among .
other things: the potential harmfu! effects an the environment and human heatth resulting from the operation of nuclear facitities and the
storage, handling and disposal of radioactive materiats; limitations on the amounts and types of insurance commercially available to cover
losses that might arise in connection with nuclear operations; and uncertainties with respect to the technological and financial aspects of
decommissioning nuclear plants at the end of their icensed lives.

Duke Energy's ownership and operation of nuclear generation facilities requires Duke Energy to meet licensing and safetyrelated
requirements imposed by the NRC. in the event of non-compliance, the NRC may increase regulatory oversight, impose fines, and/or shut
down a unit, depending upon its assessment of the severity of the situation. Revised security and safety requirements promulgated by the
NRC, which could be prompted by, among other things, events within or outside of Duke Energy's contral, such as a serious nuclear
incident at a facility owned by a third-party, could necessitate substantial capital and other expenditures at Duke Energy’s nuclear plants,
as well as assessments against Duke Energy to cover third-party losses. In addition, if a serious nuclear incident were to occur, it could
have'a matesial adverse effect on Duke Energy's results of operations and financial condition.

Duke Energy’s ownership and operation of nuclear generation facilities aiso requires Duke Energy to maintain funded trusts that are
intended to pay for the decommissioning costs of Duke Energy’s nuclear power plants, Poor investment performance of these decom-
missioning trusts’ holdings and other factors impacting decommissioning costs could unfavorably impact Duke Energy’s figuidity and
results of operations as Duke Energy could be required to significantly increase its cash contributions to the decommissioning trusts.

Duke Energy's plans for future expansion and modernization of its generation fleet subject it to risk of failure to
adequately execute and manage It significant construction plans, as well as the risk of recovering such costs in an
untimely manner, which could materiafly impact Duke Energy's resuits of operations, cash flows or financial posftion.

During the five-year period from 2008 to 2012, Duke Energy anticipates cumulative capital expenditures of approximately $23 bil-
lion. The compiletion of Duke Energy's anticipated capital investment projects in existing and new generation facilities is subject to many
construction and development risks, including risks refated to financing, obtaining and complying with terms of permits, meeting con
struction budgets and schedules, and satisfying operating and environmental performance standards. Moreover, Duke Energy’s ability to
recover these costs in a timely manner could materially impact Duke Energy’s consolidated financial position, results of operations or
cash flows. :

Duke Energy’s sales may decrease if Duke Energy is unable to gain adequate, reliable and affordable access to trans-
mission assets.

Duke Energy depends on transmission and distribution facilities owned and operated by utilities and other energy companies to
deliver the electricity Duke Energy sells to the wholesale market. FERC's power transmission regulations require wholesale electric trans-
missian services to be offered on an open-access, nondiscriminatory basis. if transmission is disrupted, or if fransmission capacity is
inadequate, Duke Energy's ability to sell and deliver products may be hindered.
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The different regional power markets have changing regulatory structures, which could affect Duke Energy's growth and perform-
ance in these regions. In addition, the independent system operators who oversee the transmission systems in regional pawer markets
have imposed in the past, and may impose in the future, price limitations and other mechanisms fo address volatility in the power mar-
kets. These types of price limitations and other mechanisms may adversely impact the profitability of Duke Erergy's wholesale power
marketing and trading business. ‘

Duke Energy may be unabla to secure Jong term power salas agreements or transmission agreements, which could
expose Duke Energy’s sales to increased volatility.

In the future, Duke Energy may not be able to secure longterm power sales agreements for Duke Energy's unregulated power gen-
eration facilities, If Duke Energy is unable to secure these types of agreements, Duke Energy's $ales volumes would be exposed to
increased volatifity. Without the benefit of longterm custcmer power purchase agreements, Duke Energy cannot assure that it will be able
to sell the power generatad by Duke Energy's facilities or that Duke Energy's facilities will be able to aperate profitably. The inability to .
secure these agreements could materially adversely affect Duke Energy's results and business.

Competition in the unregulated markets in which Duke Energy operates may adversely affect the growth andrpr'offt-
ability of Duke Energy’s business.

Duke Energy may not be able to respend in a timely or effective manner to the many changes designed to increase cormSet'rtion in
the electricity mdustry. Ta the extent competitive pressures increase, the economics of Duke Energy's business may come under long-
term pressure.

In addition, reguiatary changes have been proposed to increase access to eiectricity transmission grids by utility and nonutility
purchasers and sellers of electricity. These changes could continue the disaggregation of many veriicallyintagrated utilities into separate.
generation, transmission, distribution and retail businesses. As a result, a significant number of additional competitors could becorne
active in the wholesale power generation segment of Duke Energy’s industry. g

Duke Energy may also face competition from new competitors that have greater financial resources than Duke Energy does, seeking
attractive opportunities o acquire or develop energy assets or energy trading operations both in the United States and abroad. These
new competitors may include sophisticated financial institutions, some of which are already entering the energy trading and marketing . .
sector, and international energy players, which may enter regulated or unregulated energy businesses. This competition may adversely
affect Duke Energy’s ability to make investments ar acquisitions.

Duke Engrgy must meet credit quality standards. If Duke Energy or Hs rated subsidiaries are unable to maintain an
investment grade credit rating, Duke Energy would be required under cradit agreements to provide collateral in the form of
letters of credit or cagh, which may materially adversely affect Duke Energy’s liquidity. Duke Energy cannot be sure that it
and its rated subsidiarfes will maintain investment grade credit ratings.

Each of Duke Energy’s and its rated subsidiaries senior unsecured long-term debt is curvently rated investment grade by various
rating agencies. Duke Energy cannot be sure that the senior unsecured long-terrn debt of Duke Energy or its rated subsidiaries will be
rated investment grade in the future.

If the rating agencies were to rate Duke Energy or its rated subsidiaries below investment grade, the entity’s borrowing costs would
increase, perhaps significantly. In addition, Duke Energy or its rated subsidiaries would likely be required to pay a higher interest rate in
future financings, and its potential pool of investors and funding sources would likely decrease. Further, if its shortterm debt rating were
to fall, the entity's access to the commercial paper market could be significantly limited. Any downgrade or other event negatively affect-
ing the credit ratings of Duke Energy’s subsidiaries could make their costs of borrowing higher or access to funding sources more m-
ited, which in turn could increase Duke Energy’s need to provide liquidity in the form of capital contributions or loans to such subsidiaries,
thus reducing the liquidity and borrowing availability of the consalidatec group.

A downgrade below investment grade could alse trigger termination clauses in some interest rate and foreign exchange derivative
agreements, which would require cash payments. All of these events would likely reduce Duke Energy's liquidity and profitabifity and could
have a material adverse effect on Duke Energy's financial position, results of operations or cash flows.
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Duke Energy relies on access to short-term money markets and Jonger-term capital markets to finance Duke Energy's
capital requirements and support Duke Energy’s Hquidity needs, and Duke Energy’s access to thosa markets can be
adversely affected by a number of conditions, many of which are beyond Duke Energy’s comntrol. o

Duke Energy’s business is financed to a farge degree through debt and the maturity and repayment profile of debt used to finance invest:
ments often does not correlate to cash flows from Duke Energy's assets. Accordingly, Duke Energy relies on access to both shortierm money
markets and longerterm capital markets as a source of liquidity for capital requirements not satisfied by the cash flow from Duke Energy's
operations and to fund investrments originally financed through debt instruments with disparate maturities. If Duke Energy is not able to access
capital at competitive rates, Duke Energy's ability to finance Duke Energy's operations ard implerent Duke Energy's strategy will be adversely
affected.

Market disruptions may increase Duke Energy’s cost of borrowing or adversely affect Duke Energy’s ability to access one or more finan-
cial markets. Such disruptions could include: economic downturns; the bankrupicy of an unrelated energy company; capital market concitions
generally; market prices for elechricily and gas; terrorist attacks or threatened attacks on Duke Energy's tacilities or unrelated energy compa-
nies; or the overall health of the energy industry. Restrictians on Duke Energy's abiity to access financial markets may also affect Duke
Energy's ability to execute Duke Fnergy’s business plan as scheduled. An inabiiity to access capital may limit Duke Energy’s ability to pursue
improvements ¢r acquisitions that Duke Energy may otherwise rely on for future growth.

Buke Energy maintains revolving credit facikties to provide back-up for commergial paper programs and/or letters of credit at various enti-
ties. These facilities typically include financial covenants which limit the amount of debt that can be qutstanding as a percentage of the total
capital for the specific entity. Failure to maintzin these covenants at a particular entity could preclude that entity from issuing commercial paper
or letters of credit or borrowing under the revolving credit faciity and could reguire other of Duke Energy’s affilates to immediately pay down
any outstanding drawn amounts under other revolving credit agreements.

Duke Energy's investments and projects located outside of the United States expose Duke Energy to risks related to
laws of other countries, taxes, economic conditions, political conditions and policies of forelgn governments. These risks
may delay or reduce Duka Energy’s realization of value from Duke Energy’s international projects.

-Duke Energy currently owns and may acquire and/or dispose of material energy-related investments and projects outside the United
States. The economic, regulatory, market and political conditions in some of the couniries where Duke Energy has interests or in which Duke
Energy may explore development, acquisition or investment opportunities could present risks related to, among others, Duke Energy’s ability to
obtain financing on suitable terms, Duke Energy's customers’ ahility to honor their obligations with respect to prajects and investments, delays
in construction, imitations on Duke Enerpy’s ability to enforce legal rights, and imterrupticn of business, as well as risks of war, expropriation,
nationakization, renegotiation, frade sanctions or nullfication cf existing contracts and changes in law, regulations, market rules or tax policy.

- Duke Energy’s Investments and projects [ocated outside of the United States expose Duke Energy to risks related to
fluctvations in currency rates. These risks, and Duke Energy’s activities to mitigate such risks, may adversely affect Duke
Energy's cash flows and resuits of operations.

Duke Energy's operations and investments outside the United States expose Duke Energy to risks related to fluctuations in currency rates.
As each kacal currency’s value changes relative to the U.S. dollar—Duke Energy’s principal reporting currency—the value in U.S, dollars of Duke
Energy’s assets and liabilities in such locality and the cash flows generated in such locality, exprassed in ULS. dollars, also change.

Duke Energy selectively mitigates some risks associated with foreign currency fluctuations by; among other things, indexing contracts to
the LS. dollar and/or local inflation rates, hedging through debt denominated or issyed in the foreign currency and hedging through foreign'
currency derivatives, These efforts, however, may not be effective and, in some cases, may axpose Duke Energy to other risks that could
negatively affect Duke Energy’s cash fiows and results of operations.

Duke Energy’s primary foreign currency rate exposure is expected to be to the Braziian Real. A 10% devaluation in the currency exchange
rate in all of Duke Energy’s exposure cumrencies would resuft in an estimated net loss on the tranglation of local currency eamings of approx-
imately $10 million, The consolidated balance sheets would be negatively impacted by such a devaluation by approximately $145 million
frrough cumulative currency translation adjustments.
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Duke Energy Is axposed to credft risk of counterparties with whom Duke Energy does business.

Adverse economic conditions affecting, or financial difficulties of, counterparties with whom Duke Energy does business could impair the
ahility of these counterparties to pay for Duke Energy’s senices or fulfill their contractual obligations, incliding loss recovery payments under
insurance contracts, ar cause them to delay such payments cr chiigations. Duke Energy depends on these counterparties to remit payrents
on a imely basis. Any delay or default in payment could adversely affect Duke Energy's cash flows, finangial position or results of ocperations.

Poor investment performance of pension plan holdings and other factors impacting pension plan costs could
unfavorably impact Duke Energy's liquidity and results of operations.

Duke Energy's costs of providing nancontributory defined benefit pension plans are dependent upon a number of factors, such as the
rates of return on plan assets, discount rates, the level of interest rates used to measure the reguired minimum funding levels of the plans,
future government regulation and Duke Energy’s required or voluntary contributions made to the plans. While Duke Energy complied with the
minimum funding requirements as of December 31, 2007, Duke Energy has certain qualified U.S. pension plans with obligations which
exceeded the value of plan assets by approximately $240 million. Without sustained growth in the pension investments over time 16 increase
the value of Duke Energy’s plan assets and depending upon the other factors impacting Duke Energy’s costs as listed above, Duke Energy
could be required to fund its plans with significant amounts of cash. Such cash funding obligations could have a material impact on Duke
Energy’s cash flows, financial position or results of operations.

Duke Energy is subject to numerous environmental laws and regulations that require significant capital expenditures,
can increase Duke Energy's cost of operations, and which may mpact or limit Duke Energy's business plans, or expose
Duke Energy to environmental liabilities.

Duke Energy is subject to numerous envircnmental laws and regulations affecting many aspects of Duke Energy’s present and future
operations, including air emissions (such as reducing NO,, S0, and mercury emissions in the U.S., or potential future control of greenhouse-gas
emissions), water quality, wastewater discharges, solid waste and hazardous waste. These laws and regulations can result in increased capita,
operating, and other costs. These laws and regulations generally require Duke Energy to obtain and comply with a wide variety of environmental
licenses, permits, inspections and other approvals. Compliance with environmental laws and regulations can require significant expenditures,
including expenditures for clean up costs and damages arising out of contaminated properties, and failure to comply with environmental regu-
lations may result in the impositicn of fines, penalties and injunctive measures affecting operating assets. The steps Duke Energy takes to.
ensure that its facilities are in compliance could be prohibitively expensive. As a result, Duke Energy may be required to shut down or alter the
operation of its facilities, which may cause Duke Energy to incur tossas. Further, Duke Energy's regulatory rate structure and Duke:Energy's
contracts with customers may not necessarily aiow Duke Energy to recover capital costs Duke Energy incurs to comply with new environ-
mental regulations. Also, Duke Energy may not be able to obtain or maintain from time o time all required environmental regulatory approvals
for Duke Energy’s operating assets or development projects. If there.is a delay in obtaining any required environmental regulatory approvals, i
Duke Energy fails to obtain and comply with them or if environmental laws or regulations change and become more stringent, then the oper-
ation of Duke Energy’s faclities or the development of new facilities could be prevented, delayed or become subject to additional costs.
Although it 15 not expected that the costs of complying with current emvironmental regulations will have a material adverse effect on Duke |
Energy's cash flows, financial position or results of operations, no assurance can be made that the costs of complying with environmental regu-
lations in the future will not have such an effect,

There is growing consensus that some form of regulation will be forthcoming at the federal level with respect to greenhouse gas emis-
sions (including carbon dioxide (CO,) and such regulation could result in the creation of substantial additionz! costs in the form of taxes or
emission allowances. ' '

In addition, Duke Energy is generally respansible for on-site liabilities, and in some cases cffsite liabilities, associated with the environ-
mental condition of Duke Energy’s power generation facilities and natural gas assets which Duke Energy has acquired or developed, regardless
of when the liabilities arose and whether they are known or unknown. In connection with some acquisitions and sales of assets, Duke Energy
may obtain, or be required to provide, indemnification against some emvironmental liabilties. i Duke Energy incurs a materiat liabikty, or the
other party to a transaction fails to meet its indemmiification obligations to Duke Energy, Duke Energy could suffer material losses.
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Deregulation or restructuring in the efectric industry may result in increased competition and unrecovered costs that
couid adversely affect Duke Energy's resuits of operations, cash flows or financial position and Duke Energy’s utillties’ busi-
nesses.

increased competition resulting from deregulation or restructuring efforts, including fram the Energy Policy Act of 2005, could have a sig-
nificant adverse financial impact on Duke Energy and Duke Energy's utifity subsidiaries and consequently on Duke Energy’s results of oper-
ations, financial position, or cash flows. Increased competition could afso result in increased pressure to lower costs, including the cost of
electricity. Retail competition and the unbundling of regulated energy and gas service could have a significant adverse financial mpact on Duke
Energy and Duke Energy’s subsidiaries due to an impairment of assets, a loss of retall customers, bower profit margins or increased costs of
capital. Duke Energy cannot predict the extent and timing of eniry by additional competitors into the electric markets, Duke Energy cannot pre-
dict when Duke Energy will be subject to changes in legislation or regulation, nor can Duke Energy predict the impact of these changes on its
financial position, results of operations or cash flows.

Duke Energy is involved in numerous lagall proceadings, the outcome of which are uncertain, and resolution adverse to
Duke Epnergy could negatively affect Duke Energy’s resuits of operations, cash flows or financial position.

Duke Energy is subject to numerous legal proceedings, including claims for damages for bodily injuries alleged o have arisen prior to .
1985 from the exposure to or use of ashestos at electric generation plants of Duke Energy Carolinas. Litigation is subject to many uncertainties
and Duke Energy cannot predict the outcome of individual matters with assurance. It is reasonably possible that the final resolution of some of
the matters in which Duke Energy is involved could reguire Duke Energy to meke additional expenditures, in excess of established reserves,
over-an extended period of ime and in a range of amounts that could have a material effect on Duke Energy’s cash flows and restits of oper-
ations. Simitarly, it is reasonably possible that the terms of resolution could require Duke Energy to change Duke Energy’s business practices
and pracedures, which cauld also have a material effect on Duke Energy’s cash flows, financial position or results of operations.

Duke Energy’s results of operations may be negatively affected by sustained downturns or sluggishness in the economy,
including low lavels in the market prices of commodities, all of which are beyond Duke Energy’s conirol. 7

Sustained downturns or sluggishness in the economy generally affect the markets in which Duke Energy operates and negatively influence
Duke Energy’s energy operations. Declines in demand for electricity as a result of economic.downturns in Duke Energy’s franchised electric
senice territories will reduce overall electricity sales and lessen Duke Energy’s cash flows, especially as Duke Energy’s incusirial customers
reduce production and, therafore, consumption of electricity and gas. Afthough Duke Energy's franchised electric business is subject to regu
lated allowable rates of retum and recovery of fuel costs under a fuel adjustment clause, overall declines in electricity sold 3s a result of eco-
nomic downtum or recession coukd reduce revenues and cash flows, thus diminishing results of operations,

Duke Energy also sells electricity into the spot market or other competitive power markets on a contractual basis. With respect to such
transactions, Duke Energy is not guaranteed any rate of return on Duke Energy’s capital investments through mandated rates, and Duke
Energy's revenues and results of operations are likely to depend, in large part, upon prevaiing market prices in Duke Energy’s regional markets
and other competitive markets. These market prices may fluctuate substantially over relatively short periods of ime and could reduce Duke
Energy's revenues and margins and thereby diminish Duke Energy's results of operations.

Factors that could impact sales volumes, generation of electricity and market prices at which Duke Energy is able to sell electricrty
are as follows:

+ weather conditions, including abnormally mild winter or summer weather that cause lower energy usage for heating or cooling
purposes, respectively, and periods of low rainfall that decrease Duke Energy's ability to operate its facilities in an economical
manner;

= supply of and demand for energy commodities;

« jlliquid markets including reductions in trading volumes which result in lower revenues and earnings;

« general economic conditions, including downturns in the U.S. or other economigs which impact energy consurnption pamcl.larly in
which sales to industrial or large commercial custamers comprise a significant portion of total sales;

* transmission or transportation constraints or inefficiencies which impact Duke Energy's nonregulated energy operations;

* availability of competitively priced alternative energy sources, which are preferred by some customers over electricity produced
from coal, nuclear or gas plants, and of energy-efficient equipment which reduces energy demand;

= natural gas, crude oil and refined products production levels and prices;
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* ability to procure satisfactory levels of inventory, such as coal;

= electric generation capacity surpluses which cause Duke Energy's nonregulated energy plants to generate and sell less slectricity
at lower prices and may cause some plants to become non-economical to operate;

= capacity and transmission service into, or out of, Duke Energy’s markets;

= natural disasters, acts of terrorism, wars, embargoes and other catastrophic events to the extent they affect Duke Energy’s oper-
ations and markets, as well as the cost and availability of insurance covering such risks; and

» federai, state and foreign energy and environmental regulation and legislation.

These factors have led to industry-wide downtums that have resulted in the slowing down or stopping of construction of new power piants
and announcements by Duke Energy and other energy suppliers and gas pipeline companies of plans to sell nonstrategic assets, subjectto
regulatory constraints, in order to boost liquidity or strengthen balance sheets. Proposed sales by other energy suppliers could increase the..
supply of the types of assets that Duke Energy is attempting to sell. In addition, recent FERC actions addressing power market concemns could
negatively impact the marketability of Duke Energy’s electric generation assets.

Duke Energy’s operating results may fluctuate on a seasonal and quarterly basis.

Electric power generation is generally a seasonal business, In most parts of the United States and other markets in which Duke
Energy operates, demand for power peaks during the hot summer months, with market prices also peaking at that time. In other areas,
demand for power peaks during the winter. Further, extreme weather conditions such as heat waves or winter storms could cause these
seasonal flugtuations 10 be more pronounced. As a result, in the future, the overall operating resulis of Duke Energy’s businesses may -
fluctuate substantially on a seasonal and quarterly hasis and thus make period comparison less relevant.,

Duke Energy'’s business Is subject to extensive regulation that will affect Duke Energy’s operations and costs.

Duke Energy is subject to regulation by FERC and the NRC, by federal, state and local authorities under environmental laws and by state
public utility commissions under laws regulating Duke Energy's busnesses. Regulation affects almost every aspect of Duke Energy's busi- -
nesses, including, amorg other things, Duke Energy's ability to: take fundamental business management actions; determine the terms and
rates of Duke Energy's transmission and distribution businesses’ Services; make acquisitions; issue equity or debt securiiies; engage in trans-:.
actions between Duke Energy's utilities and other subsidiaries and affiliates; and pay dividends. Changes to these regulations are ongoing, and
Duke Energy cannot predict the future course of changes in this regulatory emvironment or the ulimata effect that this changing regulatory envi-
ronment will have on Duke Energy's business. However, changes in regulation {including reregulating previously deregulated markets) can
cause delays in or affect business planning and transactiens and can substantially increase Duke Energy's costs.

New laws or regulations could have a negative lmpact on Duke Energy's resulis of operations.

Changes in laws and regulations affecting Duke Energy, including new accounting standards that could change the way Cuke Energy is
required to record revenues, expenses, assets and lizbilities. These types of ragulations could have a negative impact on Duke Erergy’s finan-
cial position, cash flows or results of operations or access to capital. ‘

Potential tarrorist activities or military or other actions could adversely affect Duke Energy's business.

The continued threat of terrerism and the impact of retaliatory military and other action by the United States and its aliies may lead bo
increased palitical, economic and financial market instability and volatility in prices for natural gas and oif which may materially adversely affect
Duke Energy in ways Duke Energy cannot predict at this ime. In addition, future acts of terrorism and any possible reprisals as a4 consequence
of action by the United States and its allies coule be directed against companies operating in the United States. Infrastructure and generation
facilities such as Duke Energy's nuclear plants could he potertial targats of terrarist activities. The potential for terrorism has subjected Duke
Energy’s operations to increased risks and could have 2 material adverse effect on Duke Energy’s business. In particular, Duke Energy may
expenence increased capitzl and oparating costs to implement increased security for its plants, including its nuclear power plants under the
NRC’s desigr basis threat requirements, such as additional physical plart security, additional security personnel or additional capability folowmg
a terrorist incident.

The insurance industry has alsa been disrupted by these potential events. As a result, the availability of insurance covering risks Duke
Energy and Duke Energy’s competitors typicaky insure against may decrease. In addition, the insurance Duke Energy is able to obtain may have
higher deductibles, higher premiums, jowar coverage limits and more restrictive policy terms.

3t




PART |

ltem 1B. Unresolved Staff Comments.

None. -

tem 2. Properties.

U.S. FRANCHISED ELECTRIC AND GAS

As of December 31, 2007, U.S. Franchised Electric and Gas operated three nuclear generating stations with a combined net capacity of
5,020 MW (including a 12.5% ownership in the Catewba Nuclear Station), fifteen coalired stations with a combined net capacity of 13,552
MW, thirty-one hydroelectric stations (including two pumped-storage facilities) with a combined net capacity of 3,213 MW, fitteen CT stations
with a combined net capacity of 5,241 MW and two CC stations with a combined net capacity of 560 MW. The stations are iocated in North
Carolina, South Carolina, Indiana, Chio and Kentucky. The MW displayed in the table below are based on summer capacily.

Owmership

Total MW Qwned MW Interest
Name Capacity Capacity Fuel Location [percantage)
Carolinas:
Oconee 2,538 2538 Nuclear sC 100%
Catawba 2,258 282 Nuclear sC 12,5
Belews Creek 2,270 2,270 Coal NC 100
McGuire 2,200 2,200 Nuclear NC 100
Marshall “ 2,110 2,110 Coal NC 100
Bad Creek 1,360 1,360 Hydro sSC 100
Lincaln CT 1,267 1,267 Natural gas/Fuel oil NC 100
Allan 1,145 1,145 Coal NC 100
Rockingham CT 825 825 Natural gas/Fuel oil NC 100
Ciiffside 760 760 Coal NC 100
Jocassee 680 680 Hydro SC 100
Mill Creek CT 596 596 Natural gas/Fuel qil 5C 100
Riverbend 454 454 Coal NG 100
Lee 370 370 Coal sC 100
Buck 369 369 Coal NC - 100
Cowans Ford 325 325 Hydro NC 100
Dan River 276 276 Coal NC 100
Buzzard Roost CT 196 186 Natural gas/Fuel oil 5C 100
Keowee 152 152 Hydro sC 100
Riverbend CT 120 120 Natural gas/Fuel qil NC 100
Buck CT 93 93 Natural gas/Fuel ail NG 100
Dan River CT 85 85 Natural gas,/Fuel oil NC 100
Lee CT 80 80 Natural gas/Fuel oil sC 100
QOther small hydro (26 plants) 651 651 Hydro NC/SC 100
Midwest;
Gibson® 3,127 2,820 Coal IN a0
Cayuga® 1,008 1,006 Coal/Fuel pit ™ 100
Wabash River© 676 676 Coal/Fuel oil N 100
East Bend 600 414 Coal KY 69
Madison CT 596 596 Natural gas. OH 100
Gallaghar 560 560 Coal N 100
Woodsdale CT 500 500 Natural gas/Propane OH 100
Wheatland CT 460 460 Natural gas IN 100
Neblesville CC 285 285 Natural gas IN 100
Wabash River CCID! 275 275 Syn Gas/Natural gas IN 100
Miami Fort (Unit 6 163 163 Coal/Fuel oil OH 100
Edwardsport 160 160 Coal IN 100
Henry County CT 135 135 Natural gas IN 100
Cayuga CT 106 106 Natural gas/Fuel oil IN 100 .
Miami Wabash CT 9 9% Fuel oil IN 100
Connersville CT 86 86 Fuel oil IN 100
Markland 45 45 Hydro N © 100
Total 30,055 27,586
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(A} Duke Energy indiana owns and operates Gibson Station Units 1-4 and owns 50.05% of Unit 5, but is the operator.
(B) Includes Cayuga Internal Combustion (IC)

(€} Includes Wabash River IC

L) Wabash River Unit 1 is included in Assets Held for Sale

In addition, as of December 31, 2007, U.S. Franchised Electric and Gas owned approximately 20,900 conductor miles of electric
transmission lines, including 600 miles of 525 kitovolts, 1,800 miles of 345 kilovalts, 3,300 miles of 230 kilovolts, 8,800 miles of 100 to
161 kilovoits, and 6,400 miles of 13 to 69 kilovolts. U.S. Franchised Electric and Gas also owned approximately 148,700 conductor
miles of electric distribution lines, including 102,900 miles of overhead lines and 45,800 miles of underground lines, as of December 31,
2007 and approximmately 7,100 miles of gas mains and service fines. As of December 31, 2007, the electric transmission and distribution
systemns had approximetely 2,300 substaticns. U.S. Franchised Electric and Gas also owns two underground cavems with a total storage
capacity of approximately 16 million gallons of tiquid propane. In addition, U.S. Franchised Electric and Gas has access to rine million
gallons of liquid propane through a storage agreement with a third party. This liquid propane is used in the three propane/air peak shaving
plants located in Ohio and Kentucky. Propane/air peak shaving plants vapornize the propane and mix with natural gas to supplemgnt the
natural gas supply during peak demand periods and emergencies. '

Substantially all of U.8. Franchised Electric and Gas' electric plant in service is morigaged under the indenture relating to Duke
Energy Carolinas', Duke Energy Chio's and Duke Energy Indiana’s various series of First and Refunding Mortgage Bonds.

{For & map showing U.S. Franchised Electric and Gas' properties, see “Business—U.3. Franchised Electric and Gas” earlier in this
sechion.)

COMMERCIAL POWER

The following table provides information about Commercial Power's non-regulated generation portfclio as of December 31, 2007.
The MW displayed in the table below are basad on summer capacity.

Approximate
Ownership
Total MW Owned MW Interest
Name Capacity Capacity Plant Type Primary Fuel Location {percentage)
Hanging Rock 1,240 1,240 Combined Cycle Natural gas OH 100%
Lee 640 640 Simple Cycle Natural gas iL 100
Vermillion 640 430 Simyle Cycle Natural gas IN - 75
Fayette 620 620 Combined Cycle Natural gas PA 100
Washington 620 620 Combined Cycle Natural gas OH 100
Dick's Creek 152 152 Simpte Cycle Natural gas OH 100
Beckjord CT 212 212 Simple Cycle Fuel ol - OH . 100
Miami Fort CT 60 60 Simple Cycle Fuel oil OH 100
Miami Fert (Units 7 and 8@ 1,000 640 Steam Coal OH 64
W.C. Beckjordw 1,124 262 ‘ Steam Coal OH 375
W.N. Zimmeriat 1,300 605 Steam Coal OH 46.5
JM. Stuart# 2,340 912 Steam Coal OH 39
Killen® 60 198 Steam Coal OH 33
Canesvilla® 780 312 . Steam . Coal OH 40
Brownsville 466 466 Simple Cycle Matural gas TN 100
Total 11,794 8,019

{Al  These generation facilties are jointly owned by Duke Energy Ohio and subsidiaries of American Electric Power, inc. and Dayton Power and Light, inc,
{For a map showing Commercial Power's properties, see “Business—Commercial Power" earlier in this section.)
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INTERNATIONAL ENERGY

The following table provides information about International Energy's generation portfolio in continuing operations as of
December 31, 2007.

Approximate
Total Owned Ownership
MW MW Interest
Name Capacity Capacity Fuel Location |percentage)
Paranapanema 2,307 2112 Hydre Brazil 95%
Hicdroelectrica Cerros Colorados 576 523 Hydro/Natural Gas Argentina a1
Egenor 502 501 Hydro/Diesel Peru 100
DE| Guatemala 250 250 Fuel Qil/Diesel Gualernala 100
DEI £ Salvador ' 328 297 Fuel Qil/Diesel T Saivador %0
Electroquii 181 150 Diesel Ecuador 83
Aguaytia 177 135 Natural Gas Peru 76

Total 4,321 3,968

Intzrnationat Energy also owns a 25% equity interest in NMC. In 2007, NMC produced approximately 840 thousand metric tons of
methanol and 1 milion metric tons of MTBE. Approximately 40% of methanol is nonmally used in the MTBE production. Additionally, Inter-
naticnal Energy owns a 25% equity interest in Attiki, which is a natural gas distributor that has an exclusive 30 year license to supply natu
ral gas to residential and commercial customers within the geographical area of Athens, Greece. (For additional information and a map
showing International Energy's properties, see “Business—International Energy” earlier in this section.)

CRESCENT

{For information regarding Crescent’s properties, see “Business—Crescent” earlier in this section.)

OTHER

Duke Energy owns approximately 5.7 millicn square fest of corparate, regional and district office space spread throughout its serv-
ice territories in the Carolinas and the Midwest. Additionally, Duke Energy leases approximately 1.5 million square feet of office space
throughout the Carolinas, Midwest and in Houston, Texas.

Item 3. Legal Proceedings.

Far information regarding legal proceedings, including regulatory and environmental matters, see Note 4 to the Consolidated Finan-
cial Statements, “Regulatory Matters” and Note 17 to the Consolidated Financial Statements, “Commitments and Contingencies—
Litigation" and “"Commitments and Contingencies—Environmental.”

Brazilian Regufatory Citations. On September 5, 2007, the State Environmental Agency of Parana assessed fines against Interna-
tional Energy of approximately $10 miilion for failure to comply with reforestation measures allegedly required by state regulations in
Brazil. International Energy believes that federal law is controlling and has challenged the assessment. In addition, International Energy
was assessed a fine by the federal environmental agency, IBAMA, in the amount of approximately $150 thousand for improper main-
tenance of existing reforested areas. Intenational Energy believes that it has properly maintained all reforested areas and will also con
test this assessment.

Item 4. Submission of Matters to a Vote of Security Holders.

No matters were submitied to a vote of Duke Energy’s security holders during the fourth quarter of 2007.
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ltem 5. Market for Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities.

Duke Energy’s comman stock is listed for trading on the New York Stock Exchange {ticker symbol DUK). As of February 22, 2008,
there were approximately 170,099 camman stockholders of recard.

Common Stock Data by Quarter
2007 2006
Stock Price Stock Price
Rangelal Rangels

Dividends Dividends

Per Share  High Low Per Share  High Low
First Quarter 50.21  $2062 $18.40 $0.31  $20.77 $27.38
Second Quarterth) 0.43 2130 18.06 063 2986 26.94
Third Quarter — 1990 16.91 —_ 3098 28.84
Fourth Quarter® 0.22 2078 1825 0.32 3450 29.82

fal  Stock prices represent the intra-day high and low stock price.
(b} Dividends paid in September 2007 and December 2007 increased from $0.21 per share to $0.22 per share and dividends paid in September 2006 and
December 2006 increased from $0.31 per share ta $0.32 per share.

On January 2, 2007, Duke Energy consummated the spinoff of the natural gas businesses to shareholders. In connection with this
transaction, Duke Energy distributed all the shares of comman stock of Spectra Energy to Duke Energy shareholders. The distribution
ratio approved by Duke Energy's Board of Directors was one-half share of Spectra Energy common stock for every share of Duke Energy
common stack. Subsequent to the distribution, the market price of Duke Energy common stock was significantly less than the trading
ranges in 2006 due 1o the fact that a propottionate share of the value of Duke Energy stock prior to the spinoff was transferred to Spec-
tra Energy. Additionally, dividends paid on Duke Energy common stock during 2007 of $0.86 per share were less than the 2006 dividend
of $1.26 per share as dividends subsequent to the spin-off were split proportionately between Duke Energy and Specira Energy such that
the sum of the dividends of the two stand-alone companies approximated the former total dividend of Duke Energy, subject to future
adjustment by each company's Board of Directors. in the second quarter of 2007, the Board of Directors increased the commort stock
dividend from $0.21 per share to $0.22 per share. Duke Energy expects to continue its policy of paying regular cash dividends; however,
there is no assurance as to the amount of future dividends because they depend on future earnings, caprtal requirements, and ﬁnancuai
condition, and are subject to declaration by the Board of Directors.

Issuer Purchases of Equity Securities for Fourth Quarter of 2007
There wera ne repurchases of equity securities during the fourth quarter of 2007.

in 2005, Duke Energy announced plans to execute up to approximately $2.5 billion of stock repurchases over a three year period.
From the inception of the plan through December 31, 2007, Duke Energy has repurchased approximately $1.4 billion of common stock.
As of December 31, 2007, the dollar value of shares that may vet be purchased under the plan is approximately 51.1 billion: however,
Duke Energy does not currently anticipate future shares repurchases under this plan.
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Stock Performance Graph

The performance graph below illustrates a five year comparison of cumulative total retums based on an initial investment of $100 in
Duke Energy Corporation common stock, as compared with the Standard & Poor's (58P} 500 Stock Index and the Philadelphia Utility
Index for the period 2002 through 2007,

This performance chart assumes $100 invested on December 31, 2002 in Duke Energy common stock, in the S&P 500 Stock Index
and in the Philadelphia Utility Index and that all dividends are reinvested.

Comparison of Cumulative Five Year Total Return
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' L—Q— Duke Energy Corporalion —si— S&P 500 Index —&— PHLX Utility Sector

NYSE CEO Certification

Duke Energy has filed the certification of its Chief Executive Officer and Chief Financial Officer pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002 as exhibits to this Annual Report on Form 10K for the year ended December 31, 2007. In June 2007, Duke
Energy's Chief Executive Officer, as required by Section 303A.12(a) of the NYSE Listed Company Manual, certified to the NYSE that he
was not aware of any violation by Duke Energy of the NYSE's corporate governance listing standards. '
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. Item 6. Selected Financial Data.lal

2007 2006 2005 2004 2003w
{in millions, except per-share amoLnts)

Statement of Operations )
Total operating revenues $12,720 510,607 $ 6906 S 6,357 S 6,006
Total operating expenses ' 10,222 9,210 5,586 5074 . 6550
Gains on sales of investrnents in commercial and mult-family real estate — 201 191 192 84
{Losses) gains on sales of other assets and other, net (5} 223 (55) {435} (202)
Qperating income {loss) 2,493 1,821 1,456 1,040 (662)
Total other income and expanses 428 354 217 180 326
Interest expense 685 632 381 425 431
Minority interest expense (benefit) 2 13 24 {15} {79
Income (loss) from continuing operations before income taxes 2,234 1,530 1,268 810 (688)
Income tax expense (benefit) from continuing operations 712 450 375 192 {288)
Incame {loss) from continuing aperations 1,522 1,080 823 618 {400)
{Lass) income from discantinued operations, nel of tax (22) 783 935 872 {761}
Income (loss) before cumulative effect of change in accounting princinte 1,500 1,863 1,828 1490  (1,161)
Cumulative effect of change in accounting principle, net of tax and minority
interest — — {4) — {(162)
Net income {lnss) 1,500 1,863 1,824 1,490 (1,323
Dividends and premiums on redemption of preferred and preference stock — — 12 9 3]
I Earnings (loss) available for common stockholders $1500 51,863 $ 1812 51481 5(1,338
Ratio of Earnings to Fixed Charges 3.7 2.6 24 1.6 —l

Common Stock Data
Shares of comman stack outstandingte

Year-end 1,262 1,257 928 957 911
Weighted average—basic 1,260 1,170 934 931 903
Weighted average—diluted 1,266 1,188 970 966 904
Earnings {oss} per share (fram continuing operations}
Basic § 121§ 092 3 094 S 065 § (0.44)
Diluted 1.20 0.91 0.92 0.64 {0.44)
{Loss) earnings per share {from discontinued aperations)
Basic $ 002 $ 067 § 100 5 094 § (0.86)
Diluted 0.02 0.66 0.956 0.90 {0.86)
Earnings (loss) per share (before cumulative effect of change i accounting
principle}
| Basic $ 113 $ 159 3 194 S 159 § (130
| Diluted 1.18 1.57 188 154  {1.30)
Earnings (loss) per share
Basic S 119 $ 159 5 194 S 159 § (1.49
‘ Diluted 1.18 1.57 1.88 1.54 (1.48)
Dividends per sharete 0.86 1.26 1.17 1.10 1.1G
Balance Sheet
Tatal assets $49,704 $68,700 554,723 Sh5,77C S57,485

Long-term debt including capital leases, less current maturities $ 9,498 518,118 $14547 516,932 $20622
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(a)

(b}

()

{d
{e)

Significant transactions reflected in the results above include: 2007 spinoff of the natural gas businessas (see Note 1 to the Consolidated Financist Statements,
“summary of Significant Accounting Palicies”), 2006 merger with Cinergy (see Note 2 to the Conselidated Financial Statements, “Acquisitions and Dispositions™},
2006 Crescent joint venture transaction and subsequent deconsolidation effective September 7, 2006 (see Note 2 to the Consolidated Financial Statements,
*Acquisitions and Dispositions”), 2005 DENA dispasition {see Note 13 to the Consalicated Financial Statements, “Discontinued Cperations and Assets Held for
Sale”), 2005 deconsolidetion of DCP Midstream effective July 1, 2005 {see Nate 13 to the Consclidated Financial Statements, “Discontinued Operations and
Assets Helg far Sale”), 2005 DEFS sale of TEPPCO (see Nate 13 to the Consolidated Financial Statements, “Discontinued Operations and Assets Beld for Sale”™)
and 2004 sale of the former DENA Sautheast plants.

Earnings were inadequate 10 cover fixed charges by $746 million for the year ended Decemnber 31, 2003,

As of January 1, 2003, Duke Energy adopted the remaining provisions of Emerging Issues Task Force (EITF} 0203, “Issues volved in Accounting for Derivative
Contracts Held for Tradmg Purposes and for Contracts Involved in Enesgy Trading and Risk Management Activities” (EXTF 02-03) and 8FAS No. 143, “Accounting
for Asset Retirement Obligations” {SFAS No. 143). In accordance with the transition guidance for these standards, Duke Energy recorded a netoftax and minarity
mitaresi cumulative effect adjustment for change in accounting principles.

2006 increase primarily attributabla to issuance of approximately 313 million shares in connection with Duke Energy’s merger with Cinergy (see Note 2 to the
Consolidated Financizl Statements, “Acquisitions and Dispositions”).

2007 décrease due to the spinoff of the natural gas businesses to shareholders on Januaty 2, 2007 as dividends subsaquant to the spin-off were split
proporionately between Duke Energy and Spectra Energy such that the sum of the dividends of the two stand-alone companies approximated the former total
dividend of Duke: Energy prior to the spin-off,
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ltem 7. Management's Discussion and Analysis of Financial Condition and Results of Operations.

INTRODUCTION

Management’s Discussion and Analysis shouid be read in cnnjungtion with the Consclidated Financial Statements and Notes for the
years ended December 31, 2007, 2006 and 2005.

On January 2, 2007, Duke Energy compieted the spinoff of its nafural gas business to shareholders, as discussed
below. Accordingly, the results of operations of Duke Energy's Natural Gas Transmission business segment and Duke Energy's 50%.
ownership interest in DCP Midstream have been reclassified to discontinued operations for all periods presented. Additionally, in April
2006, Duke Energy consummated the merger with Cinergy,

EXECUTIVE OVERVIEW _
2007 Objactives. During 2007, management of Duke Energy focused on the following objectives, as outlined in the 2007 Charter:
e Establish the identity and culture of the new Duke Energy, unifying its people, values, strategy, processes and systems;

» Optimize its operations by focusing an safety, simplicity; accountability, inclusion, customer satisfaction, cost management and
employee development;

s Achieve putlic policy, regulatory and legislative outcomes that balance customers’ needs for reliable energy at competitive prices
with sharehaiders’ expectation of superior returns;

* Invest in energy infrastructure that meets rising customer demands for reliable energy in an energy efficient and environmentally
sound manner; and

« Achieve 2007 financial objectives and position Duke Energy to meet future growth targets.

With the completion of the spin-off of the natural gas businesses on January 2, 2007, Duke Energy began its first year as priniarily
an electric utility and met or exceeded most of its financial and non-financizl objectives established for 2007. See “2007 Financial
Results” below for discussion of Duke Energy's 2007 financial resufts. Overall, during a year of record-breaking heat and an exceptional
drought in the Carolinas, Duke Energy was able to meet its productivity challenges as the coal fleet experienced superior operational
performance and three of Duke Frergy's nuclear units set new capacity factor records. Additionally, Duke Energy focused on regulatory
and legislative initiatives that will allow Duke Energy to balance the need for cleaner, more efficient power sources with future energy
needs of its customers, b

Planning for future capital expansion was a priméry focus in 2007. Over the next five years, Duke Energy plans to spend approx-
imately $23 billion on capital expenditures, with approximately $19 billion anticipated to support the U.S. Franchised Electric and Gas
segment. Of this amount, approximately 25% of this capital is expected to go towards new pulverized coal, IGCC, gas and renewable
generation resources to meet growing customer demand. During 2007 and early 2008, Duke Energy achieved important mitestones with
various state and federal regulators related to future capital projects. In the Carolinas, the NCUC approved the canstruction of one state
of the art coal generation unit at Duke Energy Carolinas’ existing Cliffside Steam Station and Duke Eneray Caralinas entered imto an '
engineering, procurement, construction and commissioning services agreement with an affiliate of The Shaw Group, Inc. retated to partic-
ipation in the construction of Cliffside Unit 6, which has a current cost estimate of approximately $2.4 billion, which includes approx-
imately $0.6 billion of AFUDC, In January 2008, the North Caralina Department of Environment and Naturat Resources issued the final air
permit for Cliffside Unit 6, which was the last regulatory hurdle before construction could begin. Addtionally, in December 2007, CPCN's
to build two 620 MW combined cycle natural gas-ired generating tacilities, one each at the existing Dan River and Buck steam staions,
were filed with the NCUC. Duke Energy Carolinas is also continuing to seek all necessary regulatory approvals fer the proposed William
States tee Il Nuclear Station, including Decermber 2007 filings of a COL application with the NRC, which was approved in February 2008,
and an Integrated Resource Plan with the NCUC and PSCSC. Duke Energy Carolinas also currently plans to file a CPCN related to the
nuclear project in South Carolina during 2008. Although these actions are necessary steps as management continues to pursue the
option of building a new nuclear plant, submitting these applications does not commit Duke Energy Carolinas to build a nuclear unit. In
Indiana, the IURC issued an order in Noverber 2007 granting Duke Energy Indiana CPCN’s for the proposed 630 MW IGCC power plant at
the Edwardsport Generating Station, which has an estimated cost of construction of approximately $2 billion, including AFUDC. The order
also approved the timely recovery of costs related to the project. In January 2008, the Indiana Department of Environmental Management
approved the air permit for the project, and major construction is expected to begin in the Spring of 2008. Duke Energy is assessing the .
potential for a joint owner for the facility, but could retain all of the plant capacity if a joint owner is nct identified. ‘

The continued development of renewable energy as part of Duke Energy's generating portfdliq was another primary focus of
management during 2007. Climate change concerns, as well as the high price of oil, have sparked increased support for renewable
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energy legislation at both the federal and state level. For example, the new energy legisiation passed in Morth Carolina in 2007 estab-
lishes a renewable portfolio standard for electric wiliies at 3% of putput by 2012, rising gradually to 12.5% by 2021, In response to this
legistation, during 2007, Duke Energy Carolinas issued Request for Proposals (RFP) seeking hids for pawer ganerate from renewahle
energy sources, including sun, wind, water, organic matter and other sources. A similar RFP has also been issued by Duke Energy Chio
and Duke Energy Indiana. Additionally, in support of a strategy to increase its renewable energy portfolio in its unregulated businesses,
Duke Energy acquired the wind power development assets of Energy Investor Funds from Tierra Energy in May 2007. Three of the davel
opment projects acquired from Teerra Energy are anticipated to be in commercial operation in late 2008 or 2009 and Duke Energy has
aiready contracted to purchase wind turbines that are capabie of generating approximately 240 MW when placed in commercial oper-
ation.

Management is also making progress on increasing the rale energy efficiency will have in meeting customers’ growing energy needs.
Energy efficiency is considered a “fifth fuel” in the portfolio available to meet customers' growing needs for electricity, along with coal,
nuclear, natural gas and renewable energy. During 2007, new energy efficiency plans were filed in North Carplina, South Carolina and
Indiana and energy efficiency programs were expanded in both Kentucky and Ohio. The energy efficiency plans filed in North Carolina,
South Carolina and Indiana are save-a-watt programs that would compensate Duke Energy for verified reductions in energy use and be
available to all customer groups. The PSCSC and IURC have scheduled evidentiary hearings in 2008 to review these filings for South
Carolina and Indiana, respectively. In advance of the evidentiary hearing held February 5-6, 2008 related to the South Carolina energy
efficiency filing, a settlement agreement was reached with the South Carolina Office of Regulatory Staff, Wal-Mart, Piedmont Natural Gas
and the South Carolina Energy Users Committee. This agreement calls far Duke Energy Carofinas to bear the cost of the programs and
allaw for recovery of 85% of the avoided generation charges. An evidentiary hearing is expected to be scheduled by the NCUC for North
Carolina in 2008.

Duke Energy also participated in the development of energy legislation in various jurisdictions in 2007. Both North Carolina and
South Carolina passed comprehensive energy legisiation during 2007. This legislation includes provisions that will allow Duke Energy to
recover new plant financing costs during the construction phase and allows racovery of costs of certain reagents used in emission
rernoval. The North Carolina legislation also includes a renewable energy portfolio standard discussed above. Additionally, the Ohio Sen
ate introduced Senate Bill 221 (SB 221}, which proposes a comprehensive change to Ohio's 1999 electric energy industry restructuring
legislation. If enacted, SB 221 provides a workable framework for the development of new techinologies, the building of new generation,
environmental improvement, as well as energy efficiency. SB 221 is currently pending before the Ohio House of Representatives and
could be enacted during the first quarter of 2008, '

in the fourth quarter of 2007, Duke Energy Carolinas completed its first comprehensive rate case in North Carolina since 1991. Duke
Energy Carolinas reached a settlement with interveners and the NCUC approved it. Overall, the rate settlement reduces customer rates in North
Carolina without significantly impacting current earning levels. Athough eamings levels will not be significantly impacted as a result of the rate
setdement, future cash flows will be reduced as a result of a reduction in customer rates effective January 1, 2008. The decreass in revenues
from the decrease in customer rates will be mostly offset by the discontinuance of amortization of clean air expenditures. Future clean air
expenditures of approximately $700 miflion through 2010 will be capitalized as a component of rate base. Additionaliy. the PUCO affirmed Duke
Energy Ohic’s RSP, which had been remanded by the Ohio Supreme Court to the PUCO for further consideration. The ruling maimtained the
current price and provided for continuation of the existing rate components, including the recovery of costs related to new pollution control
equipment and capacity costs associated with power purchase contracts to meet customer demand, but provided customers an enhanced
opportunity to avoid certain pricing cormponents if they are served by a'compeﬁﬁve supplier.

Overall, the regulatory and legislative accomplishments during 2007 have positioned Duke Energy well for 2008 and beyond.

2007 Financial Results. For the year-ended December 31, 2007, Duke Energy reported niet income of $1,500 million and basic
and diluted earnings per share (EPS} of $1.19 and $1.18, respectively, as compared to reported net income of $1,863 million and basic
and diluted EPS of 51,59 and $1.57, respectively, for the year-ended December 31, 2006. EPS {basic and diluted) decreased for 2007
as compared to 2008, primarily due to lower net income, which is discussed below, and 2007 earnings per share being impactéd by the
dilutive effect of the issuance of approximately 313 million shares in Aprit 2006 related to the Cinergy merger. '

Income from continuing operations was $1,522 million for 2007, as compared to $1,080 million for 2006 due largely to the
inclusion of Cinergy operations for a full year in 2007 versus nine months in the prior year. Total reportable segment EBIT increased from
$2 553 million to $3,009 million. An increase for U.S. Franchised Electric and Gas of $494 millien was primarily related to $218 million of
first quarter 2007 EBIT contributed by Cinergy's regulated Midwest operations for which there was zero in the comparable period of the
prior year, as well as improved results in both the Carolinas and Midwest in 2007 due largely to favorable weather and additional long-
term wholesale contracts, partially offset by higher operations and maintenance expense. Segment EBIT for Commercial Power increased
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§231 million due to improved retail electric margins resulting largely from timing of fuel and purchased power recoveries, higher overall
prices and favorable weather, favorable markto-market results, and irmproved results from the Micwest gasfired assets as a resuft of
higher generation and capacity revenues, partially offset by higher operations and maintenance expense. Higher segment results at inter-
national Energy of 5225 million ara primarily a result of higher equity eamings at National Methanol Company {NMC), higher prices in Latin
America and favorabie foreign currency exchange impacts, as well as the absence of a $100 million litigation reserve and a $50 million
impairment charge recorded in 2006. Segment results for Crescent decreased from $532 million in 2006 to $38 million in 2007, reflect-
ing the $246 million gain on sale of an effective 50% interest in Crescent and the subsequent reduction in ownership from 100% to an
effective 50% in September 2006, two large sales that occurred in the second quarter of 2006, lower resideniiat developed lot sales in
2007 and an impairment charge cn certain residential developments in 2007. In addition, losses at Other decreased as a result of lower
costs related to caplive insurance, lower merger costs, lower corporate governance costs and a benefit in 2007 related to contract set-
tlement negoliations, partially offset by convertible debt costs of approximately 521 million related 1o the spinoff of Spectra Energy.

fn addition ta the increase in total reportable segment and Other EBIT, income from continuing operations for 2007 as compared te 2006
was negatively impacted by higher income tax expense from continuing operations and higher interest expense. Income tax expense from con-
tinuing operations increased as a result of higher pretax income and a higher effective tax rate in 2007 compared to 2006 largely due to cer-
tain favorable tax matters in 2006 that lowered the effective tax rate in 2006. Interest expense increased due primarily o the debt assumed
from Cinergy. Partially offsetting these unfavorable resuits was higher interest income, largely as a result of increased eamings from higher
average invested cash and short-term invesiment balances during 2007 as compared to 2006, including 2 519 million favorable impact related '
to the inclusion of amaunts for lagacy Cinergy for the first quarter of 2007 with no comparable amount in 2006.

More than offsetting the increase in incame from continuing operations was a decrease in income from discontinued eperations for
2007 as compared to 2006, primarily attributable to the classification of the results of operations for the natural gas businesses spun off
on January 2, 2007 as discontinued operations for pericds prior to the spin-ofi.

Duke Energy’s Direction in 2008 and Beyond. Management of Duke Energy is focusing on the following objectives in 2008 and
beyond:

* Pursue a balanced approach to meeting future energy needs by pursuing new supply options, including energy efficiency, coal gas-
ificaticn, advanced pulverized coal, nuclear, natural gas-ired generation and renewable energy, while considering whether they are
available, affordable, reliable anc clean;

+ Accept the reality of a carbon-constrairied world and pursue low-carbon and no-carbon solutions for meeting fubure energy needs;

s Finding a path to success during this era of rising costs by striving to control costs, run the businesses efficiently and provide
excellent customer service; and ‘

s Meet 2008 financial objectives and, for the long-term, deliver on its promise ta shareholders by steadily growing earnings and divi
dends

The majority of future earnings are anticipated to be contributed from U.S. Franchised Electric and Gas, which cansists of Duke Energy’s
regulated businesses that currently own a capacity of approximately 28,000 megawatts of generation. The regulated generation portiolio con-
sists of a mix of coal, nuclear, natural gas and hydroelectric generation, with the substantial majority of all of the sales of electricity coming
fram coal and nuclear generation facilities. While the drought conditions in the Carolinas did not significantly impact eamings in 2007, continued
or sustained drought conditions could have a negative impact on eamings in 2008. Commercial Power has net capacity of approxmately 8,000
megawatts of unregulated generation, of which approximately 4,000 megawatts serves retai customers under the RSP in Chio. Approximately
75% of International Energy’s net capacity of abproximately 4,000 rmegawatts of installed generation capacity in Latin America consists of base
load hydroelectric capacity that carries a low level of dispalch risk; in addition, for 2008 over 90% of intemational Energy’s cantractible
capacity in Latin America is either currently contracted or receives a system capacity payment.

As mentioned earlier, during the five-year period from 2008 to 2012, Duke Energy anticipates total capitai expenditures of approx-
imately $23 billion. Annual capital expenditures are currently estimated at approximately $5 billion in 2008-2011 and approximately 53
billion in 2012. These expenditures are principally related to expansion plans, maintenance costs, environmental spending related to
Clean Air Act requirements and nuciear fuel. Current estimates are that Duke Energy's regulated generation capacity will need to increase
by approximately 7,700 megawatts over the next ten years, with the majority being in the Carolinas. Duke Energy is committed to adding
base foad capacity at a reasonable price while medernizing the current generation facilities by replacing older, less efficient plants with
cleaner, mare efficient plants. Significant expansian projects include the new IGCC plant at Duke Energy Indiana’s Edwardsport Generating
Station, a new 8300 MW coal unit at Duke Energy Carofinas’ existing Cliffside facility in North Carolina and new gas-fired generation units at
Duke Energy Carolinas’ existing Dan River and Buck Steam Stations, as well as other additions due to system growth.

41



PART H

Additionally, Duke Energy is evaluating the potential construction of a new nuclear power plant in Cherokee County, South Carclina. Costs
related o environmental spending are expected to decrease over the five-year period as the upgrades to comply with the new environ
mental regulations are completed.

Duke Energy anticipates capital expenditures at Commercial Power will primarily relate to growth opportunities, such as renewable
energy generation projects and environmental control equipment, as well as maintenance on existing plants. Capital expenditures at inter-
national Energy, which will be funded with cash held or raised by International Energy, will primarily be for strategic growth epportunities,
such as new hydro plants in Brazil, as well as maintenance on existing plants. Duke Energy does not anticipate any additional capital
investment related to its investment in the Crascent JV.

Duke Energy does not currently anticipate funding capital expenditures with the issuance of common equity in the foreseeable future,
hut rather through the use of available cash and cash equivalents as well as the issuance of incremental debt, :

As the majority of Duke Energy’s anticipated future capital expenditures are related te its regulated operations, a risk to Duke Energy
is the ability to recover costs related to such expansion in & timely manner. Energy legislation passed in Morth Carolina and South Caro-
lina in 2007 provides, among other things, mechanisms for Duke Energy to recover financing costs for new nuclear or coal base load
generation during the construction phase. In Indiana, Duke Energy has received approval to recover its development costs for the new
3CC plant at the Edwardsport Generating Station. Duke Energy has received approval for nearly $260 million of future federal tax credits

related to costs to be incurred for the modernization of the Cliffside facility as well as the IGCC plant in Indiana, In addition, Duke Energy '
has received general assurances from the NCUG that the North Carolina allocable portion of development costs associated with the Wil
liam States Lee ll nuclear station will be recoverable through a future rate case proceeding as long as the costs are deemed prudent and
reasonable, Duke Energy does not anbicipate beginning construction of the proposed nuclear power plant without adequate assurance of
cost recovery from the state legislators or regulators. ‘

In response to concerns over climate change, the U.S. Congress has been discussing various proposals to reduce or cap C0 and
other greenhousée gas emissions. Any legistation enacted as a result of these efforts could involve a2 market based cap and trade pro-
gram. In anticipation, Duke Energy is increasing focus on renewable energy and energy efficiency initiatives in an effort to reduce emis-
sions. in additian to the wind assets purchased during 2007, Duke Energy Carolinas, Duke Energy Ohio and Duke Energy Indiana have
issued RFP’s for renewable energy sources that can be operational as early as 2012, Additionally, new energy efficiency plans were filed
in North Carolina, South Carolina and Indiana and energy efficiency programs were expanded in both Kentucky and Ohio. Energy efficiency
filings are expected to be made in Ohio and Kentucky in 2008. The energy efficiency plans filed in North Carolina, South Carolina and
Indiana are save-a-watt programs that woulkd compensate Duke Energy for verified reductions in energy use and be available to all
customer groups. The PSCSC and IURC have scheduled ewvidentiary hearings in 2008 to review these filings for South Carolina and
Indiana, respectively. In advance of the evidentiary hearing held February 5-6, 2008 related to the South Carolina energy efficiency filing,
a seftlement agreement was reached with the South Carolina Office of Regulatory Staff, WalMart, Piedmont Natural Gas and the South
Carolina Energy Users Committee. This agreement calls for Duke Energy Carolinas to bear the cost of the programs and allow for recov-
ery of 85% of the avoided generation charges. An evidentiary hearing is expected to be scheduled by the NCUC for North Carolina in
2008,

In summary, Duke Energy is coordinating its future capital expenditure requirements with regutatory initiatives in order to ensure
adequate and timely cost recovery while continuing to provide low cost energy to its customers.

Economic Factors for Duke Energy's Business. Duke Energy's business model provides diversification between stable, less
cyclical businesses like U.S. Franchised Electric and Gas, and the traditionally higher-growth and more cyclical energy businesses like
Commercial Power and International Energy. Additionally, Crescent’s pertfolio strategy is diversified between residentiai, commercial and
multi-family development. All of Duke Energy's businesses can be negatively affected by sustained downtums or sluggishness in the
economy, including low market prices of commeodities, all of which are beyond Duke Energy’s control, and could impair Duke Energy's
ability to meet its goals for 2008 and beyond. ‘

Declines in demand for electricity as a result of ecanomic downturns weuld reduce overall electricity sales and lessen Duke Energy’s
cash flows, especially as industrial customers reduce production and, thus, consumption of electricity. A portion of U.S. Franchised Elec-
tric and Gas' business risk is mitigated by its regulated aliowable rates of return and recovery of fuel costs under fuel adjustment clauses.

If negative market condtions should persist over time and estimated cash flows over the lives of Duke Energy's individual assets do
not exceed the carrying value of those individual assets, asset imbaifments may occur in the future under existing accounting rules and
diminish results of operations. A change in management's intent about the use of individual assets (held for use versus held for sale) or a
change in fair value of assets held for sale could also result in impairments or losses.
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Duke: Energy's 2008 goals can also be substantially al risk due to the regulation of its businesses. Duke Energy's businesses in the
United States are subject to regulation on the federal and state level. Regulations, applicable to the electric power industry, have a sig-
nificant impact on the nature of the businesses and the manner in which they operate. Changes to regulations are ongoing and Duke
Energy camnot predict the future course of changes in the regulatory environment or the ultimate effect that any future changes wilt have
on its business.

Duke Energy's earnings are impacted by fluctuations in commodity prices. Exposure 1o commodity prices generates higher earnings
volatility in the unregulated businesses as there are timing differences as 1o when such costs are recovered in rates. To mitigate these
risks, Duke Energy enters into derivative instruments to effectively hedge known exposures.

Additionally, Duka Energy’s investments and projects Iocated outside of the United States expose Duke Energy to risks related to
laws of other countries, taxes, economic conditions, fluctuations in currency rates, political conditions and policies of foreign govern-
ments. Changes in these factors are difficult to predict and may impact Duke Energy's future results.

Duke Energy also relies on access to hoth short-term money markets and longerterm capital markets as a source of liguidity for
capital requirements not met by cash flow from operations. An inability to access capital at competitive rates could adversely affect
Duke Energy's ability to implement its strategy. Market disruptions or & downgrade of Duke Energy’s credit rating may increase its cost of
borrowing or adversely affect its ability to access one or more sources of liquidity.

For further information related to management's assessment of Duke Energy's risk factors, see ftem 1A, *Risk Factors.”

RESULTS OF OPERATIONS

Consolidated Operating Revenues

Year Ended December 31, 2007 as Compared to December 31, 2006. Consolidated operating revenues for 2007 increased
$2,113 million, ¢compared to 2006. This change was driven primarily by approximately $1,408 million of revenues generated during the
first quarter of 2007 related to legacy Cinergy operaticns (reflected in the results for U.S. Franchised Electric and Gas and Commercial
Power) for which no revenues were recognized in the comparabie period of the prior year since the Cinergy merger occurred effective
April 2006. Also contributing to the increase in revenues were: '

» A $576 million increase at U. S. Franchised Electric and Gas due primarily to increased fuel revenue from retail customers, higher
sales volume as a result of favorable weather, increased wholesale power revenues due to increased sales volumes primarily due
to additional long-term whalesale contracts in 2007, increase in retail rates and rate riders primarily related to new electric base
rates implemented in the first quarter of 2007 for Duke Energy Kentucky and the recovery of environmental compliance costs from
retail customers in Indiana, and an ingrease related to the sharing of anticipated merger savings through rate decrement riders
which was substantially complated prior to the third quarter of 2007,

* A S208 million increase at Commercial Power due primarily to increased retail electric revenues principally related to the timing of
collections on fuel and purchased power and increased retail demand resutting from favorable weather, and increased wholesale
revenues due primarily to higher generation volumes resulting from favorable weather and higher tolling and capacity revenues,
partially offset by net unfavorable mark-to-market results on nonqualifying power and capacity hedge contracts; and

*» A 5117 million increase at International Energy due primarily to higher sales prices in Brazil and Peru, and favorable foreign cur-
rency exchange impacts compared to the prior year, primarily in Brazil.

Partially offset by:

* A 5221 million decrease at Crescent as a result of the deconsalidation of Crescent in September 2006 and the subsedquent
accounting for Duke Energy's investrnent in Crescent as an equity method investment.

Year Ended December 31, 2006 as Compared to December 31, 2005. Consolidated operating revenues for 2006 increased
53,701 mikion, compared to 2005. This change was driven by:

*+ An approximate $3,820 million increase due to the merger with Cinergy; and

= A $216 million increase at international Energy due primarily to higher revenues in Peru from increased ownership and resulting
consolidation of Aguaytia, higher energy prices in El Salvador, favorable results in Brazil, primarily foreign exchange rate impacts
and higher electricity volumes and prices in Argentina.
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Partially offset by:

s A 5274 million decrease at Crescent due primarily to the deconselidation of Crescent, effective September 7, 2006 and softening
in the residential real estate market; and

» A 56% million decrease in Other due primarily to the sale of Duke Project Services Group, Inc. (DPSG) in February 2006 and a prlor
year mark-to-market gain related to former DENA's hedge discontinuance in the Southeast.

For a more detailed discussion ot operating revenues, see the segment discussions that follow.

Consolidated Operating Expenses

Year Ended December 31, 2007 as Compared to December 31, 2006. Consolidated operating expenses for 2007 increased
51,012 million, compared to 2006, This change was driven primarily by an apgroximate $1,160 million of expenses incurred during the
first quarter of 2007 related to legacy Cinergy aperations {reflected in the results for U_S. Franchised Electric and Gas and Commercial
Power} far which no expenses were incurred in the comparable period of the prior year since the Cinergy merger accurred effective April
20086. Excluding the above, cansolidated operating expenses increased as a result of the following:

+ A 5317 million increase at U.S. Franchised Electric and Gas due primarily to increased operating and maintenance expenses driven
by higher wage and benefits costs, including increased shortterm incentive costs, maintenance costs at fossil and nuclear generat-
ing plants, increased fuel expense driven by higher demand from retail customers resulting from favorable weather, and an increase
in depreciaticn due t¢ additional capital spending; and

* An $18 million increase at Commercial Power due primarily to increased fuel expense and operating and maintenance expenses
from the Midwest gasfired generation assets due primarily to increased generation volumes in 2007 compared to 2006 and higher
tuel and purchased power expenses due to increased retait sales volumes and plant outages in 2007, partially offset by net
mark-to-market gains on non-qualifying fuel hedge contracts in 2007 compared to net losses in 2006 and lower losses from sales
of fuel. o

Partially offset by:

« A 5240 millicn decrease in Other due primarily to a 2006 charge and 2007 credits related to contract setiement regotiations,
lower casts to achieve related to the Cinergy merger, lower costs related to Duke Energy's captive insurance company driven by
lower charges for mutual insurance exit obligations, and lower governance and other corporate costs, partially offset by a donation

' to the Duke Foundation;

» A $160 million decrease at Crescent as a result of the deconsolidation of Crescent in September 2006 and the subsequent
accounting for Duke Energy’s investment in Crescent as zn equity method investment; and

« A 562 million decrease at International Energy due primarily to a prior year reserve related to a settlement made in conjunction with
the Citrus Trading Corporation (Citrus) litigation, a contract dispute between Citrus and Spectra Energy LNG Sales Inc. {formerly
known as Duke Energy LNG Sales Inc.), an impairment charge on notes receivable frorn Campeche recorded in 2006, partially
offset by unfavorable foreign currency exchange impacts, increased purchased power, general and a¢ministrative costs in Brazil,
and higher fuel consumption in Guatemala due to higher generatior: and higher maintenance costs as a result of unplanned out-
ages.

Year Ended December 31, 2006 as Compared to December 31, 2005. Consolidated operating expenses for 2006 increased
$3,624 million, compared to 2005, The change was primarily driven by:

= An approximate $3,326 million increase due to the merger with Cinergy;

+ A 5312 million increase at International Energy due primarily to higher costs in Pery, driven pfimarily by increased ownership and
resulting consolidation of Aguaytia, a reserve related to a settlement made in conjunction with the Citrus litigation, higher fuel prices
and increased consumption in Ef Salvador, unfavorable exchange rates, increased regulatory fees and higher purchased power
costs in Brazil and an impairment charge on notes receivable from a Mexican investment recorded in 2006;

A 5132 million increase in Other due primarily to costs to achiave tha Cinergy merger, a reserve charge refated to contract settle-
ment negotiations, partially offset by decreases due to the cortinued wind-down of the former DENA businesses; and

« An approximate $115 million increase at Duke Energy Carolinas driven primarily by increased fuel expenses, due primarily to higher
coal costs and increased purchase power expense resulting primarily from less generation availability during 2006 as a result of
outages at base load stations, partially offset by lower regulatory amortization, due primarily to reduced amortization of compliance
costs related to clean air legislation, and lower operating and maintenance expense, due primarily to a Decernber 2005 ice storm.

44




PART Il

Partially offset by;

+ A 5239 million decrease 2t Crescent due primarily to the deconsolidation of Crescent, effective September 7, 2006 and softening
in the residential real estate market.

For a mere detziled discussion of eperating expenses, see the segment discussions that foligw.

Consolidated Galns on Sales of Investments in Commercial and Multi-Family Real Estate

Censolidated gains on sales of investments in commercial and multi-family real estate were zero in 2007, as a result of the deconso-
lidation of Crescent in Septemnber 2006 and the subsequent accounting for Duke Energy's investment in Crescent as an equity method
investment, $201 million in 2006, and $191 millian in 2005. The gain in 2006 was driven primerily by pretax gains from the sale of two
office buildings at Potomac Yard in Washington, D.C. and a gain on a land sale at Lake Keowee in northwestern South Carolina. The gain
in 2005 was driven primarily by pre-tax gains from the sales of surplus legacy land, particularly a large sale in Lancaster, South Caralina,
commercial fand sales, including a large sale near Washington, D.C. and multifamily project sales in North Caralina and Firida.

Consolldated (Losses) Gains on Sales of Qthar Assels and Other, net

Consolidated (losses) gains on sales of other assets and other, net was a loss of 55 million for 2007, a gain of 5223 million for
2006, and a loss of $55 million for 2005. The loss in 2007 was due primarily to losses related to Commercial Power's sale of emission
allowances. The gain in 2006 was due primarily to the pre-tax gains resulting from the sale of an effective 50% interest in Crescent, creat-
ing a joint venture between Duke Energy and MSREF {approximately $246 million), partially offset by Commercial Power's logses on sales .
of emission allowances (approximately $29 milion). The loss in 2005 was due primarily to net Iosses at Commercial Power, principally
the termination of DENA structured power contracts in the Southeast region {approximately $75 million).

Consolidated Operating Income

Year Ended December 31, 2007 as Compared to December 31, 2006. For 2007, consolidated operating income increased
$672 million compared to 2006. Increased operating income was partially driven by an approximate $237 million favorable impact gen-
erated during the first quarter of 2007 related to legacy Cinergy operations (reflected in the results fer U.S. Franchised Electric and Gas
and Commercial Power) for which there was zero in the comparable period of the prior year since the Cinergy merger occurred effective
April 2006, as well as factors discussed above.

Year Ended December 31, 2006 as Compared to December 31, 2005. For 2006, consolidated operating income ncreased
$365 miillion, compared to 2005. Increased oparating income was primarily related to approximately 5465 million of cperating income
generated by legacy Cinergy in 2006 as a result of the merger and an approximate $250 million gain in 2006 on the sale of an effective
50% interest in Crescent, partially offset by approximately $128 million of cost in 2006 to achieve the Cinergy merger and approximately
5165 million of charges in 2006 related to settliements and contract negotiations. - :

Other drivers to operating income are discussed above. For more detailed discussions, see the segment discussions that follow.

Consolidated Other Income and Expenses

Year Ended December 31, 2007 as Compared to December 31, 2006. For 2007, consoiidated other income and expenses
increased $74 million, compared to 2006. This increase was primarily driven by an increase in equity eamings of $34 million due’ primar-
ily to the deconsolidation of Crescent in Septembar 2006 and the subsequent accdunting for Crescent as an equity method investment -
and increased equity earnings from International Energy of approximately $22 million primarily related to its investment in National Meth-
ancl Company (NMC) primarily as a result of higher margins, approximately $34 million increase in interest income, largely as a result of
increased earings from higher average invested cash and shart-term investment balances during 2007 as compared to 2006 {of which
approximately $19 miliion of the increase relates to interest inéome of legacy Cinergy in the first quarter 2007 with no comparable -
amount in 2006), partially offset by lower inferest income related to income taxes resulting primarily from favorable income fax seftle-
ments in 2006, a $17 million impairment charge at International Energy recorded during the second-quarter of 2006, and cunvertrble
debt costs of approximately $21 million related to the spinoff of Spectra Energy. .

Year Ended December 31, 2006 as Compared to December 31, 2005. For 2006;- consolidated other income and expenses
increased $137 million, compared to 2005. The increase was due primarity to an increase of apprnmrmtely $125 millicn of interest -
incomne resulting primarily from favorable income 1ax settlernents in 2006, ’
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Consolidated Interest Expense

Year Ended December 31, 2007 as Compared to December 31, 20086. For 2007, consalidated interest expense increased
5§53 million, compared to 2006. This increase was due primarily to the debt assumed from the merger with Cinergy, higher interest on
debt in Brazil and interest expense recorded on tax items primarily as a result of the adaption of FIN No. 48, “Acceunting for Uncertainty
in Income Taxes—an interpretation of FASB Statement No. 109° (FIN 48), partially offset by debt reductions and financing activities and
an increase in the debt camponent of AFUDC resulting from increased capital spending.

Year Ended December 31, 2006 as Compared to December 31, 2005. For 2006, conselidated interest expense increased
$251 mikion, compared to 2005. This increase is primarily attributable to the increase in long-term debt as a result of the merger with
Cinergy (approximately $227 million impact).

Consolidated Minority interest Expanse

Year Ended December 31, 2007 as Compared to Decernber 31, 20086. For 2007, cunsolidated minority interest expense decreased
$11 million, compared to 2006. This decrease was due primarily to lower earmings at Aguaytia in 2007 and the deconsclidation of Cres-
cent.

Year Ended December 31, 2006 as Compared to December 31, 2005. For 2006, consolidated minority interest expense decreased
511 million, compared to 2005. This decrease was due primarily to lower earnings at Crescent's LandMar affiliate in Florida, as a result
of softening in the residential reai estate market,

Consolidated Income Tax Expense from Continuing Operations

Year Ended December 31, 2007 as Compared to December 31, 2006. For 2007, consolidated income tax expense from continuing
operations increased 5262 million, compared to 2006. The increase is primarily the result of higher pretax income in 2007 as compared
to 2006. Additionally, the effective tax rate increased for the year ended December 31, 2007 (32%) compared to 2006 {29%), due pri-
marily to prior year favorabie tax sefilements on research and development costs and nuclear decommissioning costs, and tax benefits
related to the impairment of an investment in Botivia, partially offset by an increase in the manufacturing deduction in 2007 and higher
foreign taxes accrued in 2006.

Year Ended December 31, 2006 as Compared to December 31, 2005. For 2006, consolidated income tax expense from continuing
operations increased 575 million, compared to 2005. This increase primarily resulted from higher pretax earnings, partially offset by
favorable tax settlements on research and development costs and nuclear decommissioning costs, and tax benefits related to the
imparment of an investment in Bolivia.

Consolidatad {Loss) Income from Discontinued Operations, net of tax

Consolidated {loss) income from discontinued operations was a loss of $22 mifion for 2007, income of $783 million for 2006, and
incorne of 5935 million for 2005, The 2006 and 2005 amounts include the aftertax eamings of Duke Energy's natural gas businesses
that were spun off to shareholders on January 2, 2007. The 2007, 2006 and 2005 amounts include results of operations and gains
(losses) on dispositions related primarily to former DENA's assets and contracts outside the Midwestern and Southeastern United States
as a result of the 2005 decision to exit substantially all of former DENA's remaining assets and contracts outside the Midwestern United
States and certain contractual positions related to the Midwestern assets, which are included in Other. The 2007 and 2006 amounts also
include Cinergy commercial marketing and trading operations and synfuel operations, which are both included in Commercial Power. See
Note 13 to the Consolidated Financial Statements, “Discontinued Operations and Assets Held for Sale”.

The 2007 amount is primarily comprised of an aftertax loss of approximately $18 million associated with former DENA contract
settiements, an after-tax loss of approximately 58 million refated to Cinergy commercial marketing and trading operations and after-tax
earnings of approximately $23 million related to Commercial Power's synfuel operations.

The 2006 amount is primarily comprised of after-tax earnings of approximately $953 million related to the natural gas businesses,
approximately $140 million of after-tax losses associated with certain contract terminations or sales at former DENA, and the recognition
of approximately 517 million of aftertax losses associated with exiting the Cinergy commercial marketing and trading operations.

The 2005 amount is primarily comprised of after-tax earnings of approximately $1,623 million related to the natural gas businesses,
which includes $1,245 million of pretax gains on sales of equity investments, primarily associated with the sale of TEPPCO GP and Duke
Energy's limited partner interest in TEPPCO LP and an approximate $575 million gain resulting from the DEFS disposition transaction, an
approximate $550 million non-cash, aftertax charge (approximately $900 million pre-tax) for the impairment of assets, and the dis-
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continuance of hadge accounting and the discontinuance of the normal purchase/normal sala exception for certain positions as a resulf of
the decision to exit substantially &ll of former DENA's remaining 2ssets and contracts outside the Midwestern United States and certain
contractual positions related to the Midwestern assets. Additionally, during 2005, Duke Energy recognized aftertax losses of approx-
imately 5250 million (approximately $400 million pre-tax) as the result of selling certain gas transportation and structured contracts
related to the former DENA operations. These charges were offset by the recognition of after-tax gains of approximatety $125 million
{approximately $200 million pre-tax) related to the recognition of deferred gains in Accumulated Other Comprehensive Incame (AQC)
related to discontinued cash flow hedges related to the former DENA operations.

Consolidated Cumulative Effect of Change in Accounting Princiﬁle. net of tax and minurity'interest

During 2005, Duke Energy recorded a net-oftax and minority interest cumulative effect adjustment for a change in accounting princi-
ple of $4 million as a reducticn in earnings. The change in accounting principle related to the implementation of FIN No. 47, “Accounting
for Conditional Asset Retirement Obligations.

Segment Results

Management evaluates segment performance based on eamings before interest and taxes from continuing operations, after deduct-
ing minority interest expense related to those profits (EBIT). On a segment basis, EBIT excludes discontinued operations, represents all
prafits from continuing aperations (bath operating and nor-operating) before deducting interest and taxes, and is net of the minority inter-
est expense related to those profits. Cash, cash equivalents and shortderm investments are managed centrally by Duke Energy, so the
gains and losses on foreign currency remeasurement, and interest and dividend income on those balances, are excluded from the seg-
ments’ EBIT. Managerent considers segment EBIT to be a good indicator of each segment’s operating performance from its continuing
cperations, as it represents the results of Duke Energy's ownership interest in operations without regard to financing methods or capital
structures.

See Nate 3 to the Consolidated Financial Statements, “Business Segments,” for a discussion of Duke Energy's segment structure.

As discussed above and in Note 13 to the Consalidated Financial Statements, “Discontinued Qperations and Assets Held for Sale”
during the third quarter of 2005, the Board of Directors of Duke Energy authorized and directed management 1o execule the sale or
disposition of substantially all former DENA's remaining assets and contracts outside the Midwestern United States and certain con-
tractual positions related to the Midwestern assets. As a result of this exit ptan, the continuing cperations of the-former DENA segment
(which primarily include the operatiuns of the Midwestern generation assets, former DENA's remaining Southeastern operations related to
assets which were disposed of in 2004, the remaining operations of DETM, and certain general and adminisirative costs) have been
reclassified to Commercial Power, except for DETM, which is in Other.

Duke Energy’s segment EBIT may not be comparable to a similarly titled measure of anather company because other enfities may
not calculate FBIT in the same manner. Segment EBIT is summarized in the following tzble, and detailed discussions follow.

EBIT by Business Segment
Years Ended December 31,
Varlance Varlance
2007 vs. 2006 vs.
2007 2006 2006 2005 2005
(in millions) .
LS. Franchised Electric and Gas 52,305 S1,81t 5494 51495 S316
Commercial Powerte! 278 47 231 (118) 165
International Energy 388 163 225 309 (146)
Crescent 38 532 {494) 314 218
Total reportable segment EBIT ‘ 3,009 2,553 456 2,000 553
Othert@ (298) {537 239 (347 (190}
Total reportable segment EB(T and other 2,711 2,016 695 1,653 363
Interest expense . (685) 1632} (53} (381) (251}
Interest income and othert 208 146 62 (4) 150

Consolidated earnings from continuing operations before income taxes 52,234 $1,530 5704 51,268 5262
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(8)  Amounts associated with former DENA's operations are included in Other for all periods presented, except for the Midwestern generation and Sautheast oper-
ations, which are refiectad in Commercial Power.

b} In September 2006, Duke Energy completed a joint venture transaction of Crescent. As a result, Crescent segment data includes Crescent as a consolidated
entity for periods prior to September 7, 2006 and as an equity method investment for periods subsequent to September 7, 2006.

(e) Interest income and other includes foreign currency transaction gains and lnsses and additional rinotity intarest expense not allocated to the segment rasults.

Minority interest expense presented below includes only minority interest expense related to EBIT of Duke Energy’s joint ventures. it
does not include minority interast expense related to interest and taxes of the joint ventures.

The amounts discussed below include intercompany transactions that are eliminated in the Consolidated Financial Statements.

LS. Franchised Electric and Gas

Years Ended December 31,
Variance Variance
2007 vs. 2006 vs.

2007 2006 2008 2005 2005
{in miflions, except where noted)

Operating revenues $9740 S 8098 § 1647 $ 5432 5 2666
Operating expenses 7,488 6,319 1,169 3,959 2,360
(Losses) gains on sales of other assets and other, net —_— — — 7 7
Operating income 2,252 1,779 473 1,480 289
Other income and expenses, net 53 32 21 15 17
EBIT $2305 $1811 S5 494 $1495 § 316
Duke Energy Carolinas GWh salest® 86,604 82652 3952 85277 (2,625}
Duke Energy Midwest GWh salesttbi 64,570 46,069 18,501 — 46,069
Net proportional MW capacity in operationtc 27,586 27,590 @ 13390 9,200

{8 Gigawatt-hours (GWh)
{b) Relates to operations of formar Cinergy from the date of acquisition and thereafter
e} Megawatt (MW)

The following table shows the percent changes in GWh sales and average number of customers for Buke Energy Carolinas.

Increase [decrease] over prior year : 2007 2006 2005

Residential salesf 6.5% (1.2% 3.7%
General service salest! 54% 14% 1.9%
industrial salas@ (2.3)% (3.8% 1.1%
Wholesale sales 40.9% (38.7)% 38.0%
Total Duke Energy Carolinas sales®! 48% (3.1% 3.1%
Average number of customers 20% 20% 2.0%

{a) Major components of Duke Energy Cerolinas’ retail sales.
(b} Consists of all comaonents of Duke Energy Carolinas’ sales, including retall sales, and whalesale sales to incorporated municipalities and to public and private utlI-
ities and power marketers.

The following table shows the percent changes in GWh sales and average number of customers for Duke Energy Midwest for the
nine months ended December 31, 2007 compared to the same period in the prior year.

Nine Months Ended

Increase (docrease] over prior year December 31, 2007
Residential salest 6.7%
General service sales'? ) 6.3%
Industrial sales'® (0.4%
Wholesale sales 1.7%
Total Duke Energy Midwest sales® 4.5%
Average number of customers ' 0.8%

{al  Major components of Duke Energy Midwest's retail sales,
{by  Consists of all companents of Duke Energy Midwest's sales, including retail sales, and wholesale sales to incorporated municlpalities and to public and private i
ities and power marketers.
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Year Ended Decernber 31, 2007 as Compared to December 31, 2006
Operating Revenues. The increase was driven primarily by:
« A 51,066 milion increase in regutated revenues for the first quarter of 2007 due to the merger with Cinergy;

» A 5212 million increase in fuel revenues, including emission allowances, driven by increased fuel rates for retail custorners and
increased GWh sales to retail customers;

* A $188 million increase in GWh sales to retail customers due to favorable weather conditions. For the Carolinas and Midwest, cool
ing degree days for 2007 were approximately 27% and 48% above normal, respectively, compared to close to normal in both
regions during 2006;

* An S82 million increase in wholesale power revenuas, net of sharing, due to increased sales volumes primarily due to additional
long-term contracts,

* A 557 million increase in retail rates and rate riders primarily related to the new electric base rates implemented in the first quarter
cf 2007 for Duke Energy Kentucky and the recovery of environmental compliance costs from retail customers in Indiana; and

* A 540 million increase related to the sharing of anticipated merger savings through rate decrement riders with regulated custom-‘
ers, which was substantially completed prior to the third quarter of 2007.

Operating Expenses. The increase was driven primarily by: .
= An 5852 million ncrease in regutated operating expenses for the first quarter of 2007 due to the merger with Cinergy,

» A $137 millien increase in operating and maintenance expense primarily due to higher wage and benefit costs, including increased
short-term incentive costs, and maintenance costs at fossil and nuclear generating plants, partially offset by a one time 512 million
donation in the second quarter 2006 ordered by the NCUC as a condition of the Cinergy merger;

= A $133 millicn increase in fue! expense {including purchased power) primarily due to increased retail demand resutting from favor-
able weather conditions. Generation fueled by coal and natural gas, as well as purchases to meet retail customer requirements,
increased significantly during the year ended December 31, 2007 compared to the same periad in the prior year, These increases
were partially offset by a $21 million reimbursement for previously incurred fuel expenses resutting from a setlement between
Duke Energy Carolinas and the U.S. Department of Justice resolving Duke Energy’s used nuciear fuel litigation against the Depart-
ment of Energy (DOE). The seftlement between the parties was finalized on March &, 2007; and

= A $40 millien increase in depreciation due primarily to additional capital spending in the Carolinas.
Partially offset by:

» A 56 million net decrease in regulatory amortization expense primarily due to decreased amortization of compliance costs related
to North Carclina clean air legislation during 2007 as compared to the prior year. Regulatory amortization expenses related to
clean air were approximately $187 million for the year ended December 31, 2007 compared to approximately $225 million during
the same period in 2006. This decrease was partially offset by the write-off of a portion of the investment in the GridSouth RTO
{approximately $17 million) per a rate order from the NCUC and Ohic's regulatory amortization related to the rate transition charge
rider and new demand side management (DSM) rider.

Other Income and Expenses, net. The increase is primarily atiributable to the eguity cemponent of AFUDC eamed from adéitional
capital spending for an-going construction projects.

EBIT. The increase resulted primarily from the merger with Cinergy, favorable weather conditians, additional long-term wholesale
contracts, increase in retail rates and rate riders and the substantial completion of the required rate reductions due to the merger with
Cinergy. These increases were partially offset by increased operating and maintenance expenses and additional depreciation as rate base
increased during 2007.

Matlers Impacting Future U.S. Franchised Electric and Gas Results

U.S. Franchised Electric and Gas continues to increase its customer base, maintain low costs and deliver high-quality customar serv-
ice in the Carolinas and Midwest. The residential and general service sectors are expected to grow. The industrial sector, particularly tex-
file and housing related, was soft in 2007 and that trend is expected to continue in 2008. U.S. Franchised Electric and Gas will continue
to provide strong cash flows from operations to Duke Energy, which will help fund the capital spending program in 2008. Changes in
weather, wholesale power market prices, service area economy, generation availability and changes to the regulatory environment would
impact future financial results for U.5. Franchised Electric and Gas.
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The impact of the North Carolina rate order resulting from the 2007 rate review ordered by the NCUC will also affect income for
2008 and future years. Particularly, retail base rates were lowered by $287 milion, which was primarily offset by the elimination of clean
air legislation amortization, For 2008 only, the NCUC also allowed a one time increment rider of $80 million related to merger savings.
Legislation enacted in both North and South Carolina in 2007 will allow Duke Energy Carolinas to recover from retail customers more of
ifte costs incurred for purchases of power and reagents needed to meet customer demand. Various regulatory activities will cantiniqe in
2008, including a review of Duke Energy Carclinas’ and Duke Energy Indiana’s proposed cost recovery methodology related to energy
efficiency pragrams. Decisions an 2007 filings for certification for new generation are also expected. Duke Energy Ohio's pending gas
rate case could also impact future results through the increase of base rates. '

The Southeastern United States continues to experience severe draught conditions brought about by a significant shoriage of rainfall
in the past several months. As a result of these conditions, water supplies in the reservoirs and lake systems that support many of Duke
Energy Carolinas’ hydroelectric, nuclear, and fossil eleciric generation plants have declined and could continue to decline in the absence
of more normal levels of rainfall. Duke Energy is analyzing long-term weather forecasts and developing plans to mitigate any potential’
operational impacts that continued severe drought conditions could cause; however, at this time we cannot determine if such impacts will
have a material effect on Duke Energy.

Year Ended December 31, 2006 as Compared to December 31, 2005
Operating Revenues. The increase was driven primarily by:
* A $2,651 million increase in regulated revenues due to the acquisition of Cinergy;

» A $203 million increase in fuel revenues driven by increased fuel rates for retail customers due primarily to increased coal costs.
The delivered cost of coal in 2006 is approximately $11 per ton higher than the same period in 2005, representing an approx-
imately 20% increase; and

* A $27 miillion increase related to demand from retail customers, due primarily to continued growth in the number of residential and
general service customers in Duke Energy Carolinas' service territory. The number of customers in 2006 increased by approx-
imately 45,000 compared to 2005,

Partially offset by:

+ A 591 million decrease in wholesale power sales, net of the impact of sharing of profits from wholesale power sales with industrial '
customers in North Carolina (540 million). Sales velumes decreased by approximately 39% primarily due to production constraints
caused by generation outages and pricing;

* A 577 million decrease related to the sharing of anticipated merger savings by way of a rate decrement rider with regulated cus-
tomers in North Carplina and South Caroling, As a requirament of the merger, Duke Energy Carolinas is required to share antici-
pated merger savings of approximately 5118 million with North Carolina customers and approximately 540 million with South
Carolina customers over a one year period; and '

* A 532 million decrease in GWh sales to retail customers due to_unfavorébie weather conditions compared to the same period in
2005. Weather statistics in 2006 for heating degree days were approximately 9% below normal as compared to 2% above normal
in 2005. Overall weather statistics for both heating and cooling periods in 2006 were unfavorable compared to the same periods in
2005, '

Operating Expenses, The increase was driven primarily by:

* A $2,245 million increase in regulated operating expenses due to the acquisition of Cinergy;

» A 5188 million increase in fuel expenses, due prirnarify to higher coal costs. Fossil generation fueled by coal accounted for slightly
more than 50% of total generation for year to date December 31, 2006 and 2005 and the delivered cost of coal in 2006 is approx-
imately $11 per ton higher than the same period in 2005;

* A 542 miltion increase in purchased power expense, due primarily o less generation availability during 2006 as a result of outages
at base load stations; and

« A $24 million increase in depreciation expense, due to additional capital spending.
Partially offset by:

¢ An 586 million decrease in regulatory amortization, due 10 reduced amortization of compliance costs related to clean air legislation
during 2006 as compared to the same period in 2005. Regulatory amortization expenses were approximately 5225 million for the
year ended December 31, 2006 as compared to approximately $311 million during the same period in 2005;
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» A 539 million decrease in operating and maintenance expenses, due primarily to a December 2005 ice storm; and

+ A 515 million decrease in donations related to sharing of profits from wholesale power sales with charitable, educational qnd eco-
nomic development programs in North Carolina and South Carolina. For the year ended December 31, 2006, donations totaled
513 million, while for the same period in 2005, donations totaled 528 million.

Other income and expenses. The increase in Other income and expenses resulted primarily from an increase in AFUDC due mainly to
the acquisition of the regulated operations of Clnergy

EBIT. The increase in EBIT resulted primarily from the acquisition of the regulated operations of Cinergy, lower regulatory amor-
tization in North Carolina, increased demand from retail customers due to continued growth in the number of residential and general serv-
tce customers and decreased operating and maintenance expense in the Carolinas. These changes were partially offset by lower
wholesale power sales, net of sharing, rate reductions due to the merger, unfavorable weather conditions and increased purchased
power expense in the Carolinas.

Commerclal Power

Years Ended Dacember 31,
Variance Variance
2007 vs. - 2006 ve.
2007 2006 2006 2005 2005
{in milons, except where noted)
Operating revenues $181 $1331 $ 50 $ 148 § 1,183
Operating expenses 1,618 1,292 326 200 1,002
{Losses) gains on Sales of other assets and other, net 7 (29) 22 {70} 41
Operating income 256 10, 246 (122) 132
Other income and expenses, net 22 37 {15) 4 33
EBIT . $.278 § 47 $ 231 S(118 $ 165
Actual plant production, GWhie! ‘ 23,702 17,640 6,062 1,759 15,381

Net proportional megawatt capacity in operation 8019 8100 {81y 3,600 ° 4500
{al Excludes discontinued aperatians : ‘

During the third quarter of 2005, the Board of Directors of Duke Energy authorized and directed management to execite the sale or
disposition of substantially all of former DENA’s resnaining assets and contracts outside the Midwestern United States and certain con-
tractual posiions related to the Midwestern assets. As a result of this exit plan, Commercial Power includes the operations of former
DENA's Midwestern generation assets and remaining Southeastern operations related to the assets which were disposed of in 2004, The
results of former DENA's discontinued operations, which are comprised of assets sold to LS Power, are presented in (Loss) Income From
Discontinued Operations, net of tax, on the Consolidated Statements of Operations, and are discussed in consohdated Results of Oper-
ations section tiled “Consolidated (Loss) Income from Discontinued Qperations, net of tax.”

Year Ended December 31, 2007 as compared to December 31, 2006
Operating Revenues. The increase was primarily driven hy:

* A $387 million increase related to the non-regulated generation assets of former Cinergy, including the impacts of purchase
accounting, which reflects the first quarter 2007 operating revenues for WhICh there was zero in the comparable penod in the prior
year as a result of the merger in April 2006:;

¢ A $185 million increase in retail electric revenues due to higher retail pricing principally related to the time of collections on fuel
and purchased power (FPP} rider and increas_ed retail demand resulting from favorable weather in 2007 compgred to 2006; and

* A 5134 miflion increase in revenues due to higher generation valumes arki capacity revenyes from the Midwest gasfired assets
resulting from favorable weather in 2007 compared to 2006,

Partially offset by:

*# A $111 million decrease in net mark-to-market revenues on non-qualifying power and capacity hedge coritracts, consisting of
mark-to-market losses of $52 million in 2007 compared to gains of 558 million in 2006; and

* A $35 millicn decrease in revenues from sales of fuel due to lower volumes in 2007 compared to 2006.
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Operating Expenses. The increase was primarily driven by:

» A 5327 miliion increase retated to the nonreguiated generation assets of former Cinergy, including the impacts of purchase
accounting, which reflects the first quarter 2007 operating expenses for which there was zero in the comparable pemd in the prior
year as a result of the merger with Cinergy in Aprii 2006,

+ A $116 mition increase in fuel expenses for the Midwest gasfired assets primarily due to increased generation volumes in 2007
compared ta 2006; and

» A $36 million increase in aperating expenses primarily due to increased plant maintenance in 2007, p
Partfally oftset by:

* A $114 million decrease in net mark-to-market expenses on non-qualifying fuel hedge contracts, consisting of mark-tomarket gains
of $65 million in 2007 compared tc losses of $49 million in 2006; and

* A 530 million decrease in expenses associated with sales of fuel due to lower volumes in 2007 compared to 2006.

(Losses) Gains on Sales of Other Assets and Other, net. Decrease in 2007 compared to 2006 is attributable to lower losses on ., .
emission allowance sales in 2007 due to lower sales activity in 2007 compared to 2006,

Other Income and Expenses, net. The decrease is driven by lower equity eamings of uncansolidated affiliates.

EBIT. The improvement is primarily attributable to higher retall margins resulting largely from favarable timing of fuel and purchase
power recoveries, increased retail demand as a result of favorable weather and improved results from the Midwest gasired assets as-a.
resuit of higher generation volumes and increased capacity revenues. These favorable variances were partially offset by higher expenses
from increased plant maintenance in 2007, -

Matters Impacting Future Commercial Power Resuits

Commercial Power's current strategy is focused on maximizing the returns and cash flows from its current portfoiic, as well asi'g‘rqw-
ing Duke Energy’s nonregulatec renewable energy portfolio. Results for Commercial Power are sensitive to changes in power supply,
power demand, fuel prices and weather, as well as dependent upon completion of energy asset construction projects and tax credits an
renewable energy production. Future results for Commercial Power are subject bo volalilily due to the over or under-collection of fuel and
purchased power costs since Commercial Power's Rate Stabilization Plan (RSP) market based standard service offer (MBSSO0) is not -
subject to regulatory accounting pursuant to SFAS No. 71, *Accounting for Certain Types of Regulation” (SFAS No. 71). In addition, . -
Commercial Power's RSP expires on December 31, 2008, Duke Energy is currently working with the PUCO and the Ohio legislature to
establish a rate structure beyond 2008. The outcome of this rate structure could impact the results of aperations in future periods. )
Compared to 2006 and 2007, Commercial Power's 2008 results will also be favorably impacted by the reduced impact of purchase
accounting adjustments recorded in connection with the 2006 merger with Cinergy.

Year Ended December 31, 2006 as compared to December 31, 2005

Operating Revenues. The increase was primarily driven by the acquisition of Cinergy nonregulated generation assets for which
results, including the impacts of purchase accounting, are reflected fram the date of acquisition and thereafter, but are not included in the
same period in 2005 (approximately 51,169 million). Operating revenues associated with the former DENA Midweast plants were approx-
imately $14 miltion higher in 2006 compared ta 2005 due primarily to higher average prices and slightly higher volumes.

Operating Expenses. The mcrease was primarily dnven by the acquisition of Cinergy nonregulated generation assets for which
results, including the impacts of purchase accounting, are reflected from the date of acquisition and thereafter, but are not included in the
same period in 2005 (approximately $1,082 million). Operating expenses associated with the former DENA Midwest plants were approx-
imately 510 million higher in 2006 compared ta 2005 due primarily to higher fuel prices and stightly higher volumes.

(Losses) Gains on Sales of Other Assets and Other net. The increase was driven primarily by an approximate $75 million pre-tax
charge in 2005 related to the termination of structured power contracts in the Southeastemn Reglan partially offset by net Iosses of
approximately $29 million on sales of emission allowances in 2006. :

Other Income and Expenses, net. The increase is driven primarily by equity earmings uf unconsolidated affiliates relatedrto‘ invest-
ments acguired in connection with the Cinergy merger in 2006.

EBIT. The increase was due primarily 1o the approximate $75 million pretax charge in 2005 related to the termination of structured
power contracts in the Southeastern Region and the acquisition of Cinergy assets tapproximately $95 million}.
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. International Energy

Years Ended December 31,
Variance Variance
2007 vs. 2006 va.

2007 2006 2006 2005 2005
(in millions, excapt where noted)

Operating revenues 51060 S 943 § {17 5§ 727 5216
Operating expenses 776 838 {62) 526 312
{Lasses) gains on sales of other assets and other, net — (1} 1 — m
Operating income 284 104 180 201 97
Other income and expenses, net 114 76 38 116 {40)
Minority interest expense 10 17 (7) 8 9
EBIT S 388 S 163 5 225 S 309 5146
Sales, GWh 17,127 18,501  (1,374) 17,587 914
Net proportional megawatt capacity in operationt 3,968 3,922 46 3863 @ 59

{a] Excludes discontinued operations

Year Ended December 31, 2007 as Compared to December 31, 2006
Operating Revenues. The increase was driven primarily by:
* An 381 million increase in Brazil due to higher sales prices and favorable exchange rates;
* A $37 million increase in Guatemala due to higher prices and volumes as a result of increased therma! dispatch; and
* A $27 miliion increase in Peru due to higher spot prices as a result of transmission line congestion.
. Partially offset by:
« An $18 miilion decrease in Ecuador due to decreased sales as a result of lower thermal dispatctr; and

* A S5 million decrease in Argentina due to lower sales volumes resulting from unfavorahte hydrology, partiélly offset by higher aver-
age sales prices.

Operating Expenses. The decrease was driven primarily by:

« A $100 million decrease due to a prior year reserve established as a result of a settlement made in conjunction with the Citrus lt-
gation; .

« A 543 million decrease in Mexica due primarily to 2 $33 million impairment charge on the notes receivable from the Campeche
equity investment in 2006; and

* An $11 miliion decrease in Ecuador due to lower fuel used as a result of lower generation.

Partially offset by
« A $50 million increase in Brazil primarily due to higher exchange rates and higher regulatory and purchased power costs;

= A 537 million increase in Guatemala due to increased fuel used as a result of higher dispatch and higher maintenance costs as a
result of unplanned outages; and

+ An 58 million increase in Argentina due to higher maintenance costs.

Qther Income and Expenses, net. The increase was driven primarily by a $26 million increase in equity eamings at National Methanol
Company (NMC) as a result of higher methanol and methyl tertiary buty) ether [MTBE) margins, as well as the absence of a $17 milion
impairment of the Campeche equity investment recorded in 2006. :

EBIT. The increase in EBIT was primarily due to a prior year reserve established as a result of a settiement made in conjunctlon with
the Citrus litigation, a prior year impairment of the Campeche equity investment and note receivable reserve, favorable [ prlces in Peru duie
1o transmmission line congestion, favorable prices and nat foreign exchange impacts offset by higher regulatory costs in Brazil and hlgher
. equity earmnings at National Methanol, partially offset by higher maintenance costs and unfavorable hydrology in Argentina.
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Matters Impacting Future International Energy Results

International Energy’s current strategy is focused on selectively growing its Latin American power generation business while continu-
ing to maximize the returns and cash flow from its current portfolio. EBIT resulls for Internationat Energy are sensilive to changes in '
hydrology, power supply, power demand, and fuel and commodity prices. Regulatory matters can also impact EBIT resuits, as well as
impacts from fluctuations in exchange rates, most notably the Brazilian Real. '

Certain of International Energy’s long-term sales contracts and long-term debt in Brazil contain inflation adjustment clauses. While this
is favorable to revenue in the long run, as Internaticnal Energy’s contract prices are adjusted, there is an unfavorable impact on interest
expense resulting from revaluation of International Energy’s outstanding local currency debt.

Year Ended December 31, 2006 as Compared to December 31, 2005
Operating Revenues. The increase was driven primarily by:

» A $118 million increase in Peru due to increased ownership and resulting consolidation of Aguaytia (See Note 2 in the Consolidated
Financial Statements, “Acquisitions and Disposttions”} and an increase in Egenor due to higher sales volumes, offset by lower prices;.

* A 540 million increase in El Salvador due to higher energy prices;

« A $31 million increase in Brazil due to the strengthening of the Brazilian Real against the U.S. doltar and higher average energy
prices, partially offset by lower volumes; and

» A 527 million increase in Argentina primarily due to higher electricity generation, prices and increased gas marketing sales.

Operating Expenses. The increase was driven primarily by:

» A 5109 million increase in Peru due to increased ownership and resulting consolidation of Aguaytia and increased purchased power
and fuel costs in Egenor; 7

* A 5100 million increase due to a reserve established as a result of a settlement made in conjunction with the Citrus litigation;

» A $38 million increase in E} Salvader primarily due to higher fuel prices and increased fuel consumption;

* A $34 million increase in Brazil due to the strengthening of the Brazilian Real against the U.S. dollar, increased regulatory fees, and
purchased power costs; and ’

*» A £33 million increase in Mexico due to an impairment of a note receivable from Campeche.

Other Income and expenses, net, The decrease was primarily driven by & $26 million decrease in NMC due to lower MTBE margins
and unplanned outages and a 512 million decrease as a result of consolidation of Aguaytia in 2006.

EBIT. The decrease in EBIT was primarily due to a litigation provision, an impairment in Mexico, lower margins at NMC, higher pur-
chased power costs in Egenor, offset by favorable hydrology and pricing in Argentina.

Crescantia
Years Ended December 31,
Variance Variance
2007 vs. 2006 vs.
2007 2006 2006 2005 2005
[in militons)
Operating revenues $§—  $221  5{2?1) 5495 §(274)
Operating expenses — 160 {1600 399 (239)
Gains on sales of investments in commercial and multifamily real estate — 20 (201) 191 10
(Losses) gains on sales of other assets and other, net — 246 (246) — 245
Operating income — 508 (508) 287 221
Equity in earnings of unconsolidated affiliates 38 15 23 — 15
Other income and expenses, net — 13 {(14) 44 (30)
Mincrity interast expense - 5 (5 17 (12)
EBIT $38  $532  5494) $314  $2i8

{&) In September 2006, Duke Energy completed a joint venture transaction at Crascent and deconsolidated its imvestment in Crescent due to reduction in ownership
and its inahility to exercise contral, As a result, Crescent segment data includes Crescent as a consolidated wholly-owned subsidiary of Duke Energy for periods
prior to September 7, 2006, and as an equity investment 1ar the periods subsequent o September 7, 2006 and represents Duke Energy's 50% of equily earn-
ings in Crescent.
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EBIT. The decrease was due primarily to a $246 million gain on the sale of ownership interests in Crescent in the third quarter 2006
{see Note 2 in the Consolidated Financial Statements, “Acquisitions and Dispositions"); significant gains in the second quarter 2005,
primarily an appreximate 581 million gain on the sale of two office buildings at Potomac Yard in Washingtan, D.C. and an approximate
552 million gain on a land sale at Lake Keowee in northwestern South Carclina; lower residentiai developed lot sales; a $32 millian
impairment charge recordad in equity 2amings for the fourth quarter 2007 related to certain of Crescent’s residential develapments; and
the inclusion of approximately $29 million of interest expense in Crescent's equity eamings for 2007 compared to $6 million for 2006.
Pricr to the deconsolidation af Crescent, interest expense was not included in Crescent’s segment EBIT.

Matters impacting Future Crescent Results

Crescent’s results are subject tc volatility due to factors including its management's portfolio allocation decisions, the strength of the
real estate markets, the cost of construction materials and changes in interest rates. As discussed above, during 2007 Crescent
recorded impairment charges on certain of its properties. The impairment charges reflect the current economic conditions in Crescent’s
markets and its management's current plans for the properties in its portfotio. Changes in factors such as further or prolonged deterio-
ration in market conditions or changes regarding the iming or method far disposition of properties could resuit in future impairments
being recarded by Crescent.

Year Ended December 31, 2006 as Compared to December 31, 2005

Operating Revemies. The decrease was driven primarily by the deconsolidation of Crescent effective September 7, 2006, as well as
a $272 million decrease in residential developed lot sales, primarily due to decreased sates at the LandMar division in Florida.

Operating Expenses. The decrease was driven primarily by the deconsolidation of Crescent effective September 7, 2008, as well as
a $187 million decrease in the ¢ost of residential developed lot sales as noted above and a $16 million impairment charge in 2005.
related to a residential community in Scuth Carclina (Qldfield).

Gains on Sales of Investments in Commercial and MultiFamily Real Estate. The increase was driven primarily by an $81 million gain
on the sale of two office buildings at Potomac Yard in Washington, D.C. along with a $52 million land sale at Lake Keawee in northwestern
South Carolina in 2006, partiaily offset by a $41 million land sale at Catawba Ridge in South Carglina in 2005, a $15 million gain on a land
sale in Charlotte, North Carclina in 2005 and a $19 million gain on a project sale in Jacksonville, Florida in 2005.

iLosses} Gains on Sales of Other Assets and COther, net. The increase was due to an approximate $246 million pre-tax gain resulting
from the sale of an effective 50% interest in Crescent.

Other ncome and Expenses, net. The decrease is primarily due to $45 million in income refated to a distribution from an interest in a
portfolio of commercial office buildings in the third quarier of 200%5.

EBIT. The increase was primarily due to the gain on sale of an ownership interest in Crescent, as noted above, as well as the sale of
the Potomac Yard office buildings, partially offset by land and project sales in 2005 as discussed above.

Supplemental Data

Below is supplemental condensed summary financial information for Crescent stand-alone operating results subsequent to deconsoli-
dation on September 7, 2006:

Twelve September 7
Months Ended through
December 31, December 31,

2007 2006

{in mitlions)
Operating revenues 5536 5179
Operating expenses $415 $152
Operating income 3121 s 27
Net income : $76 $ X

55




PART It

Other
Years Ended Décembar 31,
Yartance Varlance
2007 vs. 2006 vs.
2007 2006 2006 - 2005 2005
{in milkons)
Operating revenues . $167 5140 $ 27 5209 & (69)
Operating expenses 467 707 (240 575 132
{Losses} gains on sales of other assets and other, net 2 8 {6} 8 —
QOperating income - (298) (559 261 (358} (201)
Other income and expenses, nat ] 13 (14} 14 (L)
Minority interest expense m, 9 8 3 {12)
EBIT S1298) S637)  $239  S347 5(190)

Year Ended December 31, 2007 as Compared to December 31, 2006

Operating Revenues. The increase was driven primarily by:

* A 5156 million increase related to revenues earned for services performed for Spectra Energy; and

= A 514 million increase related to DETM, primarily driven by mark-to-market activity.

Qperating Expenses. The decrease was driven primarily by .

* A 5110 million decrease related to contract settlement negotiations. Duke Energy was party to an agreement with a third pariy
service provider related to certain future purchases. The agreement contained certain damage payment provisions if qualifying
purchases were not initiated by September 2008. In the fourth quarter of 2006, Duke Energy initiated early settlement discussions
regarding this agreement and recorded a reserve of approximately $65 million. During the year ended December 31, 2007, Duke
Energy paid the third party service provider approximately $20 milfion, which directly reduced Duke Energy's future exposure under

the agreement, and further reduced the reserve by 545 million based upon gualifying purchase commitments that fulfilled Duke
Energy's obligations under the agreement;

» A 574 million decrease in costs to achieve related to the Cinergy merger;

* A 550 miliion decrease at Bison due primarily to lower charges for mutual insurance exit obligations of approximately $76 million,
| partially offset by higher operating expenses of approximately $26 million; s
| » A 542 million decrease in governance and other corporate costs, including prior year shared services cost allocations to Spectra
Energy not classified as discontinued operations; and
= A $22 million decrease in amoriization costs related to Crescent capitalized interest.
Partially offset hy:
« A $25 million increase due to a donation to the Duke Foundation, a nan-prafit organization funded by Duke Energy shareholders that
makes charitable contributions to selected nor-profits and governmental subdivisions; and
= A $12 million increase related to employee severance costs.

Other Income and Expenses, net. The decrease was driven primarily by convertible debt charges of appraximately 521 milfion

related to the spin-off of Spectra Energy, partially offset by an increase in investment retums related to executive ffe insurance of $8 mil
lion.

EBIT. The improvement was due primarily to contract settlement negotiations, lower charges for mutual insurance exit obligations,
the reduction of costs to achieve related to the Cinergy merger, lower governance and other corporate costs and a decrease in amor-
tization costs related to Crescent capitalized interest, partially offset by an increase in captive insurance expenses, a donation to the
Duke Foundation, convertible debt charges related to the spin-off of Spectra Energy and employee severance charges.

Matters Impacting future Other Results

Future Other rasults may be subject to volatility as a result of losses insured by Bison and changes in liabilities associated with
mutual insurance companies and the wind-dowrn of DETM.
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Year Ended December 31, 2006 as Compared to December 31, 2005
Operating Revenues. The decrease was driven primarily by:
s A 543 million decrease due t¢ the sale of DPSG in February 2006; and 7
= A $21 million decrease due to a prior year markto-market gain related to farmer DENA's hedga discontinuance in the Southeast.
Operating Expenses. The increase was driven primarily by: '
= A 5128 million increase due to coststo-achieve in 2006 related to the Cinergy merger;
* A 565 million increase due to a charge in 2006 related to contract settlement negotiations; and
« A 514 million increase in corporate governance and other costs due primarily to the merger with Cinergy in April 2006.
Partially offset by:
» A 547 million decrease due to the continued wind-down of the former DENA businesses; and
* A 545 million decrease due to the sale of DPSG.

EBIT. The decrease was due primarily to the increase in charges in 2006 associated with Ginergy merger and a charge for contract
settlement negotiations.

CRITICAL ACCOUNTING POLICIES AND ESTIMIATES

The application of accounting policies and estimates is an important process that continues to evolve as Duke Energy's operations
change and accounting guidance evolves. Duke Energy has identified a number of critical accounting policies and estimates that require
the use of significant estimates and judgments.

Management bases its estimates and judgments on historical experience and on other various assumptions that they believe are
reasonable at the time of application. The estimates and judgments may change as time passes and more information about Duke
Energy’s environment becomes available. If estimates and judgments are different than the actual amounts recorded, adjustments are
made in subsequent perinds to take into consideration the new information. Duke Energy discusses its critical accounting policies and
estimates and other significant accounting policies with senior members of managernent and the audit committee, as appropriate. Duke
Energy’s critical accounting policies and estimates are discussed below.

Regulatory Accounting

Duke Energy accounts for certain of its regulated operations (primarily U.S. Franchised Electric and Gas) under the provisions of
SFAS No. 71, "Accounting for the Effects of Certain Types of Regulation,” As a result, Duke Energy records assets and liabilities that
result from the regulated ratemaking process that would not be recorded under U.S. Generally Accepted Accounting Principles (GAAP) for
nonegulated entities. Regulatory assets generally represent incurred costs that have been deferred because such costs are probable of
future recovery in customer rates. Regulatory liabilities generally represent obligations to make refunds to customers for previous collec-
tions for costs that either are not likely to or have yet to be incurred. Management continuatly assesses whether the regulatory asgsets are
probable of future recovery by considering factors such as applicable regulatory environment changes, recent rate orders to other regu-
lated entities, and the status of any pending or potential deregulation legistation. Based on this continual assessment, management
believes the existing regulatory assets are probable of recovery. This assessment reflects the current political and regulatory climate at
the state and federal levels, and is subject to change in the future. If future recovery of costs ceases to be probable, the asset write-offs
would be required to be recognized in operating income. Additionally, the regulatory agencies can provide flexibility in the manner and
timing of the depreciation of property, plant and equipment, nuclear decommissioning costs and amortization of regulatory assets. Total
regulatory assets were $2,645 million as of December 31, 2007 and 54,072 million as of December 31, 2006. Total regulatory liabilities
were $2,674 million as of December 31, 2007 and $3,058 million as of December 31, 2006. Amounts at Decermber 31, 2008 include
balances related to the natural gas businesses that were spun off on January 2, 2007. For further information, see Note 4 to the Con-
solidated Financial Statements, “Regulatory Matters.”

Goodwill Impairment Assessments

At December 31, 2007 and 2006, Duke Energy had goodwill balances of $4,642 miliion and $8,175 million, respectively. Duke
Energy evaluates the impairment of goodwill under SFAS Neo. 142, “Goodwill and Other Intangible Assets” (SFAS No. 142}, The majority of
Duke Energy's goodwill at December 31, 2007 relates to the acquisition of Cinergy in April 2006, whose assets are prirmarily included in
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the U.S. Franchised Clectric and Gas and Commercial Power segments. The remainder refates to international Energy’s Latin American
operations. Goodwill at December 31, 2006 included approximately $3,523 million which primarily related to the acquisition of Westcoast
Energy, Inc. (Westcoast) in March 2002 and was included in the spin-off of the natural gas businesses in January 2007. As of the acquis-
ition date, Duke Energy allocates geodwill to & reporting unit, which Doke Energy defines as an operating segment or one level below an
operating segment. As required by SFAS No. 142, Duke Energy performs an annual goodwill impairment test and updates the test
between annual tests if events or circumstances occur that would more likely than not reduce the fair value of a reporting unit below its
carrying amount. Key assumptions used in the. analysis include, but are not limited to, the use of an appropriate discount rate, estimated
future cash flows and estimated run rates of operation, maintenance, and general and adminisirative costs. In estimating cash flows,
Duke Energy incorporates expected growth rates, regulatory stability and ability to renew contracts, as well as other factors, into its
revenue and expense forecasts. Duke Energy did not record any impairment on its goodwill as a result of the 2007, 2006 or 2005
impairment tests required by SFAS No. 142,

Management continues to remain alert for any indicators that the fair value of a reporting unit could be below book value and wilt
assess goodwill far impairment as appropriate.

Revenue Recognition

Revenues on sales of electricity and gas, primarily at U.S. Franchised Electric and Gas, are recognized when either the service is
provided or the product is delivered. Unbilled revenues are estimated by applying an average revenue/kilowatt hour or per thousand cubic
feet (Mcf] for all customer classes to the number of estimated kilowatt hours or Mcf's delivered but not billed. The amount of unbilled
revenues can vary significantly period to perind as a result of factors including seasonality, weather, customer usage patierns and cus-
tomer mix. Unbilled revenues, which are recorged as Receivables in Duke Energy’s Consolidated Balance Sheets at December 31, 2007
and 2006 was approximately $380 million and $330 million, respectively. The amount at December 31, 2006 excludes unbilled revenues
related to the natural gas businesses transferred in January 2007, as discussed above.

Accounting for Loss Contingencies

Duke Energy is involved ir certain legal and environmental matters that arise in the normal course of business. In the preparation of
its consolidated financial statements, management makes judgments regarding the future outcome of contingent events and records a
loss contingency based on the accounting guidance set forth in SFAS No. 5, “Accounting for Contingencies” (SFAS No. 5), which requires
a loss contingency to be recognized when it is determined that it is probabie that a loss has cccurred and the amount of the loss can be
reasonably estimated. Management regularly reviews curent information available to determine whether such accruals should be
adjusted and whether new accruals are required. Estimating probable losses requires analysis of multiple forecasts and scenarios that
often depend on judgments about potential actions by thirg parties, such as federal, state and local courts and other regulators. Con-
tingent liahilities are often resolved over long periods of time. Amounts recorded in the consolidated financial statements may differ from
the actual outcome once the contingency is resolved, which could have a material impact on future results of operations, financial position
and cash flows of Duke Energy. o

Duke Energy has experienced numerous claims for indemnification and medical cost reimbursement relating to démages for bodily
injuries alleged to have arisen from the exposure to or use of ashestos in connection with construction and maintenance activities con-
ducted by Duke Energy Carclinas an its electric generation plants prior to 1985.

Amounts recagnized as asbestos-related reserves related to Duke Energy Carclinas in the Consolidated Balance Sheets totaled
approximately $1,082 milion and $1,159 million as of December 31, 2007 and 2006, respectively, and are classified in Other Deferred
Credits and Other Liabilities and Cther Current Liabilities. These reserves are based upon the minimum amount in Duke Energy's best
estimate of the range of loss of $1,082 millian to $1,350 million for current and future asbestos ciaims through 2027. The reserves
balance of $1,082 million as of December 31, 2007 cousists of approximately $182 million related to known claimants and approx-
imately $900 million related to unknown claimants. Management believes that it is possible there will be additional claims filed against
Duke Energy Carolinas after 2027, in light of the uncertainties inherent int a longerterm forecast, management does not believe that we
can reasenably estimate the indemnity and medical costs that might be incurred after 2027 related to such potential claims. Ashestas-
relatec loss estimates incorporate anticipated inflation, it applicable, and are recordad on an undiscounted basis. These reserves are
based upon current estimates and are subject to greater uncertainty as the projection period lengthens. A significant upward or down-
ward trend in the number of claims filed, the nature of the alleged injury, and the average cost of resolving each such claim could change
our estimated liability, as could any substantial adverse or favorable verdict at frial. A federal legislative solution, further state tort reform
ar structured settlement transactions could also change the estimated liability. Given the uncertainties associated with projecting matters
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into the future and numeraus other factors cutside Duke Energy Carolinas’ control, management believes that it is reasonably possible
Duke Energy Carolinas may incur asbestos liabilities in excess of the recorded reserves. While it is reasonably possible that such excess
liabilities could be material to operating results in any given quarter or year, management does not believe that such excess fabilities
would have a material adverse effect on Duke Energy's long-term results of operations, liquidity, or consolidated financial positior.

Duke Energy has a third-party insurance policy to cover certain losses related to Duke Energy Carolinas’ ashestos+elated injuries
and damages above an aggregate self insured retention of $4 76 million. Through December 31, 2007, Duke Energy has made approx-
imately $460 million in payments that apply to this retention. The insurance policy jimit for potential insurance recoveries for
indemnification and medical cost claim payments is $1,107 million in excess of the seff insurad retention. Probable insurance recoveries
of approximately $1,040 million and 51,020 million related to this policy are classified in the Consolidated Balance Sheets primarily in
Other within Investments and Other Assets as of December 31, 2007 and 2006, respectively. Duke Energy considers the existence of
uncertainties regarding the legal sufficiency of insurance claims or any significant solvency concerns related to the insurance camer, and
is not aware of such uncertainties as of December 31, 2007,

For further information, see Note 17 to the Consolidated Financial Statements, “Commitrents and Contingencies.”

Accounting for Income Taxes

Duke Energy accounts for income taxes under SFAS No. 109, "Accounting For lncome Taxes,” {SFAS No. 109) and FIN 48, Deferred
tax assels and liabilities are recognized for the fulure tax consequences attributable to differences between the book basis and tax basis
of assets and liabilities. Deferred tax assets an¢ fiabilities are measured using enacted tax rates expected.to apply to taxable income in
the years in which those temporary differences are expected to be recovered or settled. If future utilization of deferred tax assets is
uncertain, Duke Energy may record a valuation allowance against certain deferred tax assets.

Prior to the adoption of FIN 48 on January 1, 2007, Duke Energy recorded tax contingencies based on the accounting gmdance set
forth in SFAS No. 5, which requires & contingency to be both probable and reasonably estimable for a loss to be recorded. Upon adoption
of FIN 48, Duke Energy began recording unrecognized tax benefits for positions taken or expected to be taken on tax returns, including
the decision to exclude certain income or transactions from a return, when a more-likely-than-not threshold is met for a tax position and
management believes that the position will be sustained upon examination by the taxing authorities. In accordance with FIN 48, Duke
Energy records the largest amount of the unrecognized tax benefit that is greater than 50% likely of being realized upon settiemant.
Management evaluates each position based solely on the technical merits and facts and circumstances of the position, assuming the.
position will be examined by a taxing authority having full knewledge of all relevant information. Significant managerment judgment is
required to determine whether the recognition threshold has been met and, if so, the appropriate amount of unrecagnized tax benefits to.
be recorded in the Consolidated Financial Statements. Management reevaluates tax positions each periad in which new information about
recognition or measurement becomes available.

Significant management judgment is required in determining Duke Energy's provision for income taxes, deferred tax assets and
liabilities and the valuation recorded against Duke Energy's net deferred tax assets, if any. In assessing the likefinood of realization of
deferred tax assets, management considers estimates of the amount and character of future taxable income. Actual income taxes could
vary from estimated amounts ¢due to the future impacts of various items, including changes in income tax laws, Duke Energy's forecasted
financial condition and results of operations in future periods, as well as resulis of audits and examinations of filed {ax retumns by taxing
autherities. Although management believes current estimates are reasonable, actual results could differ from these estimates.

For further informatian, see Note 6 to the Consolidated Financial Statements, “Income Taxes."

Pension and Other Post-Retirement Banefits

Duke Energy accounts for its defined benefit pension plans using SFAS No. 87, “Employers’ Accounting for Pensions,” (SFAS No. 87)
and SFAS No. 158, "Employers' Accounting for Defined Benefit Pension and Qther Postretirement Flans,” (SFAS No., 158). Under SFAS
No. 87, pension income,/expense is recognized on an accrual basis over employees’ approximate service periods. Cther postretirement
benefits are accounted for using SFAS No. LG6, “Employers’ Accounting for Postretirement Benefits Gther Than Pensions,” {SFAS
No. 106).

In accordance with tha measurement date provision of SFAS Ne. 158, in 2007, Duke Enargy changed its measurement date from
September 30 to December 31.

Funding raquirements for defined benefit (DB) plans are determined by government regulations, not SFAS No. 87. Duke Energy made
voluntary contributions to its DB retirement plans of $350 million in 2007, 5124 million in 2006 and zero in 2005. Duke Energy does not
anticipate making a contribution to its DB retirement plans in 2008. Additionalty, during 2007, Duke Energy contributed approximately
$62 million to its cther postretirement benefit plans.
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The calculation of pension expense, other post-retirement benefit expense and Duke Energy’s pension and other postretirement liabilities
require the use of assumptions. Changes in these assumptions can result in different expense and reported Rability amounts, and future actual
experience can differ from the assumptions. Duke Energy believes that the most critical assumptions for pension and other postretirement
benefits are the expected longterm rate of retumn on plan assets and the assumed discount rate. Additicnally, medical and prescription drug
cost irend rate assumptions are critical to Duke Energy's estimates of cther postretirement benefits. The prescription drug trend rate assufnp
tion resulted from the effect of the Medicare Prescription Drug Improvement and Modernization Act (Modarnization Act).

Duke Energy Plans

Duke Energy and its subsidiaries {including Iegacy Cinergy businesses) maintain non-contributory defined benefit retirement plans (Pians).
The Plans cover most U.S. employees using a cash batance formula, Under a cash balance formula, a plan participant accumulates & refire-
ment benefit cansisting of pay crechts that are based upon a percentage (which may vary with age and years of service) of current eligible earm-
ings and current imerest credits. Certain legacy Cinergy empioyees are covered under plans that use a finat average earnings formula. Under a
final average earnings formula, a plan participant accumulates a retirement benefit equal to a percentage of their highest 3-year average eam-
ings, plus a percentage of their highest 3year average eamings in excess of covered compensation per year of participation (maximum of 35
years), plus a percentage of their highest 3year average eamings times years of parlicipation in excess of 35 years. Duke Energy also main- -
tains non-qualified, noncontributory defined benefit retirement plans which cover certain executives.

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

Duke Energy recognized pre-tax qualified pension cost of $80 million, preax non-qualified pension cost of $14 million and pre-tax
other post-retirement benefits cost of $85 million in 2007, In 2008, Duke Energy's qualified pension cost is expected to be approximately
540 million lower than in 2007 as a result of the 2007 contribution to the qualified plans, non-qualified pension cost is expected to remain
approximately the same as 2007 and other post-retirement benefits cost is expected to be approximately $27 million lower than in 2007
as a result of the aforementioned voluntary contribution to the other pestretirement benefit plans.

For both pension and other post+etirement plans, Duke Energy assumed that its plan's assets would generate a long-term rate of return of
8.5% as of December 31, 2007. The assets for Duke Energy's pension and other postretirement plans are maintained in a master trust. The
investment abjective of the master trust is o achieve reasonable retums on trust assets, subject to a prudent leve! of portfolio risk, for the
purpose of enhancing the secunty of benefits for plan participants. The asset allocation target was set after considering the investment
objective and the risk profile with respect to the trust. U.S. equities are held for their high expected return. NondU.S. equities, debt securities,
and real estate are held for diversification. Investments within asset classes are to be diversified to achieve broad market participation and
reduce the impact of individua! managers or investments. Duke Energy regularly reviews its actual asset atlocation and periodically rebalances
its investments to its targeted allocation when considared appropriate.

The expected long-term rate of return of 8.5% for the plan’s assets was developed using a weighted average calculation of expected
returns based primarily on future expected retums across asset classes considering the use of active asset managers. The weighted
average returns expected by asset classes were 4.3% for U.S. aquities, 1.7% for Noa U.S. equities, 2.2% for fixed income securltles and
0.3% for real estate.

If Duke Energy had used a long-term rate of 8.25% in 2007, pre-tax pension expense would have been higher by approximately $9
million and pre-tax other post-retirement expense would have been higher by less than $1 million. If Duke Energy had used a long-term
rate of 8.75% pre-tax pansion expense would have been lower by approximately $9 million and pre-tax other postretirement expense
waould have been lower by less than $1 millior.

Duke Energy discounted its future LS. pension and other postretirement obligations using a rate of 6.00% as of December 31, 2007
Duke Energy discounted its future U.S. pension and other postretirement obligations using rates of 5.75% as of September 30, 2006 for its
norHegacy Cinergy business pension plans and 6.00% as of April 1, 2006 for its legacy Cinergy business pension plans. For legacy Cinergy -
plans, the discount rate reflects remeasurement as of April 1, 2006 due to the merger between Duke Energy and Cinergy. Duke Energy
determines the appropriate discount based an AA band yields. The vield is selected based on bonds with cash flows that are similar to the tim-
ing and amount of the expected benefit payments under the plan. Lowering the discount rates by 0.25% would have decreased Duke Energy's
2007 preax pensicn expense by approximately 52 million. Increasing the discount rates by 0.25% would have increased Duke Energy's 2007
pretax pension expense by approximately $2 million. Lowering the discount rates by 0.25% would have increased Duke Energy's 2007 predax
other postretirement expense by approximately $1 million. Increasing the discount rate by 0.25% would have decreased Duke Energy’s 2007
pretax other postretirement expense by less than approximately $1 milfion.
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Duke Energy's U.S. postretirement plan uses a medical care trend rate which reflects the near and long-term expectation of
increases in medical health care costs. Duke Energy's U.S, ‘postJretirement plan uses a prescription drug trend rate which reflects the
near and longterm expectation of increases in prescription drug healthr care costs: As of Decernber 31, 2007, the medical care trend
rates were 8.00%, which grades to 5.00% by 2013. As of December 31, 2007, the prescription drug trend rate was 12.50%, which
grades to 5.00% by 2022. if Duke Energy had used health care trend rates cne percentage paint higher, pretax other postretirement
expense would have been higher by $5 million. if Duke Energy had used health care trend rates one percentage point fower, pretax other
postretirement expense would have been lower by $4 million.

Future changes in plan asset returns, assumed discount rates and various other factors related to the participants in-Duke Energy’s
pension and postretirement plans will impact Duke Energy’s future pension expense and liabilities. Management cannot predict with cer-
tainty what these factors will be in the future. '

For further information, see Note 21 to the Consolidated Financiat Statemants, "Employee Benefit Plans.”

LIQUIDITY AND CAPITAL RESOURCES
Known Trends and Uncertainties

At December 31, 2007, Duke Energy had cash, cash equivalents and shortienm investments of approximately S; .1 billion, partially offset
by approximately $742 million of shoriterm notes payable and commercial paper. During 2008, Duke Energy will rely primarily upon cash flows
from operations, borrowings and its existing cash, cash equivalents and shortderm investments to fund its liquidity and capital requirements.
The relatively stable operating cash flows of the U.S. Franchised Electric and Gas business segment compose & substantial portion of Duke
Energy's cash flows from operations and it is anticipaled that they wil continue to do so for the next several years. A material adverse change
in operations, or in available financing, could impact Duke Energy’s ability to fund its current liquidity and capital resource requirements.

Ultimate cash flows from operations are subject to a number of Factors, including, but not limited to, regulatory constraints,
economic trends, and market volatility (see tem 1A. “Risk Factors” for details).

Duke Energy projects 2008 capital and investment expenditures of approximately $5.1 bitlion, primarily consisting of:
» $3.9 bitlion at U.S. Franchised Electric and Gas
* 50.6 billion at Commercial Power

» $0.4 billion at International Energy and
# 0.2 billion at Other

Duke Energy continues to focus on reducing risk and positioning its business for future success and will invest principaly I its strongest
business sectors with an overall focus an positive net cash generation. Based on this goal, approximately 75 percent of total projected 2008
capital expenditures are allocated to the U.S. Franchised Electric and Gas segment, Total U.S. Franchised Electric and Gas projected 2008
capital and investment expenditures include approximately $1.7 bilfion for systern growth, $1.5 billion for maintenance and upgrades of existing
plants and infrastructure to serve load growth, appreximately $0.5 billion of environmental expenditures, and approximately $0.2 billion of
nuclear fugl.

As a result of Duke Energy’s significant commitment to medemize its generating fleet through the construction of new units, as well as its
focus on increasing its renewable energy portfolio, the ability to cost effectively manage the construction phase of current and future projects is
critical to ensuring full and timely recovery of costs of construction. Should Duke Energy encounter significant cost overruns ahove amounts
approved by the various state commissions, and those amaunts are disallowed for recovery in rates, future cash flows could be adversely
impacted.

Duke Energy anticipates its debt to total capitalization ratio to be approximately 40% by the end of 2008, as compared 1o approximately
35% at the end of 2007, This increase is primarily due to expected debt issuances in 2008, primarily to fund capital expenditures. Duke Energy
expect its total debt balance (including outstanding commerciaf paper balances) to increase approximately $2.6 billion in 2008. Additionally,
Duke Energy has expected debt retirements of approximately $2.0 bilion in 2008, which includes scheduled maturities of approximately $1.5
bilfion and approximately $0.5 billion of early retirements of long-term debt that are expected to be refinanced. In January 2008, Buke Energy
Carolinas issued $S900 million principal amount ¢f mortgage bonds. Proceeds from the issuance will be used to fund capital expenditures and
general corporate purpases, including the repayment of commercial paper.

Based upon anticipated 2008 cash flows frem operations, capital expenditure and dividerd payments, Duke Energy expects to increase
outstanding commercial paper balances during 2008; however, Duke Energy expects that the current total available capacity under its
commercial paper facilties fo be sufficient to meet any additional commercial paper requirements.
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Due to recent financial market developments, including certain liquidity issues within the short-term investment markets and a series
of write-downs by some companies in the values of their investments in subprime U.S. mortgage-elated assets, Duke Energy performed
an assessment to determine the impact, if any, of current market developments on Duke Energy's financial position.

As of December 31, 2007 and late February 2008, there were no investments in subprime mortgage-related assets within Duke
Energy's short-term investment balances. As of December 31, 2007, Duke Energy held approximately $430 million of investments in
auction rate debt securities, substantially alt of which were sold at auction in January 2008 at full principal amounts. Duke Energy made
new invesiments in auction rate debt securities in January and February 2008, and as of lateFebruary 2008, Duke Energy holds approx-
imately $300 million of investments in auction rate debt securities. The vast majority of these investments are in U.S. Federal government
backed student loans. As a result of the aforementioned credit market developments, these investments, which historically have provided
short-term liquidity through a periedic auction process, have become increasingly illiquict as a result of failed auctions. Auction rate secu-
rities are designed such that interest rates on these instruments reset periodically through an auction process, so long as demand for the
debt at the auction date is sufficient 1o cover the amount being submitted by the existing halders for auction. In the event demand is less
than the amount being auctioned, a failed auction would occur and Duke Energy would begin receiving a higher interest rate on its invest:
ments in the auction rate debt at the failed-auction interest rate. As a result of recent auction failures, it is necessary for Duke Energy to
hold these investments for longer periods of time than the historical short-term holding periods. However, Duke Energy does not currently
believe there is any significant risk of credit default by the issuers and Duke Energy expects to be abie to liquidate its holdings in the
future at amounts approximating their current book value.

Duke Energy also performed an assessment of its investments held in trusts, including those that will be used to satisfy future obliga-
tions under its pension and other post+etirement benefit plans and future obligations to decemmission Duke Energy Carolinas nuclear
plants. Based on this assessment, it has been determined that an insignificant portion of the holdings within the trusts are directly
invested in subprime mortgage-related assets or auction rate debt securities. Duke Energy does not believe that any decline in the fair
value of these subprime mortgage+alated assets or auction rate debt securities will have a material impact on its results of operations or
its future cash funding requirements. Refer to Note 21 to the Consolidated Financial Statements, “Employee Benefit Plans,” for additional
information on the investment abjectives of Duke Energy with respect to its pension and other post-retirement benefit plan assets, and to
ltem 1A. Risk Factors.

As of December 31, 2007 and mid-February 2008, Duke Energy had approximately SB80 million of auction rate pollution control

- bonds outstanding. While these debt instruments are long-term in nature and cannot be put back to Duke Energy prior to maturity, the
interest rates on these instruments are designed to reset periodically through an auction process. In February 2008, Duke Energy began
to experience failed auctions for a portion of these debt instruments. When failed auctions occur on a series of this debt, Duke Energy is
required to begin paying a failed-auction intarest rate on the instrument. The failed-auction interest rate for the majority of the aliction rate
debt is 1.75 times onamonth LIBOR. Payment of the faited-auction interest rates will continue until Duke Energy is able to either success-
fully remarket these instruments through the auction process or refund and refinance the existing debt through the issuance of an equiv-
alent amount of tax exempt bands. Duke Energy is currently pursuing a refunding and refinancing plan, which is subject to approval by
applicable state or county financing authorities and utility regulators. If Duke Energy is unable to successfully refund and refinance these
debt instruments, the impact of paying higher interest rates on the outstanding auction rate debt is not expected to materially effect Duke
Energy's overall finencial position, results of operations or cash flows.

Further, at this time, Duke Energy does not believe the recent market developrments significantly impact its ability to obtain finanging
and fully expects to have access to liquidity in the capital markets at reasonable rates and terms. Additionally, Duke Energy has access to
unsecured revolving credit facilities, which are not restricted upon general market conditions, with aggregate bank commitments of
approximately $2.65 billion, of which a portion‘is currently committed primarily to backstop Duke Energy's commercial paper prdgram.

Duke Energy monitors compliance with all debt covenants and restrictions and daes not currently believe it will be in violation or
breach of its debt covenants during 2008. However, circumstances could arise that may alter that view, i and when management had a
belief that such potential breach could exist, appropriate action would be taken to mitigate any such issue. Duke Energy also maintains an
active dialogue with the credit rating agencies.

Operating Cash Flows

Net cash provided by operating activities was $3,208 milfion in 2007, compared to-$3,748 million in 2006, a decrease in cash pro-
vided of $54Q million, The decrease in cash pravided by operating activities was driven primarily by:

* The spin-off of the natural gas businesses on January 2, 2007,

¢ The deconsolidation of Crescent in September 2006, and
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» A 5250 million increase in centributions ta Duke Energy's pension plan and other post retirement benefit plans in 2007, partially
offset by

= The impact of a full year of Cinergy operations in 2007 compared 1o nine months in 2006,
Net cash provided by operating activities was $3,748 million in 2006 compared to $2,818 million in 2005, an increase in cash pro-

vided of $930 million. The increase in cash provided by operating activities was due primarily to the following:

* The impacts of the merger with Cinergy, effective April 3, 2006, partially offset by ,
» An approximate $400 million decrease due to the net settlement of the remaining former DENA contracts during 2006.

Investing Cash Flows

Net cash used in investing activities was 52,151 million in 2007, 51,328 million in 2006, and $126 million in 2005.
The primary use of cash related to investing activities is capital and investment expenditures, detailed by reportable business seg-

ment in the following takle.

Capital and Investment Expenditures by Business Segment

Years Ended December 31,
2007 2006. 2005

{in millions}

U.S. Franchised Electric and Gas® , $2,613 $2,381 51,350
Natural Gas Transmission®! — 790 930
Fieid Servicesitx — — 86
Commercial Power 442 209 2
International Energy . 74 58 23
Crescentid ' ‘ - 507 599
Cther 153 131 29
Total consolidated $3282 $4,076 $3019

(a)
(o)

Amounts include capital expenditures associated wﬂh North Carclina clean air legislation of S418 million in 2007, 5403 million in 2006 and $310 million i 2005,
which are included in Capital Expenditures within Cash Flows from Investing Activities on the accompanying Consolidated Statements of Cash Flows.
On January 2, 2007, Duke Energy completed the spin-off of its natural gas businesses. The natural gas businesses spun off primarily consisted of Duke Energy’s

Naturai Gas Transmission business segment and Duke Energy's 50% ownership interest in DCP Midstream, which was part of the Field Senvices businass seg-
ment.

Field Services amounts for 2005 only include capital and investment expenditures for periods prior to decansolidation on July 1, 2005.

Crescent amounts for 2006 only include capital and investment expenditures for periods prior to deconsclidation on September 7, 2006. Additionally, amounts
include capital expenditures associated with residential reat estate of $322 million for the nerind from Jamsary 1, 2006 through the date of deconschdation and -
$355 milion in 2005, which are included in Capital Expenditures for Residential Real Estate within Cash Flows from Operating Activities en the accompanying :
Consofidated Statements of Cash Flows.

The increase in cash used in investing activities in 2007 as compared to 2006 is primarily due to the following:

= Appraximately $1.6 billion in proceeds received from the sale of former DENA assets in 2006,

* Approximately $700 miilion in proceeds received from the sale of Cinergy commercial marketing and trading aperations in 2006,
« Approzimately 3380 million in proceeds received from the sale of an effective 50% interest in Crescent in 2006,

« An approximate 5250 million decrease in praceeds from the sales of commercial and multifamily real estate due to the deconsoli-
dation of Crescent in September 2006, and

= Approximately $150 million of cash received in 2006 as part of the Cjnergy merger,

These increases in cash used were partially offset by the foliowing:
+ An approximate $1.8 billion increase in proceeds from available-for sale securities, net of purchases, and

« An approximate 5470 million decrease in capital and investment expenditures, in part reflacting the spin-off of the natural gas busk-
nesses on January 2, 2007.
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The increase in cash used in investing activities in 2006 as compared to 2005 is primarily due to the foliowing:

. Increased capital and investment expenditures of $1,090 million, excluding Crescent's residential real estate investment, primarily
as a result of capital expenditures at U.S. Franchised Electric and Gas, in large part due to the acquisition of Cinergy in April 2006,
the acquisition of the Rackingham facility in 2006 and increased expenditures associated with North Carclina clean air legislation,
and,

*Increased purchases of shortterm investments of approximately $900 million in 2006 as compared to 2005, due primarily to the
proceeds from the Crescent debt financing.

These increases were partially offset by the following:

= An increase in proceeds received from asset sales in 2006 as compared to 2005. Asset sales activity in 2006 of approximately
$2.9 billion primarily involved the disposal of the former DENA remaining operations outside of the Midwestem United States, CMT,
as well as the Crescent JV transaction. Asset sales activity in 2005 of approximately $2.4 billion primarily involved the disposition
of the investments in TEPPCO as well as the DCP Midstream disposition transaction.

Financing Cash Flows and Liquidity

Duke Energy's consolidated capital structure as of December 31, 2007, including short-term debt, was 35% debt, 1% minority inter-
est and 64% common equity. The fixed charges coverage ratio, calculatad using SEC guidelines, was 3.7 times for 2007, 2.6 times for
2006, which includes a pre-tax gain of approximately $250 miflion on the sale of an effective 50% interest in Crescent, and 2.4 times for
2005,

Net cash used in financing activities was 51,327 million in 2007 compared to $1,961 million in 2006, a decreass of 5634 million.
The change was due primarily to the following:

« An approximate 5500 million decrease in cash used due to the repurchase of commaon shares in 2006,

* An approximate $400 million decrease in dividends paid as a result of the spincoff of Spectra Energy, and

* An approximate 51,030 million increase in net proceeds in 2007 from the issuance of nates payable and commercial paper.
These increases were partially offset by:

* An approximate 5700 million decrease in proceeds from issuances of long-term debt, net of redemptions,

» An approximate $400 million distribution of cash in 2007 as a result of the spin-off of Spectra Energy,

* An approximate $110 million decrease in cash due to the repurchase of senior convertible nofes in 2007, and-

* An approximate $100 million decrease in prcceeds from the Duke Energy Income Fund.

Net cash used in financing activities was $1,961 million in 2006 compared to $2,717 million in 2005, a decrease of $756 million.
The change was due primarily to the following:

* An approximate 51.1 billion increase in proceeds from the. issuance of long-term debt in 2006, net of redemptions, due primarily to
the approximate 1.2 bilian of debt proceeds from the Crescent JV transaction, and

« An approximate 5400 million decrease in share repurchases under Duke Energy’s share repurchase plan.
These increases were partially offset by:

* An approximate 5400 million increase in dividends paid due to the increase in the quarterly dividend paid per share combined with
a larger number of shares outstanding, primarily attributable to the 313 million shares issued in connection with the Cinergy merg-
er, and

« The repayment of approximately $400 million of notes payable and commercial paper in 2006 due primarily to proceeds received
from asset sales. ’

At December 31, 2007, Duke Energy had cash, cash eguivalents and short-term investments of approximately $1.1 billion, partially
offset by approximately $742 million of short-term notes payable and commercial paper. In January 2008, Duke Energy Carolinas issued
$900 million principal amaunt of mortgage refunding bonds, the proceeds from which will be used to fund capital expenditures and gen-
eral corporate purposes, including the repayment of commercial paper.

Significant Financing Activities—Year Ended 2007. On January 2, 2007, Duke Energy completed the spin-off of the natural gas busk
nessas. In connection with this transaction, Duke Energy distributed all the shares of Spectra Energy to Duke Energy shareholders. The
distribution ratio approved by Duke Energy’s Board of Directors was one-half share of Spectra Energy stock for each share of Duke
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Energy stock. Additionally, dividends paid on Duke Energy common stock during 2007 of approximatsly 51,089 million were less than the
2006 dividends paid of approximately $1,488 miliion as dividends subsequent to the spin-off were split proportionately between Duke
Energy and Spectra Energy such that the sum of the dividends of the two stand-alone companies approximated the former total dividend
of Duke Energy.

On May 15, 2007, substantially all of the holders of the Duke Energy convertible senior notes required Duke Energy to repurchase
the balance then outstanding at a price equal to 100% cf the principal amount plus accrued interest. In May 2007, Duke Energy
repurchased approximately $110 miltion of the convertible seniot notes.

In June 2007, Duke Energy Carclinas issued $500 million principal amount of 6.10% senior unsecured notes due June 1, 2037. The
net proceeds from the issuance were used to redeem commercial paper that was issued to repay the outstanding $249 million 6.6%
Insured Quarterly Senior Notes due 2022 on April 30, 2007, and approximately 5110 milion of convertible debt discussed above. The
remainder was used for general corporate purposes.

In November 2007, Duke Energy Carolinas issued $100 million in tax-exempt floatingrate bonds, The bonds are structured as
insured auction rate securities, subject to an auction process every 35 days and bear a final maturity of 2040. The iniial interest rate was
set at 3.65%. The bonds were issued through the North Carolina Capital Facilities Finance Agency to fund a portion of the environmental
capital expenditures at the Belaws Creek and Allen Steam Stations.

In December 2007, Duke Energy Chio issued $140 million in tax-exempt fioating-rate bonds. The bonds are structured as insured
auction rate securities, subject to an auction process every 35 days and bear a final maturity of 2041, The initia! interest rate was set at
4.85%. The bonds were issued through the Ohic Air Quality Development Authority to fund a portion of the environmental capital
expenditures at the Conesville, Stuart and Killen Generation Stations in Ohio. '

Signiticant Financing Activities—Year Ended 2006. During the year ended December 31, 2006, Duke Energy increased the portion
of autstanding commercial paper and pollution control bond balances classified as long-term from $472 million te $929 million. This
non-current classification is due to the existence of long-term credit facilities which back-stop these balances along with Duke Energy's
intent to refinance such balances on a long-term basis,

During 2006, Duke Energy repurchased approximately 17.5 million shares of its common stock for approximately $500 million and
paid dividends of approximately $1,488 million. Alsa, during the year ended December 31, 2006, approximately $632 miliion of con-
vertible senior notes were converted into approximately 27 million shares of Duke Energy Common Stock.

In November 2006, Union Gas Limited (Union Gas) issued 4.85% fixed-rate debenture bonds denominated in 125 million Canadian
dollars [approximately $108 million U.5. dollar equivalents as of the closing date) due in 2022. This debt was included in the spin-ofi of
the natural gas businesses in January 2007. '

In October 2006, Duke Energy Carclinas issued $150 million in tax-exempt fioatingrate bonds. The bonds are structured as variable-
rate demand bonds, subject to weekly remarketing and bear a final maturity of 2031. The initial interest rate was set at 3.72%. The
bonds are supported by an irrevocable 3year directpay letter of credit and were issued through the North Caralina Capital Facilities
Finanice Agency to fund a portion of the environmental capital expenditures at the Marshall and Belews Creek Steam Stations.

In September 20086, prior to the completion of the partial sale of Crescent to the MS Members as discussed in Note 2 to the Con
solidated Financial Statements, “Acquisitions and Dispositions,” Crescent issued approximately $1.23 billion principal amount of debt, The
net proceeds from the debt issuance of approximately $1.21 billion were recorded as a Financing Activity on the Consolidated State-
ments of Cash Flows. As a result of Duke Energy's deconsolidation of Crescent effective September 7, 2006, Crescent's outstanding
debt balance of $1,258 milion was remaved from Duke Energy’s Consolidated Balance Sheets.

In September 2006, Union Gas entered into a fixedrate financing agreement denominated in 165 miflion Canadian dollars
{approximately 5148 miflion in U.S. dollar equivalents as of the issuance date} due in 2036 with an interest rate of 5.46%. This debt was
included in the spin-off of the natural gas husinesses in January 2007.

in September 2006, the Income Fund sold approximately 9 million previously unissued Trust Units at a price of 12.15 Canadian dob
lars per Trust Unit for total proceeds of 104 million Canadian dollars, net of commissions and expenses of other expenses of issuance.
The sale of approximately 9 millicn Trust Units reduced Duke Energy's ownership interest in the Income Fund to approximately 46% at
December 31, 2006, The Income Fund was included in the spinoff of the natural gas businesses in January 2007.

In August 2006, Duke Energy Kentucky issued approximately $77 million principal amount of floating rate tax-exempt notes due
August 1, 2027, Proceeds from the issuance were used to refund a like amount of deht on September 1, 2006 then outstanding at Duke
Energy Chio. Approximately $27 million of the floating rate debt was swapped to a fixed rate concurrent with closing.
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In June 2006, Duke Energy Indiana issued $325 million principal amount of 6.05% senior unsecured notes due June 15, 2016,
Proceeds from the issuance were used to repay $325 million of 6.65% First Mortgage Bonds that matured on June 15, 2006.

Signfﬂcan't Financing Activities—Year Ended 2005. During 2005, Duke Energy repurchased approximately 32.6 million shares of its
common stock for approximately $933 million and paid dividends of approximately $1,105 million. Also, during the year ended
Decernber 31, 2005, approximately 528 million of convertible seniot notes were converted into approximately 1 million shares of Duke
Energy Common Stock.

In Decernber 2005, the Income Fund, a Canadian income trust furkl, was created which sold approximately 40% ownership in the
Canadian Midstream operations for proceeds, net of underwriting discount, of approximately $110 million, In January 20086, a subseguent
greenshoe sale of additional cwnership interests, pursuant to an overallotment option, in the Income Fund were sold for approximately
$10 million. As discussed above, the income Fund was included in the spinoff of the natural gas businesses in January 2007,

In December 2005, Duke Energy redeemed all Preferred and Preference stock withiout Sinking Fund Requirements far approximately
%137 million and recognized an immaterial loss on the redemption.

In November 2005, International Energy issued floating rate debt in Guatemala for $87 milion and in Et Salvador for $75 million,
These debt issuances have variable interest rate terms and mature in 2015.

On September 21, 2005, Union Gas enterad into a fixed-rate financing agreement denominated in 200 million Canadian dokars
(approximately $171 million in U.S. dollar equivalents as of tha issuance cate) due in 2016 with an interest rate of 4.64%. This debt was
included in the spinoff of the natural gas businesses in January 2007.

In August 2005, International Energy issued projectlevel debt in Pery, of which $75 million is denpminated in U.S. dollars and approx-
imately 534 million {in U.S. dollar equivalents as of the issuance datel is denominated in Peru Nueves Soles, This debt has terms ranging
from four to six years as well as variable or fixed interest rate terms, as applicabie,

On March 1, 2005, redemption notices were sent to the bandholders of the $100 million PanEnergy 8.625% bands due in 2025,
These bonds were redeemed on April 15, 2005 at a redernption price of 104.03 or approximately $104 million.

in December 2004, Duke Energy reached an agreement to sell its partially completéd Gray's Harbor power generation facility (Grays
Harbaor) to an affiliate of Invenergy LLC. In 2004, Duke Energy terminated its capital lease with the dedicated pipeline which would have
transported natural gas to Grays Harbor. As a result of this termination, approximately $94 million was paid by Duke Energy in January
2005,

Available Credit Facilities and Restrictive Debt Covenants. During the vear ended December 31, 2007, Duke Energy’s consolidated
credit capacity decreased by approximately $1,468 million as & result of the spin-off of the natural gas businesses on January 2, 2007. In
June 2007, Duke Energy closed on the syndication of an amended and restated credit facility, réplacing the existing credit facilities total-
ing $2.65 billion with a 5-year, $2.65 billion master credit facility. Concurrant with the syndication of the master credit facility, Duke
Energy established a new $1.5 billion commercial paper program at Duke Energy and terminated Cinergy’s previously existing commer-
cial paper program. In addition, the commercial paper program at Duke Energy Carolinas was increased from $650 million to ‘
$700 million. For further information on Duke Energy's cradit facilities as of December 31, 2007, see Note 15 to the Consolidated Finan-
cial Statements, “Debt and Credit Facilities.”

Duke Energy's debt and credit agreements contain various financial and ather covenants. Failure to meet those covenants beyond
applicable grace periods could result in accelerated due dates and/or termination of the agreements. As of December 31, 2007, Duke
Energy was in compliance with those covenants. in addition, some credit agreements may allow for agceleration of payments or termi-
nation of the agreements due to nonpayment, or to the acceleration of other significant indebtedness of the borrower or some of its sub-
sidiarigs. None of the debt or credit agreements contain material adverse change clauses.

Credit Ratings. Duke Energy and certain subsidiaries each hold credit ratings by S&P and Moaody’s Investors Service (Moody's).

In May 2007, S&F upgraded Duke Energy and ali its subsidiaries as a result of Duke Energy’s significant reduction in business risk,
primarily through the disposal of its trading and marketing operations and merchant generation. In addition, S&P withdrew its rating on
DETM. i

In January 2008, Moody's changed the rating outlook on Cuke Energy, Duke Energy Carolinas, Cinergy, Duke Energy Ohio and Duke
Energy Kentucky to stable from positive, while affirming the existing ratings in the below table of each of these enfities.
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The following table summarizes the February 1, 2008 credit ratings from the agencies retained by Duke Energy and its principal
funding subsidiaries.

Credit Ratings Summary as of February 1, 2008

Standard Moody's
and Invastors
Poor's Service

Duke Energy Corporationt . A Baa2
Duke Energy Carofinas, LLC® . A A3

Cinergy Corp.b _ : . BBB+ Baa2
Duke Energy Ohia, Inc.® . A Baal
Duke Energy Indiana, Inc.®! A Baal
Duke Energy Kentucky, Inc.® ' A Baal

(a] Represents corporate credit rating and issuer rating for S&P and Moody's respectively
(b} Represents senior unsecured credit rating

Duke Energy’s credit ratings are dependent on, among other féctors, the ability to generate sufficient cash to fund capital and invest-
ment expenditures and pay dividends on ts common stock, white maitaining the strength of its current balance sheet. I, as a result of
market conditions or other factors, Duke Energy is unable to maintain its current balance sheet strength, or if its eamings and cash fow ‘
outlook materially deteriorates, Duke Energy's credit ratings could be negatively impacted. '

Clauses. Duke Energy may be required to repay certain debt should the credit ratings of Duke Energy Carolinas fall to 2 certain level
at S&F or Moody's. As of December 31, 2007, Duke Energy had $10 million of senior unsecured notas which mature serially through
2012 that may be required o be repaid if Duke Energy Carclinas’ senior unsecured debnt ratings fall below BBB- at S&F or Baa3 at
Moody's, and $21 million of senicr unsecured notes which mature serially through 2016 that may be required to be repaid if Duke Energy
Carolinas’ senior unsecured debt ratings fall below BBB at S&P or Baa2 at Moody's.

Other Financing Matters. In October 2007, Duke Energy filed a registration statemant (Form $-3} with the SEC. Under this Form S-3,
which is uncapped, Duke Energy, Duke Energy Carclinas, Duke Energy Ohio and Duke Energy Indiana may issue debt and other securities
in the future at amounits, prices and with terms to be determined at the time of future offerings. The regisiration statement also allows for
the issuance af common stock by Duke Energy.

Duke Energy has paid quarterly cash dividends for 82 consecutive years and expects to continue its policy of paying regular cash
dividends in the future. There is ne assurance as to the amount of future dividencts because they depend on future earnings, capital
requirements, financial candition and are subject to the discretion of the Board of Directors. It is currently anticipated that dividends per
share will increase $0.01 per share beginning in the third quarter of 2008.

Duke Energy issues shares of its common stack to meet certain employee benefit and lang-term incentive obligations. Proceeds
from issuances of comman stock related to employee benefits, primarily employee exercises of stock options, were approximately $50
million in 2007, approximately 5127 miliion in 2006 and approximately $41 million for 2005.

Off-Balance Sheet Arrangements

Duke Energy and certain of its subsiciaries enter into guarantee arrangements in the normal course of business to facilitate commer-
cial transactions with third parties. These arrangements include financial and performance guarantees, stand-by letters of credit, guaran-
tees of debt, surely bonds and indemnifications. In contemplation of the spin-off of the natural gas businesses on January 2, 2007,
cerfain guarantees that had been issued by Spectra Energy Capital were transferred to Duke Energy prior to the consummation of the
spin-off. This resulted in Duke Energy recording an immaterial liability for certain guarantees that were previously grandiathered under the
provisions of FIN No. 45, “Guarantor’s Accounting and Disclosure Requirements for Guarantees Including Indirect Guarantees of Indebied-
ness of Others,” and, therefore, had not been recognized in the Consolidated Balance Sheets. Guarantees issued by Specira Energy
Capital or its subsidiaries en or prior to December 31, 2006 remained with Spectra Energy Capital subsequent to the spin-off, except for
certain guarantees that are in the process of being assigned to Duke Energy. During this assignment period, Duke Energy has indemnified
Spectra Energy Capital against any losses incurred under these guarantee obligations. See Note 18 to the Consolidated Financial State-
ments, “Guarantees and Indemnifications,” for further details of the guarantee arrangements.

Most of the guarantee arrangements entered into by Duke Energy enhance the credit standing of certain subsidiaries,
nonconsclidated entities or less than wholly owned entities, enabling them to conduct business. As such, these guarantee arrangements
involve elements of performance and credit risk, which are not included on the Consolidated Balance Sheats. The possibility of Duke
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Energy, either an its own or on bebalf of Spectra Energy Capital through the aforementioned indemnification agreements, having to honor
its contingencies is largely dependent upon the future operations of the subsidiaries, investees and other third parties, or the nccurrence
of certain future events.

Issuance of these guarantee arrangerhents is not required for the majority of Duke Energy’s operations. Thus, if Duke Energy dis-
continued issuing these guarantee arrangements, there would not be a material impact to the consolidated results of operations, cash
flows or financial position.

Duke Energy Chio, Duke Energy Indiana and Duke Energy Kentucky have an agreement to sell certain of their accounts receivable
and related collections to Ginergy Receivables Company LLC (Cinergy Receivables), which purchases, on a revolving basis, nearly all of
the retail accounts receivable and related collections of Duke Energy Ohio, Duke Energy Indiana and Duke Energy Kentucky. Cinergy
Receivabies is not consolidated by Duke Energy since it meets the requirements to be accounted for as a qualifying special purpose
entity (SPE). Duke Energy Ohio, Duke Energy Indiana and Duke Energy Kentucky each retain an interest in the receivables hfahsferred to
Cinergy Receivables, The transfers of receivables are accounted for as sales, pursuant to SFAS No. 140, “Accounting for Transfers and
Servicing of Financial Assets and Extinguishments of Liabilities.” For a more detailed discussion of the salé of certain accounts receivable,
see Note 22 to the Consolidated Financial Statements, “Variable interest Entities.”

Cuke Energy also holds interests in variable interest entities (VIEs), consolidated and unconsolidated, as defined by FIN No. 46R,
“Consolidation of Variable Interest Entities.” For further information, see Note 22 to the Consolidated Financial Statements, "Variable Inter-
est Enlities”.

Other than the guarantee arrangements discussed above and normal operating lease arrangements, Duke Energy does not have any
- material offbalance sheet financing entities or structures. For additional information on these commitments, see Note 17 to the Con
solidated Financial Staterments, “Commitments and Contingencies.”

Contractual Obligations

Duke Energy enters into contracts that require payment of cash at certain specified periods, based on certain specified minimum
quantities and prices. The following table summarizes Duke Energy’s confractual cash obligations for each of the periods presented. It is
expected that the majority of current liabilifies on the Consolidated Balance Sheets will be paid in cash in 2008.

Contractual Obligations as of December 31, 2007

Payments Due By Period

More than

Lessthanl 2-3Yeare 4-5Years 5 Years

yoar (2009 & (2011&  (Beyond

Total {2008} 2010) 2012) 2012)
(in millions)
Long-term debtia 517,833 52,120 52,622 $2,909 510,182
Capital leases® 134 23 43 31 37
Operating leasesib 624 121 156 87 260
Purchase Obligations:®

Firm capacity payments© 489 54 58 45 332
Energy commodity contracts 5,223 1,637 1,870 1,051 665
Other purchase obligationstein 4,472 2,133 2,161 151 27
Other long-term liabilities on the Consolidated Balance Sheetstt 646 214 96 96 240
Total contractual cash obligations 529,421 $6,302 §7,006 $4,370 511,743

{a} See Note 15 to the Consotidated Financial Statements, “Debt and Credit Facilities™. Amount inchides interest payments over life of debt or capital lease. Payment
amounts exclude $$00 million af debt issued by Duke Energy Carolinas in January 2008. Interest payments on variable rate debt instruments were calculated
using interest rates derived from examination of the forward interest rate curve. In addition, a spread was placed on tnp of the interest rates ta aid in capturing
the volatility inherent in projecting future interest rates.

(b} See Note 17 to the Consolidated Financial Statements, “Commitments and Contingencies”,

(c) Includes firm capacity payments that provide Duke Energy with uninterrupted firm access to electricity fransmission capacity, and the option to eonvert ratural
#as to alectricity at thirdparty owned facilities {toling arvangements) in some power locations throughout North America. Also includes firm capacity payments
under electric power agreements entered into to meet U.S. Franchised Etectric and Gas® native load requirements.

(il includes contractual obligations to purchase physical quantities of electricity, coal and nuclear fuel. Amaunt includes certain normal purchases, energy derivatives
and hedges per SFAS No. 133, “Accounting far Derivative Instruments and Hedging Activities” (SFAS No. 133). For contracts where the price pald is based on an
indax, the amount is based on forward market prices at Dacember 31, 2007, For certain of these amounts, Duke Energy may settlz on a net cash basis since
Durktg Energy has entered wlo payment netiing agreements with counterparties that permit Duke Energy lo offset receivables and payables with such counter-
parties,

68




PART Il

Financial Staternents, “Joint Ownership of Generating and Transmission Facilities™), as well as contracts for software, telephone, data and consulting or advisory

. {e) Includes LS. Franchised Eleciric and Gas’ obligation to purchase an additional ownership interest in the Catawba Nuclear Station (see Note 5 to the Consolidated

services. Amount also includes contractual obligations far engineering, procurement and construction costs for new generation plants and nuclear plant
refurbishments, environmental projects on fogsit facilities, and major maintenance of certain nonvegulated plants. Amount excludes certzin open purchase orders
for services that are provided an demand, for which the timing of the purchase can not be determined.

i Includes certain estimated executive benefit paymants and contributions to the NDTF (see Note 7 %o the Consaikdated Financial Statements, “Asset Retirement
Qbligations™. The amount of cash flows to be paid to settle the asset retirement obligations is not known with certainty as Duke Energy may usa internal
resources or external resaurces to perform retirement activities, As a vasult, cash obligations for asse! retirement activities are excluded. Asset retiremant obliga-
fions recognized on the Consolidated Balance Sheets total 52,351 million and the fair value of the NDTF, which will be used to help fund these obligations, is
$1,929 millon at December 31, 2007. Amount excludes reserves for litigation, environmental remediation, asbestos-related injuries and damages ciaims and
self-insurance ¢laims [see Note 17 1o the Consolidated Financial Statements, “Commitments and Contingencies®) because Duke Energy is uncertain as o the tim-
ing of when cash payments will be required. Additionally, amount excludes annual insurance premiums that are necessary to operate the business, inciuding
nuclear insurance (see Note 17 to the Consolidated Financial Statements, “Commitments and Contingencies™), funding of other postemployment benefits (see
Note 21 to the Consolidated Financiat Statements, "Employee Benafit Plans™) and regulatory credits (see Note 4 to the Consalidated Financial Statements,
“Reguiatory Matlers") because the amount and timing of the cash payments are uncertain. Also excludes Deferred Income Taxes and Investment Tax Credits on
the Consolidated Balance Sheets since cash payments for income taxes are determined based primarily on taxable income for each discrete ilsca’l year, Addition
ally, amounts related to uncertain tax positions are exchuded from the table due to uncertainty of timing of future payments.

=] g'urregt I|ab|tg;es except for current maturities of long-term debt, and purchase obligations reflected in the Consolidated Balance Sheets have been excluded from

& above table.

{ht  Includes approximately $1.2 billion of anticipated remaining costs associated with an engineering, pracurement and construction services agreement executed
during 2007 with an affiliate of The Shaw Group, Inc., for participation in the construction of Chffside Unit 6 and & flue gas desutfurization system at an existing
unit at Cliffside, Duke Energy has the right to terminate this agreement at any time for its convenience, subject to customary cancellation and demobilization
charges in accordance with terms of the agresment.

Quantitative and Qualitative Disclosures About Market Risk

Risk Management Policies

Duke Energy is exposed to market risks associated with commodity prices, credit exposure, inferest rates, equity prices and foreign cur-
rency exchange rates. Management has established comprehensive risk management policies to monitor and manage these market risks.
Duke Energy's Chief Executive Officer and Chief Financial Officer are responsible for the overall approval of market risk management poiicies
anc the delegation of approval and authorization levels, The Finance and Risk Management Committee of the Board of Directors receives peri-
odic updates from the Treasurer and other members of management, on market risk positions, corporate expasures, credit exposures and '
averall risk management activities. The Treasurer is responsible for the overall governance of managing credit iisk and commuadity price risk,
including maonitoring exposure limits.

Commodity Price Risk

Duke Energy is exposed to the impact of market fluctuations in the prices of electricily, coal, natural gas and other energyrelated prod-
ucts marketed and purchased as a result of its ownership of energy releted assets. Price risk represents the potential risk of foss from adverse
changes in the market price of electricity or other energy commodities. Duke Energy employs established policies and procedures to manage
its risks associated with these market fluctuations using various commadity derivatives, including swaps, futures, forwards and options, For
additional information, see Note 1 to the Consolidated Financial Statements, "Summary of Significant Accounting Policies” and Note 8 to the
Consolidated Financial Statements, “Risk Management and Hedging Activities, Credit Risk, and Financial Instruments.”

Validation of a contract's fair value is performed by an internal group separate from Duke Energy's deal origination areas. While Duke
Energy uses common industry practices to develop its valuation techniques, changes in Duke Energy’s pricing methodologies or the underlying
assumptions could result in significantly different fair values and income recognition.

Hedging Strategies. Duke Energy closely manitors the risks associated with these commoadity price changes on its fulure operations and,
where appropriate, uses various commadity instruments such as elecivicity, coal and natural gas forward confracts to mitigate the effect of
such fluctuations on aperations. Duke Energy's primary use of energy commodity derivatives is to hedge the generation portfclio against
exposure to the prices of power and fuel.

Cerlain derivatives used to manage Duke Energy's commodiity price exposure are accounted for as either cash flow hedges or fair value
hedges. To the extent that instruments accounted for as hedges are effective in offsetting the transaction being hedged, there is no impact o
the Consolidated Statements of Operations until delivery or settlement occurs. Accordingly, assumptions and valuation technigues for these
contracts have na impact on reported samings prior to settlement. Several factors influence the effectiveness of a hedge contract, including
the use of contracts with different cammodities or unmatched terms and counterparty credit risk, Hedge effectiveness is monttored regularly
and measured each month,

In addition to the hedge contracts described above and recorded on the Consolidated Balance Sheets, Duke Energy enters info
other contracts that gualify for the normal purchases and sales exception described in paragraph 10 of SFAS No. 133, as amended and
interpreted by Derivatives implementation Group Issue C15, “Scope Exceptions: Normal Purchases and Normal Sales Exception for
Option-Type Contracts and Forward Contracts in Electricity,” and SFAS No. 149, “Amendment of Statement 133 on Derivative Instrumerits
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and Hedging Activities.” Far contracts qualifying for the scope exception, no recagnition of the contract's fair value in the Consalidated
Financial Statements is required untit settlement of the cantract unless the contract is designated as the hedged item in a fair value
hedge. On a limited basis, U.S. Franchised Electric and Gas and Commercial Power apply the normal purchase and normal sales
exceplion to certain contracts. Recagnition for the contracts in the Consolidated Statements of Operations will be the same regardless of
whether the cantracts are accounted for as cash flow hedges or as normal purchases and sales, unless.designated as the hedged item in
a fair value hedge, assuming no hedge ineffectiveness. ‘

Income recognition. and realization related to nommal purchases and normal sales contracts generally coincide with the physical delivery of
power. However, Duke Energy's decision to reduce former DENA's interest in partially completad plants and the decision in 2305 to sell or
otherwise dispose of substantially ail of former DENA's remaining physical and commercial assets outside of the Midwestern United States and
tertain contractual positions related to the Midwestern assets (sae Normal Purchases and Normal Sales below) required the reassessment of
all associated derivatives, including normal purchases and narmal sabes, This required a change from the application of the Accrual Madet fo the
Markto-Market (MTM) Model for these contracts and resulted in recorcing substantial unrealized losses that had not previously been recognized
in the Consolidated Statements of Operations.

Other derivatives used to manage Duke Energy’s commodity price exposure are either not designated as a hedge or do not qualffy for
hedge accounting and are therefore accounted for using the MTM Model. These instruments are referred to as undesignated contracts {see
Undesignated Contracts below). '

Generation Portfolio Risks. Duke Energy is primarily exposed to market price fluctuations of wholesale power, natural gas, and coal prices
in the LS. Franchised Electric and Gas and Commercial Power segments. Duke Energy optimizes the value of its bulk power marketing and
noregulated generation portfolios. The portfolios include generation assets (power and capacity), fuel, and emission allowances. The compo-
nent pieces of the portfolio are bought and sold based on models and forecasts of generation in order to manage the economic value of the
portfolio in accordance with the strategies of the business units. The generation portfolio not utilized to serve native load or committed load is
subject to commadity price fluctuaticns, afthough the impact on the Consolidated Statements of Operations reported eamings is partially offset
by mechanisms in the regulated jurisdictions that resutt in the sharing of net profits from these activities with retail customers. Based on a
sensitivity analysis as of December 31, 2007 and 2006, it was estimated that a ten percent price change per megawatt hour in forward
wholesale power prices would have a corresponding effect on Duke Energy’s pre-tax income of approximately $24 milion in 2008 and would
have had a $38 million impact in 2007, excluding the impact of mark-to-market changes on nonqualifying or undesignated hedges refating to
periods in excess of one year from the respective date. Based on a sensitivity analysis as of December 31, 2007 and 2006, it was estimated
that a ten percent price change per MMBtu in natural gas prices would have a corresponding effect on Duke Energy’s pretax income of approx-
imately S8 miliion it 2008 and would have had a $15 milion impact in 2007, exciuding the impact of mark-tomarket changes on undesignated
hedges relating to periods in excess of one year from the respective date.

Normat Purchases and Normal Sales. During the third quarter of 2005, Duke Energy’s Board of Directors authorized and directed
management to execute the sale or disposition of substantially all of former DENA's remaining assets and cortracts outside the Midwestern
United States, approximately 6,100 megawatts of power generation, and certain contractual positions related to the Midwestern assets (see
Note 13 to the Cansofidated Financial Statements, “Discontinued Operations and Assets Held for Sale”). As a result of this decision, Duke *
Energy macognized a pre-tax loss of approximately $1.9 billion in the third quarter of 2005 for the disqualification of its power and gas forward
sales contracts previously designated under the normal purchases normal sales exception. This loss was partially offset by the recognition of a
pre-tax gain of approximately $1.2 hillion for the discontinuance of hedge accounting for natural gas and power cash flow hedges.

Undesignated Confracts. Undesignated contracts executed to manage generation portfolio risks are exposed to changes in fair value due
to market price fluctuations of wholesale power and coal. Based on a sensitivity analysis as of December 31, 2007 and 2006, it was estimated
that & ten percent price change in the forward price per megawatt hour of wholesale power would have a correspanding effect on Duke
Energy’s pre-tax incame of approximately $16 million in 2008 and would have had a $22 million impact in 2007, resulting from the impact of
markto-market changes on non-qualifying and undesignated power contracts pertaining to periods in excess of one year from the respective
date. Based on a sensitivity analysis as of December 31, 2007 and 2006, it was estimated that a ten percent change in the forward price per
ton of coal would have a corresponding effect on Duke Energy’s pre-tax income of approximately S14 milion in 2008 and would have had a
$12 million impact in 2007, resulting from the impact of markto-market changes on nonqualifying and undesignated coal contracts pertaining
to periods in excess of cne year from the respective date,

Other Commoadity Risks. At December 31, 2007 and 2006, pre-tax income in 2008 and 2007 was not expected to be materiaily
impacted for exposures to other commodities’ price changes,

The commodity price sensitivity calculations consider existing hedge positions and estimated production levels, but do not consider other
noterttial effects that might result from such changes in commodity prices.

70




PART Il

Duke Energy’s exposure ta commodity price risk is influencad by a number of factars, including contract size, length, market liquidity,
location and unique or specific contract terms.,

Credit Risk

Credit risk represents the loss thal Duke Energy would incur if a counterparty fails to perform under its contractual obligations. To reduce
credit exposure, Duke Energy seeks to enter into netting agreements with counterparties that permit Duke Energy to offset receivables and
payables with such counterparties. Duke Energy attempts to further reduce credit risk with certain courterparties by entering into agreements
that enahie Duke Energy to obtain collateral or to terminate or reset the terms of transactions after specified time periods or upon the occur-
rence of creditrelated events. Duke Energy may, at times, use credit derivatives or other structures and techniques to provide for thirdparty
credit enhancement of Duke Energy’s counterparties’ obligations.

Duke Energy's principal customers for power and natural gas marketing and transportation services are industrial enchusers, marketers,
local distribution companies and utilities located throughout the U.S. and Latin America. Duke Energy has concentrations of receivables from
natural gas and electric utilities and their affiliates, as well as industrial customers and marketers throughout these regions. These concen-
trations of customers may affect Duke Energy’s overall credit risk in that risk factors can negatively impact the credit quality of the entire sec-
tor. Where exposed to credit risk, Duke Energy analyzes the counterparties’ financial condition prior to entering into an agreement, establishes
credit limits and monitors the appropriateness of those limits on an ongoing basis.

Duke Energy has a thirdparty insurance policy to cover certain losses refated to Duke Energy Carolinas' ashestosvelated injuries and
damages above an aggregate self insured retention of $476 million. Through December 31, 2007, Duke Energy has made approximately
5460 milion in payments that apply to this retention. The insurance pelicy limit for potential insurance recoveries for indermnification and medi-
cal cost claim payments is $1,107 million in excess of the self insured retention. Probable insurance recoveries of approximately $1,040 mi-
lion and 51,020 million related to this policy are classified in the Consolidated Balance Sheets primarily in Other within Investments and Other
Assets as of December 31, 2007 and 20G6, respectively. Duke Energy is not aware of any uncertainties regarding the legal sufficiency of
insurance claims or any significamt solvency concerns related to the insurance carrier. ‘

Based on Duke Energy's policies for managing credit risk, its exposures and its credit and other reserves, Duke Energy does not anlich-
pate a materially adverse effect on its consolidated financial position or results of operations as a result of nonperfoemance by any counter-
party.

During 2006, Duke Energy finalized the sale of the former DENA portfolio of derivative cortracts to Barclays Bank PLC and sold the Cin-
ergy commercial marketing and trading business te Fortis, which eliminated Duke Energy’s credit, collateral, market and legal risk associated
with these related trading positions.

In 1999, the Industrial Development Corp of the City of Edinburg, Texas (IDC) issued approximately $100 million in bonds to purchase
equipment for lease ta Duke Hidalgo (Hidalgo), a subsidiary of Spectra Energy Capital. Spectra Energy Capital unconditionally and irevocably
guarateed the lease paymerts of Hidaigo to IDC through 2028. In 2000, Hidalgo was sold to Calpine Corporation and Specira Energy Capital
remained obligated under the lease guaranty. In January 2006, Hidalgo and its subsidiaries filed for bankruptcy protection in connection with the
previous bankruptey filing by its parent, Calpine Corporation in December 2005. Gross, undiscounied exposure under the guarantee obligation
as of December 31, 2006 is approximately $200 million, including principal and interest payments. Duke Energy does not believe a loss under
the guarantee obligation is probable as of December 31, 2007, but continues to evaluate the situation. Therefore, no reserves have been
recorded for any contingent loss as of December 31, 2007, No demands for payment have been made under the guarantee, If losses are
incurred under the guarantes, Spectra Energy Capital has certam rights which should allow it to mitigate such loss. Subsequent to the spin-off
the natural gas businesses, this guarantee remained with Specira Energy Capital. However, Duke Energy indemnified Spectra Energy Capital
against any fiture losses that could arise from payments required under this guarantee. In January 2008, Calpine Corporation announced that it
had successfully emerged from Chapter 11 bankruptcy protection and officially concluded its Chapter 11 reorganization.

Duke Energy's industry has historically operated under negotiated credit lines for physical delivery contracts. Duke Energy frequently uses
master collateral agreements to mitigate certain credit exposures. The collateral agreements provide for a counterparty to posi cash or letters
of credit to the exposed party for exposure in excess of an established threshold. The threshald amount represents an unsecured credit ki,
determined in accordance with the corporate credit policy. Collateral agreements also provide that the inability to post collateral is sufficient -
cause ta terminate contracts and liquidate all positions.

Buke Energy also obtains cash or letters of credit from customers to provide credit support outside of collateral agreements, where
appropriate, based on its financial analysis of the customer and the regulatory or contractual terms and conditions applicable to each frans- -
action.
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Interast Rate Risk

Duke Energy is exposed to risk resulting from changes in interest rates as a result of its issuance of variable and fixed rate debt and
commercial paper. Duke Energy manages its imterest rate exposure by limiting its variable-rate exposures to a percentage of total capital
ization and by monitoring the effects of market changes in interest rates, Duke Energy also enters into financial derivative instruments,
which may include instruments such as, but not limited to, interest rate swaps, swaptions and U.S. Treasury bck agresments to manage
and mitigate interest rate risk exposure. See Notes 1, 8, and 15 to the Consolidated Financial Statements, “Summary of Significant
Accounting Palicies,” “Risk Management and Hedging Activities, Credit Risk, and Financial Instruments,” and “Debt and Credit Facities.”

Based on a sensitivity analysis as of December 31, 2007, it was estimated that if market interest rates average 1% higher (lower) in
2008 than in 2007, interest expense, net of offsetting impacts in interest income, would increase {decrease) by approximately $22 mit
lian, Comparatively, based on a sensitivity analysis as of December 31, 2006, had interest rates averaged 1% higher {lower) in 2006 than
in 2008, it was estimated that interest expense, net of offsetting impacts in interest income, would have increased (decreased) by approx-
imatety $3 million. These amaunts were estimated by considering the impact of the hypothetical interest rates on variable-rate securities
outstanding, adjusted for interest rate hedges, shortterm investments, cash and cash equivalents outstanding as of December 31, 2007
and 2006: The increase in interest rate sensitivity is primarily due to a decrease in cash and shortterm investment batances and a net
increase in commercial paper borrowings. i interest rates changed significantly, management would fikely take actions to manage its
exposure to the change. However, due to the uncertainty of the specific actions that would be taken and their possible effects, the sensk
tivity analysis assumes no changes in Duke Energy’s financial structure.

Equity Price Risk
Duke Energy maintains trust funds, as required by the NRC and the NCUC, to fund the costs of nuclear decommissioning {see Note
7 to the Consolidated Financial Statements, “Asset Retirement Obligations.”) As of December 31, 2007 and 2006, these funds were
_invested primanly in domestic and international equity securities, debt securities, fixed-income securities, cash and cash equivalents and
short-term investments. Per NRC and NCUC requirements, these funds may be used only for activities related to nuclear decommission-
ing. Those investments are exposed to price fluctuations in equity markets and changes in interest rates. Accounting for nuclear decom-
missioning recognizes that costs are recovered through U.S. Franchised Electric and Gas’ rates, and fluctuations in equity prices or
interest rates do not affect Duke Energy's Consolidated Statements of Operations as changes in the fair value of these investments are
deferred as ragulatory assets or regulatory liabilities pursuant to an Order by the NCUC. Earnings or losses of the fund will ultimatety
impact the amount of costs recovered through U.S. Franchised Electric and Gas' rates.

Bison, Duke Energy's wholly owned captive insurance subsidiary, maintains investments to fund various business risks and losses,
such as waorkers compensation, property, business interruption and general liability, Those investments are exposed to price fluctuations
in equity markets and changes in interest rates.

Duke Energy maintains investments to help fund the costs of providing non-contributory defined benefit retirement and other post-
retirement benefit plans. Those investments are exaosed to price fluctuations in equity markets and changes in interest rates. Fluctua-
tions in equity prices or interest rates could adversely affect. Duke Energy's consolidated financial position, results of operations and cash
flows in future periods. See Note 21 to the Consolidated Financial Statements, “Employee Benefit Plans,” for additional information on
pension plan assets.

Forelgn Curtency Risk

Duke Energy is exposed to foreign currency risk from investments in international affiliate businesses owned and dperated in foreign
countries and from certain commodity-related transactions within domestic operatians that are denominated in foreign currencies. To
mitigate risks associated with foreign currency fluctuations, contracts may be denominated in or indexed to the U.S. Dollar and/or local
inflation rates, or investments may be naturally hedged through debt denominated or issued in the Toreign currency, Duke Energy may
aiso use foreign currency derivatives, where possible, to manage its risk related to foreign currency fluctuations. To monitor its currency
exchange rate risks, Duke Energy uses sensitivity analysis, which measures the impact of devaluation of the forgign currencies to which it
has exposure, : ) - ’ ‘ :

In 2008, Duke Energy’s primary foreign currency rate exposures are expected to be the Brazilian Real and the Peruvian New Sol. A
10% devaluation in the currency exchange rates as of December 31, 2007 in all of Duke Energy’s éxposure currencies would resutt in an
estimated net pre-tax loss on the translation of tocal currency earnings of approximately $10 million to Duke Energy’s Consolidated
Statements of Operations in 2008. The Consolidated Balance Shest would be negatively impacted by approximately $145 million cur-
rency translation through the cumulative translation acjustment in AOCH as of December 31, 2007 as a result of a 10% devaluation in the
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currency exchange rates. As of December 31, 2006, a 10% devaluation in the currency exchange rates in all of Duke Energy’s exposure
currencies was expected to result in an estimated net pre-tax loss-on the translation of local currency earnings of approximately $7 mil
lion to Duke Energy's Consolidated Statements of Operations and a reduction of approximately $120 million currency transiation through
the cumulative translation adjustment in AQC! as of December 31, 2007.

OTHER ISSUES

Energy Policy Act of 2005. The Energy Policy Act of 2005 was signed into law in August 2005. The legislation directs specified agen-
cies to conduct a significant number of studies on various aspects of the energy industry and to implement other pravisions through rufe-
makings. Among the key provisions, the Energy Policy Act of 2005 repeals the PUHCA of 1935, directs FERC to establish a seffregulating
electric religbility organization governed by an independent board with FERC oversight, extends the Price Andersen Act for 20 years (until
2025), provides ioan guarantees, standby support and production tax eredits for new nuclear reactors, gives FERC evhanced merger
approval autharity, provides FERC new backstop authority for the siting of certain electric transmission projects, streamlines the processes
for approval and permitting of interstate pipeimes, and reforms hydropower relicensing. In' late 2005 and early 2006, FERC initiated several
rulemakings as directed by the Energy Policy Act of 2005, Duke Energy is currently evaluating these proposats and does not anticipate that
these rulemakings will have a material adverse effect nn its consolidated results of operations, cash flows or financial position.

Global Climate Change. A body of scientific evidence now accepted by a growing majority of the public and policymakteré suggests that
the Earth's climate is changing, caused in part by greenhouse gases-exmitted into the atmasphere from human activities. Althougzh there is stil
much to learn about the causes and longterm effects of climate change, many advocate taking steps now to begin redueing emissions with the
aim of stabilizing the atmospheric concentration of greenhouse gases at a level that avoids the potenfially worstcase effects of climate change.

Greenhouse gas emissions are produced from a wide variety of human activities. The U.S. EPA publishes an inventory of these enmis-
sions annually. CO,, an essential trace gas, is a byproduct of fossil fuel combustion and currently accounts for about 85% of U.S. green-
house gas emissions, Duke Energy currently accounts for about 1.5% of toial U.S. €O, emissions, and about 1. 3% of total U1.S. greenhouse
gas emissicns.

Duke Energy is adding approximately 60,000 new custorners annually to its customer base of nearly four millien in the Carolinas and
the Midwest and making long-term decisions for how best to meet its customers' growing demand for electricity. Duke Energy is moving
ahead on multiple fronts ~ enargy efficiency, renewable energy, advanced tuclear power, advanced clear-coal and high-efficiency natural
gas electric generating plants, and retirement of older less efficient coalfired power plants. Duke Energy needs regulatory certainty regard-
ing 1.5. climate change poficy as it makes these investment degisions.

Duke Energy’s cost of complying with any federal greenhouse gas emissions law that may be enacted will depend on the desagn
details of the program. The major design elements of a greenhouse gas cap-andtrade program that will most influence Duke Energy’s
compliance costs include the required levels and timing of the cap, which wilt drive emission allowance prices, the emission Sources Gov-
ered under the cap, the number of allowances that Duke Energy is allocated on a yearto-year basis, the type of and effectiveness of the
cost control mechanism employed by the program, and the availability and cost of technologies that Duke Energy can deploy to lower its
emissions. Although it is likely that Congress will adopt some form of mandatory greenhouse gas emission reduction legislation in the
fulure, the timing and specific requirements of any such ‘egisiation are highly uncertain, which means that potential fulure cnnphance costs,
for Duke Energy are alsa highly uncertain.

The 110 Congress is currently considering several potential U.S. policy responses to the climate change issie. v 2007, nearly a
dozen bills were introduced in the Senate calling for mandatory limits on U.$: greenhouse gas emissions through use of a cap-and-rade
program, The key differences in the bills are the sources whose emissions would be regulated, the rate at which emissions would be
required to be reduced, the number of emission allowances that would be distributed at no cost to sources whose emlssmns would be
regulated, and the method of protecting the economy from potentially high and unexpected program costs. ’

On December 5, 2007, the Senate Environment and Public Works Committee reported out S. 2191 - America’s Climate Security Act of
2007 - sponsored by Senators Joseph Lieberman of Connecticut and John Warner of Virginia. The bifl, which now awaits Senate floor
action, proposes an economy-wide greenhcuse gas reduction program to begin in 2012, Several bills have also been infroduced in the
House of Representatives but none has yet received subcommittee or committee appraval. It is unlikety that legislation astablisl‘ung a
mandatory federal greenhouse gas emission reduction program will be enacted in 2008.

Duke Energy supports the enactment of federal greenhouse gas cap-andtrade legislation that would apply to all patts of the economy,
including pewer generation, industrial and commerciel sources, and mator vehicles. To permit the economy to adjust rationally to the poll
¢y, legislation should establish a long-term program that first slows the growth of emissions, stops them and then transitions to a gradually
declining emissions cap as new lower-and non-emitting technologies are developed and become ready for wide-scale deployment.
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New technologies for reducing CO, emissions from coal - chief among them carbon capture and sequestration - are not expected to
be developed and ready for deployment by 2012 when the LishermanWarner legislation, if passed, would take effect. This would pose a
challenge to Duke Energy's ability ta utilize alt of its current coalfired generating capacity if the legislatian is enacted in its current form.
This could challenge Duke Energy's ability to meet the growing electricity demand of its customers at a reasonable cost. Duke Energy's
deployment of renewable generation, along with its customer energy-efficiency initiative would help, but would not be enough. If the cap is
too stringent in the early vears of the program, Duke Energy's compliance options could be limited to purchasing emission allowances
and/or relying on existing natural gas generation to replace coal generation. Achieving a large fuel switch from coal to natural gas in less
than four years is not practical and, on a national scale, is not good public poficy. Such a shift would significantly increase natural gas
prices, posing an economic. hardship to millions of natural gas customers.

Compliance cost estimates are very sensitive to various highly uncestain assumptions, including allowance prices. Under the pro-
posed S. 2191 legislation, in addition to allowances aliocated at no cost, Duke Energy currently estimates the costs of purchasing
needed allowances to cover Duke Energy’s projected emissions in 2012 could range from approximately $930 million to $2.8 billien,
Actual costs could be higher or lower than these estimates. Duke Energy would seek to recover its compliance costs through appropriate
regulatary mechanisms in the jurisdictions in which it operates. Under a compliance scenario where Duke Energy continues to purchase
allowances to meet its compliance obligation, annual allowance purchase costs would increase over time as the number of allowances
Duke Energy is allocated under the proposed legislation decreases and allowance prices increase as the cap tightens.

At some point in the future it would be expected that Duke Energy would begin replacing existing coatfired generation with new
lower-and zero-emitting generation technologies, and/or installing new carbon capiure and sequestration technology on existing coaldired
generating plants to reduce emissions when technologies become available, It is not possible at this ime, however, fo predict with cer-
fainty what new technologies might be developed, when they will be ready to be deployed, or what their costs will be. There is also
uncertainty as to how or when certain nontechnical issues that could affect the cost and availability of new technologies might be
resolved by regulators. Duke Energy currently is focused on advanced nuclear generation, integrated gasification combined cycle gen-
eration with carbon capture and sequestration, and capture and storage retrofit technolagy far existing pulverized coalired generation as
pramising new technalogies far generating electricity with lower or no CO, emissions.

In addition te relying on new technolegies to reduce its CO, emissions, Duke Energy is seeking regulatory approval for a
first-of-itskind innovatiug approach in the utility industry to help meet growing customer demand with new and creative ways to increase
energy efficiency, thereby reducing demand (save-a-watt) instead of relying almost exclusively on new power plants to generate electricity.

{For additional information an other issues related to Duke Energy, see Naote 4 to the Consolidated Financial Statements, “Regulatary
Matters” and Note 1/ to the Consolidated Financial Statements, “Commitments and Contingencies.”

New Accounting Standards

The following new accounting standards have been issued, but have nat yet been adopted by Duke Energy as of Decerﬁber 31,
2007

SFAS No. 157, “Fair Value Measurements” (SFAS No. 157). In September 2006, the FASB issued SFAS No. 157, which defines fair
value, establishes a framework for measuring fair value in GAAP, and expands disclosures abaut fair value measurements. SFAS No. 197
does not require any new fair value measurements. The application of SFAS Na. 157 may change Duke Energy’s current practice for
measuring fair values under ather accounting pronouncements that require fair value measurements. For Duke Energy, SFAS No. 157 is
effective as of January 1, 2008. In February 2008, the FASB issued FASB Stalf Position (FSP) No. 157-2, which delays the effective date
of SFAS No. 157 for one year for nonfinancial assets and ligbilities, except for iterns that are recognized or disclosed at fair value in the
financial statements on a recurring basis. Duke Energy does nat expect to report any material curnulative-effect adjustment 1o beginning
retained earning as is required by SFAS No. 157 for certain limited matters. Duke Energy continues to manitor additional proposed inter-
pretative guidance regarding the application of SFAS No. 157. To date, no matters have been identified regarding implementation of
SFAS No. 157 that would have any material impact on Duke Energy’s consolidated results of operations or financial position.

SFAS No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities” (SFAS No. 159). in February 2007, the FASB
issued SFAS No. 158, which permits entities to choose to measure many financial instruments and certain other items at fair value. For
Duke Energy, SFAS No. 159 is effective as of January 1, 2008 and will have no impact on amounts presented for periads prior to the
effective date. Duke Energy does not currently have any financial assets or financial liabilities for which the provisions of SFAS No. 159
have been elected. However, in the future, Duke Energy may elect to measure certain financial instruments at fair value in accordance
with this standard.
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EITF issue No. 06-11, “Accounting for Income Tax Benefits of Dividends on Share-Based Payment Awards” (E[TF 06-11). In June
2007, the EITF reached a consensus that would require realized income tax benefits from dividends or dividend equivalents that are
charged to retained earnings and paid to employees for equity-classified nonvested equity shares, nonvested equity share units, and out-
standing equity share options to be recognized as an increase to additional paid-in capital. In addition, EITF 06-11 would require that divi-
dends on equity-classified share-based payment awards be reallocated between retained earnings (for awards expected to vest) and
compensation cost {for awards not expected 1o vest) each reporting period to reflect current forfeiture estimates. For Duke Energy,
EITF 06-11 must be applied prospectively to the income tax benefits of dividends on equity classified employee share-based payment
awards that are declared in fiscal years beginning January 1, 2008, as well as interim periods within those fiscal years. Early application
would be permitted as of the beginning of & fiscal year for which interim or annual financial statements have not yet been issued. Duke
Energy is currently evaluating the impact of applying EMF 06-11, and cannot currently estimate the impact of ENF 06-11 on its con-
solidated results of operations, cash fiows or financial position.

SFAS No. 141 (revised 2007), “Business Combinations” (SFAS No. 141R). In December 2007, the FASB issued SFAS No. 141R,
which replaces SFAS No. 141, “Business Combinations.” SFAS No. 141R retains the fundamental requirements in SFAS No. 141 that the
acquisition method of accounting be used for all business combinations and that an acquirer be identified for each husiness combination.
This statement also establishes principles and requirements for how an acquirer recognizes and measures in its financial statements the
icentifiable assets acquired, the liabilities assumed, any noncontrolling {minority} interests in an acquiree, and any goedwill acquired in a
business combination ¢r gain recognized from a bargain purchase. For Duke Energy, SFAS No. 141R must be applied prospectively to
business combinations for which the acquisition date occurs on or after January 1, 2009, The impact to Duke Energy of applying SFAS
No. 141(R} for periods subsequent to implementation will be dependent upon the nature of any transactions within the scope of SFAS
No. 141}

SEAS No. 160, “Nonconirolling Interests in Consolidated Financial Statements—an amendment of Accounting Research Bulletin
(ARB} No. 51" (SFAS No. 160). In December 2007, the FASB issued SFAS No. 160, which amends ARB No, 51, “Cansolidated Financial
Statements,” to establish accounting and reporting standards for the noncontralling {minority} interest in a subsidiary and for the decenso-
lidation of a subsidiary. SFAS No. 160 clarifies that a noncontrolling interest in a subsidiary is an ownership interest in a consolidated
entity that should be reported as equity in the consalidated financial statements. This statement also changes the way the consolidated
income statement is presented by requiting conselidated net income to be reported at amounts that include the amounts attributable to
both the parent and the noncontrolling interest. In addition, SFAS No. 160 establishes a single method of accounting for changesina
parent's ownership interest in a subsidiary that do not result in deconsolidation. For Duke Energy, SFAS No. 160 is effective as of Jan-
uary 1, 2009, and must be applied prospectively, except for certain presentation and disclosure requirements which must be applied
retrospectively. Duke Energy is currently evaluating the impact of adopting SFAS No. 160.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk.

See “Management’s Discussion and Analysis of Results of Operations and Financial Condition, Quantitative and Qualitaﬁve Dis-
¢closures About Market Risk.” ‘
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Iltem 8. Financial Statements and Supplementary Data.
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCQUNTING FIRM

To the Board of Directors and Stockholders of Duke Erergy Corporation
Charlotte, North Carolina

We have audited the accompanying consolidated balance sheets of Duke Energy Corporation and subsidiaries (the "Company™ as of
December 31, 2007 and 2006, and the related consolidated statements of aperations, comman stockholders' equity and comprehensive
income, and cash flows for each of the three years in the period ended December 31, 2007. Our audits aiso incluced the financial statement
schedule listed in the Index at itern 15. We also have audited the Company's intemal control over financial reporting as of December 31, 2007,
based on criteria established in Internal Control—integrated Framework issued by the Committes of Sponsoring Organizations of the Treadway
Cornmission, The Company’s management is respansible for these financial statements and financial statement schedule, for maintaining effec-
tive internal control over financial reporting, and for its assessment of the effectiveness of intemal contral over financial reporting inciuded in the
accompanying Management's Annual Report an intemal Control Over Financial Repoerting. Our respensibility is to express an opinion on these
financial statements and financial statement schedule and an opinion on the Company’s internal control over financial reporting based on ow
audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (Untedt States), Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement and whether effective internal control over financial reporting was maintained in all material respects. Our audits of the
financial statements included examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements, assess-
ing the accourting principles used and significant estimates made by management, and evaluating the overall financial statement presentation.
Our audit of internal control over financial reporting included obtaining an understanding of internal conirol over financial reporting, assessing
the risk that a material weakness exists, testing and evaluating the design and operating effectiveness of internal control based on the
assessed risk. Our audits also included performing such other procedures as we considered necessary in the circumstances. We believe that
our audits provide a reasonable basis for cur opinions.

A company's internal control over financial reporting is a process designed by, or under the supenvision of, the-company's principal execu-
tive and principal financial officers, or persons performing similar functions, and effected by the company's board of directors, management,
and other personnel to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements
for extemal purposes in accordance with generally accepted accounting principles. A company's intenal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of the company; {2) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting principles and that receipts and expenditures of
the company are being made only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisttion, use, or disposition of the company’s assets that could have a
material effect on the financial statements. ' -

Because of the inherent limitations of intemal control over financial reporting, including the possibility of collusion or improper management
override of controls, material misstatements due to error or fraud may not be prevented or detected on a timely basis. Also, projections of any
evaluation of the effectiveness of the internal control over financial reporting to future periods are subject to the risk that the controls may
become inadequate because of changes in congitions, or that the degree of compliance with the policies or procedures may deteriorate.

in our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of Duke
Energy Corporation and subsidiaries as of December 31, 2007 and 2006, and the results of their operations and their cash flows for each of
the three years in the pericd ended December 31, 2007, in conformity with accounting principles generally accepted in the United States of
America. Also, in our opinion, such financial statement schedule, when considered in relation to the basic consolidated financial statements
taken as a whole, presents fairly, in all material respects, the information set forth therein, Also, in our opinion, the Company maintained, in all
material respects, effective internal control over financial reporting as of December 31, 2007, based on the criteria established in interral
ControHrtegrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission.

As discussed in Note 1 to the consolidated financial statements, the Company's spin-off of the natural gas business was completed on
January 2, 2007.

/s/ DELOITTE & TOUCHE LLP

Charlotte, North Carolina
February 29, 2008
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DUKE ENERGY CORPORATION
Consolidated Statements of Operations
(In millions, except per-share amounts)

Years Ended December 31,
2007 2006 2005
Operating Revenues ‘ ‘
Regulated elactric § 8976 S 7,678 55,406
Nonregulated eleciric, natural gas, and other 3,024 2542 1,500
Regulated natural gas 720 387 —
Total operating revenues 12,720 10,607 6,906
Operating Expenses
Fuel usad in electric generation and purchased power 3,946 3,372 1,579
Operation, maintenance and cther 3,324 3420 2,533
Cost of natural gas and coal sold 8h7 339 9
Depraciation and amortization 1,746 1,545 1,123
Property and other taxes 649 534 327
Impairments and other charges —_ — 15
Total operating expenses 10,222 9210 5,586
Gains on Sales of Investments in Commercial and Multl-Family Real Estate — 201 191
(Losses) Gains on Sales of Other Assets and Other, net (5) 223 {b5)
Operating Income 2,493 1,821 1,45
Othar Income and Expenses
Equity in earnings of unconsolidated affiliates 157 123 124
Losses on sales and impairments of equity investments — (20 {20)
Other income and expenses, net 271 251 113
Total other income and expenses 428 354 217
Interest Expense 685 632 381
Minority Interest Expense 2 13 24
Income From Continuing Operations Before Income Taxes 2234 1630 1,268
Income Tax Expense from Continuing Operations 712 450 375
Income From Continuing Operations 1,522 1,080 893
(Loss) Income From Discontinued Qperations, net of tax (22) 783 935
Income Before Cumulative Effect of Change In Accounting Principle 1,500 1,863 1,828
Cumulative Effect of Change in Accounting Principle, net of tax and minority interest — — (4)
Net income 1,500 1,863 1,824
Dividends and Premiums on Redemption of Preferred and Preference Stock - — 12
Earnings Available For Common Stockholders S 1,500 § 1,863 51,812
Common Stock Data
Weighted-average shares outstanding
Basic 1,260 1,170 934
Diluted 1,266 1,188 970
Earnings per share (from continuing operations}
Basic $ 121 § 082 509
Diluted $ 120 $ 091 5092
{Loss} earnings per share (from discontinued operations)
Basic $ (0.02) $ 067 5 1.00
Diluted 5002 5 066 5096
Earnings per share (before cumulative effect of change in accounting principle)
Basic $ 1.19 § 159 5194
Diluted $ 118 § 157 § 188
Earnings per share
Basic $ 119 § 159 § 194
Diluted $ 118 $ 157 5188
Dividends per share $ 08 S 126 §1.17

See Notes to Consolidated Financial Statements
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DUKE ENERGY CORPORATION
- Consolidated Balance Sheets
{In millions)

— December 31,
2007 2006
ASSETS
. Current Assets
' Cash and cash eguivalents $ 678 $ 948
E Shortterm investments : 437 1,514
Receivables (net of allowance for doubtful accounts of $67 at December 31, _
2007 and %94 at December 31, 2006) - 1,787 | 2256
Invertory 1,012 1,358
Assets held for sale ‘ 2 28
Other 1,025 - 543
Total current assets 4925 7,047
| Investments and Other Assets ‘
| Investments in unconsolidated affiliates 696 2,305
' Nuclear decommissioning trust funds . 1,923 1775
Goodwill 4,642 8,175
Intangibles, net 720 505
Notes receivable 153 224
Assets heid for sale 115 134
Other 2,953 2,556
Total investments and other assets 11,208 16,074
Property, Plant and Equipment '
Cost 46,056 58,330
Less accumulated depreciation and amortization 14,946 ~ 16,883
Net property, plant and equipment 31,110 41,447
Regulatory Assets and Defarrad Debits :
Deferred debt expense - 255 320
Regulatory assets related to income taxes -bh2 1,361
Total regulatory assets and deferred debits , 2461 4132
Total Assets , ' $49,704  $68,700

Other 1,654 2,451
|
|

See Notes to Consolidated Financial Statements
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DUKE ENERGY CORPGRATION
Consolidated Balance Sheets—{Continued)
{in millions, except per-share amounts)

__December3l,
2007 2006
LIABILITIES AND COMMON STOCKHOLDERS' EQUITY
Current Liabilities
Accounts payable $1,58 § 1,686
Notes payable and commercial paper 742 450
Taxes accrued 383 434
Interest accrued 145 302
Liabilities associated with assets held for sale 114 26
Current maturities of long-term debt 1,526 1,605
Other 1,213, 2110
Tatal current liabilities 5,708 6,613
Leng-term Debt 9498 15118
Deferred Credits and Other Liabilities ‘
Deferred income taxes 4,751 7,003
Investment tax credit 161 175
Liabilities associated with assets held for sale 3 18
Asset retirement obligations 2,351 2,301
Other 5,852 7,565
Total deferred credits and other liabilities 13,118 17,062
Commitments and Contingancies
Minority Interests 181 805
Common Stockholders’ Equity
Common Stock, 50.001 par value, 2 billion shares authorized; 1,262 million and 1,257 million shares nutstaming
at December 31, 2007 and December 31, 2006, respectwely 1 1
Additional paid-in capital 19,333 19,854
Retained samings 1,398 5,652
Accumulated cther comprehensive (loss) income (133) 585
Total common stockholders’ equity 21,199 26,102
Total Liabilities and Commeon Stockholders’ Equity $49,704 568,700

See Notes to Consolidated Financial Statements
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DUKE ENERGY CORPORATION
Consolidated Statements of Cash Flows
.(In mitlions)

Years Ended December J1,
2007 2006 2005

CASH FLOWS FROM OPERATING ACTIVITIES

et income ) ‘ $1500 § 183 5 184

Adjustments 1o reconcile net income to net cash provided by operating activities :
Depreciation and amertization (including amartization of nuclear fuel) 1,888 2,215 13884
Cumulative effect of change in accounting principle — — 4

Gains on sales of investments in commercial and muitiamily reat estate (20n - -{191)

Losses (gains) on sales of aquity investments and other assets 10 (365) {1,771}
Impairment charges — 48 159
Deferred income taxes 669 250 . 282
Minarity Interest 2 61 538
Equity in earnings of unconsolidated affiliates (157) (732) - {479}

Centributions to company-sponsored pension and other postretirement benefit plans 412) (172) {45}
(Increasa) decrease n . .

Net realized and unrealized mark-to-market and hedging transactions — (134 443
Receivables (240 &44 {249)
Inventory {30) 24) (80)
Other current assets - (22) 1,276 {944)
Increase [decrease) m
Accounts payable . (172) (1,524) 117
Taxes accrued (134 {63} 53
Other current liabilities i 3z (594 622
Capital expenditures for residential real estate — 322 (355)
Cost of residential real estaie soid —_ 143 294
Other, assets 739 1,008 193
Other, liabilities (106) 180 519
Net cash provided by operating activities 3,208 3,748 2818
CASH FLOWS FROM INVESTING ACTIVITIES
Capital expenditures (3,125) {3,381} (2,327
Investment expenditures (91) (89 (43)
Aequisitions, net of cash acquired 166) (2B4) (254
Cash acquired from acquisition of Cinergy — 147 —
Purchases of availablefor-sale securities (23,639 (33,436 40,317
Praceeds from sales and maturities of available-for-sale securities 24,613 32536 40131
Nei proceeds from the sales of equity investments and cther assets, and sales of and collections on notes receivable 154 2,851 2,375
Proceeds from the sales of commercial and multifamily real estate : — 4 372
Settlement of net investment hedges and other investing derivatives {am (163 {256)
Distributions from equity investments : — 383
Purchasas of emission zliowances (103 1228) (18
Sales of emission allowances 52 194 —
Withdrawal of restricted funds held in trust - 68 47 —
Other (4) 2 (52)
Met cash used in investing activities {2,151) (1,328) {126)
CASH FLOWS FROM FINANCING ACTIVITIES ‘
Proceeds from the:
Issuance of long-term debrt 823 2,369 943
Issuance of cammon stock related to employee benefit plans 50 127 41
Payments for the redemplion of: .
Long-term dabt ‘ : {1,248 2,098) {1,346}
Convertible notes 110} - -
Preferred stock of a subsidiary - — 12} (134}
Decrease in cash overdrafts 2 (2) —
Notes payable and commercial paper 617 {a12) 165
Distributions to mingrity interests (2) {304} {861}
Contributions from minarity interests 58 247 779
Cash distributed to Specira Enargy 1395) - —
Dividends paid (1,089) {1,488} (1,1C5)
Repurchasa of common shares - {500) (933)
Proceeos from Duke Energy Income Fund - 104 110
Other 11 8 24
et cash used infinancing activities (1,327 (1,961) 2,717)
Changes in cash and cash equivalents included in assets held for sale — (22) 3
Net (decrease} increase in cash and cash equivalents : 270) 437 (22]
Cash and cash equivalemts at heginning of petiod 948 511 533
Cash and cash equivalents at end of perlod $ 678 5 948 5 5l

Su%:;lemental Disclosures: o

sh paid for interest, net of amount capitalized
Cash paid for income taxas
Significant noncash transactions:

g 827 g 1,154 g 1,089
387 546
Distribution of Spectra Energy to shareholders 5,219 e —
Conversion of convertible notes to stock - 632 28
Transfer of DCF Midsiream Canadian Faciliies
Accrued capital expenditures 1

Acquisition of Linergy Corp.

Fair value of assets acquired g
Liabilities assumed
tssuance of commen stock S

See Notes to Consolidated Financial Statements
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Consclidated Statements of Common Steckholders' Equity
and Comprehensive Income
(in millions)

. DUKE ENERGY CORPORATION

Accumulated Other Comprehénsive Income (Loss}

o Net Gains  Minimum ~
Comman Addigional Foreign (Losses)on  Pension SFAS

Stock Common  Paicin Retained Currency Cash Flow  Liability No.158
Shares  Stock - Capital Eamings Admstments Hedges Adjusiment Other Adjustment  Tatal
Balance December 31, 2004 957 $11,266°5 —$4525 § 540 S 526 §M16) §— § — $16441
Net incame — — - 1,824 — - - - — 1,824
{Other Comprehensive Income o - - —
Forgign currency translation adjustmentst — — - — 306 — - - - . 36
Net unrealized gains on cash flow hedgest - — — — — 413 - = — 413
Reclassification into earnings from cash flow
hegges® — — - -~ — (1,026 — — {1,028
Minirnurn pension liability adjustmenté! — - — — — — 356 — — 356
Othert — — — - — — — 17 — 17
~ Total comprehensive income 1,890
Dividend reinvestment and employee benefits 3 85 — — — - — - — 85
Stock repurchase (33 (933 -_ — — — — — — B33
Conversion of debt 1 28 —_— - — —_ - - —_ 28
Common stock dividends , — — (1,093} — - —_ = - 11,093)
Preferrad and preference stock dividends — — — {12} — — - = — {12)
Other capital stock transactions, net - = —_ - - —_ — =
Balance December 31, 2005 928 510,446 S —$8277 §$ 846 § [B7) S (60) $17 5 — 516439
Net income — — — 1,863 —_ - —_ - - 1,863
Other Carmprehensive Income ' .
Foreign currency translation adjustments - - — — 103 — — - 103
Net unrealized gains on ¢ash flow hedgesf! _ = - - — 6 - - — 6
Reclassificaton inta earnings frem cash flow Co
hedgeskl — — — — — 36 — 36
Minimum pension liability adjustmenti — - — — - C— (1 = - {1}
Other - —_ — — — — — 15} . —- (15
Total comfprehensive income | 1,992
Retirement of old Duke Energy shares 927) (1¢,399 — - — - - = — (10,399)
Issuance of new Duke Fnergy shares 927 1 10,398 — — - - - — 399
Comman stock issued in connection with Cinergy o
merger , _ 313 — 8993 — - = - — — 8993
Conversion of Cinergy options to Duke Energy
cplions — — . - — — - . - — . 59
Dividend reinvestment and employee benefits 6 22 172 — — — - - — 194
Stock repurchase ¥ 9 143y = — - - = - (500)
Commian stack dividends — — — (1,488} — — - - — {1,488)
Conversion of debt te equity 27 - 632 — — — - - — 632
Tax benefit due to ¢convarsion of debt to equity — —_ 34 — — — - - - 34
SFAS No. 158 funded status provisione — — - —_ — — 61 — {311 (250
Other capital stock transactions, net — - @[ — — — _ — — 3
Balance December 31, 2006 1,257 § 151985456652 $ 949 $ (45) § — § 2 §[311) $26,102
Net income —_ - — 1,500 — — - - — 1,500
Other Comprehensive Income - = -
Foraign currency translation adjustments — — — — 200 - _— - — 200.
Net unrealized losses on cash flow hedges® — — — — — {19 - - - (14
Reclassification into earnings from cash flow ‘
hedges —_ -_ — - — (n - - — (1}
SFAS No. 158 amartization — — —— —_ — — — - 14 14
SFAS No. 158 net actuarial gain®e - _ — — — — - = 96 96
Other — — —_ —_— — — — — 1
Tatai comprehensive income . 1,796
Adoptien of FIN 48 - — — (25 - - - - — {25}
Adoption of SFAS No. 158—measurement date ‘
Provision — [22) (503

(2B} —
Distribition of Spectra Energy to sharaholders — (4,612} (1,158
Dividend reinvestment and emplayes benefits s I - -
Commen stock dividends — (1,089 — — (1,089

8
Balance December 31, 2007 1262 § 181993351,398 & (71 § (34 S5 — S 2 5 (74) 521,199

{a) Foreign currency translation adjustments, net of $62 tax benefit in 2005, The 2005 tax benefit related to the settled net investment hedges. Substantally all of
the 2005 tax bengfit is a correction of an immaterial accounting error related to prior periods, ' -
(b) Net unrealized gains (osses) on cash flow hedges, net of $9 tax henefit in 2007, 33 tax expense in 2006 and $233 tax expense in 2005,
) Reclassification into earnings from cash flow hedges, net of $19 tax expense in 2006, and $583 tax benefit in 2005. Reclassification into earmings fram cash
flow hedges in 2006 is due primarily to the recognition of former Duke Energy North America's (DENA) unrealized net gains related to hedﬁgs on forecasted
. transactions which did not ocour as a result of the sale to LS Power of substantially all of former DENA's assets and contracts qutside of the Midwestern United

148 {5,614}
79
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States and certain contractual posdions related to the Midwestern assets (see notes 8 and 13).
(d) Minimum pensian liability adjustment, net of 50 tax benefit in 2006 and $228 tax expense in 2005.
(2) SFAS No. 158 adjustment, net of $144 tax benefit in 2006, Excludes $595 reflected as regulatory assets (see note 21).
{f]  Net of 50 tax henefitin 2008, and 510 tax expense it 2005. .
(&) SFAS No. 158 net actuarial gain net of S54 tax expense in 2007, Excludes $204 reflected as regulatory assets (see note 21).

See Notes to Consolidated Financial Statements
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PART II

DUKE ENERGY CORPORATION
Notes To Consolidated Financial Statements
Far the Years Ended December 31, 2007, 2006 and 2005

1. Summary of Significant Accounting Policies

Nature of Operations and Basis of Consolldation. Duke Energy Corporation {collectively with its subsidiaries, Duke Energy), is
an energy company located in the Americas. These Consalidated Financial Statements include, after eliminating intercompany trans-
actions and halances, the accounts of Duke Energy and all majority-owned subsidiaries where Duke Energy has control, and those varia-
ble interest entities where Duke Energy is the primary beneficiary. These Consolidated Financial Statements also reflect Duke Energ;fs
proportionate share of certain generation and transmission facilities in the Carolinas and the Midwest.

Duke Energy Helding Corp. (Duke Energy HC) was incorporated in Delaware on May 3, 2005 as Deer Holding Corp., a wholly-owned
subsidiary of Duke Energy Corporation {O1d Duke Energy). On April 3, 2006, in accordance with their previously announced merger
agreement, Ofd Duke Energy and Cinergy Corp. (Cinergy) merged into wholly-owned subsidiaries of Duke Energy HC, resutting in Duke
Energy HC bacoming the parent entity. In connection with the closing of the merger transactions, Duke Energy HC changed its name to
Duke Energy Corporation {New Duke Energy or Duke Energy) and Old Duke Energy converted into a limited lability cormpany named Duke
Power Company LLC {subsequently renamed Duke Energy Carolinas, LLC (Duke Energy Carolinas) effective October 1, 2006). As a result
of the merger transactions, each outstanding share of Cinergy common stock was converted into 1.56 shares of common stock of Duke
Energy, which resulted in the issuance of approximately 313 million shares. Additionally, each share of common stock of Ofd Duke Energy
was converted into one share of Duke Energy common stock. Old Duke Energy is the predecessor of Duke Energy for purposes of U.S.
sacurities regulations governing financial statement filing. Theredore, the accompanying Consolidated Financial Staternents reflect the
results of operations of Old Duke Energy for the three months ended March 31, 2006 and the year ended December 31, 2005. New
Duke Energy had separate operations for the period beginning with the effective date of the Cinergy merger, and references to amounts
for periods after the closing of the merger relate to New Duke Energy. Cinergy's results have been included in the accompanying Con-
solidated Statements of Operations from the effective date of acquisition and theraafter (see “Cinergy Merger” in Note 2). Both Old Duke
Energy and New Duke Energy are referred to as Duke Energy herein.

Shares of common stock of New Duke Energy carry a stated par value of $0.001, while shares of common stock of Old Duke
Energy had been issued at no par. In April 2006, as a result of the conversion of all outstanding shares of Old Duke Energy common
stock to New Duke Energy common stock, the par value of the shares issued was recorded in Common Stock within Common Stock-
holders’ Equity in the Consolidated Balance Sheets and the excess of issuance price over stated par value was recorded in Additional
Paidin Capital within Commaon Stockhoiders’ Equity in the Consolidated Balance Sheets. Prior to the conversion of common stock from
shares of Old Duke Energy to New Duke Energy, all proceeds from issuances of common stock were solely reflected in Common Stock
within Common Stockholders’ Equity in the Consolidated Balance Sheets.

On September 7, 2006, Duke Energy deconsolidated Crescent Resources, LLC {Crescent) due to a reduction in awnership causing
an inabifity to exercise control over Crescent {see Note 2). Crescent has been accounted for as an equity methed investment since the
date of deconsplidation.

On January 2, 2007, Duke Energy completed the spinoff to shareholders of its natural gas businesses. The new natural gas busi-
ness, which is named Spectra Energy Corp. (Spectra Energy), consists principally of certain operations of Spectra Energy Capital, LLC
{Spectra Energy Capital, formerly Duke Capital LLC), primarily Duke Energy's former Natural Gas Transmission business segment and
Duke Energy's former Field Services business segment, which represented Duke Energy’s 50% ownership interest in DCP Midstream, LLC
{formerly Duke Energy Field Services, LLG) [DCP Midstream). See Note 13 for discussion of the deconsolidation of BCP Midstream effec-
tive July 1, 2005 due to a reduction in ownership interest. Excluded from the spinoff were certain operations which were transferred from
Spectra Energy Capital to Duke Energy in December 2008, primarily International Energy and Duke Energy's effective 50% interest in the
Crescent JV. Subsequent to the spin-off, the results of operations of the spun off businesses are presented as discontinued operations in
the accompanying Consolidated Statements of Operations for all periods prior to the spin-off. The primary businesses remaining in Duke
Energy post-spin are the 1.5, Franchised Electric and Gas business segment, the Commercial Power business segment, the International
Energy business segment and Duke Energys effective 50% interest in the Crescent JV. See Note 2 for further information on Duke
Energy’s business segments.

Assets and liabilittes of entities included in the spin-off of Spectra Energy were transferred from Duke Energy on a historical cost
basis on the date of the spinoff transaction, No gain or loss was recognized on the distribution of these operations o Duke Energy
sharehalders, Approximately $20.5 billion of assets, $14.9 billion of liabilities twhich inckides approximately $8.6 billion of debt) and $5.6
billien of commaon stockhalders’ equity (which includes approximately S1.0 billion of accumulated other comprehensive income) were dis-
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DUKE ENERGY CORPORATION
Notes To Consolidated Financial Statements—{Continued)

tributed from Duke Energy as of the date of the spinoff. Assets, liabilities and stockholders’ equity amounts at December 31, 2006
included in the accompanying Consolidated Balance Sheets and the corresponding Notes include balances that were transferred to Spec-
tra Energy as part of the spin-off, Additionally, cash flows ralated 1o the businesses included in the spinoff are-included in the Con-
solideted Statements of Cash Flows for the vears ended December 31, 2006 and 2005.

Use of Estimates. To conform to generally accepted accounting principles (GAAP) in the United States, management makes est-
mates and assumptions that affect the amounts reported in the Consolidated Financial Statements and Notes. Although these estimates
are based on management's best available knowledge at the time, actual resulis could differ.

Reclassifications and Revisions. Certain prior period amaunts have been reclassified within the Cansolidated Financial Statements
to conform to current year presentation. '

Cash and Cash Equivalents. Al highly liquid investments with ariginal maturities of three months or less at the date of acquisition
are considered cash equivalents,

Restricted Cash. At December 31, 2007 and 2006, Duke Energy had approximately $166 million and $212 miflion, fespectively,
of restricted cash related primarily Lo proceeds from debt issuances that are heid in trust for the purpose of funding future environmental
construction or maintenance expenditures. This amount is reflected in Other investments and Other Assets on the Consolidated Balance
Sheets.

Short-tarm Investments. Duke Energy actively invests a portion of its available cash balances in various financial instruments, such
as tax-exempt debt securities that frequently have stated maturities of 20 years or more and tax-exempt money market preferred secu-
rities. These instruments have historically provided for a high degree of liquidity through features such as deily and seven day notice put
options and 7, 28, and 35 day auctions which allow for the redemption of the investments at their face amounts plus earned income. As
Duke Energy intends to self these instruments within one year or less, generally within 30 days from the balance sheet date, they are
classified as current assets. Cuke Energy has classified all shortterm investments that are debt securities as available-for-sale under the
Financial Accounting Standards Board (FASB) Statermnent of Financial Accounting Standards (SFAS) No. 115, “Accounting For Certain
Investments in Debt and Equity Securities,” (SFAS No. 115), and they are carried at fair market value. Investments in money-market pre-
ferrad securities that do not have stated redemptions are accounted for at their cost, as the carrying values approximate market values
due ta their shortterm maturities and minimal credit risk. Realized gains and losses and dividend and interest income related to these
securities, including any amortization of discounts or premiums arising at acquisition, are included in earings as incurred. Purchases and
sales of availablefor-sale securities are presented on a gross basis within investing cash flows in the accompanying Consolidated State-
ments of Cash Flows.

Inventory. inventory consists primarity of materials and supplies and natural gas held in storage for transmission, processing and
sales commitments, and coal held for electric generation. foventary is recorded primarily using the average cost method. The decrease in
inventory at December 31, 2007 as compared to December 31, 2006 is primarily attributable to the spin-off of the naturat gas busk
nesses discussed above.

Components of Inventory

December 31,
2007 2006
" {in milllons)
Materials and supplies § 555 % B8
Natural gas ‘ 69 - 372
Coal held for electric generation 388 383
Petroleumn products S, 7
Total inventory i : $1,012 %1,358

Accounting for Risk Management and Hedging Activities and Financlal Instruments. Duke Energy uses a number of different
derivative and non-derivative instruments in connection with its cormmadity price, interest rate and foreign currency risk managament
activities, including swaps, futures, forwards, optians and swaptions. All derivative instruments not designated and gualifying for the
normal purchases and normal sales exception under SFAS No. 133, “Accounting for Derivative instruments and Hedging Activities”, as
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ameanded (SFAS No. 133), are recorded on the Consolidated Balance Sheets at their fair vatue. Cash inflows and outftows related to
derivative instruments, except those that contain financing elements and those related to net investment hedges and other investing activ
ities, are a component of cperating cash flows in the accompanying Consolidated Statements of Cash Flows. Cash inflows and outflows
related 0 derivative instruments containing financing slements are a component of financing cash flows in the accompanying Con-
solidated Statements of Cash Flows while cash inflows and outflows related to net investment hedges and derivatives related to other
investing activities are a component of investing cash flows in the accompanying Consolidated Statements of Cash Flows.

Duke Energy designates all energy commodity derivatives as either trading or nontrading. Gains and losses for alt derivative con-
tracts that do not represent physical delivery contracts are reported on a net basis in the Consolidated Statements of Operations. For
each of Duke Energy’s physical delivery contracts that are derivatives, the accounting mode! and prasentation of gains and losses, or
revenue and expense in the Consolidated Statements of Operations is shown below.

Duke Energy
Classiflcation of Contract Accounting Model Presentation of Gains & Losses or Revenue & Expense
Trading derivatives Markdomarket®  Net basis in Nonregulated Electric, Natural Gas, and Other
Non-trading derivatives:
Cash flow hedge Accrual Gross basis in the same income statement category as the related hedged
itemn
Fair value hedge Accrual® Gross basis in the same income statement category as the related hedged
item
Normal purchase or sale Accrual® Gross basis upon setflement in the carresponding income statement
category based on commodity type
Undesignated Mark-to-market®  Met basis in the related income statement category for interest rate,

currency and commaodity derivatives

{a) An accounting term used by Duke Energy to refer to derivative contracts for which an asset or liability is recognized at fair value and the change in the fair value
of that asset or Ilab|ity is recognized in the Consolidated Statements of Operations. This term is applied fo trading and undesignated non-trading derivative con-
tracts. As this term is not explicitly defined within GAAP, Duke Energy’s application of this term could differ from that of gther companies.

()  An accounting term used by Duke Erergy to refer to contracts for which there is generally no recognition in the Consolidated Statements of Operations for any
changes in fair value until the service is provided, the associated delivery period occurs o there is bedge ineffectiveness, As discussed further below, this term is
applied to derivative contracts that are accounted for as cash flew hedges, feir value hedges, and normal purchases or sales, as well as to non-derwatwe con
tractgf‘ used for cornmodily risk management purposes. As this term is not explicitly defined within GAAP, Duke Energy’s application of this term coudd differ from .
that of other cosmpanies.

Where Duke Energy's derivative instruments are subiect 1o a master netting agreement and the criteria of the FASE nterpretation
(FIN) No. 39, “Offsetting of Amounts Related to Certain Contracts—An Interpretation of Accounting Principles Board (APB) Opinion No. 10
and FASB Statement No. 105" (FIN 39), are met, Duke Energy presents its derivative assets and liabilities, and accompanying receivables
and payables, separately on a net basis in the accompanying Consclidated Balance Sheets.

Cash Flow and Fair Value Hedges. Qualifying energy commodity and other derivatives may be designated as either a hedge of a
forecasted transaction or future cash flows (cash flow hedge) or a hedge of a recognized asset, liability or firm commitroent (fair value
hedge). For all contracts accounted for as a hedge, Duke Energy prepares formal documentation of the hedge in accordance with SFAS
MNo. 133. In addition, at inception and at Jeast every three months thereafter, Duke Energy formally assesses whether the hedge confract
is highty effective in offsetting changes in cash flows or fair values of hedged items. Duke Energy documents hedging activity by frans-
action type (futures/swaps) and risk management sirategy (commodity price risk/interest rate risk).

Changes in the fair value of a derivative designated and qualified as a cash fiow hedge, to the extent effective, are included in the
Consolidated Statements of Common Stockholders' Equity and Comprehensive Income as Accumulated Other Comprehensive Income
{Loss) (AOCI) until earnings are affected by the hedged item. Duke Energy discontinues hedge accounting prospectively when it has
determined that a derivative no longer qualifies as an effective hedge, or when it is no longer probable that the hedged forecasted trans-
action will occur. When hedge accounting is discontinued because the derivative no longer qualifies as an efiective hedge, the derivative
is subject to the Mark-to-Market moadel of accounting (MTM Model) prospectively. Gains and lpsses related to discontinued hedges that
were previously accumulated in AOCH wilt remain in AQC! until the underlying contract is reflected in earnings; unless it is probable that the
hedged forecasted transaction will not ocour, at which time assaciated deferred amounts in AOC! are immediately recognized in earnings,
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For derivatives designated as fair value hedges, Duke Energy recognizes the gain or loss on the derivative instrument, as well as the
offsetting lass or gain on the hadged item in earnings, to the extent effective, in the current period. All derivatives designated and
accounted for as hedges are classified in the same category as the item being hedged in the Consolidated Statements of Cash Flows. In
addition, all companents of each derivative gain or loss are included in the assessment of hedge effectiveness.

Normal Purchases and Normal Sales. On a limited basis, Duke Energy applies the normal purchase and normal sales exception to
certain contracts. If contracts cease to meet this exception, the fair valve of the contracts is recognized on the Consolidated Balance
Sheets and the contracts are accounted for using the MTM Madel unless immediately designated as a cash flow or fair value hedge.

As a rasult of the September 2005 decision to pursue the sale or other disposition of substantially all of former Duke Energy North
America’s (DENA) remaining physical and commercial assets outside the Midgwestern United States, Duke Energy discontinued hedge
accounting for forward natural gas and power contracts accounted for as cash flow hedges related to the former DENA operations and
disqualified other forward pawer contracts previously designated under the normal purchases normal sales exception effective Sep-
tember 2005. As discussed further in Note 13, the impacts of the discentinuance of hedge accounting are included in (Loss) income from
Discontinued Operations, net of tax, on the Consolidated Statemenis of Operations.

Valuztion. When available, quated market prices or prices obtained through external sources are used to measure a contract's fair
value. For contracts with a delivery location or duration for which quoted market prices are not available, fair value is determined based
on internally developed valuation techniques or models. For derivatives recognized under the MTM Model, valuation adjustments are also
recognized in the Consolidated Statements of Operations.

Goodwill. Duke Energy evaluates goodwill for potential impairment under the guidance of SFAS No. 142, “Gooawili and Other
Intangible Assets” (SFAS No. 142). Under this provision, goodwill is subject to an annual test for impairment, Duke Energy has designated
August 31 as the date it performs the annual review for goodwill impairment for its reporting units, Under the provisions of SFAS No. 142,
Duke Energy performs the annual review for goodwill impairment at the reporting unit level, which Duke Energy has determined to be an
aperating segment or one level below.

Impairment testing of goodwill consists of a two-step process. The first step involves a comparison of the determined fair valie of a
reporting unit with its carrying amount. If the carrying amount of the reporting unit exceeds its fair value, the second step of the process
involves a comparison of the fair value and carrying value of the goodwill of that reporting unit. If the carrving value of the goodwill of 2
reporting unit exceeds the implied fair value of that goodwil,, an impairment loss is recognized in an amount equat to the excess. Addi
tional impairment tests are performed between the annual reviews if events or changes in circumstances make it more fikely than nat that
the fair valug of a reperting unit is below its carrying amount.

Duke Energy primarily uses a discountad cash flow analysis to determine fair value. Key assumptions in the determination of fair
valug include the use of an appropriate discount rate, estimated future cash flows and estimated run rates of operation, maintenance, and
general and administrative costs. In estimating cash flows, Duke Energy incorporates expected growth rates, regulatory stabifity and abit
ity to renew contracts as well as other factors into its revenue and expense forecasts. See Note 10 for further information.

Other Long-term Investments. Other long-term investments, primarily marketable securities held in the Nuclear Decommissioning
Trust Funds (NDTF} and the captive insurance investment portfolio, are classified 25 available-for-sale securities as management does not
have the intent or ability to hold the securities to maturity, nor are they bought and held principally for selling them in the near term. The
securities are reported at fair vaiue on Duke Energy’s Consolidated Balance Sheets. Realized and unrealized gains and losses, net of tax,
un the NOTF holdings are reflected in regulatory assets or liabilities on Duke Energy's Consolidated Balance Sheets as Duke Energy -
expects to recover all costs far decommissioning its nuclear generation assets through regulated rates. Unrealized holding gains and
losses, net of tax, on all other availablefor-sale secunties are reflected in AOC! in Duke Energy’s Consolidated Balance Sheets until they
are realized, at which time they are reclassified to earnings. Cash flows from purchases and sales of long-term investments {including the
NDTF) are presented on a gross basis within investing cash flows in the accompanying Consclidated Statements of Cash Flows.

Property, Plant and Equipment. Propetty, plant and equipmant are stated at the lower of histarical cost less accunulated
depreciation or fair value, if impaired. Duke Energy capitalizes all construction-related divect labor and material costs, as well as indirect
construction casts. Indirect costs include general engineering, taxes and the cost of funds used during construction. The cost of renawals
and betterments that extend the useful life of property, plant and equipment are also capitalized. The cost of repairs, replacements and
major maintenance projects, which do not extend the useful life or increase the expected output of property, plant and equipment, is
expensed as incurred. Depreciation is generally computed over the estimated useful life of the asset using the straight\-liné method. The
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composite weighted-average depreciation rates, excluding nuclear fuel, were 3.19% for 2007, 3.51% for 2006, and 3.34% for 2005.
Alsg, see “Deferred Returns and Allowance for Funds Used During Construction (AFUDC),” discussed below.

When Duke Energy retires its regulated property, plant and equipment, it charges the original cost pius the cost of retirernent, less
salvage value, to accumulated depreciation and amortization. When it sells entire regulated operating units, or retires or sells
non-regulated properties, the cost is removed from the property account and the related accumulated depreciation and amortization
accounts are reduced. Any gain or loss is recorded in earnings, uniess otherwise required by the applicable regulatory body.

Duke Energy recognizes asset retirement obligations (ARC's) in accordance with SFAS No, 143, “Accounting For Asset Retirement
Otligations” (SFAS No. 143), for legal obligations associated with the retirement of long-lived assets that result from the acquisition,
construction, development and/or normal use of the asset and FIN No. 47, “Accounting for Conditional Asset Retirement Obligations”
(FIN 47), for conditional ARQ's. The term conditional asset retirament obligation as used in SFAS No. 143 and FIN 47 refers to a legal
obiigation to perform an asset retirement activity in which the timing and {or) methad of setement are conditional on & future event that
may or may not be within the control of the entity. The obligation to perform the asset retirement activity is unconditional even though
uncertainty exists about the timing and (or) method of settlement. Thus, the timing and (or) method of settlement may be conditional on a
future event. Both SFAS No. 143 and FIN 47 require that the fair value of a liability for an ARQ be recognized in the period in which it is
incurred, if a reasonable estimate of fair value can be made. The fair value of the liability is added to the carrying amount of the asso-
ciated assel. This additional carrying amount is then depreciated over the estimated useful ife of the asset. See Note 7 for further
information.

nvestments in Residential, Commercial, and Muld-Family Real Estate. Prior to the deconsolidation of Crescent in September
2006, investments in residential, commercial and multifamily real estate were carried at cost, net of any related depreciation. However,
any properties meeting the criteria in SFAS Na. 144, “Accounting for the Impairment or Disposal of Long-ived Assets” (SFAS No. 144), fo
be presented as Assets Held for Sale, were carried at lower of cost or fair value less costs to sell in the Consolidated Balance Sheets.
Proceeds from sales of residential properties prior to September 2006 are presented within Operating Revenues and the costs of proper-
ties sold prior to the date of deconsolidation are included in Operation, Maintenance and Other in the Consolidated Statements of Oper-
ations. Cash flows related to the acquisition, development and disposal of residential properties prior fo the date of deconsolidation are
included-in Cash Flows from Operating Activities in the Consolidated Statements of Cash Flows. Gains and losses on sales of commercial
and multi-family properties as well as “legacy” land sales prior to the date of deconsolidation are presented as such in the Consolidated
Statements of Operations, and cash flows related to these activities are included in Cash Flows from Investing Activities in the Con-
solidated Statements of Cash Flows,

Long-Lived Asset Impairments, Assets Held For Sale and Discontinued Operations. Duke Energy evaluates whether long-
lived assets, excluding goodwill, have been impaired when circumstances indicate the carrying value of those assets may not be recaver-
able, For such long-ived assets, an impairment exists when its carrying value exceeds the sum of estimates of the undiscounted cash
flows expected to result from the use and eventual disposition of the asset. When aiternative cowrses of action to recover the carrying
amount of a iong-lived asset are under consideration, a probability-weighted approach is used for developing estimates of future undis-
counted cash flows. If the carrying value of the long-ived asset is not recoverable based on these astimated future undiscounted cash
flows, the impairment loss is measured as the excess of the carrying value of the asset over its fair value, such that the asset's carrying
value is adjusted to its estimated fair value. .

‘Management assesses the fair value of long-lived assats using commonly accepted techniques, and may use more than one source.
Sources to determine fair value inciude, but are not limited to, recent third party comparable sales, internally developed discounted cash
flow analysis and analysis from qutside advisors, Significant changes in market conditions resufting from events such as chanizes in
commadity prices or the conditicn of an asset, or a change in management’s intent to utilize the asset may generally require manage-
ment to re-assess the cash flows related to the long-lived assets.

Duke Energy uses the criteria in SFAS No. 144 to determine when an asset is classified as “held for sale.” Upon classification as
“held for sale,” the long-ived asset or asset group is measured at the lower of its carrying amourt or fair value less cost to sell, deprecia-
tion is ceased and the asset or asset group is separately presented on the Consolidated Balance Sheets. When an asset or asset group
meets the SFAS No. 144 criteria for classification as held for sale within the Consolidated Balance Sheets, Duke Energy does not refro-
spectively adjust prior period balance sheets to conform to current year presentation. ‘

Duke Energy uses the criteria in SFAS No. 144 and Emerging Issues Task Force (EMTF) 03-13, “Applying the Conditions in Paragraph
42 of FASE Statement No. 144 in Determining Whether to Report Discantinued Operations” (EITF 03-13}, to determine whether compe-
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nents of Duke Energy that are being disposed of, are classified as held for saie or have been wound down are required te be reparted as
discontinued operations in the Consolidzted Statements of Operations. To qualify as a discontinued cperation under SFAS No. 144, the
companent being disposed of must have clearly distinguishable operations and cash flows. Additionally, pursuant to EfTF 03-13, Duke
Energy must not have significant continuing invalvement in the operations after the disposal (i.e. Duke Energy must not have the ability to
influence the operating or financiat policies of the disposed component) and cash flows of the operations being disposed of must have
been eliminated from Duke Energy's ongoing operations (i.e. Duke Energy does not expect to generate significant direct cash flows from
activities irvolving the dispased component after the disposal transaction is completed). Assuming both preceding conditions are met, the
related results of operations for the current and prior periods, including any related impairments, are reflected as {Loss) income From
Discontinued Cperations, net of tax, in the Consclidated Staternients of Operations. If an asset held for sale does not meet the require-
ments for discontinued operations classification, any impairments and gains or losses on seles are recorded in continuing operations-as
{Losses) Gains on Sales of Other Assets and Other, net, in the Consolidated Statements of Qperations. Impairments for all other long-lived
assets are recorded as Impairments and Other Charges in the Consolidated Statements of Operations. See Note 13 for discussion of
discontinued operations.

Captive Insuranca Reserves. Duke Energy has captive insurance subsidiaries which provide insurance coverage, on an indemnity
basis, to Duke Energy entities as well as certain third parties, on a limited basis, for various business risks and losses, such as workers
compensation, property, business interruption and general liability. Liabilities include provisions for estimated losses incurred but not yet
reported (IBNR), as well as provisions for known claims which have been estimated on a claims-incurred basis, IBNR reserve estimates
invalve the use of assumptions and are primarily based upon historical loss experience, industry data and other aciuarial assumptions.
Reserve estimates are adjusted in future periods as actuat losses differ from historical experience.

Duke Energy's captive insurance entities alse have reinsurance coverage, which provides reimbursement to Duke Energy for certain
losses above a per incident and/or aggregate retention. Duke Energy recognizes a reinsurance receivable for recovery of incurred losses
under its captive's reinsurance coverage once reafization of the receivable is deemed probable by its captive insurance companies,

Unamortized Debt Premium, Discount and Expense. Premiums, discounts and expenses incurred with the issuance of out-
standing long-tarm debt are amortizad aver the terms of the debt issues. Any call premiums or unamortized expenses associated with
refinancing higher-cost debt obligations to finance regulated assets and operalions are amortized consistent with regulatory treatment of
those items, where appropriate. The amortization expense is recorded in-continuing operations as interest expense in the Consolidated
Statements of Operations. The amortization expense is reflectad as Depreciaticn and amortization within Net cash provided by operating
activities on the Consolidated Statements of Cash Flows. -

Loss Contingencias. Duke Energy is invalved in certain legal and environmental matters that arise in the normal course of busi-
ness. Loss contingencies are accounted for under SFAS No, 5, *Accounting for Contingencies,” (SFAS Ne. 5). Under SFAS Ne. 5, con-
tingent losses are recorded when it is determined that it is probable that a loss has occurred and the amount of the loss can be
reasanably estimated. When a range of the probable foss exists and no amount within the range is a better estimate than any other
amaunt, Duke Energy records a loss cantingency at the minimum amount in the range. Unless otherwise required by GAAP, legal fees are
expensed as incurred. See Note 17 for further information.

Environmental Expenditures. Duke Energy expenses environmental expenditures related to conditions caused by past operations
that do not generate current or future revenues. Environmental expenditures refated to operations that generate current or future rev-
enues are expensed or capitalized, as appropriate. Liabilities are recorded on an undiscounted basis when the necessity for environ-
mental remediation becomes probable and the costs can be reasonably estimated, or whan other potential environmental liabilities are
reasonably estimable and probable., ‘

Severance and Special Termination Benefits. Duke Energy has an ongoing severance plan that is accounted for primarily under
SFAS No. 112, “Employers’ Accounting for Postemployment Benefits” {SFAS No. 112} tn general, the longer a terminated employee
worked prior to termination the greater the amount of severance benefits under this ongoing severance plan. Under SFAS No. 112, Duke
Energy records a liability for severance once a plan is committed to by managemert, or sooner if severances are probable and the
related severance benefits can be reasonably estimated. Duke Energy accounts for involuntary severance benefits that are incremental to
its ongoing severance plan benefits in accordance with SFAS No. 1486, "Accounting for Costs Associated with Exit or Disposal Activities”
{SFAS Mo. 146). Under SFAS No. 146, Duke Energy measures the obligation when all the criteria of SFAS No. 146 are met and records
the expense at its fair value at the communication date if there are no future service requirements, or, if future service is required to
receive the termination benefit, ratably aver the service period. From time {o time, Duke Energy offers special termination benefits under
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voluntary severance programs. These voluntary severance programs may or may not include severance payments accounted for under the
ongoing severance plan. Special termination benefits are accounted for under SFAS No. 88, “Emplayers’ Accounting for Settlements and
Curtaiments of Defined Benefit Penision Plans and for Temnination Benefits® (SFAS No. 88). Under SFAS No. 88, special termination bene-
fits are measured upon employee accepiance and recorded immediately absent a significant retention period. If a significant retention
pericd exists, the cost of the special termination benefits are recorded ratably over the remaining service periods of the affected employ-
ees. Employee acceptance of voluntary severance benefits is determined by management based on the facts and circumstances of the
special termination benefits being offered. See Note 12 for further information on Duke Energy's severance programs.

Cost-Based Regulation. Duke Energy accounts for certain of its regulated operations under the provisions of SFAS Np. 71,
“Accounting for the Effects of Certain Types of Regulation” {SFAS No. 71). The economic effects of regulation can resuk in a regulated
company recording assets for costs that have been of are expected to be approved for recovery from customers in 2 futre period or -
recording liabilities for amounts that are expected to be returned to customers in the rate-setting process in a period different from the
period in which the amounts would be recorded by an unregulated enterprise. Accordingly, Duke Energy records assets and Habilities that
result from the regulated ratemaking process that would not be recorded under GAAP for norregulated entities. Management continually
assesses whether regulatory assets are probable of future recovery by considering factors such as applicable regulatory changes, recent
rate orders applicable to other regulated entities ang! the status of any pending or potential deregulation legislation. Additionally,
management continually assesses whether any regulatory fizbilities have been incurred. Based on this continual assessment, manage-
ment believes the existing regulatory assets are prabable of recovery and that no regulatory iiabikties, other than these recorded, have
been incurred. These regulatory assets and liabilities are primarily classified in the Consclidated Balance Sheets as Regulatory Assets and
Deferred Debits, and Deferred Credits and Other Liabilities. Duke Energy periodically evaluates the applicability of SFAS No. 71, and con
siders factors such as regulatory changes and the impact of competition. If cost-based regutation ends or compeatition increases, Duke
Energy may have to reduce its asset balances to reflect a market basis less than cost and write-off their associated regulatory assets
and liabilities. For further information see Note 4. '

Guarantees. Duke Energy accounts for guarantees and related contracts, for which it is the guarantor, under FIN No. 45,
“Guarantor’s Accaunting and Disciosure Requirements for Guarantees, Including indirect Guarantees of Indebtedness of Othars” (FIN 45},
In accordance with FIN 45, upon issuance or modification of a guarantee on or after January 1, 2003, Duke Energy recognizes a liability
at the time of issuance or materia! modification for the estimated fair value of the obligation it assurnes under that guarantee, if any. Fair -
value is estimated using a probability-weighted approach. Duke Energy reduces the obligation over the term of the guarantee or related
cantract in a systematic and rational method as risk is reduced under the obligation. Any additional contingent loss for guarantee con-
tracts outside the scope of FIN 45 is accounted for and recognized in accordance with SFAS No, 5.

Duke Energy has entered into various indemnification agreements related to purchase and sale agreements and other types of con-
tractual agreements with vendors and other third parties. These agreements typically cover environmental, tax, litigation and other mat-
ters, as well as breaches of representations, warranties and covenants. Typically, claims may be made by third parties for various
periods of time, depending on the nature of the claim. Duke Energy's potential exposure under these indemnification agreements can
range from a specified to an unlimited dollar amount, depending on the nature of the claim and the particuler transaction. See Note 18 for
further information,

Stock-Based Compensation. Effective January 1, 2006 Duke Energy adopted the provisions of SFAS No, 123(R), “Share-Based
Payment” [SFAS No. 123(R)}. SFAS No. 123(R) establishes accounting for stock-based awards, including stack options, axchanged for
employze and certain non-employee services, Accordingly, for employee awards, equity classified stockbased compensation cost is
measured at the grant date, based on the fair value of the award, and is recognized as expense over the requisite service period, which
ganerally begins on the date the award is granted through the earlier of the date the award vests or the date the employee becomes
retirement eligible. Share-based awards, including stock options, granted to employees that are already retirement eligible are deemed to
have vested immediately upon issuance, and therefore, compensation cost for those awards is recognized on the date such awards are
granted. Sea Note 20 for further information. '

Duke Energy elected to adopt the modified prospective application method as provided by SFAS No. 123(R), and accordingly, finan-
cial statement amounts for periods prior to January 1, 2006 in this Form 10K have not been restated. There were no modifications to
outstanding stack options prior to the adoption of SFAS No, 123(R).

Prior to 2006, Duke Energy applied Accounting Principles Board (APB) Opirion No. 25, “Accounting for Stock Issued to Employees,”
and FIN 44, "Accaunting for Certain Transactions Involving Stock Compensation (an Interpretation of APB Opinion 25)” and provided the
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required pro forma disclosures of SFAS Na. 123, “Accounting for Stock-Based Compensation” (SFAS No. 123). Since the exercise price
for all stack options granted under those plans was equal to the market value of the underlying commen stock on the grant date, ro -
compensation cost was recognized in the accompanying Consolidated Statements of Operations for the year ended December. 31, 2005.

Revenue Recognition and Unbilled Revenue. Revenues on sales of electricity and gas are recognized when elther the service is
provided or the produst is delivered. Unbilled revenues are estimated by applying an average revenue per kilowatt hour or: per thousand
cubic feet (Mcf) for all customer classes to the number of estimated kilowatt hours or Mcf's delivered but rict billed. The amount of -
unbilled revenues can vary significantly pericd to period as a result of factors including seasonality, weather, customer usage.patierns
and customer mix. Unbilled reverues, which are recorded as Receivables in Duke Energy’s Consolidated Balance Sheets at December 31,
2007 and 2006, were approximately $380 million and $330 million, respectively. The amount at December 31, 2006 excludes unbilled
revenues related to the natural gas businesses transferred in January 2007, as discussed above.

Prior to the deconsolidation of Crescent in September 2006, profit frém the sale of residentiat developed lots was recognized at
closing under the full accrual method using estimates of average gross profit per lot within a project or phase of a project based on fotal
estimated project costs. Land anc land developmant costs were allocated to land sold based on relative sales values. Crescent recog-
nized revenues from commercial and multifamity project sales at closing, or fater using a deferral method when the criteria for sale
accounting had not been met. Profit was recognized based on the difference between the sales price and the carrying cost of the project,
Revenue was recognized under the completed cantract method for candominium units that Crescent developed and sold in Florida,

Nuclear Fuel. Amertization of nuclear fuel purchases is included in the Consolidated Staterments of Operations as Fuel Used in E1ec-
tric Generation and Purchased Power. The amortization is recorded using the umts-of-{nroductnon method.

Deferred Returns and Allowance for Funds Used During Construction (AFUDC). Deferred returns, recorded in accordance
with SFAS No. 71, represent the estimated financing costs associated with funding certain regulatory assets or liabilities of U. S. Fran-
chised Electric and Gas. The amount of deferred return expense included in Other income and Expenses, net was 818 m:lhon in 2007,
$14 million in 2006, and $13 million in 2005.

AFUDC, which represents the estimated debt and equity costs of capital funds necessary to finance the cnnstructlon of new regw
latad facilities, consists of two compenents, an equily component and an interest component. The equlty component is a norrcash itemn.
AFUDC is capitalized as a component of Property, Plant and Equipment cost, with offsetting credits to the Consolidated Statements of
Operations. After construction is completed, Duke Eneray is permitted 1o recover these costs through inclusion in the rate base and in the
depreciation provision. The total amount of AFUDC included within income from continting operations in the Consolidated Statements of
Operations was $109 million in 2007, which consisted of an after-tax equity component of 569 million and a beforetax interest expense
component of $40 million. The total amount of AFUDC included within income from continuing eperations in the Consolidated Statements
of Operations was $75 million in 2006, which consisted of an after-tax equity component of $46 miillion and a before-tax interest expense
component of $29 million. The total amount of AFUDC included within income from continuing operations in the Consolidated Statements
of Operations was $31 million in 2008, which consisted of an aftertax equity companent of $22 million and a before-tax interest expense
component of $9 million. The preceding amounts exclude AFUDC of approximately 522 milion and $17 million for the years ended
Decembar 31, 2006 and 2005, respectively, which is included in (Loss) Income From Discontinued Operations, net of tax, on the Con-
solidated Staternents of Operations.

Accounting For Sales of Stock by a Subsldlary. Duke Energy accounts for sales of stock by a subsidiary under Staff Accounting
Bulletin {SAB) No. 51, “Accounting for Sales of Stock of a Subsidiary” {SAB No. 51). Under SAB No. 51, companias may elect, via an-
accounting policy decision, to record a gain or loss on the sale of stock of a subsidiary equal t¢ the amount of proceeds received in
excess of the carrying value of the shares or to record such gain or loss as an adjustment to paid-in capital. Duke Energy has elected to
treat such differences as gains or losses in earnings, which would be reflected in Gain on Sale of Subsidiary Stock in the Consofidated
Statements of Operations. During the year ended December 31, 2006, Duke Energy recognized a ga'm of approximately 515 million -
related to the sale of securities of the Duke Energy Income Fund (ncome Fund), which is reflected in (Loss} Income From Dlsconhnued
Qperations, net of tax, in the Consolidated Statements of Operations. See Note 13 for further information. '

Accounting For Purchases and Sales of Emission Allowances. Duke Energy recognizes emission allowances in earnings as -
they are consumed or sold. Gains or losses on sales of emission allowances for non-regulated businesses are presented on a net basis in
{Losses} Gains on Sales of Other Assets and Cther, net, in the accompanying Consclidated Statements of Operations. For regulated busk-
nesses that provide for direct recovery of emission allowénces, any gains or losses on sales of recoverable emission allowances are
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included in the rate structure of the regulated entity and are deferred as a regulatory asset or iiahility. Future rates charged to retail cus-
tomers are impacted by any gain or loss on sales of recoverable emission allowances ang, therefore, as the recovery of the gain or loss
is recognized in operating revenues, the regulatory asset or liability related to the emission aflowance activity is recognized as a compo-
nent of Fuel Used in Electric Generation and Purchased Power in the Consolidated Statements of Operations. For regulated businesses
that do not provide for direct recovery of emission allowances through a cost fracking mechanism, gains and (osses on sales of emission
allowances are included in {Losses) Gains on Sales of Other Assets and Other, net in the Consolidated Statements of Operations, or are

deferred, depending on tevel of regulatory certainty. Purchases and sales of emission allowances are presented gross as rnvestmg activ-
ities on the Consolidated Slatements of Cash Flows. :

Income Taxes. Cuke Energy and.its subsidiaries file a consolidated federal income tax return and other state and foreign jurisdic-
tional returns as required. Deferred income taxes have been provided for temporary differences between the GAAP and tax carrving
amounts of assets and liabilities. These differences create taxable or tax-deductible amounts for future periods. lnvestment tax credits
have been deferred and are being amortized over the estimated useful lives of the related properties.

Management evaluates and records uncertain tax positions in accordance with FIN 48, “Accounting For Uncertainty in lncome
Taxes—an Interpretation of FASB Statement 109,” (FIN 48), which was adopted by Duke Energy on January 1, 2007. Duke Energy
records unrecognized tax benefits for positions taken or expected to be taken on tax returns, including the decision to exclude certain
income or transactions from a return, when a mareikely-thannot threshold is met for a tax position and management believes that the -
position will be sustained upon exarmination by the taxing authorities. Management evaluates each position based solely on the technical
merits and facts and circumstances of the position, assumning the position will be examined by a taxing authority having full knowledge of
2ll relevant information. In accordance with FIN 483, Duke Energy records the largest amount of the unrecognized tax benefit that is
greater than 50% likely of being realized upon settiement or effective settiement. Management considers a tax position effectively settled
for the purpose of recognizing praviously unrecognized tax benefits when the following conditions exist: i) the taxing authority has cam
pleted its examination procedures, including all appeals and administrative reviews that the taxing authority is required and expected to
perform far the tax positions, (i) Duke Energy does not intend to appeal or (itigate any aspect of the tax position included in the com-
pleted examination, and [iii} it is remete that the taxing authority would examine or reexamine any aspect of the tax position. See Note 6
for further information. ‘

Duke Energy records, as it relates to taxes, interest expense as Interest Expense and interest income and penalties in Other Income
and Expenses, net, in the Consolidated Statements of Operations.

Excise Taxas. Certain excise taxes levied by state or local governments are collected by Duke Energy from its customers, These
taxes, which are required to be paid regardless of Duke Energy’s ability te collect from ihe customer, are accounted for on a gross basis.
When Duke Energy acts as an agent, and the tax is not required to be remitted if it is not collected from the customer, the taxes are
accourited for on a net basis. Duke Energy’s excise taxes accounted for on a gross basis and recorded as ravenues in the accompanying
Consclidated Staterments of Qperations for years ended December 31, 2007, 2006, and 2005 were as follows:

Year Ended Year Endad Year Ended
Decembar 31, 2007 Dacember 31, 2006 December 31, 2005
. {in milkions)
Excise Taxes §277 221 s121

Segment Reporting. SFAS No. 131, “Disclosures about Segments of an Enterprise and Related Information” (SFAS No. 131),
establishes standards for a public company to report financial and descriptive information about its reportable operating segments in
annual and interim financial reports. Operating segments are components of an enterprise about which separate financial information is
available and evaluated regularly by the chief operating decision maker in deciding how to allocate resources and evaluate performance.
Two or more operating segments may be aggregated into a single reportable segment provided aggregation is consistent with the
objective and hasic principles of SFAS No. 131, if the segments have similar economic characteristics, and the segments are considered
similar under criteria provided by SFAS No. 131. There is no aggregation within Duke Energy's reportable business segments. SFAS
Nop. 131 also establishes standards and related disclosures about the way the operating segments were determined, including procucts
and services, geographic areas and majer customers, differences befween the measurements used in reporting segment information and
those used in the generatpurpose financial stateents, and changes in the measurement of segment amounts from periad to period. The
description of Duke Energy’s reportable segments, consistent with haw business results are reported internally to management and the
disclosure of segment information in accordance with SFAS No. 131, is presented in Note 3.
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Foreign Currency Translation. The local currencies of Duke Energy's foreign operations have been determined to be their func-
tional currencies, except for certain foreign operations whose functional currency has been determined to be the U.S. Dollar, based on an
assessment of the economic circumstances of the foreign operation, in accordance with SFAS No. 52, “Foreign Currency Translation.”
Assets and liabilities of foreign operaticns, except for those whose functional currency is the U.S. Dollar, are transiated inte U.S. Dollars
at the exchange rates at period end. Translation adjustments resulting from fluctuations in exchange rates are included as a separate
companent of AQC Revenue and expense accounts of these operations ara translated at average exchange rates prevailing during the
year. Gains and losses arising from transactions derominated in currencias other than the functional currency, which were immaterial for
all periods presented, are included in the results of operations of the period in which they occur. Deferred taxes are not provided on frans-
|lation gains and Iosses where Duke Energy expects eamings of a foreign operation to be permanently reinvested. Gains and losses relat-
ing to derivatives designated as hedges of the foreign currency exposure of a net investment in foreign operations are reported in foreign
currency translation as a separate component of AQCL.

Statements of Consolidated Cash Flows. Duke Energy has made certain classification elections within its Consolidated State-
ments of Cash Flows related to discontinued operations, cash received from insurance proceeds, debt restricted for qualified capital and
maintenance expenditures and cash overdrafts. Cash flows from discontinued operations are combined with cash flows from continuing -
pperations within operating, investing and financing cash flows within the Consclidated Statements of Cash Flows. Cash received from
insurance proceeds are classified depending on the activity that resulted in the insurance proceeds {for example, general liability
insurance proceeds are included as a component of operating activities while insurance proceeds from damaged property are included as
a component of investing activities). Proceeds from debt issued with restrictions to fund futura capital and maintenance expenditures are
presented on a gross basis, with the debt proceeds classified as a financing cash inflow and the changes in the restricted funds held in
trust presented as a component of investing activities. With respect to cash overdrafts, book overdrafts are inciuded within operating
cash flows while bank overdrafts are included within financing cash flows.

Distributions from Equity Investees. Duke Energy considers dividends received from eguity invesiees which do not exceed cumu-
lative equity in earnings subsequent to the date of investment a return on investment and classifies thase amaunts as operating activities
within the accompanying Consolidated Statements of Cash Flows. Curmulative dividends received in excess of cumulative equity in earn-
ings subsequent to the date of investment are considerad a return of investment and are classified as investing activities within the
accompanying Consolidated Statements of Cash Flows.

Cumulative Effect of Changes in Accounting Principles. As of December 31, 2005, Duke Energy adopted the provisions of
FIN 47. In accordance with the transition guidance of this standard, Duke Energy recorded a net-oftax cumulative effect adjustment of
approximately $4 million. The cumulative effect adjustment had an iminaterial impact on earnings-per-share (EPS).

New Accounting Standards. Tha following new accounting standards were adopted by Duke Energy during the year ended
December 31, 2007 and the impact of such acoption, if apphcable has been presented in the accompanying Cansolidated Financial
Statements:

SFAS No. 155, “Accounting for Certain Hybrid Financial instruments—an amendment of FASB Statements No. 133 and 140"
(SFAS No. 155). In February 2006, the FASR issued SFAS No. 155, which amends SFAS No. 133, “Accounting for Derivative Instruments
and Hedging Activities" and SFAS No. 14G, “Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities"
(SFAS No. 140). SFAS No. 155 allows financiat instruments that have embedded derivatives to be accounted for at fair value at acquis-
ition, at issuance, or when a previously recognized financial instrument is subject to a remeasurerment (new basis) event, on an
instrument-by-instrument basis, in cases in which a derivative would otherwise have to be bifurcated. SFAS No. 155 was effective for Buke
Energy for all financial instruments acquired, issued, or subject to remeasurement after January 1, 2007, and for certain hybrid financial
instruments that had been bifurcated prior to the effective date, for which the effect is to be reported as a cumulative-effect adjustment to
beginning retained earnings. The adoption of SFAS No. 155 did not have a matenal impact on Duke Energy s consolidated results of-
operations, cash flows or financial position. : :

SFAS No. 156, “Accounting for Servicing of Financial Assets—an amendment of FASB Statement No. 140" (SFAS No. 156). In March
2006, the FASB issued SFAS No. 156, which amends SFAS No. 140, SFAS No. 156 requires recognition of a servicing asset or llabltrty
when an entity enters into arrangements to service financial instruments in certain situations. Such servicing assets or servicing liabilities
are required to be initially measured at fair value, if practicable. SFAS No. 156 also allows an entity to subsequently measure its servicing
assets or servicing liabilities using either an amortization method or a fair value method. SFAS No. 156 was effective for Duke Energy as
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of January 1, 2007, and must be applied praspectively, except that where an entity alects to remeasure separately recognized existing
arrangements and reclassify certain available-forsale securities to trading securities, any effects must be reported as a cumulative-effect
adjustment to retained earnings. The adoption of SFAS No. 156 did not have a material impact on Duke Energy’s consolidated results of
operations, cash flows or financial position.

SFAS No. 158, “Emplayer's Accounting for Defined Benefit Pension and Other Postretirement Plans, an amendment of FASE State-
ments No. 87, 88, 106, and 132{R)" (SFAS No. 158). In October 20086, the FASB issued SFAS No. 158, which changes the recognition
and disclosure provisions and measurement date requirements for an employer’s accounting for defined benefit pension and other post-
retirement plans. The recognition and disclosure provisions require an empioyer to {1) recognize the funded status of a benefit plan—
measured as the difference between plan assets at fair value and the benefit obligation—in its statement of financial position,

{2) recognize as a component of other comprehensive income, net of tax, the gains or losses and prior service costs or credits that anise
during the period but are not recognized as components of net periodic benefit cost, and (3) disclose in the notes to financial statements
certain additional information. SFAS No. 158 does not change the amounts recognized in the income statement as net periodic benefit
cost. Duke Energy recognized the funded status of its defined benefit pension and other postretirement plans and provided ihe required
additional disclosures as of December 31, 2006, The adoption of SFAS No. 158 recognition and disclosure provisions resulted in an
increase in total assets of approximately $211 million (consisting of an increase in regulatory assets of $595 million, an increase in -~
deferred tax assets of $144 million, offset by a decrease in pre-funded pension costs of $522 million and a decrease in intangible assats
of 56 million), an increase in total liabilities of approximatety 5461 milion and a decrease in AOCH, net of tax, of approximately $250 mil-
lion as of December 31, 2006. The adoption of SFAS No. 158 did not have a material impact on Duke Energy's consolidated results of
operations or cash flows. .

Under the measurement date requirements of SFAS No. 158, an employer ks required to measure defined benefit plan assets and
obligations as of the date of the employer’s fiscal year-end statement of financial position (with limited excentions). Historically, Duke
Energy has measured its plan assets and obligations up to three months prior to the fiscal year-end, as allowed under the authoritative
accounting literature. Duke Energy adopted the change in measuremnent date effective January 1, 2007 by remeasuring plan assets and
benefit ohligations as of that date, pursuant to the transition requirements of SFAS No. 158. See Note 21..

FIN No. 48. In July 2006, the FASB issued FIN 48, which provides guidance on accounting for income tax positions about which
Duke Energy has concluded there is a level of uncertainty with respect to the recognition of & tax benefit in Duke Energy's financial state-
ments. FIN 48 prescribes the minimum recognition threshold a tax position is required to meet. Tax positions are defined very broadly
and include not only tax deductions and credits but also decisions not to file in a particular jurisdiction, as well as the taxability of trans-
actions. Duke Energy adopted FIN 48 effective January 1, 2007, Sea-Note & for additional information.

FASB Staff Position (FSP) No. FIN 48-1, Definition of *Settlement” in FASB Interpretation No. 48 (FSP No. FIN 48-1). In May, 2007,
the FASB staff issued FSP Na. FIN 48-1 which clarifies the conditions under FIN 48 that should be met for a tax position to be considered
effectively settied with the taxing authority. Duke Energy’s adoption of FIN 48 as of January 1, 2007 was consistent with the guidance in
this FSP-

FSP No. FAS 123(R}-5, "Amendment of FASB Staff Position FAS 123iR}-1" (FSP No. FAS 123(R}-5). In October 2006, the FASB staff
issued FSP No. FAS 123(R)5 to address whether a modification of an instrument in connection with an equity restructuring should be con-
sidered a madiification for purposes of applying FSP No. FAS 123(R}1, “Classification and Measurement of Freestanding Financial nstru-
ments Qriginally !ssued in Exchange for Employee Services under FASB Statement No. 123(R) (FSP No. FAS 123{R}1).” in August 2005, the
FASE staff issued FSP FAS 123{R}1 to defer indefinitely the effective date of paragraphs AZ30-A232 of SFAS No. ¥23XR), and thereby
require entities to apply the recognition and measurement provisions of SFAS No. 123(R) throughout the life of an instrument, unless the
instrument is modified when the holder is no longer an employee. The recognition and measurement of an instrument that is modified when
the holder is no longer an employee should be deterrined by ather applicable GAAP, FSP No. FAS 123(R}5 addresses modifications of
stock-based awards made in cannection with an aquity restructuring and clarifies that for instruments that were originally issued as
employee compensation and then madified, and that modification is made to the terms of the instrument solely to reflect an equity
restructuring that occurs when the holders are no longer employees, no change in the recognition or the measurement (due to a change in
classification} of those instruments will result if certain conditions are met. This FSP was effective for Duke Energy as of January 1, 2007.
As discussed in Note 20, effective with the spin-off of Spectra Energy on January 2, 2007, all previously granted Duke Energy long-term
incentive plan equity awards were modified to equitably adjust the awards. As the modifications to the equity awards were made solely to
reflect the spin-off, no change in the recognition or the measurement (due to a change in classification) of those instruments resulted.
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The following new accounting standards were adopted by Duke Energy during the year ended December 31, 2006 and the impact of
such adoption, if applicable, has been presented in the accompanying Consolidated Financia! Statements:

SFAS No. 123(R) “Share-Based Payment” (SFAS No. 123(R)). In December 2004, the FASE issued SFAS No. 123(R), which replaces
SFAS No. 123, "Accounting for Stock-Based Compensation,” and supersedes APB Dpinion No, 25, "Accounting for Stock lssued to
Emoloyees.” SFAS No. 123{R) requires all sharabased payments to employees, including grants of employee stock options, to be recog-
nized in the financia! statements based on their fair values, For Duke Energy, timing for implementation of SFAS No. 123(R) was Jan-
uary 1, 2006, The pro forma disclosures previously permitted under SFAS No. 123 are no longer an acceptable alternative, Insiead, Duke
Energy is required to determine an appropriate expense for stock options and record compensation expense in the Consolidated State-
ments of Operations for stock options. Duke Energy implemented SFAS No. 123(R} using the modified prospective transition method,
which required Duke Energy to record compensation expense for all unvested awards beginning January 1, 2006.

Duke Energy currently also has retirement efigible employees with outstanding share-based payment awards (unvested stock
awards, stock based performance awards and phantom stock awards). Compensation cost related to those awards was previously
expensed over the stated vesting period or untif actual retirement occurred. Effective January 1, 2006, Duke Energy is required {o recog-
nize compensation cost for new awards granted to smployees over the requisite service period, which generally begins on the date the
award is granted through the earlier of the date the award vests or the date the employee becomes retirement eligible. Share-based
awards, including stock options, granted to employees that are already retirement eligible are deemed to have vested immediately upon
issuance, and theretors, compensation cost for those awards is recognized on the date such awards are granted.

The adoption of SFAS No. 123{R) did not have a material impact on Duke Energy’'s consolidated results of operations, cash flows or
financial position in 2006 based on awards outstanding as of the implementation date. However, the impact to Duke Energy in periods
subsequent to adoption of SFAS No. 123(R} will be fargely dependent upon the nature of any new share-based compensation awards.
issued to employees. See Note 20,

Staff Accounting Bulletin (SAB) No. 108, “Considering the Effects of Prior Year Migstatements When Quantifying Misstatements in
Current Year Financial Statements” {SAB No. 108). In Septernber 2006 the Securities and Exchange Commission {SEC) issued SAB
No. 108, which provides interpretive guidance on how the effects of the carryover or reversal af prior year misstatements shouid be
considered in quantifying a current year misstatement. Traditionally, there have been two widely-recognized approaches for quantifying the
effects of financial statement misstatements. The income statement approach focuses primarily on the impact of a misstatement on the
incame statement-—including the reversing effect of prior year misstatements—but its use can lead to the accumulation of misstatements
in the balance sheet. The balance sheet approach, on the other hand, focuses primarily on the effect of correcting the periodend balance
sheet with less emphasis on the reversing effects of prior year errors on the income statement. The SEC staff believes that registrants
should quantify errors using both a balance sheet and an income statement approach (a "dual approach”) and evaluate whether either
approach results in guantifying a misstatement that, when all relevani quantitative and qualitative factors are considered, is material.

SAB No. 108 was effective for Duke Energy’s vear ending December 31, 2006. SAB No. 108 permits existing public companies to
nitially apply its provisions either by (i) restating prior financial statements as if the “dual approach” had always been used or (), under
certain circumstances, recording the cumulative effect of initially applying the “dual approach” as adjustments to the canrying velues of
assets and liabilities as of January 1, 2006 with an offsetting adjustment recorded to the opening balance of retained eamings. Duke
Energy has historically used a dual approach for quantifying identified financial statement misstatements. Therefore, the adoption of
S5AB No. 108 did not have a material impact on Duke Energy's consolidated results of operations, cash flows or financial position.

The following new accounting standard was adopted by Duke Energy during the year ended December 31, 2005 and the impact of
such adoption, if applicable, has been presented in the accampanying Consclidated Financial Statements:

FIN No. 47. In March 2005, the FASB issued FIN No. 47, which clarifies the accounting for canditional asset retirement abligations
as used in SFAS No. 143. A conditional asset retirement obligation is an unconditional legal abligation to perform anh asset refirement
activity in which the timing and {or) method of settlement are conditional on a future event that may or may net be within the contral of the
entity. Therefore, an entity is required to recognize a liability for the fair value of a conditional asset retirement obligation under SFAS
No. 143 it the fair value of the liability can be reasonably estimated. The provisions of FIN No. 47 were effective for Duke Energy as of
December 31, 2005, and resulted in an increase in assets of $31 million, an increase in liabilities of $35 million and a net-of4ax cumur
ative effect adjustment to earnings of approximately $4 #illion.
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The following new accounting standards have been issued, but have not yet been adopted by Duke Energy as of December 31,
2007

SFAS No. 157, “Fair Vakie Measurements” {SFAS Na. 157). In September 2006, the FASB issued SFAS No. 157, which defines fair
valug, establishes a framework for measuring fair value in GAAP, and expands disclosures about fair value measurements. SFAS No. 157
does not require any new fair value measurements. The application of SFAS Mo, 157 may change Duke Energy’s currant practice for
measuring fair values under other accounting pronouncements that require fair value measurements. For Duke Energy, SFAS No. 157 is
effective as of January 1, 2008. In February 2008, the FASB issued FSP No. 157-2, which delays the effective date of SFAS No. 157 for
one year for nonfinancial assets and liabilities, except for items that are recognized or disclosed at fair value in the financial statements
on a recurring basis, Duke Energy does not expect to report any material cumulative-effect adjustment to beginning retained earnings as
is required by SFAS No. 157 for certain /imited matters. Duke Energy continues to monitor additional proposed interpretative guidance
regarding the application of SFAS No. 157. To date, no matters have heen identified regarding implementation of SFAS Me. 157 that
would have any material impact on Duke Energy's consclidated results of operations or financial position.

SFAS No. 159, “The Fair Value Option for Financial Assets and Financial Liabilfties” (SFAS No. 159, In February 2007, the FASB -
issued SFAS No. 159, which permits entities to choose to measure many financial instruments and certain other items at fair value. For .
Duke Energy, SFAS No. 159 is effective as of January 1, 2008 and will have no impact on amounts presented for periods prior to the -
effective date. Duke Energy does not currently have any financial assets or financial liabiliies for which the provisions of SFAS Ne. 159
have bean elected. However, in the future, Duke Energy may elect to measure certain financial instruments at fair value in accordance
with this standard.

EITF issue No. 06-11, “Accounting for income Tax Benefits of Dividends on Share-Based Payrmant Awards” (ENTF 06-11}. In June
2007, the EITF reached a consensus that would require realized income tax benefits from dividends or dividend equivalents that are
_charged to retained eamings and paid to employees for equity-ctassified nonvested equity shares, nonvested equity share units, and out-
standing equity share options to be recognized as an increase to additional paidn capital. In addition, EITF 06-11 would reguire that divi
dends on eguity-classified sharebased payment awards be reallocated between retained eamings (for awards expected to vest) and
compensation cost {for awards not expected to vest) each reporting period to reflect current forfeiture estimates. For Duke Energy,
EITF 06-11 must be applied prospectively to the income tax benefits of dividends on equity-classified employee sharebased payment
awards that are declared in fiscal years baginning January 1, 2008, as well as interim periods within those fiscal years. Early application
would be permitted as of the beginning of a fiscal year for which interim or annual financial statements have not yet been issued. Duke
Energy is currently evaluating the impact of applying EITF 06-11, and cannot currently estimate the impact of EITF 06-11 on its con
solidated results of operations, cash flows or financial position,

SFAS No. 14! (revised 2007), “Business Combinations” (SFAS No. 141R). in Dacember 2007, the FASB issued SFAS No. 141R,
which replaces SFAS No. 141, “Business Combinations.” SFAS No. 141R retains the fundamental requirements in SFAS No. 141 that the
acquisition method of accounting be used for all business combinations and that an acquirer be identified for each business combination.
This statement also establishes principles and requirements for how an acquirer recognizes and measures in its financial statements the
identifiable assets acquired, the liabilities assumed, any noncontroling frainority) interests in an acquiree, and any goodwill acguired in a
business combination or gain recognized from a bargain purchase. For Duke Energy, SFAS No. 141R must be applied prospectively to
business combinations for which the acquisition date occurs on or after January 1, 2009. The impact to Duke Energy of applying
SFAS No. 141{R} for periogs subsequent to implementation will be dependent upon the nature of any transactions within the scope of
SFAS No. 141(R).

SFAS No. 160, “Noncontrolling Interests in Consolidated Financial Statements—an amendment of Accounting Research Bulletin
(ARB} No. 517 (SFAS No. 16} In December 2007, the FASE issued SFAS No. 160, which amends ARB Mo. 51, “Consofidated Financial
Statermients,” to establish accounting and reporting standards for the nencontrolling (minority) interest in a subsidiary and for the deconso-
tidation of a subsidiary. SFAS No. 160 clarifies that a noncontrolling interest in a subsidiary is an ownership interest in a consolidated
entity that should be reported as equity in the consclidated financial statements. This statement also changes the way the consolidated
income statement is presented by requiring consolidated net income to be reported at amounts that include the amounts attributable to
both the parent and the noncontrolling interest. In addition, SFAS No. 160 establishes a single method of accounting for changes in a
parent's ownership interest in a subsidiary that do not result in deconsolidation. For Duke Energy, SFAS No. 160 is effective as of Jan-
uary 1, 2009, and must be applied prospectively, except for certain presentation and disclosure requirements which must be appfied
retrospectively. Duke Energy is currently evaluating the impact of adopting SFAS MNo. 160.
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2. Acquisitions and Dispositions .

Acquisitions. Duke Energy caonsolidates assets and liabifities from acquisitions as of the purchase date, and includes sarnings from
acquisitions in consclidated earnings after the purchase date. Assets acquired and liabilities assumed are recorded at estimated fair vat
ues on the date of acquisition. The purchase price minus the estimated fair value of the acquired assets and liabilities meeting the defi-
nition of a business as defined in EITF {ssue No. 98-3, “Determining Whether a Nonmonetary Transaction Involves Receipt of Productive
Assets or of a Business™ (EITF 98-3), is recorded as goodwill. The allocation of the purchase price may be adjusted if additional,
requested information is received during the alfocation period, which generally does not exceed one year from the consummation date;
however, it may be longer for certain income tax items.

Cinergy Merger. On April 3, 2006, the merger batween Duke Energy and Cinergy was consummated (see Note 1 for additional
informationi. For accounting purposes, the effective date of the merger was April 1, 2006. The merger combined the Duke Energy and
Cinergy regulated franchises as well as deregulated generation in the midwestern United States. The merger was accounted for under the
purchase method of accounting with Duke Energy treated as the acquirer for accounting purposes. As a result, the assets and liabilities
of Cinergy were recorded at their respective fair values as of April 3, 2006 and the results of Cinergy's operations are included in the
Duke Energy consolidated financial statements beginning as of the effective date of the merger. :

Based on the market price of Duke Energy common stock during the period including the twe trading days before through the two
trading days after May 9, 2005, the date Duke Energy and Cinergy announced the merger, the transaction was valued at approximately
$9.1 billion and resulted in goodwill of approximately $4.5 billion, none of which is deductible for tax purposes. Approximately $135 mik
lian of the goodwill was allocated to Cinergy Marketing and Trading, LP, and Cinergy Canada, Inc. (collectively CMT), which was sold in
Octaber 2006 (see Note 13).

The foliowing unaudited consolidated pro forma financial results are presented as if the Cinergy merger had occurred at the begin-
ning of each of the pericds presented:

Unaudited Consolidated Pro Forma Results

Year Ended
December 31,
2006 2005

(in millions, except
per share amounts)

Operating revenues $12,083 511,755
Income from continuing operations 1,080 1,187
Net income 1,854 2,230
Earnings available for common stockholders ‘ 1,854 2,218
Earnings per share (from continuing operations)

Basig 5 0.86 $ 096

Diluted $ 085 5 093
Earnings per share

Basic $ 1.48 S L78

Diluted % 146 5 173

Pro forma results for the year ended Decernber 31, 2006 include approximately $128 million of charges related to costs o achieve
the merger and related synergies, which are recorded within Operating Expenses on the Consolidated Statements of Operations. Pro
forma results for the years enced December 31, 2006 and 2005 do not reflect the pro forma effects of any significant transactions
completed by Duke Energy other than the merger with Cinergy.

Other Acquisitions. In May 2007, Duke Energy acquired the wind power development assets of Energy Investor Funds from Tietra
Energy. The purchase includes mora than 1,000 megawatis of wind assets in various stages of development in the Westem and South-
western U.S. and supports Duke Energy’s strategy to increase its investment in renewable energy. A significant portion of the purchase
price was for intangible assets (see Note 10). Three of the development projects, totaling approximately 240 megawatts, are located in
Texas and Wyoming and are anticipated to he in commercial operation in late 2008 or 2009. Duke Energy anticipates capital
expenditures of approximately $430 million through 2009 to complete the first three projects.

95




PART I

DUKE ENERGY CORPORATION
Notes To Consolidated Financial Statements—{Continued)

During the first quarter of 2006, International Energy closed on two transactions which resulted in the acquisition of an additional
27% interest in the Aguaytia Integrated Energy Preject tAguaytia), located in Peru, for approximately $31 miltion lapproximately $18 mil
lion net of cash acquired). In December 2007, International Energy closed an a transaction to acquire an additional 10% interest in Aguay-
tia for approximately $16 million, which consisted of approximately $8 million of cash and a shoriterm note payable of approximately $8
million. The acquisitions during 2006 increased International Energy's ownership in Aguaytia to 66% and resulted in Duke Energy account-
ing for Aguaytia as a consolidated entity. Prior to the acquisition of the additional interest in 2006, Aguaytia was accounted for as an
equity methad investrent. The December 2007 acquisition of an additional interest in Aguaytia increased Duke Energy's ownership inter-
est to 76% at Decemnber 31, 2007. The project’s scope includes the production and processing of natural gas, sale of liquefied petro-
leum gas and natural gas liquids {NGL) and the generation, transmission and sale of electricity from a 177 megawatt power plant. No
goodwill was recorded in connection with these transactions. '

In the fourth quarter of 2006, Duke Energy acquired an 825 megawatt power plant located in Rockingham County, North Carolina,
from Dynegy for approximately $195 million. The Rockingharr: plant is a peaking power plant used during times of high electricity
demand, generally in the winter and summer months and consists of five 165 megawatt combustion turbine units capable of using either
natural gas or oit tc operate, The acquisition is consistent with Duke Energy's pian to meet customers’ eleciric needs for the foreseeable
future. The transaction reguired approvals by the North Carolina Utilities Commission (NCUC), the Federal Energy Regulatory Commission
{FERC) and the U.S. Fedaral Trade Commission {FTC. No goadwill was recorded as a result of this acquisition.

The pro forma results of operations for Duke Energy as if those acquisitions (ather than the Cinergy merger) whick closed prior to
December 31, 2006 occurred as of the beginning of the periods presented de not materially differ from reported results.

See Note 13 for acquisitions related to discontinued operations.

Dispasitions. On January 2, 2007, Duke Energy completed the spin-off of its natural gas businesses. See Note 1 and Nete 13 for
additional information.

In December 2006, Duke Energy Indiana, Inc. (Duke Energy Indiana) agreed to sell one unit of its Wabash River Power Staticn {Unit 1)
to the Wabash Valley Power Association (WPA). The sale was approved by the Indiana Utility Regulatory Commission (IURC), the FERC,
the FTC and the Department of Justice during 2007. On December 31, 2007, Duke Energy Indiana received proceeds of approximately
$114 million, which was equivalent to the net book value of Unit 1 at the time of sale. Since, pursuant to the terms of the purchase and
sale agreement, the effective date of the sale was January 1, 2008, the assets of Unit 1 are raflectad as Assets Held for Sate within
Investments and Cther Assets on the Consolidated Balance Sheets at December 31, 2007 and a corresponding liability equal to the cash
received is included in Liabilities Asscciated with Assets Held for Sale within Current Liabilities on the Consolidated Balance Sheets at
December 31, 2007. Since the sales price was equal to the net book value of Unit 1 at the transaction date, no gain or loss was recog-
nized cn the sale,

in February 2008, Duke Energy antered into an agreement to sell its 480 megawatt natural gasfired peaking generating station
located near Brownsville, Tennessee to Tennessee Valley Authority for approximately $55 million. This transaction, which is subject 1o
FERC and other regulatory approvals, is expected ta ¢lose in the second quarter of 2008. Duke Energy antlt:lpates to recognize an
approximate $20 million gain at the time of sale.

For the year ended December 31, 2007, the sale of other assets resulted in approximately $32 millian in proceeds and net pre-tax
losses of 55 millicn recorded in (Losses) Gains on Sales of Other Assets and Other, net.

For the year ended December 31, 2006, the sale of other assets and businasses resulted in approximately $2 billion in proceeds
and net pretax gains of $223 million recorded in {Losses) Gains on Sales of Other Assets and Other, net on the Consolidated Statements
of Operations. These sales exclude assets that were held for szle and reflacted in discontinued operations, both of which are discussed in
Note 13, and sales by Crescent prior to deconsolidation, which are discussed separately below. Significant sales of other assets during
20006 are detailed as follaws:

» On September 7, 2008, an indirect wholly owned subsidiary of Duke Energy closed an agreement to create a joint venture of Cres-
cent (the Crescent JV) with Morgan Stanley Real Estate Fund V U.S., L.P. (MSREF) and other affiliated funds controlled by Morgan
Stanley {coliectively the “MS Members"). Under the agreement, the Duke Enargy subsidiary contributed all of the membership inter-
ests in Crescent to a newly-formed joint venture, which was ascribed an enterprise value aof approximately $2.1 bilfion as of
December 31, 2005, In conjunction with the farmation of the Crescent JV, the joint venture, Crescent and Crescent's subsidiaries
entered into a credit agreement with third party lenders under which Crescent borrowed approximately $1.21 billion, net of trans-
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acticn costs, of which approximately 51.19 billion was immediately distributed to Duke Energy. Immediately following the debt
transaction, the MS Members collectively acquired a 49% rmembership interest in the Crescent JV from Duke Energy for a purchase
price of approximately $415 million. A 2% interest in the Crescent ¥ was also issued by the joint venture to the President and
Chief Executive Officer of Crescent which is subject to forfeiture if the executive voluntarily leaves the employment of the Crescent
J¥ within a three year pericd. Additionally, this 2% interest can be put back to the Crescent JV after three vears or possibly earlier
upon the accurrence of certain events at an amount equal to 2% of the fair value of the Crescent JV's equity as of the put date.
Therefore, the Crescent JV will accrue the obligation related to the put as a liability over the three year forfeiture period. Accord
ingly, Duke Energy has an effective 50% ownership in the equity of Crescent JV for financial reporting purposes. In conjunction with
this transaction, Duke Energy recagnized a pre-tax gain on the sale of approximately $246 million, which has been classifiad as a
component of {Losses) Gains on Sales of Other Assets and Other, net in the accompanying Consolidated Statement of Cperations
for the year ended December 31, 2006. As a result of the Crescent transaction, Duke Energy no longer controls the Crescent JV
and on September 7, 2006 deconsolidated its investment in Crescent and subsequently has accounted for its investment in the
Crescent JV utilizing the equity method of accounting. The proceeds from the sale were recorded on the Consolidated Statements
of Cash Flows &s follows: approximately $1.2 billion in long-term debt proceeds, net of issuance costs, were classified as Pro-
ceeds from the issuance of long-term debt within Financing Activities, and approximately $380 million, which represents cash
received fram the MS Members net of cash held by Crescent as of the transaction date, were classified as Net proceeds from the
sales of and distributions from equity investments and other assets, and sales of and collections cn notes receivable within Inves-
ting Activifies.

» Commercial Powst's sale of emission allowances resulted in proceeds of $136 million and pre-tax losses on sales of approximateiy
§29 million {see Mote 10}, which was recorded in (Losses] Gains en Sales of Other Assets and Other, net, in the Consolicated
Statements of Operations,

For the period from January 1, 2006 to September 7, 2006, Crescent commercial and multi-family real estate sales resulted in
$254 million of proceeds and $201 million of net pre-tax gains recorded in Gains an Sales of Investments in Commercial and MufiFamity
Real Estate on the Consclidated Statements of Operations. Sales primarily consisted of two office buildings at Potomac Yard in Wash-
ington, D.C. for a pre-tax gain of $81 miltion and land at Lake Kecwee in northwestern South Carolina for a pre-tax gain of $52 million, as
well as several other large land tract sales.

For the year ended December 31, 2005, the sale of other assets resulted in approximately S10 million in proceeds, pra-tax losses
of $55 million recorded in {Lasses) Gains on Sales of Other Assets and Other, net, on the accompanying Consolidated Statements of
Operations. These sales exclude assets that were held for sale and reflected in discontinued operations, both of which are discussed in
Mote 13, and commercial and mutti-family real estate sales by Crescent which are discussed separately below. These losses primarify
relate to Commercial Power's 575 million charge related to the termination of structured power contracts in the Southeast, which was
recorded in (Losses) Gains on Sales of Other Assets and Other, net on the'accompanying Consolidated Statements of Operations.

For the year ended December 31, 2005, Crescent's commerciat and muttifamily real estate sales resultad in $372 million of pro-
ceads and $191 milion of net pretax gains recorded in Gains on Sales of Investments in Commercial and MultiFamiy Real Estate on the
Consolidated Statements of Operations. Sales inciuded a targe land sale in Lancaster County, South Carolina that resulted in $42 million
of pretax gains, and several other “legacy” land sales. Additionally, Crescent had 545 miliion in pre-tax income related to a distribution
from an interest in a portfolic of commercial office buiidings which was recognized in Other Income and Expenses, net, in the accompany-
ing Consolidated Statements of Operations {see Note 23). :

3. Business Segments

Duke Energy operales the following business segments, which are all considered reportable business segments under SFAS
No. 131: U.S. Franchised Electric and Gas, Commercial Power, International Energy and Crescent. There is no aggregation of operating
segments within Duke Energy's reportable business segments. Prior to Duke Energy's sale of an effective- 50% ownership interest in
Crescent in September 2006 (see below), this segment represented Duke Energy's 100% ownership of Crescent. Duke Energy's
management believes these reportable business segments properly align the various cperations of Duke Energy with how the chief
operating decision maker views the business. Duke Energy's chief operating decision maker regularty reviews financial information about
each of these reportable business segments in deciding how to allocate resources and evaluate performance, As discussed in-Nate 1, on
January 2, 2007, Duke Energy completed the spir-off of its nafural gas businesses, which primarily consisted of Duke Energy’s
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former Natural Gas Transmission busingss segment and Duke Energy's former Field Services business segment, which represented Duke
Energy's 50% ownership interest in DCP Midstream. Accordingly, resuits of operations for these former business segments are included
in {L.oss) Incoma From Discontinued Operations, net of tax, on the Consofidated Staterents of Operations for all periods presented.

U.S. Franchised Electric and Gas generates, transmits, distributes and sells electricity in central and western North Carofina, western
South Carolina, southwestern Ohia, central, north central and southern Indiana, and northern Kentucky. U.S. Franchised Electric and Gas
also transports and sells natural gas in southwestern Dhio and northern Kentucky. K conducts operations primarily through Duke Energy
Carclinas, Duke Energy Ohio, Inc. (Duke Energy Chio), Duke Energy Indiana and Duke Energy Kentucky, Inc. (Duke Energy Kentucky).
These electric and gas operations are subject to the rules and regulations of the FERC, the NCUC, the Public Service Commission of
South Carolinz (PSCSC), the Public Utilities Commission of Ohio (FUCO), the IURC and the Kentucky Public Service Commission (KPSC).

Commercial Power owns, operates and manages nonregulated power plants and engages in the wholesale marketing and procure-
ment of electric power, fuel and emission allowances related to these plants as well as other contractuel positions. Commercial Power's
generation asset fleet consists of Duke Energy Ohio's nonregulated generation in Ohio and the five Midwestern gas-fired nontegulated
generation assets that were a portion of former DENA. Commercial Power's assets comprise approximately 8,020 megawatts (MW) of
power generation primarily located in the Midwestern United States. The asset portfolio has a diversified fuel mix with base-load and
mid-merit coalfired units as well as combined ¢ycle and peaking natural gas-fired units. Most of the generation asset output in QOhio has
been contracted through the Rate Stabilization Plan {RSP). Commercial Power also develops and implements customized energy sol-
utions. Commercial Power, through Duke Energy Generation Services, Inc. and its affiliates {DEGS), develops, owns and operates electric
generation for large energy consumers, municipaiities, utilities and industrial facilities. DEGS currently manages more than 6,600 mega-
wafts of power generation at 23 facilities through the U.5. Additionally, DEGS has 240 megawatts of wind energy under construction and
mare than 1,500 megawatts of wind energy projects in development.

internationai Energy operates and manages power generation facilities, and engages in sales and marketing of electric power and
nztural gas outside the U.S. i conducts operations primarily through Duke Energy International, LLC and its activities target power gen-
eration in Latin America. Additicnally, lnternational Energy ovns equity investments in National Methanol Company (NMC), tocated in Saudi
Arabia, which is a ieading regional producer of methanol and mathyl tertiary butyl ether (MTBEL, and Atliki Gas Supply S.A. {Aki), which is
a natural gas distributor located in Athens, Greece,

Crescenl develops and manages high-quality commercial, residential and multifamily real estate projects primarily in the South-
eastern and Southwestern United States. Some of these projects are developed and managed through joint ventures. Crescent also
manages “legacy” land holdings in North and South Carolina, On September 7, 2006, Duke Energy deconsolidated Crescent due to a
reduction in ownership and its inability to exercise conrol over Crescent {see Note 2). Crescent has been accounted for as an equity
method investment since the date of deconsolidation.

The remainder of Duke Energy’s operations is presented as Other. While it is not considered a business segment, Other primarily
includes certain unallocated corporate costs, Bison Insurance Company Limited (Bison), Duke Energy's wholly owned, captive insurance
subsidiary, and DukeNet Communicatians, LLC (DukeNet) and related telecommunications. Additionally, Other includes the remaining por-
tion of the former DENA businesses that were not exited or transferred to Commercial Power, primarily Duke Energy Trading and Market-
ing, LLC {DETM), which management is currently in the process of winding down, Unzllocated corporate costs include certain costs not
allocable to Duke Energy’s reportable business segments, primarily governance costs, costs to achieve mergers and divestitures (such
as the Cinergy merger and spin-off of Spectra) and costs associated with certain corporate severanca programs. Bison’s principal activ-
ities as a caplive insurance entity include the insurance and reinsurance of various business risks and losses, such as workers compensa-
tion, property, business irderruption and general liability of subsidiaries and affiliates of Duke Energy. On a limited basis, Bison also
participates in reinsurance activities with certain third parties. DukeNet develops, owns and operates a fiber optic communications net-
work, primarily in the Carclinas, serving wireless, local and fong-distance communications companies, internet service providers and other
businesses and organizations.

Duke Energy's repartable business segments offer different products and services and are managed separately. Accounting policies
for Duke Energy's segments are the same as those descabed in Nobe 1. Management evaluates segment performance based on eam-
ings before interest and taxes from continuing operations, after deducting minority inferest expense related to those prafits (EBIT). Ona
segment basis, EBIT excludes discontinued operations, represents all prafits from continuing operations (both operating and
non-cperating) before deducting interest and taxes, and is net of the minority interest expense related 1o those profits.
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Cash, cash equivalents and shortterm investments are managed centrally by Duke Energy, so the associated realized and unrealized
gains and losses from foreign currency transactions and interest and dividend incame an those balances are excluded from the seg-
ments' EBIT. '

Transactions between reportable business segments are accounted for on the same basis as reverues and expenses in the accom-
panying Consolidated Financial Statements, ‘ '
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Business Segment Datald
Segment EBIT/
Consclidated
Income
from Continuing  Depreciation  Capital and
Unaffiliated Intersegment Total Operatiang hefore and Investment  Segment
Revenues Revenies  Revenues Incorne Taxes Amortization Expenditures Asgetsid)
(in miliions)
Year Ended
December 31, 2007
U.S. Franchised Electric and Gas 5 9,715 5 25 $ 9,740 $2,305 51,437 52,613 535,950
Commercial Powerte! 1,870 11 1,881 278 169 442 6,844
Intérnational Energy ' 1,060 — 1,060 388 79 74 3,707
Crescent —_ — -— 38 — — 206
Total reportable segments 12,645 -36 12,681 3,009 1,685 3,129 46,707
Otherie! 75 92 167 (298} el 153 2,870
Eliminations and reclassifications - (128} {128) - — - 27
Interest expense — — — (685} — - —
interast income and otherl® — — — 208 — — —
Total consolidated 512,720 5 — 512,720 52,234 51,746 53,282 549,704
Year Ended
December 31, 2006
.S, Franchised Electric and Gas ~ $ 8,077 § 21 $ 8,098 $1,811 $1,280 52,381 $34,346
Natural Gas Transmission® — — — — — 790 19,002
Field Services® - — - — — — 1,233
Commercial Powerte! 1,325 6 1,331 47 140 209 6,826
International Energy 243 — 943 163 73 58 3,332
! Crascentic® 221 — 221 532 i 507 180
Total reportable segments 10,566 27 10,593 2,553 1,494 3,945 64,919
Otherle 41 99 140 (337} 51 131 3,810
Eliminations and reclassifications - (126} (126) - - — {29)
Interast expense — — —_ (632 - — —
Interest income and othert — — —_ 146 — — —
Total consolidatad 510,607 5 — 510,607 $1,530 $1,545 54,076 $68,700
Year Ended '
December 31, 2005
U.S. Franchised Flectric and Gas  $ 5,413 5 19 5 5432 51,495 5 962 51,350 $18,739
Natural Gas Transmissiont® — - — — — 930 18,823
Field Servicess! — — — — — 86 1,377
Commercial Powere 102 46 148 118) 51K 2 1,619
International Energy 727 — 727 309 60 23 2,962
Crescenticsd 495 — 495 314 1 %99 1,507
Total reporable segments 6,737 65 6,802 2,000 1,083 2,990 45,027
Otherle 169 40 209 {347 40 29 9,402
Eliminations and reclassifications -— {105) {105) - — - 294
Interest expense —_ — - (381) — - -—
Interest income and otherd —— — — 4 — — -
Total consofidated % 6,906 5 — 5 6,906 41,268 $1,123 $3,019 554,723
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{al  Segment results exclude results of entities classified as discontinuad operations

B Includes assets held far sale and assets of entities in discontinued operations

{c}  Capital expenditures for residential real estate are included in aperating cash flows and were $322 million for the pertod from January 1, 2006 twough the date
of deconsolidation (September 7, 2006} and $355 million in 2005,

(d) Interest income and other includes foreign currency transaction gains and losses, and additional minority interest expense not aliocated to the segment results.

()  Amounts associated with former DENA operations are included in Other for all periods presented, except for the Midwestern generation and Southeast opes-
ations, which are reflacted in Commercial Power,

{(f  In September 20086, Duke Energy complated a joint venture transaction of Crescent (see Note 2). As a result, Crescent segment data includes Crescent as a
consalidated entity for periods prior to September 7, 2006 and as an equity method investment for periods subsequent to September 7, 2008.

(g) Bath the farmer Natural Gas Transmission business segment and former Fiald Services business segment were included in the spin-off of Spectra Energy on
January 2, 2007.

Geographic Data

Latin Other
U.8. Canada America Foreign Consolidated

{In millions)
2007
Consolidatad revenues 511633 § — 81080 S27 812720
Consoalidated longlived assets 38,463 — 2626 319 41,408
2006
Consolidated revenues $9623 5 — 5 943 541 510,607
Censolidated Yong-ived assets 43468 10,541 2,474 . 245 56,728
2005
Consolidated revenues $6126 5 14 § 722 S 44 5 6,906
Conschdated long-ived assets 29,658 10,544 2,241 228 42,671
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4. Regulatory Matters

Regulatory Assets and Liabilities. Duke Energy's regulated operations are subject to SFAS No. 71. Accordingly, Duke Energy
records assets and habilities that result from the regulated ratemaking process that would not be recorded under GAAP for non-regulated
entities. See Note 1 for further information. Amcunts at December 31, 2006 include regulatory assets and regulatory liabilities of 5959
million and $569 million, respectively, related to the natural gas businesses that were spun off to sharehglders on January 2, 2007.

Duke Energy’s Regulatory Assets and Liabilities:

As of December 31,
Recovery,/Refund
2007 2006 Period Ends
(in millions} '

Regulatory Assets
Met regulatory asset related to income taxeshra $ 552 $1,361 o
Accrued pension and post retirementicie 539 975 i
ARO costsk! 489 463 2043
Regulatory Transition Charges (RTC)e 239 331 2011
Gasification services agreement buyout costsic 194 207 2018
Delerred debt expensetd 175 192 2039
Vacation accrual® 128 121 2008
Postin-service carrying costs and deferred operating expensefc 100 92 2066
Under-recovery of fuel costst? 97 61 2009
Regional Transmission Organization (RTO)o) 22 41 o
Hedge costs and other defetralst! 5 48 2008
Otheric 105 180 (n)

Totaf Regulatory Assets $2,645 54,072
Regutatory Liabilitiesta)
Removal coststdi $2,173 $2,345 {m)
Nuclear property and liability reservegtdn 17¢ 173 2043
Dermand-side management coststn 99 78 U
Purchased capacity costsie: 30 107 b
Accrued pension and past retirementt 27 — (o}
Deferred emission zllowance revenue® 5 41 (b
Gas purchase costste’ 4 173 2008
Overvecovery of fuel costsie! 1 20 2008
Othert 6 121 tn

Total Regulatory Liabilities $2,674 $3,058

{a} Al regulatory assets and liabilities are excluded from rate base unfess ptherwise noted.

(b) Al December 31, 2007 balances relate to U.5. Franchised Electric and Gas. At December 31, 2006, approximately 5513 million related to U.S. Franchised Elec-
tric and Gas and approximataly 5848 milion related to Duke Energy's former Natural Gas Transmlssmn business, which was spun off as part of Spectra Energy
on January 2, 2007.

(2) Included in Other Regulatory Assets and Deferred Debits on the Consolidated Balance Sheets.

(@ Inchded in rate base.

(e} Earns a negative return.

®  Included in Other Current Assets on the Consolidated Balance Sheets,

{8 Included in Accounts Payable on the Consolidated Balance Sheets.

{h  Included in Other Deferved Credits and Other Liabiliies on the Consolidated Balance Sheets.

i} included in Other Current Liabilities and Other Deferred Credits and Cther Liabilities on the Consolidated Balance Sheats.

Y Refund period will be determined by the volure of sales as U.S. Franchised Electric and Gas is currantly refunding the Nability through retail sales.

(k) Recovary/refund is over the [ife of the associated asset or fiability.

() Incurred costs were deferred and are being recovered in rates. 0.5, Franchised Electric and Gas is currently overmwered for thesa cosis in the South Carclina
Jurisdiction. Refund period is dependent on volume of sales and cost incurrence.

{m} Liability is extinguished over the lives of the associated assets.

(m  Recovery/Refund period currently unknown.

(o) Northt Carolina portion of approximately S13 mitlien to be recovered in rates through 2012. See “Duke Energy Carolinas Rate Case” discussion below. South .
Caralina portion to be recovered through future rates, atthough ultimate recovery period is currently unknown.

(p The 2006 amount includes 5595 million related to adogtion of SFAS No. 158 (see Mote 21) and $380 million related to impacts of purchase accounting as a
result of the merger with Cinergy (see Note 2).
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Regulatory Merger Approvals. As discussed in Note 1 and Note 2, on April 3, 2008, the merger between Duke Energy and Cin-
ergy was consummated to create a newly formed company, Duke Energy Holding Corp. (subsequently-renamed Duke Energy '
Corporation). As a condition to the merger approval, the PUCQ, the KPSC, the PSCSC and the NCUC required that certain merger related
savings be shared with consumers in Qhio, Kentucky, South Carolina, and North Caroling, respectively. The commissions also required
Duke Energy Holding Corp., Cinergy, Duke Energy Ohio, Duke Energy Kentucky and/or Duke Energy Carolinas to meet additional con-
ditions. While the merger itself was not subject to appraval by the IURC, the IURC approved certain affiliate agreements in connection with
the merger subject to similar conditions. Key elements of these conditions include: ‘ ‘ ‘

* The PUCO required that Duke Energy Ohio provide (i} a rate reduction of approximalely $15 million far one year to facifitale eco-
nemic development in a time of increasing ratas and market prices and (i) a reduction of approximately $21 million %o its gas and
electric consumers in Ohio for ane year, with both credits beginning January 1, 2006, During the first quarter of 2007, Duke
Energy Ohic completed its merger related rate reductions and filed a report with the PUCO to terminate the merger credit riders.
Approximately $2 million and $34 million of these rate reductions were passed through to customers during the vears ended
December 31, 2007 and 2006, respectively. ‘ :

* The KPSC required that Duke Energy Kentucky provide $8 million in rate reductions o its customers over five years, ending when
new rates are established in the next rate case after January 1, 2008. Approximately $2 million of the rate reduction was passad
threugh to customers during each of the years ended December 31, 2007 and 2006, respectively.

= The PSCSC required that Duke Energy Carolinas provide a 540 million rate reduction for one year and a three-year extension to the
Bulk Power Marketing {BPM) profit sharing arrangement. The rate reduction ended May 31, 2007, Approximately 516 million and
$23 million of the rate reduction was passed through to customers during the years ended December 31, 2007 and 2006,
respectively. ' .

* The NCUC required that Duke Energy Carolinas provide (i} a rate reduction of approzimetely $118 million for its North Carclina
custamers through a credit rider to existing hase rates for a one-year period follawing the close of the merger, and fi) 512 million
to suppart various low income, environmental, econamic development and educationally beneficial programs, the cost of which was
incurred in the second guarter of 2006. The rate reduction ended June 30, 2007. Approximately $63 million and $54 million of the
rate reduction was passed through to customers duting the years ended December 31, 2007 and 2006, respectively.

*in its order approving Duke Energy's merger with Cinergy, the NCUC stated that the merger will result in a significant change in
Duke Energy's organizational structure which constitutes a compelling factor that warrants a general rate review. Therefore, as a
condition of its merger approval and no later than June 1, 2007, Duke Energy Carclinas was required to file a general rate case or
demonstrate that Duke Energy Carolinas’ existing rates and charges should not be changed (see discussien under “Duke Energy
Carolinas Rate Case” below). :

* The IURC required that Duke Energy Indiana provide a rate reduction of 540 million to its customers over a one year period and
S5 million aver a five year period for low-income energy assistance and clean coal technology. In April 2006, Citizens Action Coali
tion of Incliana, Inc., an intervenor in the merger proceading, filed a Verified Petition for Rehearing and Reconsideration claiming that
Duke Energy Indiana should be ordered to provide an additional $5 million in rate reduction to customers to be consistent with the
terms of the NCUC's order approving the merger. In May 2006, the URC denied the petition for rehearing and reconsideration. As
of April 30, 2007, Duke Energy Indiana had completed its merger related reductions and fited a notice with the IIRC to terminate
the merger credit rider. Approximately $13 million and $27 million of the rate reduction was passed through to customers during
the years ended December 31, 2007 and 2006, respectively.

» The FERC approved the mergar without conditions.

Used Nuclear Fuel. Under provisions of the Nuclear Waste Policy Act of 1982, Duke Energy contracted with the Department of
Energy (DOE) for the disposal of used nuclear fuel. The DOE failed to begin accepting used nuclear fuel on January 31, 1998, the date
specified by the Nuclear Waste Policy Act and in Duke Energy's contract with the DOE. Duke Energy will continue to safely manage its
used nuclear fuel until the DOE accepts it. In 1998, Duke Energy filed a claim with the U.S. Court of Federal Claims against the DOE
related to the DOE's failure to accept commercial used nuclear fuel by the required date. Damages claimed in the lawsuit are based upon
Duke Energy's costs incurred as a result of the DOE’s partial material breach of its contract, including the cost of securing additional used
fuet storage capacity. The matter was stayed pending the result of ongoing settiement negotiations between Duke Energy and the DOE.
Payments mada to the DOE for expected future disposal costs are based on nuclear output and are included in the Consolidated State-
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ments of Operations as Fuel Used in Electric Generation and Purchased Power. On March 5, 2007, Duke Energy Carolings and the U.5.
Department of Justice reached a settlement resolving Duke Energy’s used nuc!eair fuel litigation against the DOE. The agreement provides
for an initial payment to Duke Energy of approximately $56 million for certain storage costs incurred through July 31, 2005, with addi-
tional amounts reimbursed annually for future storage costs. The settlement agreement resuited in a pre-tax earnings impact of approx-
imately 526 million during the year ended December 31, 2007, of which approximately $19 million and $7 milfion were recorded as an
offset to Fuel Used in Electric Generation and Purchased Power, and Operation, Maintenance and Other, respectively, in the Consolidated
Statements of Operations, witk: the remaining impact reflected within Inventory and Property, Piant and Equipment in the Consolidated
Balance Sheets.

U.S. Franchised Electric and Gas. Rate Related information. The NCUC, PSCSC, IURC and KPSC approve rates for retail electric
and gas services within their states. The PUCQ approves rates for retail gas and electric service within Ohic, except that nonvegulated
sellers of gas and electric generation also are allawed to cperate in Ohio (see “Commercial Power” below). The FERC approves rates for
electric sales to wholesale customers served under costbased rates.

NC Clean Air Act Campiiance. In 2002, the state of North Carolina passed clean air legistation that froze eleciric utility rates from
June 20, 2002 to December 31, 2007 {rate frecze period), subject to certain conditions, in order for North Caraolina electric utilities,
including Duke Energy Carolinas, to significantly reduce emissions of sulfur dioxide (50-) and nitrogen oxides (NO,) from coakfired power
plants in the state. The legisiation allows electric utilities, including Duke Energy Carglinas, to accelerate the recovery of compliance costs
by amortizing them over seven years (2003-2009). The legislation provides for significant flexibility in the amount of annual amortization
recorded, allowing utilities to vary the amount amortized, within limits, although the legislation does require that a minimum of 70% of the
originally estimated total cost of $1.5 biflion be amortized within the rate freeze period (2002 to 2007). Duke Energy Caralinas’ amor-
tization expense related to this clean air legislation totals approximately $1,050 million from inception, with approximately $187 million,
5225 million and $311 million recorded during the years ended December 3%, 2007, 2006 and 2005, respectively. As of December 31,
2007, curmulative expenditures totaled approximately $1,246 milion, with $418 miflion, $403 million and 5310 miltion incurred during the
years ended December 31, 2007, 2006 and 2005, respectively, which are included within capital expenditures in Net Cash Used In Inves-
ting Activities on the Consalidated Statements of Cash Flows. In filings with the NCUC, Duke Energy Carolinas has estimated the costs to
comply with the legislation as approximately $2.0 billion. Actual costs may be higher or lower than the estimate based on changes in
construction costs and Duke Energy Caralinas’ continuing anatysis of its overall environmental compliance pian. As required by the legis-
[ation, the NCUC considered the reasonableness of Duke Energy Carolinas' environmental compliance plan and the methaod for recovery
of the remaining costs in a proceeding it initiated and consolidated with a review of Duke Energy Carclinas’ base rates (see “Duke Energy
Carolinas Rate Case" below). Additionally, federat and state environmental regulations, including, among ather things, the Clean Ajr Inter-
state Rule {CAIR), and the Clean Air Mercury Rule (CAMR} could result in additional costs to reduce emissions from Duke Energy's coal-
fired power plants.

Duke Energy Carclinas Rate Case. in June 2007, Duke Energy Carclinas filed an application with the NCUC seeking authority to
increase its rates and charges for electric service in North Carolina effective January 1, 2008, This application complied with a condition
imposed by the NCUC in approving the Cinergy merger. On October 5, 2007, Duke Energy Carolinas filed an Agreement and Stiputation
of Partia) Setlement (Partial Settlement), a settiemert agreement among Duke Energy Carolinas, the NCUT Public S1alf, the North Caro-
lina Attorney General's Office, Carolina Utility Customers Association Inc., Carofina Industrial Group for Fair Utikty Rates lil and WalMart
Stores East LP, for consideration by the NCUC. The Partial Settlement, which includes Duke Energy Carolinas and all intervening parties
to the rate case, reflected agreements on all but a few issues in these matters, including two significant issues. The two significant issues
related to the treatment of angoing merger cost savings resulting from the Cinergy merger and the proposed amortization of Duke
Energy Carolinas’ development costs related to GridSouth Transce, LLC (GridSouth), & Regional Transmissian Organization (RTO) planned
hy Duke Energy Carolinas and other utility companies as a result of previous FERC rulemakings, which was suspended in 2002 and dis-
continued in 2005 as a result of regulatery uncertainty, The Partial Settlement and the remaining disputed issues were presented to the
NCUC for a ruling, ' ‘

The Partial Settlement reflected an agreed to reduction in net revenues and pre-tax cash flows of approximately 5210 million and
corresponding rate reductions of 12.7% to the industrial class, 5.05% - 7.34% to the general class and 3.85% to the residential class of
customers with 2n effective date of January 1, 2008, Under the Partial Settiement, effective January 1, 2008, Duke Energy Carolinas
discontinued the amortization of the environmental compliance costs pursuant to North Carolina clean air legislation discussed above and
began capitaiizing all environmental compliance costs above the cumulative amortization charge of $1.05 billion as of December 31,
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2007. Over the past five years, the average annual clean air amortization was $210-million. The Pariial Settlement was designed to -
enable Duke Energy Carolinas to 8am a rate of return of 8,57% on a North Caroling retail jurisdictional rate base and an 13% return on

the common equity component of the approved capital structure, which consists of 47% debt and 53% common equity. As part of the
settiement, Duke Energy Carolinas agreed to after the then existing BPM profit sharing arrangement that curremtly included a provision to
share 50% of the North Carolina retail allocation of the profits from certain wholesale sales of bulk power from Duke Energy Carolinas’
generating units at market based rates. Under the Partial Settlement Duke Energy Carolinas will share 90% of the North Garolina retail
allocation of the profits from BPM transactions beginning January 1, 2008,

The NCUC issued its Order Approving Stipulation and Deciding Non-Settled Issues on December 20, 2007, The NCUC approved the
Partial Settlement in its entirety. The merger savings rider and GridSouth cost matters are discussed in detail below. For the remaining
non-settled issues, the NCUC decided in Duke Energy Carolinas’ favor, With respect to the non-settled issues, the Order required that
Duke Energy Carolinas' test period uperéting costs reflect an annualized fevel of the merger cost savings actually experienced in the test
period in keeping with traditional principles of ratemaking. The NCUC explained that because rates should be designed to recover a rea-
sonable and prudent ievel of ongoing expenses, Duke Energy Carolinas’ annual cost of service and revenue requirerrent should reflect, as
closely as possible, Duke Energy Carolinas’ actual costs. However, the NCUC recagnized that its treatment of merger savings would not
produce a fair result. Therefore, the NCUC preliminarily conciuded that it would reconsider certain language in its 2006 merger order in
order {o allow it to authorize 2 12-month increment rider. of approximately 580 million designed to provide 2 more equitable shering of the
actual merger savings achieved on an ongoing basis. Additionally, the NCUC concluded that approximately $30 million of costs incurred
through June 2002 in connection with GridSouth and deferred by Duke Energy Carolinas, wera reasonable and prudent and approved a -
ten-year amortization, retroactive to June 2002, As a result of the ratrcactive impact of the Order, Duke Energy Carolinas recorded an
approximate $17 million charge to write-off a portion of the Gridsouth costs in 2007. The NCUC did not allow Duke Energy Carolinas a
return on the GridSouth investments. As a result of its decision on the non-settfed issues, the NCUC ordered an additional reduction in
annual revenues of approximately $54 million, offset by its preliminary autharization of a 12-month, $80 milliort increment rider, as dis
cussed above. The Order ultimately resulted in an overall average rate decrease of 5% in 2008, increasing to 7% upon expiration of this
one-time rate rider. On February 18, 2008, the NCUC issued an order confirming their preliminary conclusion regarding the merger sav-
ings rider. This order reaffirmed the prior tentative conclusion that the provisions of the Merger Order will not produce a fair sharing of the
benefits of estimated merger savings between ratepayers and shareholders and that, for that reason, Duke Energy shiould be authorized
to implement a 12-month increment rider to cotlect S80 million.

On December 12, 2007, the PSCSC directed the South Carolina Office of Regulatory Staff (ORS) to provide a written report concerne
ing the NCUC's resolution of Duke Energy Carolinas’ rate application and its relevance to Duke Energy Carolinas’ rates in South Carolina,
On January 31, 2008, the ORS filed its report with the PSCSC, which concluded that the outcome of the North Carclina rate cage had no’
bearing on Duke Energy Carolinas rates in South Carolina. The PSCSC has not yet responded to the report filed by the ORS.

The NCUC has requested that the Public Staff perform a review of Duke Energy Carolinas pension and other post-retirement benefit
plan costs, as well as Duke Energy’s funding of the plans. At this time, Duka Energy Carolinas does not anticipate that the outcorne of this
review will have a material impact on its financial position, results of operations or cash flows. ’

Duke Energy Ohio Electric Rate Filings. Duke Energy Ohio operates under a RSP, a market based standard service offer (MBSS0)
approved by the PUCO in Noverber 2004. in March 2005, the Office of the Ohio Consumers’ Council (GCC) appealed the PUCO’s appro-
val of the MBSS0 ta the Supreme Court of Ohio and the Court issued its decision in November 2006. It upheld the MBSSQ in virtually
every respect but remanded to the PUCD on two issues. The Court ordered the PUCO to suppert a certain portion of its order with
reasoning and record evidence and to require Duke Energy Ohio to disclose certain confidential commercial agreements with other par-
ties previously requested by the OCC. Duke Energy Ohio has complied with the disclosure order.

In October 2007, the PUCO issued its ruling affirming the MBSSO, with certain modifications, and maintained the current price. The
ruling provides for continuation of the existing rate componerts, including the recovery of costs related to new pollution control equip-
ment and capacity costs associated with power purchase contracts to meet custorner demand, but provided customers an enhanced
opportunity to avoid certain pricing components if they are served by a competitive suppier. The ruling alse rescinded the requirernent
that Duke Energy Ohio transfer its generating assets 10 an exempt wholesale generator (EWG) and required Duke Energy Ohio 1o rétain
ownership for the remainder of the RSP period. The ruling also incorrectly imphied that Duke Energy Chic's nonresidential regulatory tran-
sition charge (RTC} wil! terminate at the end of 2008. On November 23, 2007, Duke Energy Chio filed an application for rehearing oh the
portions of the PUCO's ruling relating to whether certain pricing compaonents may be avoided by customers, the right to transfer generat-
ing assets, and the termination date of the RTC. On December 19, 2007, the PUCO issued its Entry on Rehearing granting in part and
denying in part Duke Energy Ohio's Application for Rehearing. Among other things, the Commissian modified and clarified the applicability
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of various rate riders during custorner shopping situations. It also clarified that the residential RTC terminates at the end of 2008 and that
the nenresidential RTC terminates at tha end of 2010 and agreed to give further cansideration to whether Duke Energy Ohio may transfer
its generating assets to an EWG.

On February 15, 2008, Duke Energy Ohio filed a notice of appeal with the Ohic Supreme Court challenging a portion of a decision by
~ the PUCO regarding Duke Energy Ohio’s RSP. The appeal relates to the PUCO's order in October 2007 addressing certain issues
remanded from the Ohin Supreme Court after review of an earlier PUCO decision on the RSP. The October 2007 order permits
non-residential customers to avoid certain charges associated with the costs of Duke Energy Ohio stanging ready to serve such custom-
ers if they return after being served by znother supplier: Duke Energy Ohio believes the PUCD exceeded its authority in modifying the
charges that may be avoided, resuiting in Duke Energy Ohio having to subsidize Ohig’s competitive eleciric market. Duke Energy Ohio has
asked the Supreme Court to reverse the FUCO ruting and require that non-residential customers pay the| charges associated with Duke
Energy Ohio standing ready to serve them sheuld they return from a competitive suppler, The OCC aisohas filed a notice of appeal chat
lenging the PUCO's October 2007 decision as unlawful 2nd unreasonable. Pending the Ohio Supreme Cqurt's consideration of its appeal,
the OCC has requested that the PUCO stay implementation of the Infrastructure Maintenance Fund charde approved in the October 2007
* order to be collected from customers. At this time, Duke Energy Ohio cannot predict whether the Ohio Supreme Court wilt reverse the
PUCO's decision or whether the PUCO will grant the OCC's request for a stay. However, Duke Energy Ohio does not anticipate the reso-
lution of this matter will have a matevial impact on its results of operations, cash flows or financial positipn.

In August 2006, Duke Energy Ohio filed an application with the PUCO ta amend its MBSSO through 2010. The proposal provides for
continued electric system refiability, a simplified market price structure and clear price signals for custo ners, while helping to rmaintain a
stable revenue stream for Duke Energy Ohio. On November 30, 2007, due to new legislation pending infthe Ohio General Assembly
regarding the pricing of competitive retail generation services, Duke Energy Ohio valuntarily withdrew its| application to amend its MBSSO.
Upon approval of the new legislation, Duke Energy Obwo will likely file a new generation pricing formula, | '

Duke Energy Ohio's MBSSO price includes a fuel clause, System Reliability Tracker to recover for réserve capacity, and an Annually
Adjusted Component (AAC) to recover changes in environmental, tax and homeland security costs, Thesg price components are audied
annually by the PUCO. In April 2007, Duke Energy Ohio entered into a settlemnent resolving all open issuds identified in the 2006 audits
and application to amend the 2007 AAC market price with some of the parties. After an evidentiary he:jng, the PUCO issued its order
approving the partial settlement on November 20, 2007. !

Duke Energy Ohio Gas Rate Case. In July 2007, Duke Energy Ohio filed an application with the PUCL for an increase in its base rates
for gas service, Duke Energy Ohio sought an increase of approximately $34 million in revenue, or appro! imately 5.7%, to be effective in
the spring of 2008. The application also requests approval to continue tracker recovery of costs assucirted with an accelerated gas main
replacement program, The PUCO accepted the application for filing in September 2007. The siafi of the| PUCQ issued a Staif Report in
December 2007 recommending an increase of approximately 514 to $20 million in revenue. The Staff Report also recommended appro-
val for Duke Energy Ohio to continue tracker recovery of costs associated with an accelerated gas main|replacement program. On
February 28, 2008, Duke Energy Ohic reached a settlement agreement with the PUCO Staff and all of the intervening parties on its
request for an increase in natural gas base rates. The settlement calls for an annual revenue increase of| approximately $18 million over-
all, or 3 percent, and permits continued recovery of costs through 2018 for Duke Energy Ohig's accelerrled main replacement program,
The settlement is subject to the review and approval of the PUCO.

Duke Energy Kentucky Gas Rate Cases. In 2002, the KPSC approved Duke Energy Kentucky's gas Lase rate case which mcluded
among other things, recovery of costs associated with an accelerated gas main replacement program. The approval authorized a track-
ing mechanism to recover certain costs including depreciation and a rate of return on the program’s cadital expenditures. The Kentucky
Attorney General appealed ta the Franklin Circuit Court the KPSC's approval of the tracking mechanism is well as the KPSC’s subsequent
approval of annual rate adjustments under this tracking mechanism. In 2005, both Duke Energy Kenmcqy and the KPSC requested that
the court dismiss these cases. i
In February 2005, Duke Energy Kentucky filed a gas base rate case with the KPSC requesting approtzal to continue the tracking
mechanism and for a 514 millien anhual increase in base rates. A portion of the increase-is attributable torecovery of the current cost of
the accelerated main replacement program in base rates. In December 2005, the KPSC approved an annyal rate increase of S8 million and
re-approved the tracking mechanism through 2011. in February 2006, the Kentucky Attorney General appealed the KPSC's order 1o the
Franklin Circuit Court, claiming that the order improperly allows Duke Energy Kentucky to increase its ratels for gas main replacement costs
in between general rate cases, and alse claiming that the order improperly allows Duke Energy Kentucky 10 earn a return on ivestment for
the costs recovered under the tracking mechanism which permits Duke Energy Kentucky to recaver its gas main replacement costs.
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In August 2007 the Franklin Circuit Court consolidaied all the pending appeals and ruled that the KPSC lacks legal authority to
approve the gas main replacement tracking mechanism, and any other annual rate adjustments under the tracking mechanism. To date,
Duke Energy Kentucky has coliected approximately $9 million in annual rate adjustments under the tracking mechanism. Duke Energy
Kentutky and the KPSC have appealed these cases to the Kentucky Court of Appeals and continues to utilize tracking mechanisms in its
billed rates to customers. At this time, Duke Energy Kentucky cannot predict the outcome of these proceedings.

Energy Efficiency. In May 2007, Duke Energy Carolinas filed an energy efficiency plan with the NCUC that recognizes energy efficiency
as a reliable, valuable resource that is a “fifth fuel,” that should be part of the portfolio available to meet customers’ growing nead for elec-
tricity along with coal, nuclear, natural gas, or renewable energy. The plan would compensate Duke Energy Carolinas for verified reductions
in energy use and be available o all customer groups. The plan contains proposals for several different energy efficiency programs, and
links energy savings to retiring older coal plants. Customers would pay for energy efficiency programs with an energy efficiency rider that
would be included in their power bill and adjusted annually. The energy efficiency rider would be based on the avoided cost of generation
not needed as a result of the success of Duke Energy Carolinas’ energy efficiency efforts. The plan is consistent with Duke Energy Caro-
lines' public commitment o invest 1% of its annual retail revenues from the sale of electricity in energy efficiency programs subject fo the
appropriate regulatory treatment of Duke Energy Carolinas’ energy efficiency investments. A hearing is expected in 2008.

On September 28, 2007, Duke Energy Carglinas filed an application with the PSCSC seeking approval to implement new energy sift
ciency programs in South Caralina. Duke Energy Carolinas’ South Caroling application is based on the application filed in North Carotina. In
advance of the evidentiary hearing held February 56, 2008, Duke Energy Carolinas reached a setdement agreement with the South Caro-
lina ORS, WalMart, Piedmont Natural Gas and the South Carolina Energy Users Committee. Certain environmental groups that were also
interveners on the proceeding did not join any of the settlements. This agreement calls for Duke Energy Carolinas to bear the cost of the
programs and allow for recovery of 85% of the avoided generation charges. An evidentiary hearing is expected to be scheduled by the
NCUC for North Carolina in 2008.

Implementation of these plans is subject to approval from the NCUG and PSCSC. As a result, Duke Energy is not able to estimate the
impact this plan might have on its consolidated resuls of operations, cash flows, or financial position.

On July 11, 2007, the PUCQ approved Duke Energy Ohio’s Demand Side Management/ Energy Efficiency Program (DSM Program).
The DSM Program consists of ten residential and two commercial programs. mplementation of the programs has begun. The programs
were first proposed in 2006 and were endorsed by the Duke Energy Community Partnership, which is 2 collaborative group made up of
representatives of organizations interested in energy conservation, efficiency and assistance to lowincome customers. The program
costs will be recouped through a cost recovery mechanism that will be adjusted annually to reflect the previous vear's activity. Duke
Energy Ohio is permitted ta recover lost revenues, program costs and shared savings (once the programs reach 65% of the targeted
savings level) through the cost recovery mechanism based upon impact studies to be provided to the Staff of the PUCO.

On Qctober 19, 2007, Duke Energy Indiana filed its petition with the IURC requesting approval of an alternative regulatory plan to
increase its energy efficiency efforts in the state. Similar to the plans in North Carolina and South Caroling, Duke Energy Indiana seeks
approval of a plan that will be available to all cusiomer groups and will compensate Duke Energy Indiana for verified reductions in energy
usage. Under the plan, customers would pay for energy efficiency programs through an energy efficiency rider that would be included in
their power bill and adjusted annually through a proceeding before the IURC. The energy efficiency rider will be based on the avoided cost
of generation not needed as a result of the success of Duke Energy Indiana’s energy efficiency programs. The IURC is expected to
consider the petition in an evidentiary hearing in May 2008.

On November 15, 2007, Duke Energy Kentucky filed its annual application to continue existing energy efficiency programs, consist-
ing of nine residential and two commerciat and industrial programs, and to true-up its gas and electric tracking machanism for recovery of
lost revenues, program costs and shared savings. An order on the application is expected in the first quarter of 2008.

New Legislation. South Carolina passed new energy legislation which became effective May 3, 2007, Key elements of the legislation
include expansian of the annual fuel clause mechanism to inclute recovery of costs of reagents (ammonia, limestone, etc.) that are cor
sumed in the operation of Duke Energy Carolfinas’ SO, and NO, control technologies and the cost of certain emission allowances used to
meet enviranmental requirements. The cost of reagents for Duke Energy Carolinas in 2008 is expected to be approximately $30 million.
With the enactment of this legislation, Duke Energy Carolinas will be allowed fo recover the South Carolina portion of these costs, incurred
on o after May 3, 2007, through the fuel clause. The legislation also includes provisions to provide assurance of cost recavery related to
a utitity's incurrence of project development costs associated with nuclear baseload generation, cost recovery assurance for construction
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costs associated with nuclear or coal baseioad generation, and the ability to recover financing costs for new nuclear baseload generation
in rates during constructien. The North Carolina General Assembly also passed comprehensive energy legislation in July 2007 that was
signed into law by the Governor on August 20, 2007, The North Carolina legislation allows utilities to recover the costs of reagents and
certain purchased power costs, Like the South Carclina legistation, the North Carolina legislation provides cost recovery assurance for
nuclear project development costs as well as baseload peneration construction costs. A ulility may include financing costs related to
construction work in progress for baseload plants in a rate case. The North Carclina legislation also establishes a renewable portfolio
standard for electric utilities at 3% of energy output in 2012, rising gradually to 12.5% by 2021, and grants the NCUC authority to
approve 2 rate rider to compensate utifities for energy efficiency programs that they implement, On August 23, 2007, the NCUC initiated
a rulemaking proceeding to adopt new rules and modify existing rules, as appropriate, to implement the legislation. That proceeding is
pending and final rules are expected in the first quarter 2008, At this time, Duke Energy is not able to estimate the impact these legis-
lative initiatives might have on its consolidated results of operations, cash flows, or financial position.

On September 25, 2007, at the request of the Governor of Ohio, the Ohio Senate introduced a bill (SB 221) that proposes a compre-
hensive change to Ohio's 1999 electric energy industry restructuring legislation. If enacted, SB 221 would expand the PUCO's authority
over generation to: implement the state’s revised energy policy; regulate electric distribution utifity prices for standard service; and permit
the PUCO to implement rules for advanced energy portfolio and energy efficiency standards, greenhouse gas emission reporting require-
ments, and pilat project carbon sequestration activities in conjunction with pther state agencies, Under SB 221, electric distribution wiil-
ities have the ability to apply for PUCQ approval of one of two generation pricing alternatives —a market option or an Electric Security Plan
(ESP} option. The market option is based upon a competitive bidding process. The ESP option would allow for the recovery of specified
costs . The PUCO, however, would have authority to disallow the market option and compe! the ESP option. 8B 221, if enacted, would
lirmit the ability of a utility to transfer its cedicated generating assets to an exempt wholesale generator absent PUCO approval. SB 221
passed the Ohio Senate on October 31, 2007, and is currently pending before the Ohio House of Representatives.

Other. 1.5, Franchised Electric and Gas is engaged in planning efforts to meet projected load growth in its service territories. Long-
term projections indicate a need for significant capacity additions, which may include new nuclear, integrated gasification combined cycle
(IGCC), coal facilities or gas-fired generation units. Becausg of the iong lead times required to develop such assets, U.S. Franchised Elec-
tric and Gas is taking steps now to ensure those options are available. In March 2008, Duke Energy Carolinas announced that it had
entered into an agreement with Southern Company to evaluate potential construction of a new nuclear plant at a site jointly owned in
Cherokee County, South Caralina. In May 2007, Duke Energy announced its intent to purchase Southern Company's 500 MW interest in
the proposed William States Lee Il Nuclear Station, making the plant’s total output available to Duke Energy Carolinas’ electric customers.
On December 13, 2007, Duke Energy Carolinas filed an application with the Nuclear Regulatory Comitission (NRC) for a combined Con-
struction and Operating License (COL) for two Westinghouse AP1000 (advanced passive) reactors at the Ch'erokee County, South Caro-
lina site. Each reactar is capable of producing approximately 1,117 MW. Submitting the COL application does not commit Duke Energy
Carolinas to build nuclear units. On February 27, 2008, Duke Energy Caralinas received canfirmation from the NRC that its COL applica-
tion has been accepted and docketed for the next stage of review. Also, on December 7, 2007, Duke Energy Carolinas filed applications
with the NCUC and the PSCSC for approval of Duke Energy Carolinas’ decision to incur development costs associated with the proposed
William States Lee Hl Nuclear Station. The NCUC had previously approved Duke Energy’s decision to incur the North Carolina allocable
share of up to $125 million in development costs through 2007. The new requests cover a total of up to $230 million in development
costs through 2009, which is comprised of $70 million incurred through December 31, 2007 plus an additional $160 million of antick
pated costs in 2008 and 2002, The PSCSC has scheduled an evidentiary hearing on Duke Energy Carolinas’ application for April 17,
2008, and the NCUC has scheduled an evidentiary hearing for April 29, 2008.

On June 2, 2006, Duke Energy Carolinas filed an application with the NCUC for a Certificate of Public Convenience and Necessity
(CPCN) to construct two 800 MW state of the art coal generation units at its existing Cliffside Steam Station in North Carolina. On Febru-
ary 28, 200/, the NCUC issued a notice of decision approving the construction of one unit at the Cliffside Steam Station. On March 21,
2007, the NCUC issued its Order, which explained the basis for its decisian to approve construction of cne unit, with an approved cost
estimate of $1.93 billien (including AFUDC), and certain conditions including providing for updates on construction cost estimates. A
group of environmental interveners filed a motion and supplementat motion for reconsideration in April 2007 and May 2007, respectively.
Duke Energy opposed the motions and the NCUC denied the motions for reconsideration in June 2007. On January 31, 2008, Duke
Energy Carelinas filed its updated cost estimate of $1.8 bilion (excluding approximately $0.6 billion of AFUDC) for the approved new Cliff-
side Unit 6. Duke Energy Carolinas believes that the overall cost of Cliffside Unit & will be reduced by approximately $125 million in -
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federal advanced clean coal tax cradits. On July 11, 2007, Duke Energy Carolinas entered into an engineering, procurement, construction
and commissioning services agreement, valued at approximately $1.3 billion, with an affiliate of The Shaw Group, Inc., of which approx-
imately $950 million relates to participation in the construction of Cliffside Unit &, with the remainder related to a flue gas desulfurization
system on an existing unit at Cliffside,

On January 29, 2008, the North Carolina Department of Emvironmert and Natural Resources (DENR) issued a final air permit for the
new Cliffside Lnit 6. On October 11, 2007, the environmental group N.C. WARN and two individual NC WARN members filed a pefition
against the DENR contesting the issuance of a wastewater discharge permit to Duke Energy Carclinas for the Cliffside Steam Station. A
hearing on the NPDES permit contested case is scheduled for the week of March 3, 2008.

On June 29, 2007, Duke Energy Carolinas filed with the NCUC preliminary CPCN information to construct a 600-800 MW cembined
cycle natural pasfired generating facility at its existing Dan River Steam Station, as well as updated preliminary CPCN information to
construct a 600-800 MW combined cycle natural gasfired generating facility at its existing Buck Steam Station. On December 14, 2007,
Duke Energy Carolinas filed CPCN applications for the two combined cycle facilities. The NCUC has consolidated its consmeratmn of the
two CPCN applications and scheduled an evidentiary hearing on the applications for March 11, 2008.

in August 2005, Duke Energy Indiana filed an application with the IURC for approval of study and preconstruction costs related to the
Joint development of an JGCC project with Southern Indiana Gas and Electric Company d/b/a Vectren Energy Delivery of Indiana, Inc.
{Vectren). Duke Energy Indiana and Vectren reached a Setilement Agreement with the Indiana Office of Utility Consumer Counselor provid-
ing for the recovery of such costs if the IGCC project is approved and canstructed and for the partial recovery of such costs if the IGCC
project does not go forward. The IURC issued an order on July 26, 2006 approving the Settlement Agreement in its entirety.

On September 7, 2006, Duke Energy Indiana and Vectren filed a joint petition with the IURC seeking CPCN's for the construction of a
530 MW IGCC power plant at Duke Energy Indiana's Edwardsport Generating Station in Knox County, Indiana. The petition describes the
applicants' need for additional baseload generating capacily and requests timely recovery of all construction and operating costs related
to the proposed generating station, including financing costs, together with certain incentive ratemaking treatment. Duke Energy Indiana
and Vectren filed their cases in chief with the JURC an Cctober 24, 2006. As with Duke Energy Carolinas' Cliffside project, Duke Energy
Indiana's estimated costs for the potential IGCT project have increased. Duke Energy Indiana's publicly filed testimony with the IURC
states that industry estimates (as provided by the Electric Power Research Institute (EPRY), of total capital requirements for a facility of
this type and size are now in the range of $1.5 billion to $2.1 billion (including escalation to 2011 and owners' specific site costs). In April
2007, Duke Energy Indiana and Vectren filed a Front End Engineering and Design Study Report which included an updated estimated cost
far the IGCC project of approximately 52 billion {including AFUDC). An evidentiary hearing was held June 1822, 2007, and a public field
hearing was held on August 29, 2007, On November 20, 2007, the IURC issued an order granting Duke Energy Indiana CPCN's for the
propased IGCC project and approved the timely recovery of costs related to the project. The IURC also approved Duke Energy Indiana’s
preposal to initiate a proceeding in May 2008 concerning proposals for the study of partial carbon capture, sequestration and/or
enhanced oil recovery for the Edwardsport IGCC Project. The Citizens Action Coalition of Indiana, inc., Sierra Club, Inc., Save the Valiey,
Inc., and Valley Watch, Inc., all intervenors in the CPCN proceeding, have appealed the IURC Order to the Indiana Court of Appeals. That
appeal is pending. On January 25, 2008, Duke Energy Indiana received the final air permit from the Indiana Department of Environmental
Management. n August 2007, Vectren withdrew its participation in the IGCC plant. Duke Energy Indiana is currently exploring its options,
including assuming 100% of the plant capacity. Absent identification of an alternative joint owner, Duke Energy Indiana would own 100%
cf the IGCC plant capacity.

In April 2005, the PUCO issued an order opening a statewide investigation into riser ieaks in gas pipeline systems threughout Ohio. The
investigation followed four explosions since 2000 caused by gas riser leaks, including an April 2000 explosion in Duke Energy Chio’s service
area. In November 2006, the PUCO Staff released the expert report, which concluded that certain types of risers are prone to léaks under
various conditions, including over-tightening during initial installation. The PUCQ Staff recommended that natural gas companies centinue ta
monitor the situation and study the cause of any further riser leaks to determine whether further remedial action is warranted. Duke Energy
Ohio has approximately 87,000 of these risers on its distribution system. if the PUCO orders natural gas companies to replace all of these
risers, Duke Energy Ohio estimates a replacement cost of approximately $40 million. As part of the rate case filed in July 2007 (see “Duke
Energy Ohio Gas Rale Case” abave), Duke Energy Ohio requested approval from the PUCO to accelerate its riser reptacement program;
however, &t this time, Duke Energy Ohio cannot predict the outcome or the impact of the statewide Ohio investigation,

FERC lssues Electric Reliability Standards. Consistent with reliability provisions of the Energy Policy Act of 2005, on July 20, 2006,
FERG issued its Final Rule certifying the North American Electric Reliability Council INERC) as the Electric Reliability Organization. NERC
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has filed over 100 proposed reliability standards with FERC. On March 16, 2007, FERC issued a final rule establishing mandatory, enforce-
able reliability standards for the nation’s bulk power system. In the final rule, FERC approved 83 of the 107 mandatory refiabiity standards
submitted by the NERC and compliance with these standards became mandatory on June 18, 2007. FERC will consider the remaining 24
propesed standards for approval once the necessary criteria and procedures are submitted. In the interim, compliance with these 24
standards is expected to continue on & voluntary basis as good utility practice. Duke Energy does not believe that the issuance of these
standards will have a material impact on its consolidated results of operations, cash flows, or financial position.

Open Access Transmission Tariff. On February 15, 2007, the FERC issued a Final Rule (Qrder 890) in its Open Access Transmission
Tariff rulemaking. On March 19, 2007, Duke Energy Carolinas filed a request for rehearing and clarification with regards to this order.
There are fourteen specific areas where clarification and rehearing would greatly assist Transmission Providers understanding and
implementation of the new rules. Duke Energy Carolinas has also made several compliance filings with regard ta Order 890. On
December 28, 2007, the FERC issued Order 890-A, in which it largely reaffirmed the findings of issued Order 890. At this time, Duke
Energy Carciinas does not believe that the order will have a material impact on its consolidated results of operations, cash flows, or
financial position.

Midwest ISQ Resource Adequacy Fifing. On December 28, 2007, the Midwest Independart Transmission System Operator, Inc.
{Midwest 1SO) filed its Electric Tariff Filing Regarding Resource Adeguacy in compliance with the FERC's request of Midwest IS0 to file
Phase Il of its long-term Resource Adequacy plen by December 2007. The proposal includes establishment of a resource adequacy
requirernant in the form of planning reserve margin. While the proposal has been filed for approval from the FERC, it currently lacks
enforcement and financial settlement mechanisms. Given that the proposal has ot yet been approved by the FERG, it is difficult to esti
mate its impact on Duke Energy, but at this time Duke Energy does not believe the rasource adequacy requirement will have a material
impact on its consolidated results of operations, cash flows, or financial position.

Commerclal Power. Reported resulis for Commercial Power are subject to volatility due to the over- or under-collection of certain
costs, including fuel and purchased power, sirce Commercial Power is not subject to regulatory accounting pursuant to SFAS No. 71. In
addition, Cemmercial Power could be impacted by certain of the regulatory matters discussed above, including the Duke Energy Ohio
electric rate filings.

5. Joint Ownership of Generating and Transmlsslon Facilities

Duke Energy Carolinas, along with North Carolina Municipal Power Agency Number 1, North Carolina Electric Membership Corpo-
ration, Piedmont Municipal Power Agency and Saluda River Electric Cooperative, Inc., have joint ownership of Catawba MNuclear Station,
which is a facility aperated by Duke Energy Carolinas, Duke Energy Ohio, Columbus Southern Power Company, anc Dayton Power & Light
jointly own electric generating units and related transmission facilities in Ohic. Cuke Energy Kentucky and Dayton Power & Light jointly
own an electric generating unit. Duke Energy Ohio and WVYPA jointly awn Vermillion Station. Additionally, Duke Energy Indiana is a joint
owner of Gibson Station Unit No. 5 with WVPA and Indiana Municipal Poveer Agency (IMPA), as well as a joint-owner with WVPA and IMPA of
certain Indiana transmission property and local facilities. These facilities constitute part of the imtegrated transmission and distribution
systems, which are operated and maintained by Duke Energy Indiana.
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As of December 31, 2007, Duke Energy's shares in jointly-owned plant or facilities were as follows:

Ownership Properly, Plant, Accumulated Construction Work
Share and Equipment  Depraciation in Progress

{in millions)
Duke Energy Carolinas
Production;
Catawba Nuclear Station (Units 1 and 2! 12.5% 5 559 S 07 $10
Duke Energy Chio
Production: -
Miamni Fort Station (Units 7 and 8)® 64.0 h92 157 12
W.C. Beckjord Station (Uit &) 375 47 33 4
J.M. Stuart Statignia 390 426 188 265
Conesville Station (Unit 4} 40,0 81 54 85
W.M. Zimmer Stationt 46,5 1,328 499 5
Kilien Stationta i) 330 207 123 85
Vermillion®! 75.0 197 41 —_
Transmission Various 88 49 2
Duke Energy Indiana
Production:
Gibson Station (Unit S)e 50.1 289 158 20
Transmission and Incal facilities Various 2,509 1,189 —
Duke Energy Kentucky
. Production:
East Band Stationio) 69.0 429 220 . 1
International Energy ‘
Production:
Brazil - Canoas | &Il 47.4 155 ) 18 -—

(3} Station is not aperated by Duke Energy Chio.
bl Included in Commercial Power segment
{c} Included in LS. Franchised Electric and Gas segment

in December 2006, Duke Energy announced an agreement to purchase a portion of Saluda River Electric Cooperative, Inc.’s owner-
ship interest in the Catawba Nuclear Station. Under the terms of the agreement, Duke Energy will pay approximately $158 million for the
additional ownership interest of the Catawba Nuclear Station. Following the closing of the transaction, Duke Energy will own approximately
19 percent of the Catawba Nuclear Station. This transaclion, which is expected to close prior to September 30, 2008, is subject to
approval by various state and federal agencies.

Duke Energy’s share of revenues and operating costs of the abave jointly owned generating facilities are included within the corre-
sponding Yine on the Consalidated Statements of Operations. Each participant in the jointly owned facilities must provide its own financing.
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6. Income Taxes
The following details the components of income tax expense;

Income Tax Expense

For the Years Ended

Dacember 31,
2007 2006 2005
{in millions)
Current income taxes
Federal $(59) 5651 5 59
State 24 60 66
Foreign 64 48 63
Total current income taxes 29 759 . 188
Deferred income taxes :
Federal 627 (304 188
State 37 20y {39
Foreign 32 27 43
Total deferred income taxes 696 {297 197
Investment tax credit amortization 13 12> Qo
Tatal income tax expense from continuing operations 712 450 375
Total income tax (benefit) expense from discontinued operations (88) 379 477
Total incorne tax benefit from cumulative effect of change in accounting principle — — {1
Total income tax expense included in Consclidated Statements of Operationst@ 5624 5829 5851

{a) Included in the "Total cuent income taxes” line above is a FIN 48 henefit relating primarity to certain temporary differences of approximately $245 million,

Income from Continuing Opevations bhefore Income Taxes

For the Years Ended
December 31,
2007 2006 2005
{in millions)
Domestic $1,894 51,333 § 978
Foreign _ 340 197 290
Total income from continuing operations before income tzxes 52,234 §1,530 $1,268
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Reconciliation of Income Tax Expense at the 1.S. Federal Statutory Tax Rate to the Actual Tax Expense l‘rqm Continuing
Operations (Statutory Rate Reconciliation)

For the Years Ended
December 31,
2007 2006 2005
{in millions})

income tax expense (benefit}, computed at the statutory rate of 35% . $782 5536 S$444

State income tax, net of faderal income tax effect 40 26 21

Tax differential on foreign earnings 23 6 4
Employee stock ownership plan dividends 20 {29 (22
Cther items, nat 677 By (72

Total income tax expense from continuing operations §712 5450 5375
Fifective tax rate C 31.9% 29.4% 29.6%

During 2007, Duke Energy had tax benefits related 1o the manufacturing deduction of approximately $35 million, which is reflected in
the above table in Other items, net. The manfacturing deduction was crealted by the American Job Creation Act of 2004 (the Act. The
Act provides & deduction for income from qualified domestic production activities. During the years ended December 31, 2006 and
2005, the Act provided for a 3% deduction on qualified production activities. During the year ended December 31, 2007, the deduction
increased to 6% on gualified production activities.

During 2006, Duke Energy had favorable tax settlements on research and development costs and nuclear decommissioning costs of
approximately $30 million, tax benefits related to the impairment of an investment in Bolivia of approximately $25 million and the manu-
facturing deduction of approximately $13 million. These benefits are reflected in the above table in Other items, net.

During 2005, Duke Energy recorded tax benefits of approximately $12 million related to the manufacturing deduction and $16 mit
lion related to a real estate donation. These benefits are reflected in the above table in Other items, net.

Valuation allowances have been established for certain foreign and state net operating loss carryforwards that reduce deferred tax
assets to an amount that will be realized on a more-ikely-than-not basis. The net change in the tolal valuation allowance is incluged in Tax
differential on foreign earnings and State income tax, nat of federal incame tax effect in the above table.

Net Deferred Income Tax Liability Components

December 31,
2007 2006
fin milllons}

Deferred cradits and other liabilities $1,206 51,729
Qther - 167
Total deferred income tax assets 1,206 1,896
Valuation allowance . e0) {92}
Net deferred income tax assets : 1,116 1,804
Investments and other assets ‘ (695) (1,359
Accelerated depreciation rates ‘ (3,769) (4,740}
Regulatory assets and deferred debits (953) (2,244)
Other 22 - —
Total deferred income tax ligbilittes (5,439 (8,343
Net deferred income tax liabilities 5(4,323) 56,539
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The above amounts have been classified in the Consolidated Balance Sheets as follows:

Deferrad Tax Liabillties

December 31,
2007 2008
: {in milkons)
Current deferred tax assets, included in other current assets ' 5 312 § 357
Non-current deferred tax assets, included in other investments and other assets 133 153
Current deferred tax liabilities, included in other current liabilities {17} (46)
Non-current deferred tax liabilities {4,761 (7,003}
Total net deferred income tax liabilities 514,323 $16,539)

——

Deferred incorne taxes and foreign withholding taxes have not been provided on undistributed earnings of Duke Energy’s foreign
subsidiaries as such amounts are deemad to be permanently reinvested. The cumulative undistributed earnings as of December 31,
2007 on which Duke Energy has nat provided deferred income taxes and foreign withhokding taxes, is approximately 5460 million.

Duke Energy or its subsidiaries file income tax returns in the U.S. with federal and various state governmental authorities, and in for-
eign jurisdictions. As discussed in Note 1, on January 1, 2007, Duke Energy adopted FIN 48. The follawing table shows the impacts of
adoption of FIN 48 on Duke Energy's Consclidated Balance Sheets,

Increass/
{Dacreass)
{Im millions)
Assets
Goodwill ) $ 9
Liabilities
Other Liabilities (non-current)e 5311
‘Interest Accrued {current) 22)
Deferred Income Taxes {170)
Taxes Payable (85)
Total S 34
Common Stockholders’ Equity
Retained Earnings—Cumulative Effect of Accounting Change $ (25)

{a}  Includes liability for unrecognized tax benefits and accrued interest and penalties, including reserves against gain contingencies. These gain contingences were
not recorded prior to the adeption of FIN 48,

" The following table shows the accounting for the impacts of adoption of FIN 48 on January 1, 2007, along with the respective
impacts related 1o the subsequent spin-off ot Spectra Energy cn January 2, 2007. See Note 1 for additional information.

January1,  Spin-offte January 2,
2007 Spectra Energy 2007

{in millions})
Unrecognized Tax Benefits 5499 sive) - 5421
Interest Payable/[Raceivable)e S(14) 811} % (25}
Penallies Payable $ 3 31 5 2

{a) Reflects alt interest related to income taxes.

114




PART It

DUKE ENERGY CORPORATION
Notes To Consolidated Financial Statements—{Continued)

The following table details the changes in Duke Energy’s unrecognized tax benefits from January 1, 2007 to December 31, 2007.

Increase/
{Deéreasa)
(in miHlons)
Unrecognized Tax Benefits—January 1, 2007 : $499
Spinroff to Spectra Energy S(78)
Unrecognized Tax Benefits—.anuary 2, 2007 $421
Unrecognized Tax Benefits Changes .
Gross increases—tax positions in prior periods ' 536
Gross decreases—tax positicns in prior periods - (96)
Gross increases—current period tax positions . 1
Settlements & 52)
Lapse of statute of limitations {2
Total Changest® $(73)
Unrecognized Tax Benefits—Cecember 31, 2007 5348

{8 Anincrease in the liability of $157 million recorded during first quarter 2007, primarily relatzd ta the timing of certain deductions taken on tax returns in prior
years, was 2liminated during the third quarter of 2007.

At December 31, 2007, Duke Energy has approximately $114 million of unrecognized tax benefits that, if recognized, would affect
the effective tax rate. Additionally, at December 31, 2007, Duke Energy has approximately $16 million and $9 million that, if recognized,
would affect (Loss) Income From Discontinued Operations, net of tax, and goodwill, respectively.

it is reasonably possible that Duke Energy will reflect an approximate $65 million reduction in unrecognized tax benefits within the
next twelve months due to expected seftlements. Also, it is reasonably possible that up to approximately S100 million in currently .
recorded unrecognized tax benefits related to prior open tax years could change within the next twelve months, although Duke Energy is
unable to further estimate the amount of potential change at this time. Duke Energy expects in the next twelva months to decide whether
or not to contest a ruling by the taxing authority that denied its position.

Duke Energy is assessing certzin other tax matters which do not represent tax positions under FIN 48 and which could result in
gains in future periods. However, the timing and amounts of any such potential gains are not currently esimable.

During the year ended December 31, 2007, Duke Energy recognized net interest income of approximately $38 million. At
December 31, 20C7, Duke Energy had approximately $27 million of interest receivable, which reflects all interest related to income tax-
es, and $2 million accrued for the payment of penalties.

Duke Energy has the following tax years open.

Jurlsdiction Tax Years

Federal 1999 and after (except for Cinergy and its subsidiaries, which are opan for years 2000 and after)

State Majority closed through 2001 except for certain refund claims for tax years 1978-2001 and any adjustments refated to
open federal years

International 2000 and after

7. Asset Retirament Obligations

In June 2001, the FASB issued SFAS No. 143, which was adopted by Duke Energy on January 1, 2003. SFAS No. 143 addresses
financial accounting and reparting for legal obligations associated with the retirement of tangible long-ived assets and the related asset
retirement costs. The standard applies to legal obligations associzted with the retirement of long-lived assets that result from the acquis-
ition, construction, development and/or normal use of the asset. SFAS No, 143 requires that the fair value of a liability for an asset
retirement obligation be recognized in the period in which it is incurred, if a reasonable estimate of fair value can be made. The fair value
of the liability is added to the carrying amount of the associated asset. This additional carrying amount is then depreciated over the Jife of
the asset, The liability increases due to the passage of time based on the time value of money until the obligation is settled. Subseguent
to the initial recognition, the liability is adjusted for any revisions to the expected value of the retirement obligation (with corresponding
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adjustments to property, plant, and equipment), and for accretion of the liability due to the passage of time. Additional depreciation
expense is recorded praspectively for any increases to the carrying amount of the associated asset,

Asset retirement obligations at Duke Energy relate primarily 1o the decommissioning of nuclear power facilities, obligations related to
right-of-way agreements, asbestos removal and contractual leases for land use. In accordance with SFAS No. 143, Duke Energy identified
certain assets that have an indeterminate life, and thus the fair value of the retirement obligation is nat reasonably estimable. Thase
assets included distribution facilities and some gasired power plants. A liahility for these asset retirement obligations will be recarded
when a fair value is determinable.

The adoption of SFAS No. 143 had no impact on the income of the regulated electric operations, as the effects were offset by the
establishment of regulatory assets and liabilities pursuant to SFAS No. 71 as Duke Energy received approval from bath the NCUC and
PSCSC to defer all cumulative and future income statement impacts related to SFAS No. 143, Similar approval was not granted by the
PUCO, IURC and KPSC for Duke Energy Ohio, Duke Energy Indiana and Duke Energy Kentucky, respectively.

In March 2005, the FASB issued FIN 47, As a result of the adoption of FIN 47 in 2005, an increase in total assets of $31 million was
recorded, consisting of an increase in regulatory assets of $24 million, an increase in nef property, plant and equipment of $7 miflion and
anh increase in ARD liabifities of approximately 535 million. The adoption of FIN 47 had no impact on the income of the regulated electric
operations, as the effects were offset by the establishment of regulatory assats and liabilities pursuant to SFAS No. 71. For obligations
related to other operations, a net-oftax cumulative effect adjustment of approximately 54 million was recorded in the fourth quarter of
2005 as a reduction in earnings (see Note 1),

The pro forma effects of adopting FIN 47, mcluding the impact on the balance sheet, net income and related basic and dilvted eam-
ings per share, are not presenied due to an immaterial impact.

The asset retirement obligation is adjusted each period for any liabilities incurred or settled during the period, accretion expense and
any ravisions made to the estimated cash flows.

Reconciliation of Asset Retirement Obligation Liability

Years Ended
December 31,

2007 2006

{in mifllons)

Balance as of January 1, $2,301 $2,058
Spinoff to Spectra Energy'® (85) —
Accretion expense 153 143
Liabilities settled (20 )]
Liabilities added due to regulatory requirements 2

Liabilities incurred due to new acquisitions® — 59
Revisions in estimated cash flows -— 48
Balance as of December 31, $2,351 $2,301

——

(al As discussed in Note 1, on January 2, 2007, Duke Energy completed the spin-off of its natural gas businesses.
{b)  Primarily related to Duke Energy's acquisition of Cinergy in April 2005.

Accretion expense for the years ended December 31, 2007 and 2006 included approximately $153 million and $142 million,
respectively, related to Duke Energy's regulated electric operations which have been deferred as regulatory assets and liabilities in
accordance with SFAS No. 71, as discussed above. :

Upon adoption of SFAS No. 143, Duke Energy's regulated electric and regulated natural gas operations classifies removal costs for
properly that does not have an associated legal retirement obligation as a regulatory liability, in accordance with regulatory treatment
under SFAS No. 71. Duke Energy does not accrue the estimated cost of removal when no legal obligation associated with retirement or
removal exists for any nonregulated assets (including Duke Energy Ohig's generation assets). Yhe tote! amount of removat ¢osts included
in Other Deferred Credits and Cther Liabilities on the Consolidated Balance Sheets was $2,173 million and $2,345 million as of
December 31, 2007 and 2006, respectively. At December 31, 2006, approximately $321 million of removal costs were related to
obligations of the natural gas businesses that were spun off to shareholders on January 2, 2007,
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Nuclear Decommissioning Costs. In 2005, the NCUC and PSCSC approved a $48 million annual amount for contributions and
expense levels for decommissioning. In each of the years ended December 31, 2007 and 2006, Duke Energy expensed approximately
548 million ang contributed cash of approximately $48 million to the NDTF for decommissioning costs. These amounts are presented in
the Consclidated Statements of Cash Flews in Purchases of Available-For-Sale Securities within Cash Flows from investing Activities. In
each of the years ended December 31, 2007 and 2006, $48 millign was contributed entirely to the funds reserved for contaminated
costs, Contributions were discontinued to the funds resenved for non-contaminated costs since the current estimates indicate existing
funds to be sufficient to cover projected future costs. The balance of the external funds was $1,929 miillion as of December 31, 2007
and 51,775 miliion as of December 31, 2006, These amounts are reflected as Nuclear Decommissioning Trust Funds within Investments
and Other Assets in the Consolidated Balance Shegts. The fair value of assets legally restricted for the purpose of settling asset retire-
rent obligations associated with nuclear decommissioning was $1,551 million as of December 31, 2007 and $1,421 million as of
December 31, 2006. '

Estimated site-specific nuclear decommissioning costs, including the cost of decommissioning plant components not subject to
radipactive contamination, total approximately $2.3 billion in 2003 dollars, based on a decommissioning study completed in 2004, This
includes costs related to Duke Energy's 12.5% ownership in the Catawba Nuclear Station. The other joint owners of the Catawba Nuclear
Station are responsible for decommissioning costs refated to their ownership interests in the station. Both the NCUC and the PSCSC have,
allowed Duke Energy to recover estimated decommissioning costs through retail rates over the expected remaining service periods of
Duke Energy's nuclear stations. Management believes that the decommissioning costs being recovered through rates, when coupled with
expected fund earnings, are sufficient to provide for the cost of decommissioning.

The operating licenses for Duke Energy's nuclear units are subject to extension. In December 2003, Duke Energy was granted
renewed operating licenses for Catawba Nuclear Station Units 1 ane 2 until 2043 and McGuire Nucigar Station Unit 1 and 2 until 2041
and 2043, respectively. in 2000, Duke Energy was granted a renewed operating license for the Oconee Nuclear Station Units 1 and 2
until 2033 and Unit 3 until 2034. :

8. Risk Management and Hedging Activities, Credit Risk, and Financial Instruments

Duke Energy is exposed to the impact of market fluctuations in the prices of electricity, coal, natural gas and other energy-related
products merketed and purchased as a result of its ownership of energy related assets. Exposure to interest rate risk exists as a result
of the issuance of variable and fixed rate debt and commercial paper. Duke Energy is exposed to foreign currency tisk from invastments
in international affiliate businesses owned and operated in foreign countries and from certain commodity-related transactions within
domestic operations. Duke Energy employs established policies and procedures to manage its risks associated with these market fluctua-
tions using various commadity and financial derivative instruments, including swaps, futures, forwards, options and swaptions.

Duke Energy's Derivative Portfolio Carrying Value as of December 31, 2007

Maturity
in 2011 Total
. . Maturity Maturity: Maturity and - Carrying
Asset/[Liability) in 2008 in 2009 . in 2010 Thereafter Vaiue
' _ {in mitions)

Hedging S(24) 4(8) 5— 52 s34
Undesignated : S _n 7 7 14 3
Total o _%) o 57 512 $5

The amounts in the table above represent the combination of amounts presented as ather current assets, ather investmants and
other assets, ather current liabilities and other deferred credits and cther liabilites on Duke Energy’s Consolidated Balance Sheets.

Commadity Cash Flow Hedges, Some Duke Energy subsidiaries are exposed to market ﬂuctuahons in the pnces of various
commodities related to their power generating and naturél gas sales and transportation activities. Duke Energy closely monitors the
potential impacts of commaodity price changes and, where appropriate, enters into contracts to protect margins for a ‘portion of future
sales and generation revenues and fuel expenses. Duke Energy uses commodity instruments, such as swaps, fitures, forwards and
options, as cash fow hedges for electricity and natural gas transactions. Duke Energy is hedging exposures to the price vanab:lrty of
these commodities for a maximum period of 2 years, '
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The ineffective portion of commodity cash flow hedges resulted in an immaterial amount in 2007, & pre-tax gain of $5 million in
2006 and-a pre-tax loss of $12 million in 2005 and is reported primarily in {Loss) Income From Discontinued Operations, net of tax in the
Consolideted Statements of Operations. The amount recognized for transactions that no longer qualified as cash flow hedges, which is
ciassified in (Loss) Income From Discontinued Operations, net of tax in the Consolidated Stataments of Operations, resulted in an immate-
rial amount in 2007, a loss of approximately $67 million in 2006 and a gain of approximately $1.2 billion in 2005 (see Note 13).

As of December 31, 2007, 525 million of pretax deferred net losses on derivative instruments related to commodity cash flow -
hedges were accumulated on the Consolidated Balance Sheets in AOCI and are expected to be recognized in eamings during the next
twelve manths as the hedged transactions occur. However, dua to the volatility of the commodities markets, the corresponding value in
AQCH will likely change priar to its reclassification into earnings.

Commaodity Fair Value Hedges. Same Duke Energy subsidiaries are exposed to changes in the fair value of some unrecognized
firm commitments to sell generated power or natural gas due to market fluctuations in the underlying commodity prices. In the former
DENA business currently classified as discontinued operations, Duke Energy evaluated changes in the fair value of such unrecognized firm
commitments due to commodtty price changes and, where appropriate, used various instruments to hedge its market risk, Those com-
modity instruments, such as swaps, futures and forwards, served as fair value hedges for the firm commitments asscciated with gen-
erated pawer. The ineffective portion of commadity fair value hedges resulted in no gain or loss in 2007, a pre-tax gain of $7 millien in
2006 and a pre-tax loss of $4 million in 2005, and is reported primerily in (Loss) Income From Discontinued Operations, net of tax on the
Consolidated Statements of Oparations.

Normal Purchases and Normal Sales Exception. Duke Energy has applied the normal purchases and normal sales scope
gxception, as providad in SFAS No. 133, interpreted by Derivatives implementation Group lssue C15, "Scope Exceptions: Normal Pur-
chases and Normal Sales Excepticn for Option-Type Contracts and Forward Contracts in Electricity,” and amended by SFAS No. 149,
“amendment of Statement 133 on Derivative nstruments and Hedging Activities,” to certain contracts involving the purchase and sale of
electricity at fixed prices in future periods. These contracts, which relate primarily to the delivery of electricity over the next 14 vears, are”
net included in the fable above. As discussed in Note 13, during 2005, Duke Energy recogmzed a pre-tax loss of approxmmately 51.9 bt
tion for the disqualification of certain power and gas forward sales contracts,

Certain forward power contracts related to former DENA's Southeast Plants and the deferred plants had been primarily designated
as normal purchases and normal sales in accordance with SFAS No, 133. In addition, as certain farward gas contracts related to the
long-lived assets had been designated as cash flow hedges in accordance with SFAS No. 133. As a result of the change in management
intent for the long-ived assets, the related forward power and gas contracts were de-designated as normal purchases and sales and
hedges. The amount recognized for transactions that no longer qualified as hedged firm commitments was not material in 2006 and
2007.

interest Rate (Fair Value or Cash Flow} Hedges, Changes in interest rates expose Duke Energy to risk as a result of its issuance
of variable and fixed rate debt and commercial paper. Duke Energy manages its interest rate expaosure by limiting its variablerate
exposures to a percentage of total capitalization and by monitoring the effects of market changes in interest rates. Duke Energy also
enters intg financial derivative instruments, including, but not limited to, interest rate swaps, swaptions and U.S. Treasury lock agree-
ments to manage and mitigate interest rate risk exposure. Duke Energy's existing interest rate derivative instruments and related
ineffectiveness were not material to its consolidated results of operations, cash flows or financial position in 2007, 2006, and 2005.

Foreign Currency (Fair Value, Net Investment or Cash Flow] Hedges. Duke Enargy is exposed to foreign currency risk from
investments in international affiliate businesses owned and operated in foreign countries and from certain commodity-related transactions
within domestic cperations. To mitigate risks associated with foreign currency fluctuations, contracts may be denominated in or indexed
to the U.S. dollar and/or local inflation rates, or investments may ba naturally hedged through debt denominated or issued in the foreign
currency. Duke Energy may also use foreign currency derivatives, where possible, to manage its risk related to foreign currency fluctua-
tions. There was no gain or oss during 2007 and 2006 and a net gain of $1 millicn included in the cumulative transtation adjustment for
hedges of net investments in foreign operatians during 2005. To monitor its currency exchange rate risks, Duke Energy uses sensitivity
analysis, which measures the impact of devaluation of foreign currencies. '

Other Derivative Contracts. Trading. Duke Energy has been exposed to the impact of market fluctuaticns in the prices of natural
gas, electricity and other energy-refated products marketed and purchased as a result of proprietary trading activities. During 2003, Duke
Energy prospectively disconlinued proprietary trading. As a result of the Cinergy merger, Duke Energy acquired natural gas and power
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marketing and trading operations, conducted primarily through CMT, the results of which have been reflected in iLoss) Income from Dis-
continued Operations, net of tax, from the date of the Cinergy acquisition to the date of sale. In October 2006, the CMT sale transaction
was completed and Duke Energy entered inta a series of Total Return Swaps (TRS) with Fortis (see Naote 13).

Undesignated. In addition, Duke Energy uses derivative contracts to manage the market risk exposures that arise from energy sup-
ply, structured origination, marketing, risk management, and commercial optimization services to large energy customers, energy aggre-
gators and other whelesale companies, and to manage interest rate and foreign currency exposures. This category includes changes in
fair value for derivatives that no longer qualify for the normal purchase and normal sales scope exception and disqualified hedge con-
tracts, unless the derivativa contract is subsequently re-designatied as a hedge. The contracts in this category as of December 31, 2007
are primarily associated with forward power sales and coal purchases for the Commercial Power operations and remaining former DENA
exit activity announced in 2005 [see Note 1.3). Duke Energy's exposure to price risk is influenced by a number of factors, including con-
tract size, length, market liquidity, location and unique or specific contract terms.

In connection with the Barclays Bank PLC {Barclays) transaction discussed in Note 13, Duke Enargy entered into a series of TRS with
Barclays, which are accounted for as mark-to-market derivatives. The TRS offsets the net fair value of the contracts being sokd to Bar-
clays. The fair value of the TRS as of December 31, 2007 is an asset of approximately $66 million, which offsets the net fair value of the
underlying contracts, which is a lizbility of approximately $66 million. The remaining contracts covered by this TRS are with a single coun-
terparty. Although Duke Energy has transferred the risks associated with these cantracts to Barclay's via the TRS, Duke Energy will con-
tinue to facilitate these contracts for their duration.

Credit Risk. Duke Energy’s principal customers for power and naiural gas marketing and transportation services are industrial
end-users, marketers, local distribution cormpanies and utilities located throughout the U.S. and Latin America. Duke Energy has concen-
frations of receivables from natural gas and electric utilities and their affiliates, as well as industrial customers and marketers throughout
these regions. These concentrations of customers may affect Duke Energy's overall credit risk in that risk factors can negatively impact
the credit quality of the entire sector. Where exposed to credit risk, Duke Energy analyzes the counterparties’ financial condition prior to
entering into an agreament, establishes credit limits and monitors the appropriateness of those limits on an ongoing basis.

Duke Energy's indusiry has historically operated under negotiated credit lines for physical delivary contracts. Duke Energy frequently
uses master callaterz| agreements to mitigate certain ¢redit exposures, primarily in its risk management operations. The collateral
agreements provide far a counterparty to post cash or lettars of credit to the exposed party for exposure in excess of an established
thresheld. The threshold amount represents an unsecured credit limit, determined in accordance with the corporate credit policy.
Collateral agreements also provide that the inability to post collateral is sufficient cause to terminate contracts and fiquidate 2l positions.

Duke Energy also obtains cash or letters of credit from customers to provide credit support outside of collateral agreements, where
appropriate, based on its financial analysis of the customer and the regulatory or contractual terms and conditions applicable te each
transaction.

Financial Instruments. The fair value of financial instruments, excluding derivatives included elsawhere in this Note and in Note 13,
is summarized in the following table, Judgment is required in interpreting market data to develop the estimates of fair value. Accordingly,
the estimates determined as of December 31, 2007 and 2008, are not necessarily indicative of the amounts Duke Energy could have
realized in current markets.

Financial Instruments

As of December 31,
2007 2006

Book Approximate Book  Approximate
Value Fair Value Value Fair Value

{in millions)
Long-term debtia . . £11,024  S$11,154  §19723 520,765
Longterm SFAS 115 securities 2,274 2,274 2,095 2,095

{a} Includes current maturities.

The fair value of cash and cash equivalents, shortterm investments, accounts and nctes receivable, accounts pavable and commer-
cial paper are not materially different from their carrying amounts because of the shortterm nature of these instruments and/or because
the stated rates approximate market rates.
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9. Marketable Securities

Shortterm investments. At December 31, 2007 and 2006 Duke Energy had $437 milfion and $1,514 million, respectively, of short-
term investments consisting primarily of highly liquid tax-exempt debt securities. As discussed in Note 1, these securities fraquently have
stated maturities of 20 years or more; however, these instruments have historically provided for a high degree of liquidity through fea-
tures such as daily and seven day notice put options and 7, 28, and 35 day auctions which allow for the redemption of the investments at
their face amounts plus earned income. The hokding period for these securities is typically less than 1 year, but can be impacted by liquid-
ity factors in the financial markets. These instruments are classified as availablefor-sale securities under SFAS No. 115 as management
does not intend to hold them to maturity nor are they bought and sold with the objective of generating profits on shortterm differences in
price. As of December 31, 2007, the carrying value of these instruments approximated their fair value as they contain floating rates of
interest. In January 2008, substantially all of these investments were sold at auction at amounts approximating their camrying values. In
early 2008, Duke Energy made additienal investments in these types of instruments. During the years ended December 31, 2007, 2006
and 2005, Duke Energy purchased shortterm investments of approximately $21,661 million, $31,521 million and $38,535 mitlion,
respectively, and received proceeds on sales of approximately 522,685 million, $30,692 and $38,386 million, respectively.

Other Long-term investments, Duke Energy invests in debt and equity securities that are heid in the NDTF {see Note 7 for furiher
information), in Rabhi Trusts for investments related to certain executive deferred compensation plans, and in the captive insurance
investment portfolio. These investments are classified as available-for-sale under SFAS No. 115 and, therefore, are carried at estimated
fair value based on quoted market prices. Since management does not intend to use these investments in current operations, these
investments are classified as long-term.-

As of December 31, 2007 and 2006, Duke Energy's NDTF held investments with a fair market value of apporoximately $1,929 mil-
lion and 51,775 million, respectively. The NDTF is managed by independent investment managers with discretion to buy, sell and invest
pursuant to the objectives set forth by the trust agreement. Therefore, Duke Enérgy has limited oversight of the day-to-day management
of the NDTF investments. Pursuant to an order fram the NCUC, Duke Energy defers as a regulatory asset ar regulatary liability all gains
and losses associated with investments in the NDTF. ‘

As of December 31, 2007 and 2006, Duke Energy’s other long-term investments had a fair market value of $345 miflion and 5320,
respectively.

The cast of securities soid is determined using the specific identification method. During the years ended December 31, 2007,
2006 and 2005, Duke Energy purchased long-term investments of approximately $2,007 million, 51,951 milfion and $1,826 million,
respectively, and received proceeds on sales of approximately 51,954 mitlion, 51,937 and 51,787 million, respectively. Most of these
purchases and sales relate to the NDTF. Purchases for the years ended December 31, 2007, 2006 and 2005 include contributions to
the NDTF of approximately $48 million in each year pursuant o an order by the NCUC {see Note 7). The remaining investment activity
relates primarily to purchases and sales within the NDTF.

The estimated fair values of shortterm and longterm investmen_ts classified as available-for-szle are as follows (in milions). |
' As of Decsmber 31,
2007 2006

Gross Gross Gross Gross
Unrealized Unrealized Estimated Unrealized Unrealized Estimated
Holding Holding Fair Holding Holding Falr

Galns Losses Value Gaing Losses Value

Short-term Investments $ — 5— $ 437 S — §— $1,514
Total shortterm investments § — S_—— § 437 s — S_— 51,514
Equity Securities $610 $23)  $1458  $471 s $1,368
Carporate Debt Securities 2 (1) 86 1 4] 85
Municipal Bonds ) 3 43] 251 1 €] 268
U.S. Government Bonds 10 - 269 7 — 159
Other 2 1w 210 1 1w 215

&

Tatal longterm investments : $527 $(26) 52,274

6 52,085

|
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For the years ended December 31, 2007, 2008, and 2005 gains of less than $1 million, approximately $57 milion (inciuding $51
million reclassified to (Loss) Income from Discontinued Operatmns net of tax) and approximately $3 million, respechvely. were
reclassified out of AOCI into earnings. :

Debt securities held at December 31, 2007 mature as follows: $15 million in less than one year, $153 million in one to fwe years,
5147 miflion in $ix 1o ten years and $291 million thereafter.

The fair vaiyes and gross unrealized losses of availablefor-sale equity and debt securities which are in an unrealized loss position,
including securifies held in the NDTF, summarized by invesiment type and fength of time that the securities have been in a continuous foss

position, are as follows at December 31, 2007 and 2006.
As of Decamber 31, 2007

Fair  Unrealized Loss Position Unrealized Loss Posiion

Value »>12 months <12 inonths
lin miltions). '
Equity securities $175 $2) $i21)
Corporate Debt securities 23 — (1)
Municipal bonds 75 —_ (1)
Other 70 {n -
Total £343 5(3) 5(23)
As of December 31, 2006
Falr  Unrealfzed Loss Position Unrealized Loss Position
Value »12 months <12 months
{In milions)
Equity securities $ &5 $ 15 171
Corporate Debt securities 43 (1) -
Municipal bonds 200 (2} : (1)
Other 88 (2) ~
Total $396 11) (5)
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10. Goodwlll and Intangible Assets

Duke Energy evaluates the impairment of goodwill under the guidance of SFAS No. 142. There were no goodwill impairment charges
in 2007, 2006 or 2005 as a result of the annual impairment tests reguired by SFAS No. 142. As discussed further in Note 2, in Aprit
2006, Duke Energy and Cinergy consuramated the previously announced merger, which resulted in Duke Eaergy cecarding goadwill and
intangible assets of approximately $5.6 biflion. The following table shows the companents of goodwill at December 31, 2607:

Changes in the Carrying Amount of Goodwill

Balance Balance
Docember 31, December 31,
2006 Acquisitions Other 2007
{in millions}
U.8. Franchised Flectric and Gas ' $ 3,500 § — 5 @22 53,478
Natural Gas Transmissionta . 3,523 -— (3,523) —
Commercial Power 885 -— (14) . 871 .
International Energy 267 - 26 293
. Total consalidatad $8,175 § - 5(3,533) 54,642
Balance Balance
December 31, December 31,
‘ : 2005 Acquisitionsi®  Otheric 2006
U.S. Franchised Electric and Gas s — $3,500 s — $3,500
Natural Gas Transmission 3512 — 11 3,523
Commercial Power — 1,020 (135) 885
International Energy ‘ 256 — 11 267
Crascentid 7 — (7 —
Total consotidated $3.775 $4,520 $ (120) 58,175

la}  As discussed in Note I, on January 2, 2007, Duke Energy completed the spinoff of its natural gas busingsses, including the former Natural Gas Transmission
business segment.

{8} Googwill resulting from Duke Energy's merger with Cinergy.
{c)  Approximately 5135 million of goodwill had been allecated to CMT, which was disposed of during 2006 (see Note 13).
{d) Reduction in goodwill at December 31, 2006 reflects the deconsolidation of Crescent in Septemmber 2006 {see Note 2).

intangible Assets

The carrying amount and accumulated amortization of intangible assets as of December 31, 2007 and December 31, 2006, which
primarily related to the intangible assets acquired as a part of the merger with Cinergy, are as follows:

December 31, December 31,

2007 2006
[in mitilons)

Emission allowances $ 426 4587
(Gas, coal and power contracts 2% 318
Othera 116 61
Total gross carrying amount 838 566
Accurmulated amortization—gas, coal and power contracts (94} (46)
Accumulated amortization—other (24} (15)
Total accumulated amortization {118 61}
Total intangible assets, net 3720 $905

{a Increase in intangible assets primarily related to the acquisition of the wind power development assets of Energy investar Funds fram Tierra Energy (sae Nota 2).

Emission allowances sold cr consumed during the years ended December 31, 2007, 2006 and 2005 ware $271 million, $428 mik
lion and $8 million, respectively.
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Amortization expense for gas, coal and power contracts and other intangible assets for the years ended December 31, 2007, 2006
and 2005 was approximately 557 million, $56 millior and $1 million, respectively.

The table below shows the expected amortization expense for the next five years for intangible assets as of December 31, 2007.
The expected amortization expense ncludes estimates of emission allowances consumption and estimates of consumption of commod-
es such as gas and coal under existing contracts. The amortization amounts discussed below are estimates. Actual amounts may differ
from these estimates due to such factors as changes in consumption patterns, sales or impairments of emission allowances or other
intangible assets, additional intangible acquisitions and other events.

2008 2009 2010 2011 2012
{in millions}
Amortization expense $165 §105 $38 845 842

In connection with the merger with Cinergy, Duke Energy recarded an intangible liability amounting to approximately $113 miflion
associated with the MBSSQ in Ohio that will be recognized in eamings thraugh December 31, 2C08. The carrying amount of this
intangible liability was approximately $67 million ang $95 million at December 31, 2007 and 2006, respectively. The remaining 567 mil
lian will be amortized to income in 2008. Duke Energy also recorded approximately $56 million of intangible liabilities associated with
other power sale contracts in connection with the merger with Cinergy. The camrying amount of these intangible liabifities was approx-
imately $22 million and $39 miliion at December 31, 2007 and 2006, respectively. This balance will be amortized to income as foliows:
approximately S6 miliion in each of the vears 2008 through 2013, and approximately $4 million im 2011.

11. Investments in Unconsolidated Affiliates and Related Party Transactions

Investments in domestic and international affiliates that are not controlled by Duke Energy, but over which it has significant influence,
are accounted for using the equity method. During the years ended December 31, 2007, 2006 and 2005, Duke Energy received dis-
tributions from those investments of $147 million, 5893 mitlion and $856 million, respectively. Of these amounts, approximately $147
miillion, $741 million and 5473 million are included in Other, assets within Cash Flows from Operating Activities on the accompanying
Consolidated Statemerts of Cash Flows for the years encded December 31, 2007, 2006 and 2005, respectivaly, and 50, $152 million
an¢ $383 million are included in Distributions from Equity Investments within Cash Flows from Investing Activities on the accompanying
Consolidated Statements of Cash Flows for the vears ended December 31, 2007, 2006 and 2005, respectively. Duke Energy's share of
net earnings from these unconsclidated affiliates within continuing operations is refiected in the Consolidated Statements of Operations as
Equity in Earnings of Unconsolidated Affiliates.

As discussed in Note 1, an January 2, 2007, Duke Energy completed the spin-off of its natural gas businesses to sharehalders.
Included in the assets distributed to Spectra Energy were investments in unconsolidated affiliates with an approximate carrying value of
51,618 million as of the distribution date, which primarily consisted of Duke Energy's 50% ownership interest in DCP Midstream and a
50% ownership interest in Gulfstream Natural Gas System, LLC {Gulfstream}, an interstate natural gas pipeline that extends from Mis-
sissippi and Alabama across the Gulf of Mexico to Florida.

As of December 31, 2007 and 2006, the carrving amount of investments in affiliates approximated the amaunt of underlying equity
in nat assets,

Significant investments in affiliates are as follows:

Commercial Power. As of both December 31, 2007 and 2006, investments primarily included a 50% interest in South Houston
Green Power, L.P (Green Power). Green Power is a cogeneration facility containing three combustion turbines in Texas City, Texas.
Although Duke Energy owns a significant portion of Green Power, it is not consolidated as Duke Energy does not hold a majority voting
control or have the ability to exercise control over Green Power.

International Energy. As of both December 31, 2007 and 2006, investments primarily included a 25% indirect interest in NMC,
which awns and operates a methanol and MTBE business in Jubail, Saudi Arabia, and a 25% indirect interest in Attiki, a natural gas distrib-
utor in Athens, Greece. Through August 2007, Duke Energy held a 50% nvestment interest in Compaiiia de Servicios de Compresion de
Campeche, S.A. de C.V. (Campeche), a natural gas compression facility in the Cantarell oil field in the Guif of Mexico. Campeche project
revenues were generated from a gas compression services agreement (GCSA) with PEMEX. Upon the expiration of the GCSA with the
Mexican National Oil Company (PEMEX) in August 2007, the aperations of Campeche were transferred to PEMEX and International Energy
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had no subseguent involvement with Campeche. See Note 12 for discussion of other than temporary impairment charges recorded during
the years ended December 31, 2006 and 2005 against the carrying value of the Campeche investment and related notes receivable.,

Crescent. An indirect wholly owned subsidiary of Duke Energy cortributed all the membership interests in Crescent to a joint van-
ture, causing Duke Energy to deconsolidate Crescent as of September 7, 2006 (see Note 2) as a result of a reduction in ownership to an
effective 50% interest and subsequently has accounted for the investment using the equity methed of accounting.

Other. As of December 31, 2007 and 2006, investments primarily include telecommunications investments.

Investments in Unconsolidated Affiliates

As of:
Dacember 31, 2007 Decomber 31, 2006
Domestic International Total Domestic International Total
{in millions)
L..S. Franchised Electric and Gas 5 2 5 — $ 2 5 2 5 — s 2z
Natural Gas Transmission®! — — — 434 18 452
Field Servicest! — — —_— 1,165 — 1,166
Commercial Power 201 — 201 223 — 223
International Energy . —_— 181 181 — 165 - 165
Crescentia 206 —_ 206 180 - 180
Other ‘ 95 11 106 104 13 117
Total $504 5192 5696 52,109 5196 52,305

{al Includes Duke Energy's effective 50% imerest in Crescent subsequent to deconselidation of Crescent in Septamber 2006,
(b} On January 2, 2007, Duke Energy completed the spin-off of its natural gas businesses, which primarlly included the former Natural Gas Transmission and Field
Services business segments.

Equity in Earnings of Unconsolidated Affiliates

- For the Years Ended: .
December 31, 2007 Decembear 31, 2006 . Dacember 31, 2005
Domestic International Total Domestic Internationai Total Domestic International Total
_ {in milllons)
LL.S. Franchised Electric and Gas ~ $(2) 5§ — $ 12 s S— $ @2 55— § — s —
Commercial Power 17 - 17 21 — 21 - —_ -
International Energy — 102 102 — 80 - 80 — 114 114
Crascent@ 38 — 38 23 — 23 {1 — m
Othertet — 2 2 02| 3 __1 ﬂ - ___1_1_
Totako $53 5104 583 %123 $1_0 5114 8_12_4

5157 540

(2] For the year ended December 31, 2006, approximately $1% million represents Duke Energy's effactive 50% intarest in Crescent earnings subsequent to deconso-
licdation in September 2006.

(bl Includes equity investments at the corporate level.

(c] Excludes equity in eamings of approximately S0, $609 miliion and $355 million for the years ended December 31, 2007, 2006 and 2005, respectively, inchided
in {Loss) Income From Discontinued Operatians, net of tax, primarily related to equity method investments hele by the natural gas businesses and included in Duke
Energy’s spinoff of Spectra Energy on tanuary 2, 2007. Addtionally, a 50% interest in Southwest Power Partners, LLC, which was in Other, was included in for-
mer DENA's Western United States generation assets that were sold to LS Power during 2006 (see Note 13}
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Summarized Combined Financial Information of Unconsolidated Affiliates

As of December 31,

2007 2006
{in millions)
Balance Sheeti2

Current assets $1,348 S 3,656
Nor-current assets 3,900 10,848
Current liabilities . (1,207  (3,354)
Non-current liabilities (2,015) (5,155)
Net assets _ ‘ $1,936 S 5995

{a] Amounts st December 31, 2006 include equity method investments related the natural gas businesses that were included in the spinoff to shareholders an Jan-
uary 2, 2007.

For the Years Ended
December 31,
2007 2006 2005
(in millions)
Income Statemential

Operating revenues $2,284 514,259 58,830
QOperating expenses 1,634 12,365 7,683
Net income 462 1,657 1,075

{a) Amourts for the years ended December 31, 2006 and 2005 include equity invesiments related to the natural gas businesses that were included in the spin-off to
shareholders on January 2, 2007 for which equity eamings are included in (£ ass) income From Discontinued Operations, net of tax, for periods prior to the spin-
off. Additionally, amounts for Crescent are included from the date of deconsofidation (September 7, 2006) and thereafter, Also, amounts related to DCP Mid-
straam are included for the respective periods from the date of deconsctidation (July 1, 2005) through the date of the spin-off of the natural gas businesses.

Related Party Transactions. Notes receivable from unconsclidated affiliates, which are included in Receivables on the Con-
solidated Balance Sheets, were $299 million as of December 31, 2007, which represents Duke Energy Ohio’s and Duke Energy Incliana’s
nates receivable from Cinergy Receivables Company LLC {Cinergy Receivables) (see Note 22). Notes receivable from unconsolidated
affiliates were $226 million as of December 31, 2006, which represerts Duke Energy Ohio's and Duke Energy Indiana's 5210 million
notes receivable from Cinergy Receivables and International Energy’s $16 milion note receivable from the Campeche project, a 50%
owned joint venture that International Energy ceased involvernent with in August 2007, Outstanding notes receivable have interest rates
approximating current market rates. :

Duke Energy Ohio and Duke Energy indiana sell their receivables to Cinergy Receivables, During 2007, Duke Energy Ohio and Duke
Energy Indiana collectively sold approximately $5.3 billion of receivables to Cinergy Receivables and received approximately $5.1 billion in
proceeds from the sales, including the notes receivable. During 2006 (subseguent to the closing of the Cinergy merger in April 2006),
Duke Energy Ohio and Duke Energy Indiana collectively soid approximately $3.5 biliion of receivables to Cinergy Recaivables and received
approximately $3.5 billion in proceeds from the sales, including the notes receivable. See Note 22 for further information.

Pricr to August 2007, International Energy loaned maney to Campeche to assist in the costs to buiid. international Energy received
principal and interest payments of approximately $28 million, $11 miflion and $5 milion from Campeche during 2007, 2006 and 2005,
respectively.

Advance SC LLC, which provides funding for economic development prajects, educational initiatives, and other programs, was
formed during 2004. U.S. Franchised Electric and Gas made donations of approximately 38 million and $24 million to the uncansclidated
subsidiary during the years ended December 31, 2007 and 2006, respectively. Additionally, at December 31, 2007 and 2006, U.S.
Franchised Electric and Gas had a trade payable te Advance SC LLC of approximately $11 million and 58 million, respectively,

The following related party transactions relate to activity with and among businesses included in the spin-off of the natural gas busk
nesses in January 2007 and are included in (Loss) Income From Discontinued Operations, net of tax, on the Consolidated Statements of
Operations, except where noted:

Natural Gas Transmission had a 50% ownership in two pipeline companies, Guifstream, an operating pipefine, and Islander East, LLC,
a development stage pipefine as well as a 50% ownership in a power plant, McMahon Cogeneration Plant, a cogeneration natural gas fired
facility transferred to Natural Gas Transmission from former DENA during 2G05. Natural Gas Transmission provided certain administrative
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and othar services to the pipeline companies and the power plant. Natural Gas Transmission recorded recoveries of costs from these
affiliates of $19 milion, and 512 million during 2006, and 2005, respectively.

In October 2005, Gulfstream issued $500 miflion aggregate principal amount of 5.56% Senior Notes due 2015 and $350 million
aggregate principal amount of 6.19% Senior Notes due 2025. The proceeds were used by Gulfstream to pay off a consiruction loan and
the balance of the proceeds, net of transaction costs, of approximately $620 million were distributed to the partners based upon their .
ownership percentage. Duke Energy received approximately $310 million, which is included in Distributions from Equity Investments wrthm
Cash Flows from Investing Activities in the accompanying Consolidated Statements of Cash Flows.

in December 2005, Duke Energy completed a 140 million Canadian dollars initial public offering on its Canadian income trust fund
{the Income Fund) and scld 14 million Trust Units at an offering price of 10 Canadian dollars per Trust Unit. In January 2006, a sub-
sequent greenshoe sale of 1.4 million additional Trust Units, pursuant to an overallotment option, were sold at a price of 10 Canadian
dollars per Trust Unit. Subsequent to the January 2006 sale of additional Trust Units, Duke Energy held an approximate 58% ownership
interest in the businesses of the Income Fund. Proceeds of approximately 14 million Canadian dellars are included in Proceeds from Duke
Energy Income Fund within Cash Flows from Financing Activities in the Consolidated Statements of Cash Flows. in September 2006, the

" Income Fund sold approximately 9 million previously unissued Trust Units at a price of 12.15 Canadian dollars per Trust Unit for total

proceeds of 104 million Canadian dollars, net of commissions and expenses of other expenses of issuance, which is included in Proceeds
from Duke Energy Income Fung within Cash Flows from Financing Activities in the Consolidated Statements of Cash Flows. The sale of
appraximately 9 million Trust Units reduced Duke Energy’s ownership interest in the businesses of the Income Fund to approximately 46%
at December 31, 2006. The Income Fund was included in the spin-off of the natural gas businesses on January 2, 2007. As a result of
the sale of additional Trust Units, Duke Energy racognized an approximate $15 million pre-tax gain on the sale of subsidiary stock during
the year ended December 31, 2006. The proceads from the offering plus the draw down of appraximately 39 million Canadian dollars on
an available credit facility were used by the Income Fund to acquire a 100% interest in Westcoast Gas Services, Inc. There were no ‘
deferred taxes recorded as a result of this transaction,

In 2005, DCP Midstream formed DCP Midstream Partners, LP (a master limited partnership). DCP Midstream Partners, LP (DCPLP)
completed an initial public offering (IPO) transaction in December 2005 that resutted in net proceeds of approximately $210 million. As a
rasult, DCP Midstream had a 42 percent ownership interest in DCPLP, consisting of a 40 percent limited partner ownership interest and a 2
percerit general partner ownership interest. DCP Midstream'’s ownership interest in the general partner of DCPLP is 100 percent. The gain
on the PO Iransaction was deferred by DCP Midstream until DCP Midstream converts its subordinated units im DCPLF to common units.

Field Services sold a portion of its residue gas and NGLs to, purchased raw natural gas and other petroleum products from, and
provided gathering and transportation services to unconsolidated affiliates (primarily TEPPCO GP, which was sald in February 2005). Total
revenues, purchases and operating expenses fram these affiliates were approximately $98 million, 377 million and $1 million,
respectively, for the six months ended June 30, 2005.

in July 2005, DCP Widstream was deconsolidated due to the fransfer of a 19.7% interest to ConocoPhillips and was subsequently
accounted for as an equity method investment (see Note 1). Duke Energy's 50% of equity in earnings of DCP Midstream for the year
ended December 31, 2006 and the pariod from July 1, 2005 through December 31, 2005 was 5574 million and $292 millian,
raspectively. Duke Energy’s investment in DCP Migstream as of December 31, 2006 was 51,166 million, which is included in Investments

~ in Unconsolidated Affiliates in the accompanying Consolidated Balance Sheets and was included in the spin-off of the natural gas busi-

nesses on January 2, 2007. Far the year ended December 31, 2006, Duke Energy had gas sales to, purchases from, and other operat-
ing revenues from affiliates of DCP Midstream of approximately $137 million, $41 million and 512 million, respectively. As of

December 31, 2006, Duke Energy had trade receivables fram and trade payables to DCP Midstream amounting to approximately 571
million and 356 million, respectively. Between July 1, 2005 and December 31, 2005, Duke Energy had gas sales to, purchases from, and
other operating revenues from affiliates of DCP Midstream of approximately $67 million, $65 million and $12 million, respectively. Addi-
tionally, Duke Energy received approximately $725 millior and $360 mitlion for its share of distrioutions paid by DCP Midstream in 2008
and 2005, respectively. Duke Energy recognized an approximate 564 million receivable as of December 31, 2006 duse to its share of
quarterly tax distributions declared by DCP Midstream in 2006, which was received in the first quarter of 2007. Of these distributions
$573 million and $287 million were included in Other, assets within Cash Flows fram Operating Activities for the years ended 2006 and
2008, respectively, and approximately 5152 million and $73 million were included in Distributions from Equity Investments within Cash
Flows from Investing Activities for the years ended 2006 and 2005, respectively, within the accompanying Consolidated Statements of
Cash Flows,
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Summary Condensed Financial Information

In February 2005, DCP Midstream sold its wholly owned subsidiary TEPPCO GF, which is the general partner of TEPFCO LP, for
approximately $1.1 billion and Duke Energy sold its limited partner interestin TEPPCO LP for approximately $100 million, in each case to
Enterprise GP Holdings LP, an unrelated third party. These transactions resulted in pre-tax gains of approximatety $1.8 hillion. For the
three months ended March 31, 2005, TEPPCO LP reported operating revenues of approximately $1,524 million, operating expenses of
approximately $1,463 million, operating income of approximately $61 million, income from continuing operations of approximately 546
million, and net income of approximately $47 millian.

Summary financial information for DCP Midstream, which had been accounted for under the equity method trom July 1, 2005
through the spin-off of the natural gas businesses on January 2, 2007 is as follows:

Twelve-months Ended Six-months Ended
December 31, 2006 Dacember 31, 2005

{in milficns)
Operating revenues $12,335 67,463
Operating expenses $11,063 56,814
Operating income _ $ 1272 $ 649
et income , $ 1,129 5 584

Decombar 31, 2006  December 31, 2008

{in millions)
Current assets $ 2,129 $2,706
Nan-current assets $ 4,767 £5,005
. Current liabilities 52177 53,068
Non-current liabilities ) 5 2,391 52,038
Minority interest s Tt $ 95

DCP Midstream is a limited liability company which is a pass-through entity for U.S. income tax purposes. DCP Midstream also owns
corporations who file their own respective federal, foreign and state income tax returns and income tax expense related to these corpo-
rations is included in the income tax expense of DGP Midstream. Therefore, DCP Midstream's net income does not include income taxes
for earnings which are pass-through to the members based upon their ownership percentage and Duke Energy recognized the tax
impacts of its share of DCP Midstream's passthrough earnings in {Loss) Income From Discontinued Operations, net of tax, in the accom-
panying Consolidated Statements of Operations.

Summary financial information for Crescent, which has been accounted for under the equity method since September 7, 2006 is as

follows:
September 7
Yoar Ended through
December 31, December 31,
2007 2006
|in millions)
Operating revenues $ 536 $ 179
Operating expenses S 415 $ 152
Operating income $ 121 s 27
Net income 5§ 76 $ 30
December 3§, December 31,
2007 2006
{m miHions)
Current assels i 5 99 $ 151
. Noncurrent assets $2,059 $1,810
Current liabilities $ 306 5 211
Non-current liabilities ' 51,486 S1,414
Minority interest § 13 $ 3
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During the year ended December 31, 2007, Crescent recorded impairment charges on certain of its residential development for
which Duke Energy's proportionate share was approximately $32 million.

Also see Notes 2, 12, 15, 18 and 22 for additional related party information.

12. Impairments, Severance, and Other Charges

International Energy. During the years ended December 31, 2006 and 2005, International Energy recorded other than temporary
impairment charges of approximately 550 million and $20 eillion respectively, related to an investmerit in Campeche. Campeche project
revenyes were generated from a GCSA with PEMEX. The charges for the year ended December 31, 2006 consist of a $17 million
impairment of the carrying value of the equity method investment, which has been classified within Losses on Sales and Impairments of
Equity investments in the accormpanying Consolidated Statements of Operations and a $33 million reserve against netes receivable from
Campeche, which has been classifizd within Operations, Maintenance and Other in the accompanying Consolidated Staternents of Oper-
ations. The charge for the year ended December 31, 2005 consists of a $20 million impairment of the carrying value of the equity
methad investment, which has been classified within Losses on Sales and Impairments of Equity Investments in the accompanying Con-
solidated Statements of Operations.

The GCSA expired in August 2007 and ownership of the facility transferred to PEMEX,

Grescent. In the third quarter of 2005, Crescent recognized pre-tax impairment charges of approximately $16 million related to a
residential community near Hilton Head Isiand, Scuth Carolina, that includes both residential lots and a golf club, to reduce the carrying
value of the cammunity to its estimated fair value. This impainment was recognized as a component of knpairments and Other Charges in
the accompanying Consclidated Statements of Operations. This community incurred higher than expected costs and had been impacted
by lower than anticipated sales volume. The fair value of the remaining community assets was determined based upen management's
estimate of discounted future cash flows generated from the development and sale of the community.

Dther. See Note 8 for a discussion of the impscts of the DENA exit plan on certain cash flow hedges.
See Note 13 for impairments related to discontinued oparations.

Severance and Other Charges. During the year ended December 31, 2007, Duke Energy recorded approximately $20 million of
severance charges, primarily under its angoing severance plan. OFf this amount, approximately $12 million related to a voluntary termi-
nation program whereby eligible employees wera provided a window during which to accept termination benefits. A total of 117 employ-
ees accepted the termination benefits during the voluntary window period, which closed in June 2007. Future severance costs under
Duke Energy's ongoing severance plan, if any, are not currently estimable.

During the year ended December 31, 2006, Duke Energy recorded severance liabilities of approximately $134 million related to
voluntary and involuntary severance as a result of the merger with Cinergy (see Note 2, of which approximately 589 million was charged
to expense within income from continuing operations and approximately $45 million was recorded as a component of goodwill. Addition-
ally, in connection with Duke Energy's spin-off of Specira Energy, Duke Energy recognized approximately $12 million of severance costs
under its ongoing severance plan, which is included in {Loss) Income From Discortinued Operations, net of {ax, on the Consofidated
Statements of Operations.

As discussed further in Note 13, during the third quarter of 2005, the Board of Directars of Duke Energy authorized and directed
management to execute the sale ar disposition of substantially all of former DENA's remaining assets and contracts outside the Midwest:
ern United States and certain contractual positions related to the Midwestern assets. As a result of this exit plan, during the year ended
December 31, 2005, Duke Energy recorded 2 severance accrual of approximately $22 million, under its ongoing severance plan, related
to the anticipated involuntary termination of former DENA employees. Approximataly S2 million of the related pretax expense is reflected
in Operation, Maintenance and Other and approximately $20 million is reflected in (Loss) Income from Discontinued Operations, net of tax,
in the accompanying Consolidated Statements of Operations for the year ended Decernber 31, 2005. Additionally, Duke Energy offered
certain enhanced severance benefits t¢ employees involuntarily terminated in connection with the disposition plan, which were recegnized
over the remaining service period. Approximately $3 million of enhanced severance benefits were accrued during the fourth quarter of
2005. During 2006, Duke Energy reversed approximately $9 million of previously recorded severance amounts due to a change in esti-
mate. As a result of this exit plan, Duke Energy terminated approximately 210 employees,
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Balance at . Balance at
January 1, Noncash Cash December 31,
Severance Reserve . 2007 Provisionstt!  Adjustmenmts  Reductions 2007
. - {in millions)
Natural Gas Transmissionfatc) 52 S$— 51 5 — —
Othertc _60 20 _y 52) 24
Total ﬁ 520 S (6) $ (52) §§il
Balance at Balance at
January 1, Noncash Cash December 31,
- 2006 Provisions® Adjustments Reduciions 2006
Natural Gas Transmission( 53 s — o &= S $ 2
Qtherte! - 28 146 11 {103} - 60
Total 531 $145 S(11 $104) $62
Balance at - Balance at
January 1, Noncash Cash Dscember 31,
2005 Provisions®! Adjustments Reductiens 2005
U.S. Franchised Electric and Gas S 4 $ — L 5@ S @ S—
Natural Gas Transmissiont 6 1 (1) & 3
Field Servicesidi - 1 1) — —
International Energy 1 — m —
Cthert 4 26 — V4 28
Total $15 $ 28 ) $ @ $31

{ |
H
| ||
|

(a) Liahility was transferred as part of the spin-off of the natural gas businesses on January 2, 2007.

(b)  Severance provisions ara expected to be paid within one year from the date that the prov:srnn was recorded.:

c) Severance expense included in (Loss] Income From Discomtinued Operations, net of tax in the Consolidated Siatements of Operations vias S0, $3 million and $24
million for 2007, 2006, and 2005, respectively.

(dl  Includes minority interest,

Post-Retirement Benefits. in July 2007, Duke Energy offered a volurtary early retirement |ncent|ve plan to approximately 1,100 el|g|ble
employees. The special terminaticn benefit that was offered was a healthcare reimbursement account that could be used by participants for
reimbursement of qualifying medical expenses. Thare were no severanse benefits offered in consection with this plan. The window for accept
ance of these voluntary termination benefits closed on August 15, 2007. During the three months ended September 30, 2007, approximately
170 employees accepted the offer and, pursuant to SFAS No. 88, “Emplayers’ Accounting for Settlements and Curtailménts of Defined Benefit
Pensicn Plans and for Termination Benefits,” Duke Energy recorded a charge of approximately $6 million related to this volurtary plan.

13. Discontinued Operations and Assets Held for Sale

Spin-off of Natural Gas Businesses

As discussed in Note 1, on January 2, 2007, Duke Energy completed the spin-off of Spectra Energy, which principally consisted of Duke
Energy's former Natural Gas Transmission business segment and Duke Energy's former 50% ownership interest in DCP Midstream, to Duke
Energy shareholders. The results of operaticns of these businesses are presented in the accompanying Consolidated Statements of Operations
as discontinued operations for all periods prior to the spin-off. Assets and liabilitias of entities included in the spincoff of Spectra Energy were
transferred from Duka Energy on a historical cost basis on the date of the spinoff transaction. No gain or loss was recognized on the dis-
tribution of these operations to Duke Energy shareholders. Approximately $20.5 bilion of assets, $14.9 billion of liabilities (which includes
approximately $8.6 billion of debt) and $5.6 billion of common stockholders” equity fwhich includes approximataly $1.0 billion of accumulated
other comprehensive income) were distributed from Duke Energy as of the date of the spin-off.

{Loss) Income From Discontinued Operations, net of tax, for the years ended December 31, 2006 and 2005 includes pretax interest
expense of approximately $600 million and $650 million, respectively, associated with the debt distributed in the spin-off of Spactra
Energy. Additionally, [Loss) Income From Discontinued Operations, net of tax, for Duke Energy’s former Specira Energy operations for the
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years ended December 31, 2006 and 2005 includes losses of approximately $19 million and $194 million, respectively, which were pre-
viously classified in Gther, resutting from markto-market movements in discontinued hedges at DCP Midstrearm.

Inchsded in (Loss} income From Discontinued Operations, net of tax, for the years ended Decamber 31, 2007 and 2006 is a pre-tax
amount of approximately $18 million and S60 milficn, respectively, related to costs to achieve the Spectra Energy spin-off, primarily fees
to cutside service providers. in the table below, these amounts are included in Other for the year ended December 31, 2007 and in Spec-
tra Energy for the year ended December 31, 2006.

Fffective with the spin-off, Duke Energy and Spectra Energy enterad into a Transition Services Agreement (TSA}, which expired or
December 31, 2007, whereby Duke Energy provided certain support services to Specira Energy. The amount received by Duke Energy
during the year ended Decamber 31, 2007 under this TSA was approximately $15 million. Additionally, Duke Energy anticipates that there
will ba very liited commercial business activities between Duke Energy and Spectra Energy subsequent to the spin-off and Duke Energy
does not anticipate significant continuing involvement in the fransfarred businessas,

Additionally, effective with the spin-off, Duke Energy and Specira Energy entered into various reinsurance and other related agree-
ments that allocated certain assets to Spectra Energy and DCP Midstream created under insurance coverage provided prior to the
spin-off by Duke Energy’s captive insurance subsidiary and third party reinsurance companies, Under these agreements, Spectra Energy's
captive insurance subsidiary reinsured 100% of Duke Energy's retained risk under the insurance coverage provided prior to the spin-off.
Consistent with the terms of the reinsurence agreement entered into while all parties were under the common control of Duke Energy,
Duke Energy paid approximately 595 millon in cash to Spectra Energy’s captive insurance company, which was placed in a grantor trust
to secure Spectra Energy’s obligation to Duke Energy under the Spectra Energy reinsurance agreements. This transfer is reflacted in
Cash distributed to Spectra Energy withinfinancing activities on the Consolidated Statements of Cash Flows. As of December 31, 2007,
Duke Energy has a total lability to Spectn Energy and DCP Midsiream related to these agreements of approximately $120 million, which
is refiected in both Other Current Liabilities and Other Deferred Credits and Other Liabilities in the Consolidated Balance Sheets. This
fiability is offset by a corresponding receivible, of which approximatety $60 million is due from Spectra Energy's caplive insurance sub-
sidiary under the Spectra Energy reinsuranie agreement and approximately $60 milfion is due from third party reinsurance companies.
These amounts are reflectad in both Other turrent Assets and Other Investments and Othrer Assets in the Consolidated Balance Sheets. In
the event any of the reinsurance companiesdeny coverage for any of the claims covered under these agreements, Duke Energy is not
obfigated to pay Spectra Energy or DCP Midtream. Further, Duke Energy is providing no insurance coverage to Spectra Energy or DCP
Midstream for events which occur subsequer to the spinoff date.

At December 31, 2007, Duke Energy hs an approximate $44 million receivable from Spectra Energy related to certain income tax
iterns,

Mso refer to Notes 3, 4, 6, 10, 11, 12, 4, 15, 16, 17, 13, 20 and 21 for additional information rajated to the spinvoff transaction.
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The following table summarizes the results classified as {Loss} Income from Discontinued Operations, net of tax, in the accompany- -
ing Consolicated Statements of Operations.

Discontinued Operations {in millions}

Operating Income (Loss) Net {Loss) Gain on Dispositions
Operating {Loss) Income
Pretax Income  income {toss] Gain = from
Operating Tax (Loss), Pre-tax {Loss) Income Tax on Discontinued
Operating  (Loss)  (Benefit}  Netol Gain on Expense  Dispositions,  Operatians,
Revenues Income  Expense Tax Dispositions [Benefit) Net of Tax Net of Tax
Year Ended
December 31, 2007
Commercial Power S 414 S (94 118 S 24 $ M 5 8 $ $ 15
International Energy - 2 3 5 — - - 5
Other@ — (30 16 {46} 7 _ 3 4 (42)
Total consolidated S 414 SQle $(99 $ 07 $ 6 $ 11 S 8 $ 22
Year Ended
December 31, 2006 :
Spectra Energy $ 4514 51,383  $430 § 953 $ — $§ — $ — $ 953
Commercial Power 106 (33) {36) 3 33 50° 1z 14
international Energy 18 [29) (3) {26} (10} (3 (7} (33)
Otherte 748 (55) (13) {42) (127) {46} By (123)
Total consolidated $5386 $1,266 $378 S 883 50104 $ 1 ~ $05) $ 783
Year Ended
December 31, 2005
Spectra Energy $9341 $2507 5884  SL,623 5 — s — $ — $1,623
International Energy 19 & 5 1 — - — 1
Crescent P 1 — 1 10 4 6 -7
Other 2,695 {631} [224) (407 {481} 192) _(289) 696)
Total consolidated 512,017 51,883 S 665 §1,218 S471) S(188) $(283) -5 935

ta} Other includes the results for former DENA's discontinuad operations, which were previously reported in the DENA segment.

Amounts in the table above are net of intercompany eliminations between Spectra Energy and the former DENA business, which is
included in Other. Intercorpany revenues and expenses in 2006 were not material. In 2005, Spectra Energy had intercompany revenues
of approximately $36 million, which were expenses of the former DENA business, which is included in Other. Al of 1';hese amounts elimi-
nate in consolidation. ' )

The foliowing table presents the carrying vaiues of the major classes of assets and assaciated tiabilities held for sale in the accom-
panying Consolidated Balance Sheets as of December 31, 2007 and 2006. Assets held for sale and Liabilities assotiated with assets
held for sale as of December 31, 2007 and 2006 relate to Duke Energy Indiana’s Wabash River Power Station {see Note 2). Additionalty,
assets held for sale as of December 31, 2006 include certain Duke Energy Chia trading contracts related to CMT that were sold in 2006
and novated in 2007. '

131




PART Il

OUKE ENERGY CORPORATION

Notes To Consolidated Financial Statements~-{Continued) -
Summarized Balance Sheet Information for Assets and Associated Liabilities Hald for Sale / ~
December 31, 2007 'Decaifber 31, 2006
(in milions)
Current assets 5 2 5 28
Investments and other assets — 19
Praperty, plant and equipment, nat 115 115
Total assets held for sale $117 5162
Current liabiliies s114 5 26
Long-term debt - —_
Deferred cradits and gther liahilities 3 7 1
Total liabilities associated with assets held for sale Sos17 44

As discussed above, the results of operations for ali of the businesses transferred to Spectra Energy are presented as discontinued
operations for all periods presented. Significant transactions occurring during the vears ended December 31, 2007, 2006, and 2005
related to the operations transferred to Spectra Energy and significant fransactions within the other operations of Duke Energy that
resulted in discontinued operations presentation are discussed below. Transactions under Spectra Energy prlmarlly include transactions
at Duke Energy’s former Natural Gas Transmission and Field Services business segments,

Year Ended December 31, 2007

Commercial Power

Due to the expiration of certain tax credits (see Note 17), Duke Energy ceased all synthetic fuel {synfuel) operations as of
December 31, 2007. Accordingly, the results of operations for synfuel have been reclassified to discontinued operations for all penods
presented. For the year ended December 31, 2007, synfuel operations had aftertax earnings of approximately 523 million, which
includes tax credits of approximately $84 million.

International Energy

In February 2007, International Energy finalized the approximate $20 million sale of it 50-percent ownership interest in two hydro-
electric power plants near Cochabamba, Balivia to Econergy International. As discussed below, International Energy recorded an impait-
ment charge in 2006 related to certain assets in Bolivia in connection with this sale. As a result of the sale, International Energy no longer
has any assets in Balivia and the results of operations for Balivia have been reclassified to discontinued operations for all periods pre-
sented.

Year Ended December 31, 2006

Specira Energy

As discussed further below under “Year Ended December 31, 2005, as a result of the transfer of 19.7% interest in DCP Midsiream
to CanccoPhillips and the third quarter 2005 deconsolidation of its investment in DCP Midstream, Duke Energy discontinued hedge
accounting for certain contracts held by Duke Energy related to Field Services' cornmodity price risk, which were previously accounted .
for as cash flow hedges. These contracts were originally entered into as hedges of forecasted future sales by Field Services, and have
been retained as undesignated derivatives. Since discontinuance of hedge accounting, these contracts have been marked-to-mariet in the
Consolidated Statements of Operations. As a result, approximately 519 million of realized and unrealized pre-tax losses related to these
contracts were recognized in earnings by Duke Energy for the vear ended December 31, 2006. Cash settlements on these contracts
since the deconsolidation of DCP Midstream on July 1, 2005 of approsimately 5163 mitlion are classified as a companent of Net cash
used in investing activities in the accompanying Consolidated Statements of Cash Flows for the year ended December 31, 2006.
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The sale of certain Stone Mountain natural gas gathering system assets resulted in proceeds of $18 million (which is reflected in Net
proceeds from the sales of equity investments and other assets, and sales of and collections on notes receivable within Cash Flows from
Investing Activities in the Consolidated Statements of Cash Flows), and pre-tex gain of $5 million. In addition, the sale of shares of stock,
received as consideration for the settlement of a customer's transportation contract, resutted in proceeds of approximately $29 million
{which is reflected in Other, assets within Cash Flaws from Operating Activities in the Consolidated Statements of Cash Flows} and a
pre-tax gain equivalent to the proceeds received from the sale of stock.

As a result of a settlement of a property insurance claim, proceeds of approximately $30 million were received and a pre-tax gain of
$10 million was recognized, '

Commaearcial Power

In June 2006, Duke Energy announced it had reached an agreement to sell CMT, as well as certain Duke Energy Ohio trading con-
tracts, to Fortis, a Benelux-based financial services group. In October 20086, the sale transaction was completed. Under the purchase and
sale agreement, Fortis purchased CMT at a base price of approximately $210 mikiion, In addition, Fortis-paid approximately $200 million
for the portfolio of contracts and an amount equal to the estimated net working capital assaciated with these companies at the time of
close. In October 2006, Duke Energy received total pre-tax cash proceeds of appraximately $700 million and recorded an approximate
$25 million pre-tax gain on the sale. Income tax expense recorded as a result of this transaction relates to the approximate $135 miliion
of goodwill that was not deductible for tax purpases, thus creating a taxable gain that was greater than the gain for book purposes.
Results of operations for CMT, as well as certain Duke Energy Ohio trading contracts, have been reflected in (Loss) Income from Dis-
continued Operatians, net of tax, from the date of the Cinergy merger through the date of sale.

In October 2006, in connection with this transaction, Duke Energy entered into a series of TRS with: Fortis, which are accounted for
as mark-to-market derivatives. The TRS offsets the net fair value of the contracts being sold to Fortis. The TRS will be cancelled for each
underlying contract as each is transferred to Fertis, All economic and credit risk associated with the contracts has been transferred to
Fartis as of the date of the sale through the TRS.

As discussed above, due to the expiration of certain tax credits, Duke Energy ceased all synfuel operations as of December 31,
20C7. Accordingly, the results of operations for synfuel have been reclassified to discontinued operations for all periods presented. For
the year ended December 31, 2006, synfuel aperations had after-tax earnings of approximately $3 million, which includes tax credits of
approximately $20 milfion, : - ‘ ' ‘

Internationaf Energy

International Energy had a receivable from Norsk Hydro ASA (Norsk) that related to purchase price adjustments on the 2003 sale of
International Energy’s European business. During the first quarter of 2006, International Energy recorded an allowance of approximately
$19 million pre-tax ($12 million after-tax) against this receivable. During the second quarter of 2006, International Energy and Norsk
signed a settlement agreement in which Norsk agreed to pay International Energy approximately 534 million in full settlement of interna-
tional Energy’s receivable. In connection with this settlement, International Energy recorded an approximate $9 million pre-tax.
(approximately $5 million after-tax) write-up of the receivable through a reduction in the valuation allowance. This receivable was collected
in July 2006.

In December 20086, International Energy engaged in discussions with 2 potential buyer of its assets in Bolivia. Such discussions to
sell the assets were subject to a binding agreement between the parties, which was finaiized in February 2007, as discussed above, and
resulted in the sale of International Energy's 50 percent ownership interest in two hydroelectric power plants near Cochabamba, Bofivia to
Econergy Intetnational for approximately $20Q million. Based upon the agreed selling price of the assets, in December 2006, International
Energy recorded pre-tax impairment charges of approximately $28 million. The impairment charges reduced the carrying value of the
assets to the estimated selling price pursuant to the aforementioned agreement. International Energy recorded an approximate 525 il
lien incorme tax benefit associated with the impairment charge, which was recorded within continuing operations as prescribed by SFAS
No. 109, “Accounting for income Taxes.”
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Other

In January 2006, Duke Energy signed an agreement to sell to LS Power former DENA's entire fleet of power generation assets out-
side the Midwest, representing approximately 5,100 megawatts of power generation located in the Western and northeastern United
States. In May 2006, the transaction with LS Powet closed and total proceeds from the sale were approximately $1.56 billion, including
certain working capital adiustments. Additional proceeds of up to approximately $40 million were subject to 1.S Pawer cbtaining certain
state regulatory approvals, On July 20, 2006 the Public Utilities Commissian of the State of California approved a toll arrangement related
to the Moss Landing facility previously sold to LS Power. In August 2006, LS Power made an additional payment to Duke Energy of
approximately 540 million, which was recorded as an additional gain on the sale of assets.

During the first quarter of 2006, Duke Energy acquired the remaining 33 1/3% interest in Bridgeport Energy LLC (Bridgeport) from
United Bridgeport Energy LLC for approximately $71 million. The assets and liabilities of Bridgeport were included as part of formar
DENA's power generation assets, which were sold to a subsidiary of LS Power, as discussed above.

As discussed further below under “Year Ended Decemnber 31, 2005," during the third quarter of 2005, Duke Energy's Board of Direc-
tors authorized and directed management to execute the sale or disposition of substantially all of former DENA's remaining assets and
contracts outside the Midwestern United States and certain contractual positions related to the Midwestern assets. Approximately $700
million was incurred from the announcement date through December 31, 2006, of which approximately $230 million was incurred during
the year ended Dacember 31, 20086. As of December 31, 2006 the former DENA exit activities had been substantially complete and no
additional material charges were incurred.

In the fourth quarter of 2006, the last remaining contract refated to Duke Energy Merchants, LLC (DEM) expired, which completed
Duke Energy’s exit from DEM’s operations and triggered presentation within discuntlnued operatians for the years ended December 31,
2005 and 2005.

Year Ended December 31, 2005

Spectra Energy

In August 2005, natural gas storage and pipeline assets in Southwest Virginia, as well as an additional 50% interest in Saltville Gas
Stovage LLC (Saltville Storage), were acquired fram units of AGL Resources for approximately $62 milion. This transaction increased the
ownership percentage of Saftville Storage to 100%. No goadwill was recorded as a result of this acquisition.

In August 2005, the Empress System natural gas processing and NGL marketing business was acquired from ConccoPhillips for
approximately 5230 million as part of the transaction with ConocoPhillips dlscussed further below. No goodwill was recorded as a result
of this acquisition.

As a result of the transfer of 19.7% interest in DCP Midstream to ConocoPhillips and the third quarter 2005 deconsalidation of its
investment in DCP Midstream, Duke Energy discontinued hedge accounting for certain contracts held by Duke Energy related to Field
Services' commodity price risk, which were previously accounted for as cash flow hedges. These contracts were originally entered into as
hedges of forecasted future sales by Field Services, and were retained as undesignated derivatives until their seitlement dates, which had
occurred for all instruments prior to December 31, 2006. Since discontinuance of hedge accounting, these contracts have been
markeckto-market in the Consolidated Statements of Operations. As a result, approximately $314 million of realized and unrealized pre-tax
losses related to these cantracts were recognized in earnings by Duke Energy far the year ended Decernber 31, 2003. Of this amount,
approximately $120 million was originally recorded in the Fietd Services segment and approximately $194 million was recorded in Other.
Cash settiements on these cantracts since the deconsolidation of OCP Midstream on July 1, 2005 of approximately $133 million are
classified as a component of Net cash used in investing activities in the accompanying Consolidated Statements of Cash Flows for the
year ended December 31, 2005.

In February 2005, Texas Eastern Products Pipeline Company, LLC (TEPPCO GPj, which was the general partner of TEFPCG Partners,
LP (TEPPCQ LP), was sold for approximately $1.1 hillion and Duke Energy sold its limited pariner interest in TEPPCO LP for approximately
$100 millicn, in each case to Enterprise GP Holdings LP (EPCQ), an unrefated third party, These transactions resulted in pretax gains of
$1.2 billion. Minority Interest Expense of 5343 million was recorded in the accompanying Consolidated Statements of Operations to
reflect CanocoPhillips’ proportionate share in the pre-tax gain on sale of TEPPCO GP. Additionally, in July 2005, Duke Energy completed
the agreement with ConocoPhillips, Duke Energy's co-equity owner in DCP Midstream, to reduce Duke Energy’s ownership interest in DCP
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Midstream from ©9.7% to 50% (the DCP Midstream disposition {ransaction}, which resulted in Duke Energy and ConocoPhillips becoming
equal 50% owners in DCP Midstream. Duke Energy received, directly and indirectly through its ownership interest in DCP Midstream, a
total of approximately $1.1 billion from ConocoPhillips and DCP Midstream, consisting of approximately $1.0 billion in cash and approx- -
imately $0.1 billion of assets. The DCP Midstream disposition transaction resulted in a pre-tax gain of approximately $575 million. The
DCFP Midstream dispositian transaction inclided the transfer to Duke Energy of DCP Midstream’s Canadian natural gas gathering and
processing facilities. Additionally, the DCP Midstream disposition fransaction included the acquisition of ConocoPhillips' interest in the
Empress System. Subsequent to the closing of the DCP Midstream disposition transaction, effective on July 1, 2005, DCP Midstream
was no longer consalidated into Duke Energy's consolidated financial statements and was accounted for by Duke Energy as an-equity
method investment up until the spinoff of the natural gas businesses on lanuary 2, 2007. The Canadian natural gas gathering and proc-
essing facilities and the Empress System were included in the fermer Natural Gas Transmission segment. ‘

In December 2005, the Duke Energy Income Fund (fncome Fund), a Canadian income trust fund, was created to acquire all of the
common shares of Duke Energy Midstream Services Canada Corporation {Duke Midstream) from a subsidiary of Duke Energy. The
Income Fund sold an approximate 40% ownership interest in Duke Midstream for approximately $110 million, which was included in Pro-
ceeds from Duke Energy Income Fund within Cash Flows from Financing Activities an the Consolidated Staternents of Cash Flows. In
January 2006, a subsequent sale of ac¢ditional ownership interests, pursuant to an overallotment option, in the Income Fund was sold for
approximately $10 million.

Crescent

Crescent routinely develops real estate projects and operates those facilities until they are substantially leased and a sales agree-
ment is finalized. In 2005, Crescent sold three commercial properties resulting in sales proceeds of approximately $44 million. The 56
million after-tax gain on these sales was included in (Loss) Income from Discontinued Operations, net of tax, in the accompanying Con-
. solidated Statements of Operations. in September 2006, Duke Energy deconsolidated its investment in Crescent (see Note 2} and sub-
sequently accounts for its investment in the Crescent JV under the equity method of accounting. Prior to the date of deconsolidation, if
Crestent did not retain any significant continuing involvement after the sale, Crescent classified the project as "discontinued operations”
as required by SFAS No. 144,

Other

Inthe first quarter of 2005, Duke Energy’s Grays Harbor facility was sold to an affiliate of Invenergy LLC, resulting in a pre-tax gain
of approximately $21 million.

In the thir¢ quarter of 2005, Duke Energy completed the sale of Bayside Power L.P. (Bayside) to affiliates of irving Oil Limited
{Irving), under which Irving would purchase Duke Energy's 75% interest in Bayside. Bayside was consolidated with the adoption of FIN 46R
on March 31, 2004, Therefore, operating results for Bayside subsequent to March 31, 2004 are included in (Loss) Income from Dis-
continued Operations, net of tax, in the accompanying Consolidated Statements of Operations.

During the third quarter of 2005, Duke Energy's Board of Directors authorized and directed management to execute the sale or
disposition of substantially alf of former DENA's remaining assets and contracts outside the Midwestern United States and certain con-
tractual positions related to the Midwestern assets. The former DENA assets divested included:

= Approximately 6,100 MW of power generation focated primarily in the Western and Eastern United States, including ali of the
commadity contracts (primarily forward gas and power contracts) related to these facilities,

* All remaining commodity contracts related to former DENA's Southeastern generation aperations, which were substantially dis-
posed of in 2004, and certain commodity contracts related to former DENA's Midwestern power generation facilities, and

*» Contracts refated to former DENA's energy marketing and management activities, which include gas storage and transportation,
structured power and other contracts.

The results of operations of former DENA's Western and Eastern United States generation assets, including related commodity con-
tracts, certain contracts related to former DENA's energy marketing and management activities and ceriain general and administrative
costs, are required to be classified as discontinued operations for current and prior periods in the accompanying Consolidated State-
ments of Operations.
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Management retained former DENA's Midwestern generation assets, consisting of approximately 3,600 MW of power generation,
and certain coniracts related to the Midwestern generating facilities, as the merger with Cinergy provided a sustainable business model
for those assets (see Note 2 for further details on the Cinergy merger)., Accordingly, these assets do not qualify for discontinued oper-
ations classification and remain in continuing operations as a component of the Commercial Power segment. Also transferred to
Commercial Power were the remnants of former DENA's Southeastern generation pperations, including related commodity contracts,
which did not meet the requirements for discontinued operations classification due to Duke Energy’s continuing invoivement with these
operations. In addition, management is continuing to wind down the limited remaining operations of DETM, the results of which will be
reported in Other's continuing operations until the wind down of the operations is complete. '

In connection with this exit plan, Duke Energy recognized pre-tax losses of approximately $1.1 billion in 2005. These losses princi-
pally related to:

« The discontinuation of the normal purchase/normal sale exception for certain forward power and gas contracts (an approximate
51.9 biflion pre-tax charge) ‘

« The reclassification of approximately 51.2 billion of pre-tax deferred net gains in AOCI for cash flow hedges of forecasted gas
purchase and power sale fransactions that will no longer occur as a result of the exit plan

* Pre-tax impairments of approximately $0.2 billion to reduce the carrying value of the plants that were sold at their estimated fair
value less cost to sell. Fair value of the assets sold was estimated based upon the signed agreemert with LS Power, as previously
discussed.

* Pre-tax losses of approximately $0.4 billion as the resuit of selling certain gas transportation and structured contracts (as dis-
cussed further below), and

= Pre-tax deferred gains in AOC! of approximately $0.2 billion related to the discontinued cash Row hedges of forecasted gas pur-
chase and power sale transactions, which were recognized as the forecasted transactions occurred.

As of the September 2005 exit announcement date, management anticipated that additional charges would be incurred related 1o
the exit plan, including termination costs for gas transportation, storage, structured power and other contracts of approximately
5600 million to $800 million, which included approximately $40 million ta $60 million of severance, retention and other transaction costs
{see Note 12). Included in these amounts were the effects of former DENA's November 2005 agreement to seli subsiantially all of its
commodity contracts related to the Squtheastern generation operations, which were substantially disposed of in 2004, certain commod-
ity contracts related to former DENA's Midwestern power generation facilities, and contracts related to former DENA’s energy marketing
and management activities. Excluded from the contracts sold to Barclays were commodity coniracts associated with the nearterm value
of former DENA's West and Northeastern generation assets and with remaining gas transportation and structured power contracts.
Approximately $470 million was incurred during the year ended December 31, 2005, approximately $400 million of which was recog-
nized in {(Loss) Income From Discontinued Operations, net of tax.

Among other things, the agreement with Barclays provided that all economic benefits and burdens under the contracts were trans-
ferred to Barclays. Cash consideration paid to Barclays ameunted to approximately $100 million in 2005 and approximately $600 million
in January 20086. Additionally, in January 2006 Barclays provided Duke Energy.with cash equal to the net cash collateral posted by former
DENA under the coniracts of approximately $540 million. The novation or assignment of physical power contracts was subject to FERC
approval, which was received in January 2006,
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14. Property, Plant and Equipment

Estimated December 31,
Usehd Life 2007 2008

- {Years) " (im milllons)
Land — $ 673 § 805
Plant—Regulated ’
Electric generation, distribution and transmissiont . 8-125 31,605 - 29611
Natural gas transmission and distribution 12-60 1,436 12,380
Gathering and pracessing facilities : , —- - 2,204
QOther buildings and improvementsf : 25-100 569 627
Plant—Unregulated . ‘
Electric generation, distribution and fransmissionta 8-100 3,923 3,623
Natural gas transmission and distribution l ’ 4 68
Gathering and processing facilities 6 3 194
QOther buildings and improvementst 10-90 1,777 2,479
Nuclear fuet . ‘ — 864 890
Fquipmentée! 3-33 633 954
Vehicles 5-33 64 144
Construction in process N — 2,712 2,257
Othertat 5-33 1,793 2,094
Total property, plant and equipment 3 46,066 58,330
Total accumulated depreciation—regulated®. {13,590) (15538
Tatal accumulated depreciation—unregulatede {1,356)  (1,345)
Total net property, plant and equipmenti® $31,110 S41447

{al  Includes capitalized leases of approximately $183 million for 2007 and $165 mittion for 2006,

o) Includes accumulated amartization of nuclear fuel: S485 million for 2007 and 5541 milion for 2006,

{c} Inciudes accumulated amortization of capitaiized leases: $38 million for 2007 and $33 million for 2006.

{d}  Approximately $15.6 billian of gross praperty, plant and equipment and 33.2 billion of accumutated depreciation was distributed from Duke Energy a5 part of the
spin-off the natural gas businesses on January 2, 2007,
Capitalized interest, which includes the interest expense component of AFUDC, amounted to $71 million for 2007, $56 million for

2006, and $23 million for 2005.
15. Debt and Credit Facilities

Summary of Debt and Related Terms

\NA:lagrh;;g- December 31,
Rate Year Due 2007 2006
o {in millions)
Unsecured debt 6.9% 2008-2037 S 6,801 $14,504
Secured debt 65% 2008 - 2017 589 1,453
First and refunding mortgage bonds 5.2%  2008-2032 1,507 1,507
Capital leases 5.5% 2008 - 2025 108 o4
Other debtia ' ' 46% 2008 -2041 1,744 1,875
Commercial paperb! 5.3% 1,042 751
Fair value hedge carrying value adjustment ‘ 28 43
Unamartized debt discount and premium, net (53} (54)
Total dabtiv i 11,766 20,173
Current maturities of long-term debt ' {1,526)  (1,605)
Shortterm notes payable and commercial paperid {742) {450)
Total long-term debtie $ 9498 518118
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{a) Includes $1,569 million and 51,329 million of Duke Energy pollution control bonds as of December 31, 2007 and 2006, respectively. As of December 31, 2007
and 2006, 5361 miiior: and $408 million, respectively, was secured by first and refunding mortgage bonds and 5344 million was secired by a letter of credit for
both years.

) Includes $300 million as of both December 31, 2007 and 2006 that was ¢lassified as Long-term (ebt on the Consolidated Balance Sheets due to the existence
of longterm cradit taciities which back-stop these commercial paper balances along with Duke Energy's abifity and intent to refinance these balancas on a long-
term basis, The weightet-average days to maturity wera 17 days as of December 31, 2007 and 25 days as of December 31, 2006.

fc)  As of December 31, 2007, 3571 million of debt was dencminaied in Braziien Reals. As of December 31, 2006, $508 milion of debt was denominated in Brazit
ian Reals and 53,820 million of debt was denominated in Canadian dollars.

(d) Weighted-average rates on outstanding shortterm notes payable and commercial paper was 5.3% and 5.4% as of December 3E, 2007 and December 31, 2006,
respectively.

{e} Approximately 58.6 billion of debt included on Duke Energy's balance sheet at December 31, 2006 was distributed from Duke Energy as part of the spin-off the
natural gas businesses on January 2, 2007.

Unsecurad Debt. At both December 31, 2007 and 2006, approgimately $629 million of pollution control bonds and approximately
5300 million of cemmercial paper, which are shortterm obligations by nature, were classified as Long-Term Debt on the Consolidated
Balance Sheets due to Duke Energy’s intent and ability to utilize such borrowings as long-term financing. Duke Energy’s credit facilities
with nor-cancelable terms in excess of one year as of the balance sheet date give Duke Energy the ability to refinance these shortterm
obligations on a long-term basis.

in Juna 2007, Duke Energy Carolinas issued $500 million principal amount of 6.10% senior unsecurad notes due June 1, 2037, The
net proceeds from the issuance were used to redeem commercial paper that was issued to repay the outstanding 5249 mitlion 6.6%
insured Quarterly Senior Notes due 2022 on April 30, 2007, and approximately $110 million of convertible senior notes discussed below.
The remainder was used for general corporate purposes.

In November 2007, Duke Energy Carolinas issued $100 million in tax-exempt floating-rate bonds. The bonds are structured as
insured auction rate securities, subject o an auction process every 35 days and bear a final maturity of 2040, The initial interest rate was
set at 3.65%. The bonds were issued through the North Carolina Capital Facilities Finance Agency to fund a portion of the environmental
capital expenditures at the Belews Creek and Allen Steam Stations.

In December 2007, Duke Energy Ohio issued $140 million in tax-exempt floatingrate bonds. The bonds are structured as insured
auction rate securities, subject to an auction process every 35 days and bear a final maturity of 2041. The iniial interest rate was set at
4.85%. The bonds were issued through the Ohio Air Quality Development Authority to fund a portion of the environmental capital
expenditures at the Conesville, Stuart and Killen Generation Stations in Chio.

In Novernber 2006, Union Gas Limited {Union Gas) issued 4.85% fixed-rate debenture bonds deneminated in 125 million Canadian
dollars {approximately $108 million U.S. dollar equivalents as of the closing date) due in 2022.This debt was distributed from Duke
Energy as part of the spin-off of the natural gas businesses on January 2, 2007 (see Note 1).

In Octeber 2006, Duke Energy Carolinas issued $150 million in tax-exempt floating rata bonds. The bonds are structured as variable
rate demand bonds, subject to weekly remarketing and bear a final maturity of 2031. The initial interest rate was set at 3.72%. The
bands are supported by an irrevocable 3-vear direclpay letter of credit and were issued through the North Carolina Capital Facilities
Finance Agency to fund a portion of the environmental capital expenditures at the Marshall and Belews Creek Steam Stations.

In September 2006, prior to the completion of the joint venture transaction of Crescent, as discussed in Note 2, the Crescent JV,
Crescent and Grescent's subsidiaries borrowed approximately $1.23 billion principal amount of debt. The net proceeds from the debt
issuance of approximately 51.21 billion were recorded as a cash inflow within Financing Activities an the Consolidated Statements of
Cash Flows and were distribute¢ to Duke Energy. As a result of Duke Energy's deconsolidation of Crescent effective September 7, 2006,
Crescent’s outstanding debt balance of $1,298 million was removed from Duke Energy's Consolidated Balance Sheets.

In September 2006, Union Gas entered into a fixed-rate financing agreement denominated in 165 milion Canadian dollars
{approximately $148 million in U.S. dollar equivalents as of the issuance date) due in 2036 with an interest rate of 5.46%. This debt was
includad in the spinoff of Spectra Energy on January 2, 2007 (see Note 1}, This debt was distributed from Duke Energy as part of the
spinoff of the natural gas businesses on January 2, 2007.

In August 2006, Duke Energy Kentucky issued approximately $77 miliion principal amount of floating rate tax-exempt notes due
August 1, 2027. Proceeds from the issuance were used to refund a like amount of debt on September 1, 2006 then outstanding at Duke
Energy Chio. Approximately $27 million of floating rate debt was swapped to a fixed rate concurrent with closing.

in June 2006, Duke Energy Indiana issued $325 million principal amount of 6.05% senior unsecured notes due June 15, 2016,
Proceeds from the issuance were used to repay $325 million of &,65% First Mortgage Bonds that matured on June 15, 2006.
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Convertible Senior Notes. In May 2003, Duke Energy issued approximately 5770 million of 1.75% convertible senior notes that were
convertible into Duke Energy common stock at a premium of 40% above the May 1, 2003 closing common stock market price of $16.85
per share. The conversion of these senior notes into shares of Duke Energy common stock was contingent upon the occurrence of cer-
tain events during specified pericds. These events included whether the price of Duke Energy common stock reached specifiad thresh-
olds, the credit rating of Duke Energy fell below certain thresholds, the convertible notes were calted for redemption by Duke Energy, or
specified transactions had occurred. In addition to the aforementioned events that could trigger early redemption, holders of the senior
notes could require Duke Energy to purchase all or a portion of their senior notes for cash on May 15, 2007, May 15, 2012, and May 15,
2017, at a ptice equal to the principal amount of the senior notes plus accrued interest, if any. Additionally, Duke Energy could redeem,
for cash, all or a portion of the senior notes at any time on or after May 20, 2007, at a price equal to the sum of the issue price plus
accrued interest, if any, an the redemption date.

During 2006, as a result of the market price of Duke Energy cammon stock achieving a specified threshold, approximately
27 million shares of common stock were issued related to conversions by holders of the convertible senior notes, which resulted in the
retirerent of approximately $632 million of convertible senior notes. At December 31, 2006, unsecured debt included approximately
$110 million of these converlible senior nates, which were potentially convertible into approximately 4.7 million shares of common stock
and included as outstanding shares in the diluted EPS calculation (see Note 19).

On May 15, 2007, pursuant to the terms of the debt agreement, substantially all of the holders of the Duke Energy convertible
senior fiotes required Duke Energy to repurchase the balance then outstanding at a price equal to 100% of the principal amount pius
accrued imerest, In May 2007, Duke Energy repurchased approximately $110 million of the convertible senior notes. At December 31,
2007, all convertible senior notes had been redeemed.

In connection with the spinoft of Spectra Energy on January 2, 2007 (see Note 1), Duke Energy distributed approximately 2 million
shares ol Spectra Energy common stock to the holders of the convertible senior notes pursuant to the antidilution provisions of the
indenture agreement, resulting in a pre-tax charge of approximately $21 million during the three months ended March 31, 2007, which is
recorded in Other Income and Expenses, net in the Consolidatad Statements of Operations. g

Secured Debt. In January 2008, Duke Energy Caralinas issued $200 million principal amount of mortgage refunding bands, of
which $400 million carries an interest rate of 5.25% due January 15, 2018 and $500 million carries an interest rate of 6.00% and
matures January 15, 2038. Proceeds from the issuance will be used to fund capital expenditures and for general corporate purposes,
including the repayment of commercial paper, ‘

Accounts Receivable Securitization. Duke Energy securitizes certain accounts receivable through Duke Energy Receivables Finance
Company, LL.C (DERF), a bankruptcy remote, special purpose subsidiary. DERF is a wholly owned limited liability company with a separate
legal existence from its parent, and its assets are not intended to be generally available to creditors of Duke Energy. As a result of the
securitization, on a daity basis Duke Energy sells certain accounts receivable, arising from the sale of electricity and/or related senvices
as part of Duke Energy's franchised electric business, to DERF. In order to fund its purchases of accounts receivable, DERF has a $300
million secured credit facility with a commercial paper conduit administered by Citicorp North America, Inc., which terminates in Sep-
ternber 2009, The credit facility and related securitization documentation contain several covenants, including covenants with respect to
the accounts receivable held by DERF, as well as a covenant requiring that the ratio of Duke Energy consolidated indebtedness to Duke
Energy consolidated capitalization not exceed 65%. As of December 31, 2007 and 2006, the interest rate associated with the credit
facility, which is based an commercial paper rates, was 5.3% and 5.8%, respectively, and 5300 million was outstanding under the credit
tacility as of both dates. The securitization transaction was not structured to meet the criteria for sale treatment under SFAS No. 140,
“Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilties,” and accordingly is reflected as a secured
borrowing in the Consolidated Balance Sheets. As of December 31, 2007 and 2006, the S300 million outstanding balance of the credit
facility was secured by approximately $532 million and $476 millian, respectively, of accounts receivable held by DERF. The obligations
of DERF under the credit facility are nonrecourse to Duke Energy.

Other Assets Pledged as Collateral. As of December 31, 2007, substamtially all of U.S. Franchised Electric and Gas’ electric plantin
service is mortgaged under the indenture relating to Duke Energy Carolinas’; Duke Energy Chio's and Duke Energy Indiana's various ser-
ies of first and refunding mortgage bonds.

Floating Rate Debt. Unsecured debt, secured debt and other debt included approximately $2.4 billion and $2.7 billion of floating-
rate debt as of December 31, 2007 and 2006, respectively, which excludes approximately $571 million and $500 million of Brazilian
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debt at December 31, 2007 and 2006, respectively, that is indexed annually to Brazilian inflation. Fioating-rate debt-is primarily based on
commercial paper rates or a spread ralative to an index such as a London Interbank Offered Rate for debt denominated in U.S. dollars. As
of December 31, 2007 and 2006, the average interest rate associated with floating-rate debt was approximately 4.9% and 4.8%,
respectively.

At December 31, 2006, Other debt included approximately $326 million of niotes payable ralated to Cinergy's Trust Preferred Secu
rities (see Note 22}, which matured and was repaid in full in February 2007. The entire outstanding balance of the debt was classified
within Current Maturities of Long-term Debt on the Consolidated Balance Sheets at December 31, 2006.

Maturities, Call Optons and Acceleration Clauses.

Annual Maturities as of December 31, 2007

{in milkons)
2008 § 1,526
2009 G55
2010 708
2011 263
2012 1,854
Thereafter 5,718
Total long-term debt, inciuding current maturiliest 311,024

() Excludes shortterm notes payable and commercial paper of $742 million.

Duke Energy has the ability under certain debt faciliies to call and repay the obligation prior to its scheduled maturity. Therefere, the
actual timing of future cash repayments could be materially different than the above as a result of Duke Energy’s ability 1o repay these
abligations prior to their scheduled maturity.

Duke Energy may be required to repay certain debt should the credit ratings at Duke Energy Carolinas fall fo a certain level at Stan-
dard & Poor’s (S&P} or Mocdy's Investors Service (Moody's). As of December 31, 2007, Duke Energy had $10 million of senior
unsecured notes which mature serialy through 2012 that may be required to be repaid if Duke Energy’s senior unsecured debt ratings fall
below BBE- at S&P or Baa3 at Moody’s, and $21 million of senior unsecured niotes which mature serially through 2016 that may be
required to be repaid if Duke Energy's senior unsecured debt ratings fall below BBB at S&P or Baa2 at Moody's. As of February 1, 2008,
Duke Energy Carofinas’ senior unsecured credit rating was A- at S&P and Baa? at Moody's.

Available Credit Facilities and Restrictive Dabt Covenants. During the year ended December 31, 2007, Duke Energy’s con-
solidated credit capacity decreased by approximately $1,468 million as a result of the spinoff of the natural gas businesses on Jan-
uary 2, 2007. In June 2007, Duke Energy closed on the syndication of an amended and restated credit facility, replacing the existing
credit faciliies totaling $2.65 billion with 2 S-year, $2.65 biliion master credit facility. See table below for the borrowing sub limits for
specific Duke Energy entities. Concurrent with the syndication of the master credit facility, Duke Energy established a new $1.5 billion
commercial paper program at Duke Energy and terminated Cinergy's previously existing commercial paper program. In addition, the
commercial paper program at Duke Energy Carolinas was increased from $650 million to $700 million.

The issuance of commercial paper, letters of credit and other borrowings reduces the amount available under the credtt facilities.

Duke Energy’s debt and credit agreements contain various financial and ather covenants. Failure to meet those covenants beyond
applicable grace periods could result in accelerated due dates and/or termination of the agreements, As of December 31, 2007, Duke
Energy was in compliance with those covenants. In addition, some credit agreements may allow for acceleration of payments ar termi-
nation of the agreements due to nonpayment, or the acceleration of other significant indebtedness of the borrower or some of its sub-
sidiaries. None of the debt or credit agreements contain material adverse changeclauses.
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Credit Facilities Summary as of December 31, 2007 (in millions]

Credit

Facilities Commerclal Letters of
‘Expiration Date Capachty Paper Cradit - Total
Duke Energy Corporation
52,650 multivear syndicated. o © June 2012 52,650 5 579 532 $ 611
Duke Energy Carolinas, LLC — 450 1 a57
Total® ) 52,650 $1,029 ﬁ $1,068

(a) Credit facility contains an option allowing borrowing up to the full amount of the facility on the day of initial expiration for up to one yvear.

(b) Credit facility contains a covenant requiring the debi-to-total capitalization ratio to not exceed 5% for each borrower,

) Contains $850 milion sub limil for Duke Energy, $800 million sub fimit for Duke Energy Carclinas, $500 million sub kmit for Duke Energy Ohio, $400 million sub -
limit for Duke Energy Indiana and a $100 million sub limit for Duke Energy Kentucky, Inc.

{d} This summary excludes certain demand facilities and committed facilities that are immaterial in size or which generally suppart very specific requirements.

Other Loans. During 2007 and 2006, Duke Energy had loans outstanding against the cash surrender vahue of the §fe insurance
policies that it owns on the lives of its executives. The amounts outstanding were $367 million as of December 31, 2007 and $594 mil-
lion as of December 31, 2006. The amounts outstanding were carried as a reduction of the related cash surrender value that is includes
in Other Assets on the Consolidated Ralance Sheets,

16. Preferred and Preference Stock at Duke Energy

As of December 31, 2007 and 2006, there were 44 million authorized shares of preferred stock, par value $0.001 per share, with
no such preferred shares outstanding.

Preferred and Preference Stock of Duke Enargy's Subsidiaries. In connection with the Westcoast Energy, Inc. (Westcoast)
acquisition in 2002, Duke Energy assumed approximately $411 million of authorized and issued redeemable preferred and preference
shares at Westcoast and Union Gas. Since these preferred and preference shares were redeemable at the option of holder, as well as
Westcoast and Union Gas, these preferred and preference shares did not meet the definition of a mandatorily redeemable instrument
under SFAS No. 150, “Accounting for Certain Financial Instruments with Gharacteristics of both Liabilities and Equity.” As such, these
preferred and preference shares were considered contingently redeemable shares and the balance of approximately $225 mitlion was
included in Minority Interests on the Consalidated Balance Shaets at December 31, 2006. The obligation associated with these prefarred
and preference shares was transferred to Spectra Energy in connection with the spin-off of the natural gas businesses on January 2,
2007.

Additionally, in May 2006, Duke Energy redeemed, at par plus accrued and unpaid dividends, approximately $11 mibion of
authorized and issued Duke Energy Indiana preferred stock, which had been acquired by Duke Energy in connection with the Cinergy
merger in April 2006. :

17. Commitments and Contingencies

General Insurance

Duke Energy carries insurance and reinsurance coverages either directly or through its captive insurance company, Bison, and its
affifiates, consistent with companies engaged in similar commercial operations with similar type properties. Duke Energy’s insurance
coverage includes (1) commercial general public Riability insurance for fiabilities arising to third parties for badily injury and property
damage resulting from Duke Energy’s operations; {2) workers' compensation liability coverage to required statutoryllin'its; (3} automobile
liabifity insurance for all owned, non-ownec ard hired vehicles covering liabilities to third parties for badily injury and property damage;

(4) insurance policies in support of the indemnification provisions of Duke Energy's bylaws and (5) property insurance covering the
replacement value of all real and personal property damage, excluding eleciric transmission and distribution lines, including damages aris-
ing from boiler and machinery breakdowns, earthguake, flood damage and extra expense. Al coverages are subject to certain deduc-
tibles, terms and conditions commeon for companies with similar types of aperations.
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In 2006, Bison was a member of Oil Insurance Limited (OIL) and sEnergy Insurance Limited (sEnergy), which provided property and
business interruption reinsurance coverage respectively for Buke Energy’s non-nuclear facilities. Duke Energy accounts for these
memhberships under the cost method, as it did not have the ability to exert significant influence over these investments. Bison terminated
its membership in OIL effective December 31, 2006 and paid a withdrawal premium during 2007 as a result of this decision. sEnergy
ceased insuring events subsequent to May 15, 2006 and is currently winding down its operations and settling its cutstanding claims.
Bison will continue {o pay additional premiums to sEnergy as it settles its outstanding claims during its wind-down; however, Duke Energy
does nct anticipate that the payments associated with the settlement of these outstanding claims will have 2 materiat impact on its con-
solidated results of operations, cash flows or financial position.

Duke Energy also maintains excess liability insurance coverage above the established primary limits for commercial general liability
and automobile liability insurance. Limits, terms, conditions and deductibles are comparable to those carried by other energy companies
of simitar size,

The cost of Duke Energy’s general nsurance coverages continued to fluctuate over the past year reflecting the changing conditions
of the insurance markets.

Nuclear insurance

Duke Energy awns and operates the McGuire and Oconee Nuclear Stations and operates and has a partial ownership interest in the
Catawba Nuclear Station. The McGuire and Catawba Nuclear Stations have two nuclear reactors each and Qconee has three. Nuclear
insurance includes: liability coverage; property, decontamination and premature decommissioning coverage; and business interruption
and/or extra expense caverage. The ather joint owners of the Catawba Nuclear Station reimburse Duke Energy for certain expenses
associated with nuclear insurance premiums. The Price-Anderson Act requires Duke Energy to insure against public lizbility claims result-
ing from nuclear incidents to the full limit of liahility, approximately $10.8 billion.

Primary Liability insurance. Duke Energy has purchased the maximum available private primary liability insurance as required by law,
which is $300 million,

Excess Liability Program. This program currently provides approximately $10.5 billion of coverage through the Price-Anderson Act’s
mandatory industry-wide excess secondary financial protection program of risk pooling. The $10.5 billion is the sum of the current poten-
fial curmutative retrospective premium assessments of $101 milion per licensed commercial nuciear reactor. This would be increased by
5101 million for each additional commercial nuclear reactor licensed, or reduced by $101 million for nuclear reactors no longer opera-
tional and may be exempted from the risk pocling program. Under this program, licensees couk! be assessed retrospactive premiums to
compensate for public liability damages in the event of a nuclear incident at any licansed facility in the L1.S. If such an incident shauld
occur and public liability damages exceed primary liability insurance, licensers may be assessed up to $101 millicn for each of their
licensed reactors, payable at a rate not to exceed $15 million a year per licensed reactor for each incigent. The assessment and rate are
subject to indexing for inflation and may be subject to state premium taxes.

Duke Energy is a member of Nuctear Electric Insurance Limited (NEIL), which provides property and accidental outage insurance
coverage for Duke Energy’s nuclear facilities under three policy programs:

Primary Property Insurance, This poiicy provides $500 million of primary property damage coverage for each of Duke Energy’s
nuclear facilities.

Excess Property Insurance. This policy provides excess property, decontamination and decommissioning liability insurance: $2.25
billion for the Catawba Nuclear Station and $1.0 bilion each for the Qconee and MeGuire Nuclear Stations. The Oconee and McGuire
Nuclear Stations also share an additionat $1.0 billion insurance limit above this excess. This shared limit is not subject to reinstatement in
the event of a loss. ' '

Accidental Outage Insurance. This policy provides business interruption and/or extra expense coverage resulting from an accidentat
outage of a nuctear unit. Each McGuire and Catawba unit is insured for up to $3.5 million per week, and the Oconee units are insured for
up to $2.8 million per week. Coverage amounts decline if more than one unit is involved in an accidental qutage. Initial coverage begins
after a 12.week deductible period for Catawba and a 26-week deductible period for McGuire and Oconee and continues at 100% for 52
weeks and 80% for the next 110 weeks. The McGuire and Catawba policy limit is $490 millicn and the Qconee policy limit is $392 million.
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In the event of large industry losses, NEIL's Board of Directars may assess Duke Energy for amounts up to 10 bmes its annual pre-
miums. The current potential maximum assessments are: Primary Property insurance—S38 million, Excess Property insurance—S$43 mil
lion and Accidental Qutage Insurance—$22 milllion.

Pursuant to regulations of the NRC, each company’s praperty damage insurance policies provide that all proceeds from such -
insurance be applied, first, 1o place the plant in a safe and stable condition after an accident, and second, to decontaminate before any
proceeds can be used for decommissioning, plant repair or restoration.

In the event of a loss, the amount of insurance available might not be adequate to cover property damage and other expenses
incurred. Uninsured losses and other expenses, to the extent not recovered by other sources, could have a material adverse effect an
Duke Energy's results of operations, cash flows or financial position. ' '

The maximum assessment amounts include 100% of Duke Energy’s potential obligation to NEIL for the Catawba Nuclear Station.
However, the other joint owners of the Catawba Nuclear Station are obligated to assume their pro rata share of liability for retrospective
premiums and other premium assessments resulting from the Price-Anderson Act’s excess secondary financial protection program of risk
pooling, or the NEIL policies.

Environmental

Duke Energy is subject to internatianal, federal, state and local regulations regarding air and water quality, hazardous and solid
waste disposal and other enviranmental matters. These regulations can be changed from time to time, :mpasing new cbligations on Duke
Energy.

Remediation activities. Duke Energy and its affiliates are responsibie for environmental remediation at various contaminated sites.
These include some properties that are part of ongoing Duke Energy operations, sites formerly owned or used by Duke Energy entifies,
and sites owned by third parties. Remediation typically involves management of contaminated soils and may involve groundwater
remediation. Managed in conjunction with relevant federal, state and local agencies, activities vary with site conditions and locations,
remedial requirements, complexity and sharing of respensibility. If remediation activities involve statutary joint and several kabllity provi-
sions, strict liability, or cost recovery ur contribution actions, Duke Energy or its affiliates could potentially be held responsible for con-
tamination caused by other parties. In some instances, Duke Energy may share liability associated with contamination with other
potentially responsible parties, and may also benefit from insurance policies ar cantractual indemnities that cover some or all cleanup
costs. All of these sites generally are managed in the nermal course of business or affiliale operations. Duke Energy believes that com-
pletion or resolution of these matters will have no material adverse effect on its consolidated results of operations, cash flows or financial
position.

Clean Water Act 316(b). The U.S. Envirenmental Protection Agency (EPA) finalized its cooling water intake structures rule in July
2004. The rule established equatic protection requirements for existing facilities that withdraw 50 million gallons or more of water per day
from rivers, streams, lakes, reservoirs, estuaries, oceans, or other U.5. waters for cooling purposes. Fourteen of the 23 coal and
nuclearfueled generating facilities in which Duke Energy is either a whole or partial owner are affected sources under that rule. On Jan-
uary 25, 2007, the U.S. Court of Appeals for the Second Circuit issued its opinion in Riverkeeper, Inc. v. EPA, Nos. 04-6692-ag(L) et. al.
{2d Cir. 2007) remanding most aspects of EPA's rule back to the agency. The court effectively disalowed those partions of the rufe most
favorable to industry, and the decision creates a great deal of uncertainty regarding future requirements and their timing. Duke Energy is
still unable ta estimate costs to comply with the EPA’s rule, although it is expected that costs witl increase as a result of the court's deci-
sion. The magnitude of any such increase cannct be estimated at this time.

Clean Ajr Mercury Rule (CAMR) and Clean Air Interstate Rufe (CAIR). The EPA finalized its CAMR and CAIR in May 2005. The CAMR
was 1o have limited total annual mercury emissions from coalfired power plants across the United States through 2 twophased
cap-and-trade program beginning in 2010. The GAIR limits total annual and summertime NO, emissions and annual SO, emissions from
electric generating facilities across the Eastern United States through a two-phased cap-and{rade program. Phase 1 begins in 2009 for
NO, and in 2010 for S0,. Phase 2 begins in 2015 for both NO, and S0..

The emission controls Duke Energy is installing to compty with Nerth Carotina clean air tegislation will contribute significantly to ach-
ieving compliance with CAIR requirements {see Nate 4). In addition, Duke Energy currently estimates that its Midwest electric operations
will spend approximately $300 million between 2008 and 2012 to comply with Phase 1 of CAIR and approximately $200 million for CAIR
Phase 2 compliance costs ovar the period 2008-2017. The IURC issued an order in 2006 granting Duke Energy Indiana approximately
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$1.07 billion in rate recovery to cover its estimated Phase 1 compliance costs of CAIR/CAMR in Indiana. Duke Energy Ohio receives
partial recovery of depreciation and financing costs related to environmental compliance projects for 2005-2008 through its RSP.

On February 8, 2008 the U.S. Court of Appeals for the District of Columbia issued its apinion in New Jersey v. EPA, No. 05-1097
vacating the CAMR. The decision creates uncertainty regarding future mercury emission reduction requirements and their timing. Barring
reversal of the decision if appealed, there will be a delay in the implementation of federal mercury requirements for existing coalired
power plants while EPA conducts a new rulemaking. Duke Energy is unable to estimate the costs to comply with a new EPA rule, afthough
it is expected that costs will increase as a result of the court’s decision. The magnitude of any such increase cannot be estimated at this
time.

Coal Combustion Product (CCP) Management. Duke Energy currently estimates that it will spend approximately $300 million over the
period 2008-2012 to install synthetic caps and liners at existing and new CCP landfills and to convert CCP handling systems from wet to
dry systems.

Extendad Environmental Activities and Accruals. Included in Other Deferred Credits and Other Liabilities and Other Current Liabilities
on the Consolidated Balance Sheets were total accruals related to extended environmentalrelated activities of approximately 552 million
and $73 million as of December 31, 2007 ang 2006, respectively. These accruals represent Cuke Energy’s provisions for costs asso-
ciated with remediation activities at some of its current and former sites, as well as other refevant environmenta! contingent lizbilities.
Duke Energy believes that completion or resolution of these matters will have no material impact on its cansolidated results of operations,
cash flows or financial position.

Litigation
As discussed in Note 1, on January 2, 2007, Duke Energy completed the spin-off of its natural gas businesses to shareholders.

Accordingly, contingent litigation and claims associated with the natural gas businesses were transferred to Spectra Energy effective with
the spmoﬂ’ and Duke Energy has no future obligation assaciated with such matters

New Source Review INSR). In 1999-2000, the U.5. Justice Department, actlng on behalf of the EPA filed a number of complalnts
and notices of violation against multiple utilities across the country for alleged violations of the NSR provisions of the Clean Air Act (CAA).
Generally, the government alieges that projects performed at various coaHired units were major medifications, as defined in the CAA, and
that the uotilities viclated the CAA when they undertook those projects without obtaining permits and installing the best available emission
centrols for 50,, NO, and particulate matter. The complaints seek injunctive relief to require installation of potlution controf technology on
various allegedly violating generating units, and unspecified civit penalties in amounts of up to $27,500 per day for each violation. A
number of Duke Energy's owned and operated plants have been subject to these allegations and lawsuits. Duke Energy asserts that there
were no CAA violations because the applicable regulations do not require permitting in cases where the projects undertaken are “routing”
or otherwise do not result in a net incréase in emissions.

In 2000, the government brought a lawsuit.against Duke Energy in the U.S. District Court in Greenshoro, North Caralina. The EPA
claims that 29 projects performed at 25 of Duke Energy’s coalfired units in the Carolinas violate these NSR provisions. In August 2003,
the trial court issued a summary judgment opinion adopting Duke Energy’s legal positions on the standard to be used for measuring an
increase in emissions, and granted judgment in favor of Duke Energy. The trial court's decision was appealed and ultimately raversed and
remanded for trial by the United States Supreme Court. At trial, Duke Energy will continue to assert that the projects were routine ar not -
projected to increase emissions. No trial date has been set.

in Novermber 1999, the United States brought a lawsuit in the United States Federal District Court for the Southern District of Indiana
against Cinergy, Duke Energy Ohio, and Duke Energy Indiana alleging various violations of the CAA for various projects at six of Duke
Energy owned and co-owned generating stations in the Midwest. Additionally, the suit claims that Duke Energy violated an Administrative
Consent Order entered into in 1998 between the EPA and Cinergy relating to alleged violations of Ohio's State Implementation Plan (SIP)
provisions governing particulate matter at Unit 1 at Duke Energy Ohio's W.C. Beckjord Station. In addition, three northeast states and two
environmental groups have intervened in the case. In June 2007, the trial court ruled, as a matter of law, that 11 of 23 projects under-
taken at the units do not gualify for the “routine” exception in the regulations. The court ruled further that the defendants had “fair notice”
of EPA's interpretation of the applicable regulations. The defendants filed motions for reconsideration, which were denied, A jury trial has
been set to commence on May 5, 2008. .
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In March 2000, the United States also filed suit in the United States District Court for the Southern District of Ohio an amended com-
plaint in a separate lawsuit alleging viclations of the CAA regarding various generating stations, including a generating station operated by
Columbus Sguthern Power Company (CSP) and jointly-owned by CSP, The Dayton Power.and Light Company (DP&L), and Duke Energy Obio.
This suitis being defended by CSP (the CSP case), A trial on liability issues was conducted in July 2009, On Qctober 9, 2007, CSP 7
announced a settlement of its case. The settlement includes commitments by CSP to construct emviranmental equipment or otherwise to
reduce emissions at certain plants and the payment of penatties and money to varipus environmental projects. Duke Energy does not
expect the settlement to have a matenial impact on its consolidated results of operations, cash flows, or financial position. In addition, Cin-
ergy and Duke Energy Ohio have been informed by DP&L that in June 2000, the EPA issued a Notice of Violation {NOV) to DP&L for alleged
violatians of CAA requirements at a station operated by DP&L and jointly-owned by DP&L, CSP, and Duke Energy Ohio. The NOV indicated
the EPA may issue an order requiring compliance with the requirements of the Chio SIP, or bring a civil action seeking injunctive relief and
civil penalties of up to $27,500 per day for each violation. In September 2004, Marilyn Wall and the Sierra Club brought a lawsuit against
Duke Energy Ohio, DP&L and CSP for alleged violations of the CAA at this same generating staton. On December 14, 2007, the Court
ordered a stay of the litigation for sixty days pending settlement negotiations among the parties. A trial has been set to commence in
August 2008.

Other than the CSP case, it is not possible to predict with certamiy whether Duke Energy will incur any liability or to estimate the
damages, if any, that Duke Energy might incur in connection with these matters. Ultimate resolution of these matters, gven in seltlement,
could have a material adverse effect on Duke Energy's consolidated results of operations, cash Hows or financial position. However, Duke
Energy will pursue appropriate regulatory treatment for any costs incurred in connection with such resolution. ..

Carban Dioxide (CO,) Litigation. (n July 2004, the states of Connecticut, New York, California, lowa, New Jersey, Rhode Island, Ver-
mont, Wiscansin, and the City of New York brought a lawsuit in the United States District Court for the Southern District of New York against:
Cinergy, American Electric Power Company, Inc., American Electric Power Service Corporation, The Southern Company, Tennessee Valley
Authority, and Xcel Energy Inc. A similar tawsuit was filed in the United States District Court for the Southern District of New York against -
the same companies by Open Space Institute, Inc., Open Space Conserancy, Ing., and The Audubon.Saciety of New Hampshire, These
lawsuits allege that the defendants’ emissions of CO, from the combustion of fossil fuels at electric generating facilities contribute to global
warming and amount to a public nuisance. The complaints also allege that the defendants could generate the same amount of electricity
while emitting significantly less CO,, The plaintiffs are seeking an iniuhction requiring each defendant to cap its CO, emissions and then
reduce them by a specified percentage each year for at least a decade. In September 2005, the District Court granted the defendants’
motion to dismiss the lawsuit. The plaintifis have appealed this ruling to the Second Circuit Court of Appeals. Oral arguments were held
befare the Second Circuit Court of Appeals on June 7, 2006. It is not possible to predict with certainty whether Duke Energy will incur any
liability or to estimate the damages, if any, that Duke Energy might incur in connection with this matter.

Hurricane Katrina Lawsuit. In April 2006, Duke Energy and Cinergy were named in the third amended complaint of 2 purported class
action fawsuit filed in the United States District Court for the Southem District of Mississippi. Plaintiffs claim that Duke Energy and Cinergy,
along with numerous other utifities, oil companies, coat companies and chemical companies, are liable for damages relating to losses suf-
fered by victims of Hurricane Katrina. Plaintitfs claim that defendants’ greenhouse gas emissions contributed to the frequency and intensity
of storms such as Hurricane Katrina, In October 2006, Duke Energy and Cinergy were served with this fawsuit. On August 30, 2007, the
court dismissed the case. The plaintiffs have filed their appeal to the Fifth Circuit Court of Appeals. Briefing is ongoing in the Fifth Circuit. it
is not possible to predict with certainty whether Duke Energy or Cinergy will incur any liability or to estimate the damages, if any, that Duke
Energy or Cinergy might incur in connection with this matter.

San Diego Price Indexing Cases. Duke Energy and several of its affiliates, as well as other energy companies, have been parties to 25
lawsuits which have been coordinated as the “Price Indexing Gases” in San Diego, California. Twelve of the lawsuits sought class-action certifi
cation. The plaintiffs allege that the defendants conspired to manipulate the price of naturat gas in violation of state and/or feceral antirust
laws, unfair business practices and other laws. Plaintiffs in some of the cases further allege that such activities, including engaging in “round
trip” trades, providing false information ta natural gas trade publications and unlawlully exchanging information, resulted in artificially high energy
prices. in December 2006, Duke Energy executed an agreement to settie the 12 class action cases. In June 2007, judgment grasting final
approval to the class action settlement was entered. The settlemnent did not have a material adverse effect on Duke Energy’s consolidated -
results of operations, cash flows or financial position. In December 2007, Duke Energy reached a settlement in. principle fo setle the remaining
13 cases, subject 1o the negotiation and execution of a settlement agreemant, which was executed in February 2008. The proposed settlement
will not have a material adverse effect on Duke Energy's consolidated results of operations, cash flows or financial position.
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Other Price Reporting Cases. A total of 12 lawsuits have been filed against Duke Energy affiliates and other energy companies.
Seven of these cases were dismissed on filed rate and/or federal preemption grounds, and the plaintiffs in each of these dismissed cases
appealed their respective rulings. On Septembar 24, 2007, the Ninth Circuit reversed the prior rulings and remandad four of the cases to
the District Court for further proceedings. Defendants request for reconsideration was denied. I July 2007, the judge in two of the cases
reconsidered and reversed his prior ruling dismissing the cases. The seventh case was appealed to the Tennessee Court of Appeals,
where oral argument was heard in November 2007 and a decision is pending. In February 2008, the judge in one of the cases granted a
motion to dismiss and entered judgment in favor of CETM. Each of these cases contains similar claims, that the respective plaintiffs, and
the classes they claim to represent, were harmed by the defendants’ alleged manipulation of the natural gas markets by various means,
including previding false information to natural gas trade publications and entering inte unlawful arrangements and agreements in violation
of the antitrust laws of the respective states. Plaintiffs seek damages in unspecified amounts. Duke Energy is unable to express an opin-
ion regarding the probable outcome or estimate damages, if any, related to these matters at this time.

Western Electricity Litigation. Plaintiffs, on behalf of themselves and others, in thrae lawsuits allege that Duke Energy affiliates,
amaong other energy companies, artificially inflated the price of electricity in certain western states. Two of the cases were dismissed and
plaintiffs appealed to the U_S. Court of Appeal for the Ninth Circuit. Of those two cases, one was dismissed by agreement in March 2007.
Oral arguments in the other case was heard before the U.S. Ninth Circuit Court of Appeals in April 2007. In November 2007 the court
issued an opinion affirming dismissal and plaintiffs filed a motion for rehearing. In December 2006, a fourth case, the single remaining
electricity case pending in California state court was dismissed. Plaintiffs in these cases seek damages in unspecified amounts. It is not
possible to predict with certainty whether Duke Energy will incur any liability or to estimate the damages, il any, that Duke Energy might
incur in connection with these lawsuits, but Duke Energy does not presently believe the outcome of these matters will have a material
adverse effect on its consolidated results of operations, cash flows or financial position.

Trading Related Investigations. Beginning in February 2004, Duke Energy has received requests for information from the L.S. Attor-
ney's office in Houston focused on the natural gas price reporting activities of certain individuats involved in DETM trading operations.
Duke Energy has cooperated with the government in this investigation and is unable to express an opinion regarding the probable out-
come or estimate damages, if any, rélated to this matter at this time.

ExxonMobil Disputes. In April 2004, Mobil Natural Gas, Inc. IMNGI} and 3946231 Canada, Inc. (3246231, and collectively with MNGI,
ExxonMobil) filed a Demand for Arbitration against Duke Energy, DETMI Management Inc. (DETMI), DTMSI Management Ltd. (DTMSI) and
other affiliates of Duke Energy. MNGI and DETM! are the sole members of DETM. DTMS! and 3946231 are the sole beneficial owners of
Duke Energy Marketing Limited Parinership (DEMLP, and with DETM, the Ventures). Among other allegations, ExxonMobil alleged that
DETMI and DTMSI engaged in wronglul actions relating to affiliate trading, payment of service fees, expense allocations and distribution of
earnings in breach of agreements and fiduciary duties relating to the Ventures. BxonMobil sought to recover actual damages, plus attor-
neys’ fees and exemplary damages; aggregate damages were specified at the arbitration hearing and totaled approximately $125 milion
{excluding interest). Duke Energy denied these allegaticns and filed counterclaims asserting that ExxonMabil breached its Venture obliga-
tions and other contractual abligations. {n March 2007, Duke Energy and ExxanMobil executed a settlement agreement for glohal settle-
ment of both parties’ claims. The resolution of this mafter did not have a material effect on Duke Energy's consolidated results of
aperations, cash flows or financial position. The gas supply agreements with other parties, under which DEMLP continues to remain cbli-
gated, are currently estimated to result in losses of up o approximately 570 million through 2011, As Duka Energy has an ownership
interest of approximately 60% in DEMLP, only 60% of any losses would impact preax earnings for Duke Fnergy. However, these losses
are subject to change in the future in the event of changes in market conditions and underlying assumptions.

Cherokee Gounty Property Litigation. Duke Energy Carolinas filed suit in July 2005 seeking specific performance of its asserted
contract to purchase approximately 2,000 acres of land in Cherckee County, South Carolina and asking for a declaratory judgment to
establish that a contract for sale existed. Defendants counterclaimed for slander of title and abuse of process. In December 2005, the
court dismissed Duke Energy Carolinas’ claims and Defendants’ amended their counterclaims. As amended, Defandants’ counterclaims
alleged slander of title, abuse of process, tortuous interference with brospective contracts of others in the energy market and tortuous
interference with contract. A hearing on Duke Energy Carolinas’ Mation for Summary Judgment was held in April 2007 and the judge ruled
in May 2007 dismissing Defendants’ slander of title ¢laims. On May 30, 2007, the parties settled this matter. The resclution of this matter
did not have a material effect on Duke Energy’s consolidated results of operations, cash flows or financial position.

Duke Energy Retirement Cash Balance Plan. A class acticn lawsuit was filed in federal court in South Carolina against Duke Energy
and the Duke Energy Retirement Cash Balance Plan, alleging violations of Employea Retirement Incame Security Act (ERISA} and the Age

146




PART Il

DUKE ENERGY CORPORATION
Notes To Consolidated Financial Statements—(Continued)

Discrimination in Employment Act. These allegations arise out of the conversion of the Duke Energy Company Employees’ Retirement Plan )
into the Duke Energy Retirement Cash Balance Plan. The case also raises some Plan administration issues, alleging errors in the applica-
tion of Plan provisions {e.g., the calculation of interest rate credits in 1997 and 1998 and the calculation of lump-sum distribtitions). Tne
plaintiffs seek to represent present and former participants in the Duke Energy Retirement Cash Balance Plan. This group is estimated to
include approximately 36,000 persons. The plaintiffs alsc seek to divide the putative class into subrclasses based on age. Six causes.of
action are alleged, ranging from age discrimiration, to various alleged ERISA violations, to allegations of breach of fiduciary duty. The
plaintiffs seek a broad array of remedies, including a retroactive reformation of the Duke Energy Retirement Cash Balance Planand a
recalculation of participants'/ beneficiaries’ benefits under the revised and reformed plan. Duke Energy filed its answer in March 2006, A
second class action lawsuit was filed in federal court in South Carolina, alleging similar claims and seeking to represent the same class of
defendants. The second case has been voluntarily dismissed, without prejudice, effectively consolidating it with the first case. A portion of
this contingent liability was assigned to Spectra Energy in connection with the spinoff in January 2007. A hearing on the plaintiffs’ motion.
ta amend the complaint to add additional age discrimination claim, defendant’s motion to dismiss and the respective motions for sum-
mary judgment was held in Cecember 2007 and 2 decision is pending. The matter is currently in discovery with a tentative trial date in
July 2008. It is not possible to predict with certainty whether Duke Energy will incur any liability or to estimate the damages, if any. that
Duke Energy might incur in connection with this matter,

Otiio Antitrust Lawsuit. In January, 2008, four plaintiffs, including individual, industrial and nomprofit customers, filed a fawsuit against
Duke Energy in federal court in the Southern District of Ohio. Piaintiffs allege that Duke Energy (then Cinergy and The Cincinnati Gas &
Flectric Company [CG&E), conspired to provide inequitable and unfair price advantages for certain large business consumers by entering
into non-public option agreements with such consumers in exchange for their withdrawal of challenges to Duke Energy Ohio’s {then
CG&E's) pending RSP, which was implemented in early 2005. Duke Energy strongly denies the allegations made in the lawsuit and intends
to defend itself vigorously. It is not possible to predict with certainty whether Duke Energy will incur any liability or to estimate the dam-
ages, If any, that Duke Energy might incur in connection with this matter.

Alaskan Global Warming Lawsuit. On February 26, 2008, plaintiffs filed suit against Peabody Coal and various oil and power com-
pany defendants, including Duke Energy and certain of its subsidiaries. Plaintiffs, the governing bodies of an inupiat village in Alaska,
brought the action on their own behalf and on behalf of the village's approximately 400 residents. The lawsuit alleges that defendants'
emissions of carbon dioxide contributed to global warming and constitute a private and public nuisance. Plaintiffs also allege that certain
defendants, including Duke Energy, conspired to mistead the public with respect to the global warming. Plainiffs seek unspecified mone-
tary damages, attorneys fees and expenses. Duke Energy has not yet been served with this lavsuit. It is not possible to predict with cer-
tainty whether Duke Energy will incur any liability or to estimate the damages, if any, that Duke Energy might incur in connection with this
matter.

Asbestosrelated injuries and Damages Claims. Duke Energy has experienced numerous claims for indemnification and medical cost
reimbursemnent relating to damages for bodily injuries alleged to have arisen from the exposure to or use of asbestas in connection with
construction and maintenance activities conducted by Duke Energy Carolinas on its electric generation plants prior to 1985.

Amounts recognized as asbestos-related reserves related to Duke Energy Carolinas in the Consolidated Balance Sheets totated
approximately $1,082 million and 51,159 million as of Dacember 31, 2007 and 2006, respectively, and are classified in Other Deferred
Credits and Other Liabilities and Other Current Liabilities. These reserves are based upon the minimum amount in Duke Energy's best
estimate of the range of loss of $1,082 million to $1,350 million for current and future asbestos claims through 2027. The reserves
halance of $1,082 million as of December 31, 2007 consists of approximately $182 million related to known claimants and approx-
imately $900 million related to unknown claimants. Management believes that it is possible there will be additional claims filed against
Duke Energy Carolinas after 2027. In light of the uncertainties inherent in a lenger-term forecast, management does not believe that they
¢an reasonably estimate the indemnity and medical costs that might be incurred after 2027 related to such potential claims, Asbestos-
related loss estimates incorporate anticipated inflation, if applicable, and are recorded on an undiscounted basis. These reserves are
based upen current estimates and are subject to greater uncertainty as the projection period langthens. A significant upward or down-
ward trend in the number of claims filed, the nature of the alleged injury, and the average cost of resolving each such claim could change
our estimated liability, as could any substantial adverse or favorable verdict at trial. A federal kegislative solution, further state: lort reform
or structured settlement transactions could also change the estimated liability. Given the uncertainties associated with projecting matters
into the future and numerous other faciors outside our control, management believes that it is possible Duke Energy Caroli_nas may incur
asbestos liabilities in excess of the recorded reserves.
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Duke Energy has a third-party insurance policy to cover certain losses related to Duke Energy Carolinas’ asbestos-related injuries
and damages above an aggregate self insured retention of $476 million. Through December 31, 2007, Duke Energy has made approx-
imately $460 million in payments that apply to this retention. The insurance policy limit for potential insurance recoveries for
indemnification and medical cost claim payments is 51,107 mitfion in excess of the self insured retention. Probable insurance recoveries
of approximately $1,040 mition and 51,020 million related to this policy are classified in the Consolidated Balance Sheets primarily in
Other within Investments and Other Assets as of December 31, 2007 and 2006, respectively. Duke Energy is not aware of any
uncertainties regarding the legal sufficiency of insurance claims or any sigrificant solvency concems related to the insurance carier,

Duke Energy Indiana and Duke Energy Ohio have also been named as defendants or co-defendants in lawsuits related to asbestos at
their electric generating stations. The impact on Ouke Energy’s consalidated results of operations, cash flows, or financial position of
these cases to date has not been material. Based on estimates under varying assumptions, concerning uncertainties, such as, among
others: (i) the number of contractors potentially exposed to ashesios during construction or maintenance of Duke Energy Indiana and
Duke Energy Ohio generating plants; (i) the possible incidence of various illnesses among exposed workers, and {iii} the potential settle-
ment costs without federal or other legislation that addresses asbestos tort actions, Duke Energy estimates that the range of reasonably
possible exposure in existing and future suits over the foreseeable future is not material. This estimated range of exposure may change
as additional settlements occur and claims are made and more case law is established.

E! UK Hoidings, Inc. Settlement. in March, 2004, Ei UK Holdings, Inc., a subsidiary of FirstEnergy Corp, filed a complaint in Ohio
State Court. The complaint alleged that Cinergy, and an affiliate, had breached certain agreements and sought indemnification from Cin-
ergy. The case went to trial and on February 14, 2008, the jury retumed a verdict in favor of El UK Hoidings and against Clnergy and its
affiliate and awarded El UK Holdings $15 million, plus interest,

Other Litigation and Legal Proceedings. Duke Energy and its subsidiaries are involved in other legal, tax and regulatory proceedings
arising in the ordinary course of business, some of which mvolve substantial amounts. Duke Energy believes that the final disposition of
these proceedings will not have a material adverse effect on its consolidated results of operations, cash flows or financial position.

Duke Energy has exposure to certain legal matters that are described hergin. As of December 31, 2007 and 2006, Duke Energy
has recorded reserves, including reserves related to the aforementioned asbestos-related injuries and damages claims, of approximately
$1.1 billkan and $1.3 billion, respectively, for these proceedings and exposures. Duke Energy has insurance coverage for certain of these
losses incurred. As of December 31, 2007, Duke Energy has recognized approximately 51,040 million of probabie insurance recoveries
related to these losses. These reserves represent management’s best estimate of probable loss as defined by SFAS No. 5, “Accounting
for Contingencies.”

Duke Energy expenses legal costs related to the defense of loss contingencies as incurred.

Lidgation Matters Transferred to Spectra Energy

As previously discussed, contingent litigation and claims associated with the natural gas businesses were transierred to Spectra
Energy effective with the spin-off and Duke Energy has no future obligation associated with such matters. The following matters, which
were transferred by Duke Energy as part of the spinoff and subsequently seitled by Spectra Energy in 2007, impacted Duke Energy's
consolidated results of operations during the year ended December 31, 2006:

Sonatrach/Sonatrading Arbitration. Duke Energy LNG Sales inc. (Duke LNG} claims in an arbitration commenced in January 2001 in
London that Scnatrach, the Algerian state-owned energy company, together with its subsidiary, Sonatrading Amsterdam B.V.
(Sonatrading), breached their shipping obligations under a liquefied natural gas (LNG) purchase agreement and related transportation
agreements (the LNG Agreements} relating to Duke LNG's purchase of LNG from Algeria and its transportation by LNG tanker to Lake
Charles, Louisiana. Duke LNG seeks damages of approximately $27 millign. Sonatrading and Sonatrach, on the other hand, claim that
Duke LNG repudiated the LNG Agreements by allegedly failing to diligently perform LING marketing obligations. Sonatrading and Sona-
trach seek damages in the amount of appraximately $250 million. In 2003, an arbitration tribunal issued a Partial Award an fiability issues,
finding that Sonatrach and Sonatrading breached their obligations to provide shipping. The tribunal alsa found that Duke LNG breached
the LNG Purchase Agreement by failing to perfonm marketing obligations. The final hearing on damages was concluded in March 2006,
and the tribunal issued its award on damages on November 30, 2006. Duke LNG was awarded approximately $20 million, plus interest,
for Sonatrach's breach of its shipping obligations. Sonatrach and Sonatrading were awarded an unspecified amount that management
believes will, when calculated, be substantially less than the amount awarded to Duke LNG, and result ultimately in a net positive, but
immaterial, award ta Duke LNG. This matter was assigned ta Spectra Energy in connection with the spin-off in lanuary 2007,
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Citrus Trading Corporation (Citrus) Litigation. In conjunction with the Sonatrach LNG Agreements, Duke LNG entered into a natural
gas purchase cortract (the Citrus Agreement) with Citrus. Citrus filed a lawsuit in March 2003 in the U.S, District Court for the.Southem
District of Texas against Duke LNG and PanEnergy Corp alleging that Duke LNG breached the Citrus Agreement by failing to provide suffi-
cient volumes of gas to Citrus, Duke LNG contends that Sonatrach caused Duke LNG to experience a loss of LNG supply that affected
Duke LNG's obligations and termination rights under the Citrus Agreement. Ciirus seeks monetary damages and a judicial determination
that Duke LNG did not experience such a loss. After Citrus filed its lawsuit, Duke LNG terminated the Citrus Agreement and filed a
counterclaim asserting that Citrus had breached the agreement by, among aother things, faifing to provide sufficient security under a letter
of credit for the gas transactions. Citrus denies that Duke LNG had the right to terminate the agreement and contends that Duke LNG's
termination of tha agreement was itself a breach, entitling Citrus to terminate the agreement and recover damages in the amount of
appraximately $190 million {excluding interest). This matter and the financial obligation of any settiement or judgment were assigned to
Spectra Energy in connection with the spin-off in January 2007. In January 2007 Spectra Energy and Citrus settled this litigation for a
payment by Spectra Enargy to Citrus of 5100 million. As a result, in 2006, Duke Energy recognized a reserve of $100 million related to
the settlement offer.

Other Commitments and Contingencies

Commercial Power produced synfuel from facilities that qualified for tax credits (through 2007) in accordance with Section 23/45K
of the Internal Revenue Code if cartain requirements were satisfied, Seclion 29/45K provided for a phase-out of the credit if the average
price of crude oil during a calendar year exceeded a specified threshold. The phase-out was based on a prescribed calcuiation and defi
nition of crude il prices. The exposure to synfuel tax credit phase-out was monitored as Duke £nergy was able to reduce or cease syn
fuel production based on the expactation of any potential tax credit phase-out. The objective of these activities was to reduce potential
losses incurred jf the reference price in 2 year exceeded a bevel triggering a phase-out of synfuel tax credits.

These credits reduced Duke Energy's incorne tax fiability and, therefore, Duke Energy's tax expense recorded in {L.oss) Income From
Discontinued Oparatians, net of tax (see Note 13). Commercial Power's sale of synfuel had generated $332 million in tax credits through
December 31, 2005. After reducing for the possibility of phase-out, the amount of additional credits generated during the years ended
Decemser 31, 2007 and 2006 were approximately $84 million and $20 miflion, respectively. Duke Energy ceased production of synfuel
upon the expiration of the tax credits at the end of 2007.

The Internal Revenue Service (IRS) has completed the audit of Cinergy for the 2002, 2003, and 2004 tax years, including the synfuel
facility owned during that period, which represents 5222 miflion of tax credits generated during the aforementioned audit period. The IRS
has nct proposed any adjustment that would disallow the credits claimed during that periad. Subsequent periods are still subject to
audit. Duke Energy believes that it operated in conformity with all the necessary requirements to be allowed such credits under Sec-
tion 29/45K,

Duke Energy was party to an agreament with a third party service provider related to certain future purchases. The agreement,
which was amended and extended in September 2007, contained certain damage payment provisions if qualifying purchases were not
initiated by September 2008. In the fourth quarter of 2006, Duke Energy initiated early settlement discussions regarding this agreement
and recorded a reserve of approximately $65 million. During the year ended December 31, 2007, Duke Energy paid the third party serv-
ice provider approximately $20 million, which directly reduced Duke Energy's future exposure under the agreement, and further reduced
the reserve by $45 million based upon qualifying purchase commitments that, once satisfied, fulfills Puke Energy’s ebligations under the
agreement. Accordingly, at December 31, 2007, there was no remaining reserve associated with this agreement,

In October 2006, Duke Energy began an internal investigation into improper data reporting to the EPA regarding air emissions under
the NO, Budget Program at Duke Energy’s DEGS of Narrows, L.L.C. power plant facility in Narrows, Virginia. The investigation has
revealed evidence of falsification of data by an employee ralating to the guality assurance testing of its continuaus emissions monitoring
system to monitor heat input and NO, emissions. In December 2006, Duke Energy veluntarily disclosed the potential violations to the EPA
and Yirginia Department of Environmental Quality (VDEQ), and in January 2007, Duke Energy made & full written disclosure of the inves-
tigation’s findings to the EPA and the VDEQ. In December 2007, the EPA issued a notice of violation. Duke Energy has taken appropriate
disciplinary action, including termination, with respect to the employees involved with the false reporting. It is net possible to predict with
certainty whether Duke Energy will incur any liability or to estimate the damages, if any, that Duke Energy might incur in connection with’
this matter. . B
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Other, As part of its normal business, Duke Energy is a party to various financial guarantees, performance guarantees and other
cortractual commitments to extend guarantees of credit and other assistance to various subsidiaries, investees and other third parties.
To varying degrees, these guarantees involve elements of performance and credit risk, which are not included on the Consolidated Bal
ance Sheets. The possibility of Duke Energy having to henor its contingencies is largely dependent upan future operations of various
subsidiaries, investees and other third parties, or the occurrence of certain future events. For further information see Note 18,

In addition, Duke Energy enters into various fixed-price, non-cancelable commitments to purchase or sell power {folling arrangements
or power purchase contracts), take-ar-pay arrangements, transpartation or throughput agreements and other contracts that may or may
not be recognized on the Consolidated Balance Sheets. Some of these arrangements may be recognized at market value on the Con
solidated Ba!ance Sheets as trading contracts or qualifying hedge positions. -

See Note 18 for discussion of Calpine guarantee oblipation.

Operating and Capital Lease Commitments

Duke Energy leases assets in several areas of its operations. Consolidated rental expense for operating leases included in income
from continuing operaticns was $138 million in 2007, $110 million in 2006 and $66 million in 2005, which is included in Operation, Main-
tenance and Other on the Consolidated Statements of Operations. Consolidated rental expense for operating leases included in {Loss)
Income From Discontinued Operations, net of tax, was $36 million in 2006 and $53 million in 2005. Amertization of assets recorded
under capital leases was included in Depreciation and Amortization on the Consolidated Statements of Operations. The tollowing is a
summary of future minimurn lease payments under operating leases, which at inception had a noncancelable term of more than one year,
and capita! leases as of December 31, 2007;

Operating Capital
Leases Leases

{in millions)
2008 . 5121 517
2009 81 19
2010 75 14
2011 48 12
2012 39 12
Thereafter _260 _3a
Total future minimum lease payments . $624 5108

18. Guarantees and Indemnifications

Buke Energy and its subsidiaries have various financial and performance guarantees and indemnifications which are issued in the
nermal course of business. As discussed below, these contracts include performance guarantees, stand-by letters of credit, debt guaran-
tees, surety honds and indemnifications. Duke Energy and its subsidiaries enter inta these arrangements to facilitate a commercial trans-
action with a third party by enhancing the value of the transaction to the third party.

As discussed in Note 1, on January 2, 2007, Duke Energy completed the spinoff of its natural gas businesses to shareholders.
Guarantees that were issued by Duke Energy, Cinergy or International Energy or were assigned to Duke Energy prior 0 the spin-off
rernained with Duke Energy subsecuent to the spin-off, Guarantzes issued by Spectra Energy Capital or its affiliates prior to the spin-off
remained with Specira Energy Capital subsequent to the spinoff, except for certain guarantees discussed below that are in the process
of being assigned to Duke Energy. During this assignment period, Duke Energy has indemnified Spectra Energy Capital against any losses
incurred under these guarantee obligations.

Duke Energy has issued performance guarantees to customers and other third parties that guarantee the payment and performance
of other parties, including certain non-wholly-owned entifies, as well as guarantees of debt of certain non-consolidated enfities and less -
than wholly-owned consolidated entities. If such entities were to defauit on payments ar performance, Duke Energy would be required
under the guarantees ta make payment on the obligation of the less than wholly-owned entity. The maximum potential amount of future
payments Duke Energy could have been required to make under these guarantees as of December 31, 2007 was approximately 3547
million. Approximately $404 million of the guarantees expire between 2008 and 2039, with the remaining performance guarantees having
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no contractual expiration. In addition, Spectra Energy Capital is in the process of assigning performance guaranteés with maximum poten-
tial amounts of future payments of approximately $123 million iv Duke Energy, as discussed above. Duke Energy has indemnified Spec-
tra Energy Capital for any losses incurred as a result of these guarantees during the assignment period.

Duke Energy uses bankissued stand-by letters of credit to secure the performance of non-whaolly-owned entities to a third parly or
tustomer. Under these arrangements, Duke Fnergy has payment obligations to the issuing bank which are triggered by a draw by the
third party or customer due to the failure of the non-whally-owned entity te perform according to the terms of its underlying contract. The
maximum potential amount of future payments Duke Energy could have been required to make under these letiers of credit as of
December 31, 200/ was approximately $20 million. Substantially al of these letters of credit were issued on behalf of less than wholly-
owned consolidated entities and non-consolidated entities and expire in 2008.

Duke Energy has guaranteed certain issuers of surely bonds, obligating itself to make payment upon the failure of a nonwholly-
owned entity to honor its obligations tc a third party. As of December 31, 2007, Duke Energy had guaranteed approximately $141 million
of outstanding surety bonds related to obligations of non-wholly-owned entities, of which approximately 5136 million relates to projects at
Crescent. The majority of these bonds expire in various amounts in 2008; however, Duke Energy has a bond indemnity obligation through
September 2009 for the Crescent projects related to these outstanding bonds.

Additionally, Duke Energy has issued guarantees to customers or other third parties refated to the payment or performance obliga-
tions of certain entities that were previously whally owned by Duke Energy but which have been sold to third parties, such as Duke-
Solutions, Inc. (DukeSolutions) and Duke Engineering & Services, Inc. (DE&S). These guarantees are primarily related to payment of lease
obligaticns, debt obligations, and performance guarantees related to provision of goods and services, Duke Energy has received
beckto-back indemnification from the buyer of DE&S indemnifying Duke Energy for any amounts paid refated to the DE&S guarantees.
Duke Energy also receved indemnification from the buyer of DukeSolutions far the first $2.5 million paid by Duke Energy related to the
DukeSolutions guarantees. Further, Duke Energy granted indemnification to the buyer of DukeSolstions with respect to losses arising
under some energy sérvices agreements retained by DukeSolutions after the sale, provided that the buyer agreed to bear 100% of the
performance risk and 50% of any other risk up to an aggregate maximum of $2.5 million (less any amounts paid by the buyer under the
indernnity discussed above). Additionally, for certain performance guarantees, Duke Energy has recourse to subcontractors involved in
providing services to a customer. These guarantees have various terms ranging from 2008 to 2019, with others having no specific term.
The maximum potential amount of future payments under these guarantees as of December 31, 2007 was approximately $72 million.

in 1999, the Industrial Development Comp of the City of Edinburg, Texas (IDC) issued approximately 5100 million in bonds to pur-
chase equipment for lease to Duke Hidalgo (Hidalgo), a subsidiary of Duke Energy. A subsidiary of Duke Energy unconditionally and irrev-
ocably guaranteed tha lease payments of Hidaigo to IDC through 2028. In 2000, Hidelgo was sold to Calpine Corporation and a
subsidiary of Duke Energy remained obligated under the lease guaranty. In January 2006, Hidalgo and its subsidiaries filed for bankruptcy
pretection in connection with the previous bankruptcy fiing by its parent, Calpine Corporation in December 2005. Gross, undiscounted
exposure under the guarantee obligation as of December 31, 2007 is approximately $200 milfion, including principal and interest pay-
menits. Duke Energy does not believe a loss under the guarantee obligation is probable as of December 31, 2007, but continues to eval
uate the situation. Therefore, no reserves have been recorded for any contingent loss as of December 31, 2007. No demands for
payment of principal and interest have been made under the guarantee. This guarantee remained with Specira Energy Capital subseguent
to the spin-off and will not be assigned to Duke Energy; however, Duke Energy indemnified Spectra Energy Capital against any future
losses that could arise fram payments required under this guarantee. In January 2008, Calpine Corporation announced that it had suc-
cessfully emerged from Chapter 11 bankruptcy protectivn and officially concluded its Chapter 11 reorganization.

Duke Energy has entered into variaus indemnification agreements related to purchase and sale agreements and other types of con-
tractual agreements with vendors and other third parties. These agreements typically cover environmental, tax, litigation and other mat-
ters, as well as breaches of representations, warranties and covenants. Typically, claims may be made by third parties for various
periods of fime, depending on the nature of the claim. Duke Energy's potential exposure under these indemnification agreements can
range from a specified amount, such as the purchase price, to an unlimited dollar amount, depending on the nature of the claim and the
particular transaction. Duke Energy is unable to estimate the total potential amount of future payments under these indemnnification
agreements due to several factors, such as the unlimited exposure under certain guarantees, '

At December 31, 2007, the amounts recorded for the guarantees and indemnifications mentioned above are immaterial, both
individually and in the aggregate.
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19. Earnings Per Share

Basic EPS is computad by dividing earnings available for common stockholders by the weighted-average number of common shares
outstanding during the periad. Diluted EPS is computed by dividing earnings available for common stockholders, as adjusted, by the
diluted weighted-average number of common shares outstanding during the period. Diluted EPS reflects the potential dilution that cotld
occur if securities or other agreements to issue common stock, such as stock options, stock-based performance unit awards, con-
fingently convertible debt and phantom stock awards, were exercised, settled or converted into commen stock.

The foliowing tables Hlustrate Duke Energy’s basic and diluted EPS calculations and reconcile the weighted-average number of

cemmoan shares outstanding to the diluted weighted-average number of common shares outstanding for the years ended December 31,
2007, 2006, and 2005,

Average
{in millions, except per share data} mcome Shares  EPS
2007 ’
income fram continuing operations—basic $1,622 1,260 S51.21
Effect of dilutive securities: 7
Stock options, phantom, performance and restricted stock ) 5
Conimgently convertible bond — 1
Income from continuing operations—diluted $1,522 1,266 51.20
2006 . : .
Income from continuing operations——basic 51,080 . 1,170 S0.92
Effect of dilutive securities:
Stock options, phantom, performance and restricted stock 4
Contingently convertible bond : .4 14,
income from continuing cperations—diluted $1,084 1,188 $0.91
2005
Incame from continuing operations S 893
Less: Dividends and premiums on redemption of preferred and preference stock (12)
Income from continuing operations—basic ] 881 934 $D.94
Effect of dilutive securities:
Stock options, phantom, performance and restricted stock . .4
Contingenty convertible bond 8 32
Income from continuing operations—dikited . S 889 870 5092

The increase in weightad-average shares outstanding for the year ended December 31, 2007 compared to the same period in 2006
was due primarily to the Apri 2006 issuance of approximately 313 million shares in conjunction with the merger with Cinergy (see Note
1), the conversion of debt into approximately 27 million shares of Duke Energy common stock during the year ended December 31,
2006 [see Note 15), and the repurchase and retirement of approximately 17.5 million shares of Duke Energy cormmon stock during the
year ended December 31, 2006.

As of December 31, 2007, 2006 and 2005, approximately 13 million, 14 million and 19 mitlion, respectively, of options, unvested
stock, performance and phantom stock awards were not included in the “effect of dilutive securities” in the above table because either
the option exercise prices were greater than the average market price of the commeon shares during those periods, or performance
measures related to the awards hzd not yet been met.

20. Stock-Based Compensation

Effective January 1, 2006, Duke Energy adopted the provisions of SFAS No, 123(R). SFAS No. 123(R) establishes accounting for
stock-based awards exchanged for employee and certain nonemployee services. Accordingly, for employee awards, equity classified
stock-based compensation cost is measured at the grant date, based on the fair value of the award, and is recognized as expense over
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the requisite service period. Prior to the adoption of SFAS No. 123(R), Duke Energy applied APB 25 and FIN 44, and provided the
required pro forma disclosures of SFAS No. 123. Since the exercise price for all options granted under those plans was equal to the
market value of the underlying common stock on the grant date, no compensation cost was recognized in the accompanying Con-
solidated Statements of Operations.

Duke Energy elected to adopt the modified prospective application method as provided by SFAS No. 123(R), and accordingly, finan-
cial statement amounts from the year ended December 31, 2005 presented in this Form 10K have not been restated. There were no
modifications to outstanding stock options prior to the adogtion of SFAS No. 123(R).

The following table shows what earnings available for cormmon stockholders, basic eamings per share and dilkited earnings per
share would have been if Duke Energy had applied the fair value recognition provisions of SFAS No. 123(R) to all stock-based compensa—
tion awards during the year ended December 31, 2005. '

Pro Forma Stock-Based Compensation —
Yeaar ended
December 31, 2005
(in millions, except
per share amounts)

Earnings available for comman stockholders, as reported 51,812
Add: stock-based compensation expense included in reported earnings available to common stockholders, net of

related tax effects 30
Deduct; total stock-based compensation expense determined under fair value-based method for all awards, net of

related tax effacts . (32)
Pro forma earnings available for commeon stockholders, net of refated tax effacts 51,810
Earnings per share:
Basic—as reported $194
Basic—pro forma S 194
Diluted—as reported , ‘ S 1.88
Diluted—pro forma .5 1.87

Duke Energy's 2006 Long4erm Incentive Plan (the 2006 Plan), approved by sharehclders in October 2006, reserved 60 million
shares of common stock for awards to employees and outside directors. The 2006 Plan supersedes Duke Energy’s 1998 Long4erm
Incentive Plan, as amended (the 1998 Plan}, and no additional grants will be made from the 1998 Plan. Under the 2006 Plan, the exercise
price of each option granted cannot be less than the market price of Duke Energy’s common stock on the date of grant and the mzaximun .
option term is 10 years. The vesting periods range from immediate to five years. Duke Energy has historically issued new shares upon
exercising or vesting of share-based awards. In 2008, Duke Energy may use a combination of new share issuances and open market
repurchases for share-hased awards which are exercised or vested. Duke Energy has nat determined with certainty the amount of such
new share issuances or open market repurchases. )

Impact of Spin-off on Equity Compensation Awards

As discussed in Note 1, on January 2, 2007, Spectra Energy was spun off by Duke Energy to its shareholders. In connection with
this transaction, Duke Energy distributed substantialy all the shares of common stack of Spectra Energy to Duke Energy shargholders.
The distribution ratio approved by Duke Energy's Board of Directors was one-half share of Spectra Energy common stock for every share
of Duke Energy commaon stock,

Effective with the spin-off, all previously granted Duke Energy iong-term incentive plan equity awards were split into Duke Energy and
Spectra Energy equity-related awards, consistent with the spin-off conversion ratio. Each equity award (stack option, phantom share,
performance share and restricted stock award} was split into two awards: a Duke Energy award (issued by Duke Energy in Duke Energy
shares) and a Spectra Energy award {issued by Spectra Energy in Spectra Energy shares). The nurnber of shares covered by the adjusted
Duke Energy award equals the number of shares covered by the original award, and the number of shares covered by the Spectra Energy
award equals the number of shares that would have been received in the spin-off by a non-employee sharehcider (which reflected the
one-half share of Spectra Fnergy common stack for every share of Duke Energy common stock distribution ratio for Spectra Energy
shares).
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Stock option exercise prices were adjusted using a formula approved by the Duke Energy Compensation Committee that was
designed to preserve tha exercise versus market price spread (whether “in the money” or “out of the money”) of each option. All equity
award adjustments were designed to equalize the fair value of each award before and after the spin-off. Accordingly, no material
incremental compensation expense was recognized as a result of the equity award adjustments.

Duke Energy's future stock-based compensation expense will not be significantly impacted by the equity award adjustments that
occurred as a result of the spinoff. Stockbased compensation expense recognized in future periods will correspond to the unrecognized
compensation expense as of the date of the spin-off. Unrecognized compensation expense as of the date of the spin-off reflects the
unamortized halance of the original grant date fair value of the equity awards held by Duke Energy employees (regardiess of whether
those awards are linked to Duke Energy stock or Spectra Energy stock). No future compensation cast will be recognized by Duke Energy
for equity awards held by Spectra Energy employees.

Duke Energy recorded pretax stockbased compensation expense included in Income From Continuing Operations for the years
ended December 31, 2007, 2006 and 2005 as follows, the components of which are further described below;

For the Years Ended
December 31,
2007 2006 2005
: tin millions)

Stock Options $5 $7 S$—
Stock Appreciation Rights ‘ — 1 —_
Phiantom Stock : 20 30 17
Performance Awards 12 24 19
Other Stock Awards L2 2 1
Total s_ag S64  $37

The tax benefit associated with the recorded expense in Income From Continuing Operations for the years ended December 31,
2007, 2006 and 2005 was approximately S15 million, $24 million and $14 million, respectively. There were no materniat differences in
income frem continuing operations, income tex expense, nef income, cash fiows, or hasic and diluted eamings per share from the adop-
tion of SFAS No. 123{R). As discussed in Note 1, on January 2, 2007, Duke Energy completed the spin-off of its natural gas businesses
to its shareholders, and the results of these businesses are presented as discontinued operations. Accordingly, pretax stockbased
compensation expense of approximately $18 million and $10 million for the years ended December 31, 2006 and 2005, respectively,
are included in {(Loss} Income From Discontinued Operations, net of tax, on the Consolidated Statements of Operations. A corresponding
tax benefit of approximately $7 million and $3 million for the years ended December 31, 2006 and 2005, respectively, are included in
(Loss) Income From Discontinued Operations, net of tax, on the Gonsolidated Staternents of Operations.

Stock Option Activity .
Weighted-
Weighted- Average Aggregate
Average Remaining Intrinsic
Options Exerclse Life {in Value (in
{in thousands]  Price® years) millions)
Outstanding at December 31, 2006 26,931 $17
Exercised {4,032 13
Forfeited or expired {582) 22
Outstanding at December 31, 2007 7 22,317 517 4.2 594
Exercisable at December 31, 2007 20,288 $17 338 586
Options Expected to Vest , 2,004 516 8.1 S8

{a) Weigited-average exercise prices reflact the adjusted prices that resulted from the spinoff of Spectra Energy, as discussed above.

On December 31, 2006 and 2005, Duke Energy had approximately 22 million exarcisable options with a weighted-average exercise
price of $17 and $18, respectively. The total intrinsic value of options exercised during the years ended December 31, 2007, 2006 and
2005 was approximately $26 million, 546 miliion and $17 million, respectively. Cash received from oplions exercised during the year
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ended December 31, 2007 was approximately $50 million, with a related tax benefit of appraximately $10 millian, Cash received from
aptions exercised during the year ended December 31, 2006 was approximately $127 million, with a related tax benefit of approximately
$17 million. Cash received from options exercised during the year ended December 31, 2005 was approximately $40 milkon, with a
related tax henefit of approximately $6 million. At December 31, 2007, Duke Energy had approximately 52 million of future compensation
cost which is expected to be recognized over a weighted-average period of 1.1 vears.

There were na aption grants during the twelve months ended December 31, 2007. Duke Energy granted 1,877,646 options (fair
value of approximately $10 milion based on a Black-Scholes model valuation} during the vear ended December 31, 2006. There were na
options granted during the year ended December 31, 2005. Remaining compensation expense to be recognized for unvested converted
Cinergy oplions was determined using a Black-Scholes model,

Weighted-Average Assumptions for Option Pricing

2006
Risk-free interest ratet® _ 4.78%
Expected dividend yiela( 43.40%
Expecied life!® . - 6.29yrs.
Expected volatility!® . 24%

{1} The risk free rate is based upon the U.S. Treasury Constant Maturity rates as of the grant date.

(2} The expected dividend yield is based upon annualized dividends and the 1-year average closing stock price,

(3] The expected term of options is derived from historical data.

(4)  VYolatility is based upon 50% histerical and 50% implied volatility, Historic velatility is based on the weighted average between Duke Energy and Cinergy historical
volatility over the expected life using dally stock prices. Implied volatility is the average for all oplion contracts with a term greater than six months using the strike
price closest to the stack price on the valuation date.

The 2006 Plan allows for a maximum of 15 million shares of common steck to be issued under various stockbased awards other
than options and stock appreciation rights. Payments for cash settled awards during the year ended Dacember 31, 2007 were immate-
rial.

Phantom Stock Awards

Phantom stock awards cutstanding under the 2006 Plan generally vest over periods from immediate to three years. Phantom stock
awards outstanding under the 1998 Plan generally vest over periods from immediate to five years. Duke Energy awarded 1,163,180
shares (fair value of approximately $23 million} based on the market price of Duke Energy's common stock at the grant dates in the year
ended December 31, 2007, 1,181,370 shares (fair value of approximately $34 million) in the year ended December 31, 2006, and
1,139,880 shares (fair value of approximately $31 million} in the year ended December 31, 2005. Conwverted Cinergy phantom stock
awards are paid in cash and are measured and recorded as liability awards. :

The following table summarizes information about phantom stack awards outstanding at December 31, 2007:

Weighted Average Grant
Shares Date Fair Valua

Number of Phantom Stock Awards:

Outstanding at December 31, 2006 ‘ 2,612,320 827

Granted 1,163,180 20

Vested (1,246,764) - 25

Forfeited (138,620) 23
Outstanding at December 31, 2007 2,380,110 524
Phantom Stock Awards Expected to Vest 2,276,691 524

The total fair value of the shares vested during the years ended December 31, 2007, 2006 and 2005 was approximétely 531 mik
lion, $23 million and $10 million, respectively, As of December 31, 2007, Duke Energy had approximately $14 million of future
compensation cost which is expected to be recognized over a weighted-average period of 2.4 years.
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Performance Awards

Stockbased awards outstanding under both the 2006 Plan and the 1998 Plan generally vest over three years. Vesting for certain
stock-based performance awards can pccur in three years, at the earliest, if performance is met. Certain performance awards granted in
2007 and 2006 contain market conditions besed on the tota shereholder return {TSR) of Duke Energy stock relative to a pre-defined peer
group (relative TSR). These awards are valued using a path-dependent madel that incorporates expected refative TSR inta the fair value
determination of Duke Energy's performance-based share awards with the adoption of SFAS No. 123(R). The model uses three year
historical volatiities and correlations for all companies in the pre-defined peer group, including Duke Energy, to simulate Duke Energy’s
relative TSR as cf the end of the performance period. For each simulation, Duke Energy's relative TSR associated with the simulated
stock price at the end of the performance period plus expectad dividends within the period results in a value per share for the award port-
folia. The average of thesa simulations is the expected portfolio value per share. Actual life to date results of Duke Energy's relative TSR
for each grant is incorporated within the model. Other awards not containing market conditions are measured at grant date price. Duke
Energy awarded 1,534,510 shares {fair value of approximately $23 million) in the year ended December 31, 2007, 1,610,350 shares
(fair value of approximately $32 mitlion, based on the market price of Duke Energy’s comman stock at the grant date) in the year ended
December 31, 2006, and 1,275,020 shares {fair value of approximately $34 million, based on the market price of Duke Energy's com-
mon stock at the grant date) in the year ended December 31, 2005.

The following table summarizes information about stock-based performance awards outstanding at December 31, 2007:

Waighted Average Grant
Shares Date Fair Value

Number of Stock-based Parformance Awards:

Qutstanding at December 31, 2006 4,126,280 $23

Granted 1,534,510 15

Vested ‘ {1,430,506) 23

Forfeited {319,271} 20
Outsianding at December 31, 2007 3,911,013 $20
Stock-based Performance Awards Expected to Vest 3,724,067 $20

The total fair value of the shares vested during the years ended December 31, 2007, 2006 and 2005 was approximately $34 mil
lion, $3 million and $3 million, respectively. As of December 31, 2007, Duke Ehergy had approximately $21 million of future compensa-
tion cost which is expected to be recognized over a weighted-average period of 1.1 years.

Other 5tock Awards

Other stock awards autstanding under the 1998 Plan generally vest over periods from three to five years. There were no other stock
awards issued during the year ended December 31, 2007. Duke Energy awarded 279,000 shares (fair value of approximately S8 million)
based on the market price of Duke Energy's common stock at the grant dates in the year ended December 31, 2006, and 47,000
shares (fair value of approximately $1 miflion) in the year ended December 31, 2005.

The following table summarizes information about other stack awards outstanding at December 31, 2007:

Waighted Average Grant
Shares Date Fair Valua
Number of Other Stock Awards:
Qutstanding at December 31, 2006 426,507 528
Vested {67,109 26
Forfeited (35,366} 27
Outstanding at December 31, 2007 324,032 528

Other Stock Awards Expected to Vest : _ 305,368 528
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The total fair value of the shares vested during the years ended December 31, 2007, 2006 and 2005 was approximately $2 million,
52 million and $1 million, respectively. As of December 31, 2007, Duke Energy had approximately $4 million of future compensation cost
which is expected to be recognized over a weighted-average period of 2.3 years.

21. Employee Benefit Plans

Duke Energy Retirement Plans. Duke Energy and its subsidiaries (including legacy Cinergy businesses} maintain qualified,
noncontributory defined benefit retirament pians. The plans cover most U.S. employees using a cash balance formula. Under a cash
balance formula, a plan participant accumulates a retirement benefit consisting of pay credits that are based upon a percentage (which
varies with age and years of service) of current eligible eamings and current interest credits. Certain lagacy Cinergy U.S. empioyees are
covered under plans that use a final average earnings formufa. Under a final average earnings formula, a plan parficipant accumulates a
retirement benefit equal {o a percentage of their highest 3-year average earnings, plus a percentage of the their highest 3vyear average
earnings in excess of covered compensation per year of participation (maximum of 35 years), plus a percentage of their highast 3-year
average earnings times years of participation in excess of 35 years. Duke Energy afso maintains no&qualrfled non-contnbutory deﬁned
henefit retirement plans which cover certain executives.

Duke Energy's policy is to fund ameounts on an actuarial basis to provide assets sufficient to meet benefits to be paid to plan partic-
ipants. Duke Energy made contributions of approximately 5350 million and $124 million to the legacy Cinergy qualified pension plans
during the years ended December 31, 2007 and 2006, respectively. Duke Energy did not make any contributions to its defined benedit
retirement plans in 2005. |

Actuarial gains and losses are amortized over the average remaining service period of the active employees. The average remaining
service periad of active employees covered by the qualified retirement plans is 11 years, The average remaining service period of active
employees covered by the non-qualified retirement plans is 10 years. Duke Energy determines the marketrelated value of plan assets
using a calculated value that recognizes changes in fair value of the plan assets in a particular year on a siraight line basis over the next
five years,

Duke Energy adopted the funded status disclosure and recagnition provisicns of SFAS No. 158, “Emplayer’s Accounting for Defined
Benefit Pension and Other Postretirement Plans-—an amendment of FASB Statements No. 87, 88, 106, and 132(R)” (SFAS No. 158),
effective December 31, 2006, Duke Energy adopted the change in measurement date transition requirements of SFAS No. 158 effective
January 1, 2007 by remeasuring plan asseis and benefit obligations as of that date. Previously, Duke Energy used a September 30 _
measurement date for its defined benefit and other postretirement plans. Additionally, as discussed in Note 1, on Jaruary 2, 2007, Duke
Energy completed the spin-off of its natural gas businesses to shareholders. As a result, the Westcoast Canadian retirament plans and
Westcoast other postretirement benefit plans were transferred t¢ Spectra Energy. The benefit obligation for the Westcoast Canadian
retirement plans and Westcoast other post-retirement benefit plans was $832 million at December 31, 2006. The fair valie of plan assets
for the Westcoast Canadian retirement plans and Westcoast other postretirement benefit plans was 5525 million at December 31, 2006.
The remaining pension and other postretirement plan assets and liabilities distributed to Spectra Energy as part of the SDI'I-Off are dis-
closed in the table below.

As a result of the change in measurement date, net periodic benefit cost of approximately $28 milkion for the three month period
between September 30, 2006 and December 31, 2006 was recognized, net of tax, as a separate reduction of retained earnings as of
January 1, 2007, In addition, as reflected in the table below, changes in plan assets and plan obligations between September 30, 2006
and December 31, 2006 not related to net periodic benefit cost were recognized, net of tax, as an adjustment to AQCI and regulatory
assets.
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The tabie below identifies significant changes to the individual line items in Duke Energy’s Consolidated Balance Sheets during the
year ended.December 31, 2007 due to the factars above, for the Duke Energy retiremnent and other postretirement plans (amounts in
brackets represent credits).

Spin-off of
Adoption of SFAS No. 158 the
Dacember 31, measurement date natural gas  January 2,
-2006 provisions and other businessesial 2007
[in millions)

Accrued pension and other postretirement benefit costs ${1,947) $ ©7) 5187 51,820
Pre-funded pension costs 175 118 (60) 233
Regulatory Assets i 595 {129} 58) 408
Deferred income tax zssets (liabilities) 115 28 (25) 118
Accumulated other comprehensive loss (income), net of taxw 197 22 (39} 180
Retained earnings, net of tax - 28 (5 —

{a} -These amounts are in addition to the assets and liabilities of the Westcoast plans that were also distributed to Spectra Energy.
(b)  Amounts in the “Spinoff of the natural gas businesses” column exclude approximately $109 million, net of tax, related to accumulated other comprehenswe
losses of Westcoast that were transferred in connection with the spin-off.

Qualified Pension Plans

Components of Net Periodic Pension Costs: Qualified Pension Plans

For the Years Ended
December 31,
2007t 20060 20056
C {in millions)

Service cost $9% 57 § 47
[nterest cost an projected benefit obligation 246 190 140
Expected return on plan assets (319} (243) (196}
Amortization of prior service cost {credit} 5 1 {2}
Amortization of foss ' 32 49 32
Other Co 20 10 8
Net periadic pension casts 58 58 3§27

{a} These amounts exclude approximately 517 million and 514 million for the years ended December 31, 2007 and 2006, respactively, of regulatory asset amor-
tization resulting from purchase accounting.
{b) These amounts exclude pre-tax qualified pension cost of approximately $21 million and $12 million for the years ended December 31, 2006 and 2005,
respectively, primarily related to the Westcoast plans transferred to Spectra Energy, which is included in (Loss) income From Discontinued Operations, net of tax,
- inthe Consolidated Statements of Operations.

Qualified Penslon Plans—dther Changes in Plan Assets and Projectad Benefit Obligations
Recognized in Accumulated Other Comprehansive Income and Regulatory Assets and Regulatory Liabilities!a)

For the year ended
December 31, 2007
{lin millions}
Regulatory assets, net decrease ) $(320)
Regulatery liabilities, net increase (27)
Accumutated Gther comprehensive (incomel/loss
Deferrad income tax liability s 19
Adoption of SFAS No.158 measurement date provisions and cther {37)
Spin-off of the natural gas businesses® 86
Actuarial gains and prior service cost arising during 2007 (83)
Arnortization of prior year actuarial losses (9)
Arnoriization of prior year prior service cost &
Net amount recognized in Accumulated other comprehensive (income)/loss 5 {30

{a) Excludes actuarial gains recognized in other comprehensive income of appraximately 514 million, net of tax, associated with a Brazilian retirement plan.
(b} Exchdes approximately S21 million of losses, net of tax, in ADC| as of the date of the spin-off of the natural gas businesses related to Westcoast plans, which
were included in the spin-off, thus resulting in an increase in AOCL
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Reconciliation of Funded Status to Net Amount Recognized: Qualified Pension Plans

Change in Projected Benefit Obligation

Obligation at prior measurement date

Adaption of SFAS No, 158 measurement date provisions

Spinaff of the natural gas businesses
Service cost

Interest cost

Actuarial (gains)/ losses

Flan amendments

Benefits paid

Obligation assumed from acquisition

Obligation at measurement date

Change in Fair Value of Plan Assets
Fian assets at pricr measurement date

Adoption of SFAS No. 158 measurement date provisions

Spin-oft of the natural gas businesses
Actual return on plan assets

Benefits paid

Employer contributions

Assets received from acoquisition

Plan assets at rneasurement date

As of and for the Years Ended December 31,

2007 2006
{in millions)

$4,823 $2,853
93 —
(476} -
96 93
246 207
(165) 42
— 19
(316) (263)
- 1,872
$4,301 $4,823

As of and for the Years Ended December 31,

2007 2006
(in milllons}
54,324 52,948
173 —_
(525) -
315 316
(316) (263)
350 124
- 1,199
54,321 $4,324

The accumulated benefit obligation was $4,004 million at December 31, 2007 and 54,408 million at September 30, 2006.

Qualified Pension Plans—Amounts Recognized in the Consolidated Balance Sheets Consist of:

Accrued pension liability
Pre-funded pension costs

Net amount recognized

As a result of the adoption of SFAS No. 158, certain previously unrecognized amounts were recognized in the amounts noted above
with an offset to Accumulated Other Comprehensive Incormne, Deferred Income Taxes and Regulatory Assets as of December 31, 2006.
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As of and for the Years Ended December 31,

2007 2006
{in milkions)

$(240} $674)

260 175

$ 20 $(499)
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The foliowing table provides the amounts related to Duke Energy's qualified pension plans that are reflected in Other Reguiatory
Assets and Deferred Debits, Deferred Cradits and Other Liabitties and AQCI on the Consolidated Balance Sheets at Decemder 31, 2007
and 2006:

2007 2006
{in milllons}
Regulatory assets ) 5161 5481
Regulatory liabilities {27) —
Accumulated other camprehensive income
Deferred income tax asset (34 (50)
Prior service cost 42 10
Net actuarial loss _4_3 126
Net amount recognized—Accumulated other comprehensive income $ T3] $ 86-

Of the amounts above, approximately $14 million of unrecognized losses and approximately $7 million of unrecogmzed prior service
cost will be recognized in net periadic pension costs n 2008,

Additional Information:
Qualified Pension Plans—Information for Plans with Accumulated Benefit Obligation In Excess of Plan Assets

As of December 31,
2007 2006
(in mitlions)

Projected benefit obligation 51,619 $1,976
Accumulated benefit obligation 1444 1,688
Fair value of plan assets 1,392 1,302
Qualified Pension Plans—Assumnptions Used for Pension Benefits Accounting

Beneiit Obligations 2007 2006 2005

: {percentages)-

Discount rate 6.00 575 550
Salary increase 5.00 500 5.00
Determined Expense 2007 2006 2005
Discount rate 575 550600 600
Salary increase 500 500 5.00
Expected long-term rate of return on plan assets 8.50 850 B850

The discount rate used to determine the pension obligation is based on AA bond vields. The yield is selected based on bonds with
cash flows that match tha timing and amount of the expected benefit payments under the plan. For legacy Cinergy plans, the discount
rate used in 2006 to determine expense reflects remeasurement as of April 1, 2006 due to the merger between Duke Energy and Cin-
ergy.
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Qualified Pension Plan Assets

Percentage of Plan Assels at
Target December 31,
Asset Category Allecation 2007 2006
U.5. equity securities 46% 46% © 46%
Norl.5. equity securities 18 - 18 19
Debt securities 2 .. 32 32
Real estate _ 4 _4 3
Total 100% 100% Eg_q%

Assets for both the pension and other post retirement benefits are maintained in a Master Trust. The investment abjective of the
master trust is tc achieve reasonable returns on trust assets, subject to a prudent level of portfolio risk, for the purpose of enhancing the
security of benefits for plan participants. The asset allocation targets were set after considering the investment objective and the risk
profile with respect to the trust. U.S, equities are held for their high expected return. NonU.S. equities, debt securities, and reaf estate
are held for diversification. Investrnents within asset classes are to be diversified to achieve broad market participation and reduce the
impact of individual managers or investments. Duke Energy regularly reviews its actual asset allocation and periodically rebalances its
investments to the targeted allocation when considered appropriate.

The long-term rate of return of 8.5% as of December 31, 2007 for the Duke Energy U.S. assets was developed using a weighted-
average calculation of expected returns based primarily on future expected returns acress classes considering the use of active asset '
managers. The weighted-average retumns expected by asset classes were 4.3% for U.S. equities, 1.7% for Non4J.S. equities, 2.2% for
fixed income securities, and 0.3% for real estate.

Non-Qualified Pension Plans
Components of Net Periodic Pension Costs: Non-Qualified Pension Plans

For the Years Ended
December 31,
2007 2006 2005
(in miillons)
Service cost $2 32 $1
Interest cost on projected benefit obligation 10 7 4
Expected return on plan assets - — -
Amortization of prior service cost 2 1 1
Amartization of net ransition (asset)/Nability - _— 1
Net periodic pension costs 514 310 $7

(a} These amounts exclude pre-tax nonqualified persion cost of approximately $7 million and $6 million for the years ended December 31, 2006 and 2005,
respectively, primarily related to the Westcoast plans transferred to Spectra Energy, which is included in {Loss) Income From Discontinued Operations, net of tax,
in the Consolidated Statements of Operations. : S :
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Nonqualified Penslon Plans—Cther Changes in Plan Assets and Projected Benefit Obligations
Recognized in Accumulated Other Comprehensive income and Regulatory Assets

For the year ended
December 31, 2007
(in millions)
Regulatory assets, net decrease Si4)
Accurnulated other comprehensive (income)/loss ‘
Deferred income tax asset )

_ Spinoff of the natural gas businesses® 3
Adoption of SFAS No. 158 measurement date provisions and other 13
Amaortization of prior year prior service cost 2

Net amount recognized in accumulated other comprehensive income g

ta} Excludes approximately $16 million of losses, net of tax, in AQC! as of the date of the spinoff of the natural gas businesses related to Westcoast plans, which
werg included in the spinoff, thus resulting in an increase in AOCL

Reconciliatian of Funded Status to Net Amount Recognized: Non-Qualified Pension Plans

As of and for the Years
Ended December 31,
2007 2006
(in miltions)
Change In Projected Benefit Obligation
Qbligation at prior measurement date $199 S 86
Adoption of SFAS Ne. 158 measurement date provisions (1) -
Spin-off of the natural gas businesses (18) —_
Service cost 2 2
Interest cost 10 8
Actuarial (gains)/ losses 2) C 4
Plan amendments ' 1 (2)
Benefits paid {19) (36)
Obligation assumed from acouisition = 137
Obligation at measurement date S172 $199
As of and for the Years
Ended December 31,
2007 2006
{in mildons)

Change in Fair Value of Plan Assets ’
Benefits paid 8(19) 5i36)
Employer contributions 19 36
Pian assets at measurement date $— 5—

The accumulated benefit obligation was $160 million af December 31, 2007 and 5184 million at September 30, 2006.

Non-Qualified Pension Plans—Amounts Recognized in the Consolidated Balance Sheets

Consist of:
As of December 31,
2007 2006
{in millions)
Accrued pension fiability S(L72) {178
Net amount recognized §{172) §(_§7_8)

fal Includes approximately $15 million and 541 million recognized in Other within Current Liabilities on the Consolidated Balance Sheets as of December 31, 2007
and 2006, respectively.
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As a result of the adoption of SFAS No. 158, certain previously unrecognized amounts were recognized in the amounts noted above
with an offset to Accumulated Other Comprehensive Income, Deferred Income Taxes and Regulatory Assets as of December 31, 2006.
The table below details the components of these balances.

The following table provides the amounts related to Duke Energy’s nonqualified pension plans that are reflected in Other Regulatory
Assets and Deferred Debits and AQC| on the Consolidated Balance Sheets at December 31, 2007 and 2006:

As of December 31,
2007 2006
{in miions)

Regulatory assets $—  S4
Accumulated other comprehansive ingome .
Deferred income tax liability (asset) : ' {6} 1
Prior service cost ' 16 5
Net actuarial loss - _E}
WNet amount recognized- Accumulated other comprehensive income §_1_Q il_]

Of the amaunts above, approximately $3 million of unrecognized prior service cost will be recognized in net periodic pension costs
in 2008,

Additional Information:

Non-Qualified Penston Plans—Information for Plans with Accumulated Benefit Obligation in Excess of Plan Assets

As of December 31,
7 2007 2006

Projected benefit obligation 5172 $199
Accumulated benefit obligation 160 184
Fair value of plan assets — —
Non-Qualified Pension Plans—Assumptions Used far Pension Benefits Accounting :
Benefit Obligations 2007 2006 2005

(percentages)
Discount rate 6.00 575 550
Salary increase 500 500 5.00
Determined Expense : 2007 2006 2005
Discount rate 575 550600 6.00
Salary increase 5.00 500 5.00

The discount rate used to determine the pension abligation is based on a AA bond yield turve, The yvield is selected based on bonds
with cash flows that match the timing and amount of the expected benefit payments under the plan. For legacy Cinergy plans, the dis-
count rate used in 2006 to determine expense reflects remeasurement as of April 1, 2006 due to the merger between Duke Energy and
Cinergy. Duke Energy also sponsors employee savings plans that cover substantially all U.S. employees. Most employees participate in a
matching contribution formula where Duke Energy provides a matching contribution generally equal to 100% of before-tax employee conr
tributions, of up to 6% of eligikle pay per pay period. Duke Energy expensed employer matching contriburtions of $68 million in 2007, $67
million in 2006 and $54 millien in 2005. These amounts exclude pre-tax expenses of $8 million and $7 million for the years ended 2006
and 2005, respectively, related to Spectra Energy, which is included in (Loss} Income from Discontinued Operations, net of tax, in the
Consolidated Statements of Qperations, Dividends on Duke Energy shares held by the savings plans are charged to retained eamings
when declared and shares he'd in the plans are considered outstanding in the calculation of basic and diluted earnings per share.
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Other Post-Retirement Benefit Plans

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

Duing the year ended December 31, 2007, Duke Energy contributed approximately $62 million to its other post-retirement plans.

These benefit costs are accrued over an employee's active service period to the date of full benefits sfigibility. The net unrecognized
fransition obligation is amoriized over approximately 20 years. Actuarial gains and losses are amortized over the average remaining serv-
ice period of the active employees. The average remaining service period of the active employees covered by the plan is 12 years.

Components of Net Periodic Other Post-Retirement Benefit Costs

For the Years Ended
Decamber 31,
200711 20060k 2005
{in milkons)

Service cost Sli 548 55
Interest cost on accumulated pastretirernent benefit obligation 57 50 39
Expected return on plan assets 1)) (13 {15)
Amartization of prior senvice cost 2 2 2
Amortization of net transiticn liability 10 12 12
Amartization of lgss 6 7 5
Special termination benefit cost 8 — —
Net periodic other post-relirement beneift costs @ $67 548

fa) These amounts exclutle approximately $10 million and 5 million for the years ended December 31, 2007 and 2006, respectively, of regulatory asset amor-
fization resufting from purchase accounting.

{b) These amounts exclude pre-tax quakfied pension cost of approximately $21 million and $18 million for the years ended December 31, 2006 and 2005,
raspectively, primarily related to the Westcoast plans translerred to Spectra Energy, which is included in (Loss) ncome Fram Discontinued Operations, net of tax,
in the Consolidated Statements of Operations.

Other Post-Retirement Benefit Plans—Other Changes in Plan Assets and Prajected Benefit Obligations
Recognized in Accumulated Other Comprehensive Income and Regulatory Assets

For the year ended
December 31, 2007
{in millions)
Regulatory assets, net decrease $ (79
Accurmulated Other comprehensive {incomel/loss
Deferred income tax liability 56
Adoption of SFAS No. 158 measurement date provisions and other 48
Spin-off of the natural gas businessask (156)
Actuarial gains and prior service cost arising during 2007 {45}
Amortization of prior year actuarial losses : {1}
Amortization of prior year net transition liabifity @&
Net amount recognized in accumulated other comprehensive (income)/loss $(100)

{al Exchwdes approximately 52 million of losses, nat of tax, in AQCI as of the date of the spinoff of the naturat gas businesses retated to Westcoast plans, which were
included in the spin-off, thus resulting in an increase in ACCI. :

164




PART b

DUKE ENERGY CORPORATION
Notes To Consolidated Financial Statements—(Continued)

Reconciliation of Funded Status to Accrued Other Post-Retirement Benefit Costs

As of and for the Years
Ended December 31,
2007 2008
{in milions)
Change in Benefit Obligation
Accurulated postretiremnent benefit obligation at prior measurement date 51264 $ 791
Adaoption of SFAS No. 158 measurement date provisions 43 —
Spin-off of the natural gas businesses (279} —
Service cost 11 10
Interest cost 57 56
Plan participants’ contributions 32 25
Actuarial gain 92) 4
Plan amendments (59) —
Benefits paid (88 (88)
Accrued RDS subsidy 8 4
Curtailment 8 —
Obligaticn assumed from acquisition . 47
Accumulated postrefirement benefit obligation at measurement date $ 905 1,264
As of and for the Years
Ended December 31,
2007 2006
[ millions)
Change in Fair Vaiue of Plan Assets
Plan assets at prior measurement date $237 $242
Adoptian of SFAS Na. 158 measurement date provisions g —
Spin-off of the natural gas businesses (89) -
Actual return on plan assets 10 12
Benefits paid (88) (88}
Employer contributions 114 46
Plan participants’ contributions 3 _ 2
Plan assets at measurement date $224 $237

Othar Post-Retirement Benefit Plans- Amounts Recognized In the Consolidated Balance Sheets Consist of:

As of December 31,
2007 2006
(in miilions)
Accrued other postretirement liabilityt® $(682)  5(1,010)
Net amount recognized $682) S(1,0100

(3 Includes approximatety 52 millian and $26 million recognized i Other within Current Liabilities on the Consclidated Balance Sheets as of December 31, 2007 and
2008, respectively.

As a result of the adeption of SFAS No. 158, certain previously unrecognized amaunts were recognized in the amounts noted above
with an affset to Accumulated Other Camprehensive income, Deferred Income Taxes and Regulatory Assets as of December 31, 2006,
The table below details the components of these balances.
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The follewing table provides the amounts related to Duke Energy's other postretirement benefit plans that are reflected in Other
Regulatory Assets and Deferred Debits and AOCH on the Consolidated Balance Sheets at December 31, 2007 and 2006:

As of December 31,
2007 2006
- (in millions)

Regulatory Assets $32 5111
Accumulated other comprehensive (income)/loss

Deferred income tax asset (10) (66)
Net Transition Obligation 7 95
Prior Service Cost {13 (2)
Net Actuarial Loss ﬁ _£9_
Net amount recognized—Accumulated other comprehensive {incomel/loss } Slé %

Of the amounts above, approximately $10 million of unrecognized transition liability, approximately $6 million of unrecognized losses
and approximately $7 million of unrecagnized prior service credit (which will reduce pension expense) will be recognized in net periodic
pension costs in 2008.

For measurement purposes, plan assets were valued as of December 31 for Duke Energy U.S. plan. In May 2004, the FASB staff
issued FSP Ne. FAS 106-2. The Modernization Act intraduced a prescription drug benefit under Medicare as well as a federal subsidy to
sponsors of retiree health care benefit plans. The FSP provides guidance on the accounting for the subsidy. Duke Energy adopted this
FSP and retroactively applied this FSP as of the date of issuance. The afterax effect on net periodic post-retirement benefit cost was a
decrease of $3 million in 2007, 58 million in 2006 and 57 millior in 2005. Duke Fnergy has recognized an approximate S5 miflion sub-
sidy receivable as of December 31, 2007, which is included in Receivables on the Consolidated Balance Sheets.

Assumptions Used for Other Post-Retirement Bensfits Accounting o
Determined Benefit Obligations 2007 2006 2005

(percentages)
Discount rata 6.00 575 550
Salary increase 5.00 500 5.00
Determined Expense 2007 2006 2005
Discount rate 575 5.506.00 6.00
Salary increase 5.00 500 500
Expected long-term rate of return on pian assets 5.53-850 553850 850
Assumed tax ratef® 35.0 35.0 350

(a) Applicable to the heatth care portion of funded postretirement benefits

The discount rate used to determine the postrelirement obligation is based on AA bond yields. The yield is selected based on bonds
with cash flows that are similar to the timing and amount of the expected benefit payments under the plan. For legacy Cinergy plans, the
discaunt rate used to determine expense in 2006 reflects remeasurement as of April 1, 2006 due to the merger between Duke Energy
and Cinargy.
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Other Post-Retiroment Plan Assets

Percentage of Plan Assets at
December 31
Target
Asset Category Allocation 2007 2006
.S, equity securities 46% 46% 46%
NonU.S. equity securities 18 i8 19
Debt securities 3z 32 32
Real estate _4 _4 3
Total 100% 100% 100%

Assets for both the pension and other post-retirement benefits are maintained in a Master Trust. The investment objective of the
trust is to achieve reasonable returns on trust assets, subject to a prudent leve! of portfolio risk, for the purpose of enhancing the secu-
rity of benefits for plan participants. The asset allocation targeds were set after considering the investment objective and the risk profile
with respect to the trust. U.S. equities are held for their high expected return. NonU.S. equities, debt securities, and real estate are held
for diversification. Investments within asset classes are to be diversified to achieve broad market participation and reduce the impact of
individual managers or investments. Duke Energy regularly reviews its actual asset allocation and periodically rebalances its investments
to the targeted allocation when considered appropriate. The longterm rate of return of 8.5% as of December 31 2007 for the Duke
Energy U.S. assets was developed using a weighted-average calculation of expected returns based primarily on future expected returns
across asset classes considering the use of active asset managers. The weighted-average refurns expected by asset classes were 4,3%
for U.S. equities, 1.7% for Non-U.S. equities, 2.2% for fixed income securities, and 0.3% for real estate.

Duke Energy also invests other post-retirement assets in the Duke Energy Corporation Employee Benefits Trust (VERA 1) and the
Duke Energy Corporation Post:Retirement Medical Benefits Trust (VEBA il). The investment objective of the VEBA's is to achieve sufficient
returns on trust assets, subject to a prudent level of portfolio risk, for the purpose of promoting the security of plan benefits for partic-
ipants. The VEBA trusts are passively managed. VEBA | has a target allocation of 30% L).S. equities, 45% fixed income secdrities and 25%
cash. VEBA Il has a target allocation of 50% U.S. equities and 50% fixed incoma securities.

Assumed Health Care Cost Trend Rates®
Medicare Prescription Drug

Trend Rate Trend Rate
2007 2006 2007 2006
Health care cost trend rate assumed for next year 8.00% 850% 1250% 13.00%
Rate to which the cost trend is assumed to decline (the ultimate trend rate) 5.00% 4.75% 5.00% 4.75%
Year that the rate reaches the ultimate trend rate 2013 "2013 2022 2022

(a) Health care cost trend rates include prescription drug trend rate due to the effect of the Modernization Act.

Sensitivity to Changes in Assumed Health Care Cost Trend Rates [millions)
1-Percentage- 1-Percentage-
Peint increase  Point Decrease
Effect on total service and interest costs §5 $ W
Effect on postretirement benefit obligation 62 (55)

Duke Energy expects to make the future benefit payments, which reflect expected future service, as appropriate. Duke Enerpy
expects to receive future subsidies under Medicare Part D. The following benefit payments ang subsidies are expected to be paid (or
received) over each of the next five years and thereafter.
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Expected Benefit Payments

The following table presents Duke Energy’s expected benefit payments to participants in its qualified, non-gualified and other post-
retirement benefit plars over the next 10 years. These benefit payments refiect expected future service, as appropriate.

] Other Post-
Qualified Non-Qualified Ratirement
Plans Plans Plang!s Toral
(in millfons)
Years Ended December 31,

2008 S 314 516 $ 64 5 32
2009 330 20 €7 417
2010 349 14 0 433
2011 365 14 - 73 452
2012 376 14 : 76 . 466
2013 -2017 1,953 72 413 2438

(a) Duke Erergy expects to receive future subsidies under Medicare Part [ of approwimately $4 million in each of the years 2008 - 2010, approximately $5 milkion in
each of the years 2011-2012 and a tctal of approximately 527 million during the years 2013-2017.

22. Variable Interest Entities

Power Sale Special Purpose Entities [SPEs). In accordance with FIN 46R, Duke Energy consolidates two SPEs that have individual
power sale agreements with Central Maine Power Company (CMP) for approximateiy 45 megawatts (MW) of capacity, ending in 2009, and
35 MW of capacity, ending in 2016. In addition, these SPEs have individual power purchase agreements with Cinergy Capital & Trading,
Inc. {Capital & Trading), a wholly owned subsidiary of Duke Energy, to supply the power. Capital & Trading also provides various services,
including certain credit support facilities. The transactions between Capital & Trading and the two SPEs are eliminated in consolidation. As
a result of the consolidation of these two SPES, approximately $146 million and $171 million of notes receivable is included on Duke
Energy's Consolidated Balance Sheets at December 31, 2007 and 20086, respectively. Of these amounts, $29 million and 525 million are
included in Receivables on the Consolidated Balance Sheets and $117 million and $146 miliion are included in Notes Receivable on the
Consclidated Ealance Sheets at December 31, 2007 and 2006, respectively. Approximately $136 milion and $160 million of
non+ecourse debt is included on the Consolidated Balance Sheets, of which $28 million and $24 million is included in Current Maturities
of Long-Term Debt on the Consolidated Balance Sheets and $1C8B million and 5136 million is included in Leng-Term Debt on the Con-
soiidated Balance Sheets at December 31, 2007 and 2006, respectively. In addition, miscellaneous cther assets and liabilities are
included on Duke Energy's Consolidated Balance Sheets at December 31, 2007 and 2C06. The debt was incurred by the SPEs to finance
the bisyout of the existing power contracts that CMP held with the former suppliers. The notes receivable is comprised of two separate
notes with ene counterparty, whose credit rating is BBB+. The cash flows from the notes receivable are designed to repay the debt. The
first note receivable, with a balance of $40 million and $62 million at December 31, 2007 and 2006, respectively, bears an effective
interast rate of 7.81 % and matures in August 2009. The second note receivable, with a balance of $106 million and $109 million at
December 31, 2007 and 2006, respectively, bears an effective interest rate of 9.23 % and matures in December 2016.

The following table reflects the maturities of the Notes Receivable as of December 31, 2007:

MNotes Receivable Maturities

(in millions)
2008 $ 29
2009 : 24
2010 - 8
2011 10
2012 11
Thereafter 64
Tota! 5146
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Subsidiary Trust Preferred Securities. In 2001, Cinergy issued approximately $316 million notional amount. of 6.9 % trust preferred
securities, due February 2007. The tryst preferred securities were issued through a rust whose comman stock was 100 % owned by.
Cinergy. The trust loaned the proceeds from the issuance of the securities to Cinergy in exchange for a note payable to the trust, Fach
trust preferred security unit received quarterly cash payments of 6.9 % per annum of the notional amount, which represerted a trust
preferred security dividend. The trust's ability to pay dividends on the tiust preferred securities was sble!y dependent on its receipt of
interest payments from Cinergy on the note payable. However, Cinergy had fully and unconditionally guaranteed the trust preferrad secu-
rities. The trust preferred securities were not included in Duke Energy’s Balance Sheets. In addition, the note payable of approximately
$326 million owed to the trust was included in Current Maturities of Long-Term Debt on the Consolidated Balance Sheets at
December 31, 2006. In February 2007, these trust preferred securities were redeemed on their scheduled maturity date and the note
payable was settied, |

Accounts Receivabe Securitization. During 2002, Duke Energy Ohio, Cuke Energy Indiana and Duke Energy Kentucky entered into an
agreement to sell certzin of their accounts raceivable and related collections through Cinergy Receivables, a bankruptcy remote, special
purpose entity. Cinergy Receivabies is a wholly owned limited liability company of Cinergy. As a result of the securitization, Duke Energy
Ohio, Duke Energy indiana and Duke Energy Kentucky sell, on a revalving basis, nearly all of their retail accounts receivable and refated
collections. The securitization transaction was structured to meet the criteria for sale treatment under SFAS No. 140 and, accordingly,
Duke Energy does not consolidate Cinergy Receivables and the transfers of receivables are accaunted for as sales,

The praceeds obtained from the sales of receivables are largely cash but do include & subordinated note from Cinergy Receivables
for a portion of the purchase price (typically approximates 25% of the total proceeds). The hote, which amounts to approximately 5299
million and $210 million at December 31, 2007 and 2006, respectively, is subordinate to senior loans that Cinergy Receivabies obtains
from commercial paper conduits controlled by unrefated financial institutions. Cinergy Receivables provides credit enhancement related to
senior loans in the form of over-collateralization of the purchased receivables. However, the over-collateralization is calculated monthly
and does ot extend to the entire poal of receivables held by Cinergy Receivables at any point in time. As such, these senior loans do not
have recourse to all assets of Cinergy Receivables, These loans provide the cash partion of the proceeds paid to Duke Energy Ohio, Duke
Energy Indiana and Duke Enargy Kentucky.

This subordinated note is a retained interest {right ko receive a specified portion of cash flows from the sold assets) under SFAS
No. 140 and is classified within Receivables in the accompanying Consclidated Balance Sheets at December 31, 2007 and 2006. In addi-
tion, Duke Energy's investment in Cinergy Recaivables constitutes a purchased beneficial interest (purchased right to receive specified
cash flows, in aur case residual cash flows), which is subordinate to the retained interests held by Duke Energy Ohio, Duke Energy Indiana
and Duke Energy Kentucky. | |

The carrying values of the retained interasts are determined by allocating the carrying vaiue of the receivables between the assets
sold and the interests retained basad on relative fair value. The key assumptions used in estimating the fair value for 2007 were an antici-
pated cradit \oss ratio of 0.6%, a discount rate of 7.7% and a receivable turmover rate of 11.7%. The key assumptions used in estimating
the fair velue for 2006 were an anticipated credit loss ratio of 0.7%, a discount rate of 7.4% and a receivable tumover rate of 12.0%.
Because (a) the recaivablas generally turnaver in less than two months, (b) credit losses are reasonably predictable due to the broad
customer base and lack of significant concentration, and (c) the purchased beneficial interest is subordinate to all refained interests and
thus would absorh losses first, the allocated bases of the subordinated notes are not materially different than their face value, The hypo-
thetical effect on the fair value of the retained interests assuming tath 2 10% and a 20% unfavorable variation in credit losses or discount
rates is not material due to the shart tumover of receivables and histerically low credit loss history. Interest accrues to Duke Energy Ghio,
Duke Energy indiana and Duke Energy Kentucky on the retained interests using the accretable yield method, which generally appro-
imates the stated rate on the nctes since the allocated basis and the face value are nearly equivalent. Duke Energy recards income from
Cinergy Receivables in a similar manner. An impairment charge is recarced against the carrying value of both the retained interests and
purchased beneficial interest whenever i is determined that an otherthantemporary impainment has occurred (which is unlikely unless
credit losses on the receivables far exceed the anticipated level).

Duke Energy Ohio retains servicing responsibilities for its role as a collection agent on the amounts due on the sold receivables.
However, Cinergy Receivables assumes the risk of collection on the purchased receivables without recourse to Duke Energy Ohio, Duke
Energy Indiana and Duke Energy Rentucky in the event of a loss. While no direct recourse to Duke Energy Ohio, Duke Energy Indiana and
Duke Energy Kentucky exists, these entities risk loss in the event collections are not sufficient to allow for full recovery of their retained
interests. No servicing asset or liability is recorded since the servicing fee paid ta Duke Energy Ohio approximates a market rate.
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The following table shows the gross and net receivables sold, retained interests, purchased beneficial interest, sales, and cash flows
during the year ended Decemnber 31, 2007 and the period from the date of acquisition (April 1, 2006} through December 31; 2006:

2007 2006
{in millions)
Receivables sold as of December 31, $ 637 $ 573
Less: Retained interests _ 29 210
Net receivables sold as of December 31, $ 338 S 353
Purchased beneficial interest S 17 s 2
Sales '
Receivables sold 55,309 $3,546
Loss recognized on sale 72 49
Cash flows .
Cash proceeds from sold receivables ‘ 95,148 $3465
Coliection fees received 3 p
Return received on retained interests 42 23

Cash flows from the sale of receivables for the year ended December 31, 2007 and the period from the date of acquisition through
December 31, 2006 are reflected within Operating Activities on the Consalidated Statements of Cash Flows.

23. Other Income and Expenses, net

The components of Other Income and Expenses, net on the Consolidated Statements of Operations for the years ended
December 31, 2007, 2006 and 2005 are as follows:

For the years ended Deceamber 31,
2007 2006 200%
(in millions)
Income/(Expense}
Interest incoma - 8192 - S1%8 $33 .
Foreign exchange gains (losses) 14 9 (10
Deferred returns and AFUDC equity 54 32 9
Income refated to a distribution from an investment at Crescent - — 45
Other 11 52 36
Total $271 $251 5113

24. Subsequent Events

For informatian on subsequent events refated to acquisitions and dispositions, regulatory matters, marketable sscurities, debt and
credit faciliies and commitments and contingencies, see Motes 2, 4,9, 15 and 17, respectively.
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25, Quarterly Financial Data (Unaudited)

First Second  Third Fourth
Quarter Quarter Quarter Quarter  Total

(In millians, except per share data)

2007
Operating revenuesi 53,035 52,966 $3,688 $3,031 S12,720
Operating incomete 588 49] 930 484 2,493
Net income 357 293 607 243 1,500
Earnings per share:
Basic®! $028 5023 S$048 S$019 5 119
Dilutedt! $028 $023 $048 $019 S 118
2006
Operating revenuesf $1,620 S$2.886 $3,279 52,822 810,607
Operating incamel 364 389 $01 167 1,821
Net income 358 355 763 387 1,863
Earrings per share;
Basict $039 5029 $061 $031 5 159
Dilutedo! $037 5028 5060 5031 5 157

(@ Operating revenues and operating income for each of the guarters in the year ended December 31, 2007 and for the last three quarters in the year ended
December 3L, 2006 reflect the reclassification of the synfuel operations to discontinued operations. Accordingly, operating revenves and operating income for
these periods differ from those that appeared in previously filted Farm LO4s for each of the respective periods. There was no change Lo net inCome or earings
per share as a result of this reclassification.

{b} Quarterly EPS amounts are meant to ba stand-alone calculations and are not atways additive to fullyear amount due to rounding.

During the first quarter of 2007, Duke Energy recorded the followinz unusual or infrequently occurring items: an approximate $21
million pre-tax charge rafated to convertible debt (see Note 15) and a $22 million reduction in income tax expense due to a reduction in
the unitary tax rate (see Note 1).

During the second quarter of 2007, Duke Energy recorded the following unusual or infrequently occurring item: an approximate $12
million pre-tax charge retated to a voluntary severance program {see Note 12).

During the third quarter of 2007, Duke Energy recorded the following unusual or infrequently occurring item: an approximate $20
million pre-tax benefit associated with contract settlement negotiations (see Note 17).

During the fourth quarter of 2007, Duke Energy recorded the following unusual or infrequently occurring item: an approximate $32
million pre-tax impairment charge related to losses on certain residential developments at Crescent (see Note 11}, income tax expense of
approximately 531 million related to an additional phase-out of the tax credits assaciated with the synfuel operations (see Notes 13 and
17), an approximate $25 million pretax gain related to raserves for contract settlement negotiations (see Note 17) and an approximate
$21 million pre-tax charge related to the settlement of an cutstanding litigation matter (see Note 17).

Ouring the first quarter of 2006, Duke Energy recorded the following unusual or infrequently occurring item: an approximate
$24 million pre-tax gain on the settiement of a customer's transportation contract {see Note 13).

During the second quarter of 2006, Duke Energy recorded the following unusual or infrequently occurring items: approximately $55
million pre-tax charge related to voluntary and involuntary severance as a result of the merger with Cinergy (see Note 12); an approximate
$h5 million pre-tax pther-thantemporary impairment charge related to International Energy’s investment in Campeche (see Note 12) and
the issuance of appraximately 313 million shares of comman stock in connection with the merger with Cinergy (see Note 1),

During the third quarter of 2006, Duke Energy recorded the following unusual or infrequently occurring items: an approximate $246
million predax gain on the sale of an effective 50% interest in the Crescent J¥ {see Note 2); and an approximate 540 million additional
gain on the sale of DENA's assets to LS Power as a result of LS Power obtaining certain regulatory approvals {see Note 13).

During the fourth quarter of 2006, Duke Energy recorded the following unususl or infrequently occuering items: an approximate 565
million pre-tax contract settiement negotiation reserve (see Nate 17); an approximate 5100 milion pre-tax charge to establish a settie-
menit reserve related to the Gitrus litigation (see Note 17); approximately $75 million of tax benefits (see Note 6); an approximate $25
million pre-tax gain on the sale of CMT (see Note 13); and an approximate $28 million pre{ax impairment charge at International Energy
as a result of the pending sale of operations in Bolivia (see Note 13).
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Additionst: ‘
Balance at Charged o Balance at
Beginning Chargedto Other End of
of Perlod Expense Accounts  Deductionsiaio  Perlod®
(In millions}

December 31, 2007:
injuries and damages 51,184 § 5 S 16 5119 51,086
Aowance for doubtful accounts 94 37 7 71 67
Otherto 1,105 106 67 693 580
$2,383 5148 S 90 $888 51,733

December 31, 2006:
Injuties and damages $1,216 § 7 510 549 $1,184
AMlowance for doubtful accounts 127 38 21 92 94
Othert! 896 468 268 527 1,105
$2,239 5513 $299 $668 $2,383

December 31, 2005:
injuries and damages $1,269 $ 4 $ — $ 57 51,216
Allowance for deubtful accounts 135 33 10 51 127
Othar®! . 905 336 77 422 896
$2,309 $373 $ 87 $530° $2,239

(@) Principally cash payments and reserve reversals, For 2007, this also includes the effects of amounts included in the spinoff of Spectra Energy on January 2,
2007 and the impacts of adoption of FIN No. 48.

{tby  Principally nuclear property insurance reserves at Duke Energy Carolinas, insurance reserves at Bison and other reserves, included in Other Current Liabilities or
Deferred Credits and Other Liabilities on the Consolidated Balance Sheets,

{c) Amounts for the year ended Dacember 31, 2006 and thereafter include balances and activity related to Duke Energy’s merger with Cinergy in April 2006.

The valuation and reserve amcunts above do not include unrecognized tax benefits amounts or defatred tax asset valustion allow-
ance amounts.

172




PART Il

ltem 9. Changes in and Disagreements with Accountants on Accounting and Financiai Disclosure.
None. :

{tem SA. Controls and Procedures.

Disclosure Controls and Procedures

Disclosure controls and procedures are controls and other procedures that are designed to ensure that information required to be
disclosed by Duke Energy in the reports it files or submits under the Securities Exchange Act of 1934 (Exchange Act) is recorded, proc-
essed, summarized, and reported, within the time periods specified by the Securities and Exchange Commission's (SEC) rutes and forms.

Disslosure cantrols and procedures include, without limitation, controls and procedures designed to provide reasonable assurance
that information required to be disclosed by Duke Energy in the reports it files or submits under the Exchange Act is accumulated and
communicated to management, including the Chief Executive Officer and Chief Financial Officer, as appropriate, to allow timely decisions
regarding required disclosure,

Under the supervision and with the participaticn of management, including the Chief Executive Cfficer and Chief Financial Officer,
Duke Energy has evaiuated the effectiveness of its disclosure controls and procedures (as such term is defined in Rule 13a-15(e} and
15d-15(e) under the Exchange Act) as of December 31, 2007, and, based upon this evaluation, the Chief Executive Officer and Chief
Financial Officer have concluded that these controls and procedures are effective in providing reasonable assurance of compliance.

Changes in Internal Control over Financial Reporting

Under the supervision and with the participation of management, inciuding the Chief Executive Officer and Chief Financial Officer,
Duke Energy has evaluated changes in internal control over financial reporting (a5 such term is defined in Rules 13a-15(f) and 15d-15(f)
under the Exchange Act) that occurred during the fiscal quarter ended December 31, 2007 and have concluded that no changa has
materially affected, or is reasonably likely to materially affect, internal control over financial reporting. ’

Management’s Annual Report On Internal Control Ovar Financial Reporting

Duke Energy's management is responsible for establishing and maintaining 2n adequate system of internal contrel over financial
reporting, as such term is defined in Exchange Act Rules 13a-15(f) and 15d-15(f). Our internal control system was designed to provide
reascnable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes, in
accordance with generally acceptad accounting principles. Because of inherent limitations, internal controf over financial reporting may
not prevent or detect misstatements. Also projections of any evaluation of effeciiveness to future periods are subject to the risk that
controls may become inadecuate because of changes in conditions, or that the degree of compliance with policies and procedures may
deteriorate.

Duke Enargy’s management, including our Chief Executive Officer and Chief Financial Officer, has conducted an evaluation of the
effectiveness of our internal centrol over financial reporting as of December 31, 2007 based on the framework in internal Cantrol—
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission. Based on that evaluation,
management concluded that our internal control over financial reporting was effective as of December 31, 2007.

Delpitte & Touche LLP, our indapendent registered public accounting firm, has issued an attestation report on the eifectiveness of
Duke Energy's imternal contral over financial reporting.
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ltem 10. Directors, Executive Officers and Corporate Governance.

Reference to “Executive Officers of Duke Energy” is included in “itern 1. Business” of this report. Information in response to this fiem
is incorporated by reference to Duke Energy's Proxy Statement relating to Duke Energy’s 2008 annual meeting of sharehciders,

Item 11. Executive Compensation,

Information in response to this item /s incorporated by reference to Duke Energy's Proxy Statement relating to Duke Energy's 2008
znnual meeting of sharehalders,

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters.

Information in response to this item is incorporated by reference to Duke Energy's Proxy Statement relating to Duke Energy's 2008
annual meeting of shareholders.

This table shows information about securities to be issued upon exercise of outstanding options, warrants and rights under Duke
Energy's equity compensation plans, along with the weighted-average exercise price of the outstanding options, warrants and rights and
the number of securities remaining available for future issuance under the plans. . -

Number of securldes
ramaining available
Number of securities to be  Weighted-average inder equity
issued upon exercise of exercisa price of compensation plans
outstanding options, outstanding options, ([excluding securities
warrants and rightst warrants and rights!  reflacted in column W)

Plan {"ategoty ia) {b) (<

Equity compensation plans approved by security holders 15,873,6892 $17.86 57,280,3108
Equity cornpensation plans not approved by security holders 1,877,646+ 7 16.60 None
Total 17,851,335 §17.72 57,280,310

L Duke Energy has not granted any warrants or rights under any equity compensation plans. Amounts do not include 4,465,298 outstanding options with a
we/ghted average exercise price of $13.80 assumed in connaction with various mergers and acquisitions.

Doas net inchwde 5,979,818 shares of Duke Energy Common Stock to be issued upon vesting of phantom stack and perfarmance share awards outstanding as
of December 31, 2007. .

Includes 12,280,310 shares remaining available for issuance for awards of restricted stock, performance shares or phantom stock under the Duke Energy
Corporation 2006 Long-Term incentive Plan.

Does not ingl‘.llldg{]%zif 1,305 shares of Duke Energy Common Stock to be issued upon vesting of phantom stock and performance share awards outstanding as of
December 31, . ‘

2 WM

Item 13. Certain Relationships and Related Transactions, and Director Independence

Information in response to this item is incorporated by reference to Duke Energy's Proxy Statement relating to Duke Energy's 2008
annual meeting of shareholders.

Item 14, Principal Accounting Fees and Services.

Information in response to this item is incorporated by reference to Duke Energy’s Proxy Statement relating to Duke Energy's 2008
annual meeting of shareholders.
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Itemn 15. Exhibits, Financial Statement Schedules.

{a) Consolidated Financial Statements, Supplemental Financial Data and Supplemental Schedules included in Part Il of this annual
report are as follows:

Duke Energy Corporation:

Consolidated Financial Statements

Consolidated Statements of Operations for the Years Ended December 31, 2007, 2006 and 2005
Consolidated Balance Sheets as of Decemnber 31, 2007 and 2006

Consolidated Statements of Cash Flows for the Years Ended December 31, 2007, 2006 and 2005

Consolidated Statements of Common Stockholders’ Equity and Comprehensive Income for the Years ended December 317
2007, 2006 and 2005

Notes to the Consolidated Financial Statements
Quarterly Financial Data, as revised {unaudited, included in Note 25 to the Consolidated Financial Statements)

Consolidated Financial Statement Schedule I—Valuation and Qualifying Accounts and Reserves for the Years Ended
Decernber 31, 2007, 2006 and 2005

Report of Independent Registered Public Accounting Firm

(b) Separate Financial Statements of Subsidiaries not Consalidated Pursuant to Rule 3-0% of Regulation $X:
TEPPCO Partners, L.P.:

Report of Independent Registered Public Accounting Firm

Consolidated Balance Sheets as of December 31, 2005 and 2004

Consolidated Statements of Income for the Years Ended December 31, 2005, 2004 and 2003

Consolidated Statements of Cash Flows for the Years Ended December 31, 2005, 2004 and 2003
Consolidated Statements of Partners' Capital for the Years Ended Dacember 31, 2005, 2004 and 2003
Consolidated Statements of Comprehensive Income for the Years Ended December 31, 2005, 2004 and 2003
Notes to Consolidated Financial Statements

All ather schedules are omitiad because they are not required, or because the required information is included in the
Consolidated Financial Statements or Notes.

DCP Midstream, LLC. (formerly Duke Energy Field Services, LLC):

independent Auditors' Report

Consolidzted Balance Sheets as of Decernber 31, 2006 and 2005

Consolidated Statements of Operations and Comprehensive Income for the Years Ended December 31, 2006 and 2005
Consolidated Statements of Cash Flows for the Years Ended December 31, 2006 and 2005

Consolidated Statements of Members' Equity for the Years Ended December 31, 2006 and 2005

Notes to Consolidated Financial Statements

Consolidated Financial Statement Schedute Il of DCP Midstream, LLC—Consolidated Valuation and Qualifying Accounts and
Reserves for the Years Ended December 31, 2006 and 2005 ‘

All other schedules are omitted because they are not reguired, or because the required information is included in the
Consolidated Financial Statements or Notes.

(c) Exhibits—See Exhibit Index immediately following the signature page.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securiies Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behalf by the undersigned, thercunto duly authorized. :

Date; February 29, 2008

DUKE ENERGY CORPCRATION
(Registrant)

By: /s/  James E. ROGERS

James E. Rogers
Chairman, President and
Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the follow-
ing persons on behalf of the regisirant and in the capacities and on the date Indicated.
{ii JamesE. Rogers®
Chairman, President and Chief Executive Officer {Principal Executive Officer and Director)
{i) /s/ David L. Hauser _
Group Executive and Chief Financial Officer (Principal Financial Officer)
(i) Steven K. Young® ' '
Senior Vice President and Controller (Principal Accounting Officer)
(iv} William Rarnet, I

Director
@G. Alex Bernhardt, Sr.*
Director
Michael G. Browning*
Director
Phillip R. Cox*
Directar
Daniel R, DiMicco™
Director
; Ann Maynard Gray*
Director
| James H. Hance, Jr.*
‘ Director
James T. Rhodes™
| Director
Mary L. Schapira™
Director
Philip R. Sharp*
Director
Dudley S. Taft*
Director

Date; February 29, 2008

David L. Hauser, by signing his name hereto, daes hereby sign this document on behalf of the registrant and on behalf of each of the
above-named persons previously indicated by asterisk pursuant to a power of atiorney duly executed by the registrant and such persons,
filag with the Securities and Exchange Commissicn as an exhibit hereto,

By: /s/ Davip L. Hauser
Attorneyinfact
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