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BUILDING BRIDGES TO A LOW-CARBON FUTURE:

Where we 10
are now

We are the third largest emitter
of carbon dioxide (CQ,) in the
United States — emitting more
than 100 million tons fast year.
We've significantly reduced

our non-carbon emissians over
the last 20 years and with the
right technologies, we bélieve
we can do the same with CC,.
We are working lo find solutions
te this challenge that will protect
and benefit our stakeholders.

Where we 12
are going

We are assessing what it would
take ko cut aur CQ, emissions in
half — to approximately 50 million
tons — by 2030 and the implica-
tions of such an effort. By then,
we will likely have replaced our
oldest coal-fired power plants with
advanced cleaner-coal and other
technolegies, including nuclear
power, natural gas, renewable
energy and greater use of

energy efficiency.
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How we will 14
get there

We are taking five major steps

to build bridges 1o 2 low-casbon
future. We're shaping public policy,
pursuing new technology, building
projects and talent, balancing. ‘
diverse interests and taking a

long view so we can continue
10 create value for our stakeholders
in the future, '

STEP 1: Shaping public policy 16

$TEP 2: Pursuing new technology 18

STEP 3: Building projects

and talent. 20
STEP 4: Balancing diversa
interests 22

STEP 5: Taking the long view 24

For more information about our sustainability activities and environmental progress, please see the Duke Energy 2007|2008
Sustainability Reporl on the company Web site: www. duke-energy.com.
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2007 Financial Highlights’

{In milligns, except per-share amounts) 2007 2006 2005 2004 2003¢
Statement of Qperations
Total operating revenues $12,720 $10607 $ 6906 $ 6357 & 6,006
Total operating expenses 10,222 8,210 5,586 5,074 6,550
Gains on sales of investments in commercial and multi-family real estate — 201 191 192 84
(Losses) gains an sales of other assets and other, net (5) 223 (55) (435) (202)
QOperating income {loss) ; 2,493 1,821 1,456 1,040 {662)
Total other income and expenses | 4128 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 (henefit) from continuing operations 712 450 375 122 (288)
Income (koss) from continuing cperations 1,522 1,080 893 618 (400)
{Loss) income from discontinued operations, net of tax (22) 783 935 872 (761)
Income {loss) before cumulative effect of change in accounting principle 1,500 1,863 1,828 1,490 (1,161)
Cumulative effect of change in accounting principle,

net of tax and minority interest B — L] — (162}
Net income (loss) 1,500 1,863 1,824 1,480 (1,323)
Dividends and premiums on redemption of preferred and

preference stock — — 12 9 - 16
Earnings (loss) available for common stockholders $ 1500 $ 1.863 % 1812 ¢ 1,481 $(1,338)
Ratio of Earnings to Fixed Charges 3.7 2.6 2.4 16 —*
Common Stock Data
Shares of common stock outstanding ¢

Year-end 1,262 1,257 928 057 911

Weighted average — basic . 1,260 1,170 934 931 a03

Weighted average — diluted 1,266 1,188 970 966 904
Earnings (loss) per share (from continuing operations)

Basic $ 121 $ 092 ¢ 094 % 065 $ (044)

Diluted 1.20 0.91 0.92 0.64 (0.44)
(Loss) earnings per share {from discontinued operations)

Basic : $ o2y $ 067 $ 100 % 094 $ (0.8BE)

Diluted {0.02) 0.68 0.96 0.0 {0.86)
Earnings (loss) per share

{before cumulative effect of change in accounting principle)

Basic $ 119 ¢ 159 % 194 $ 159 % (1.30}

Diluted 1.18 1.57 1.88 1.54 (1.30)
Earnings (loss) per share

-Basic $ 119 ¢ 159 % 194 $ 159 $ (148

Diluted 1.18 1.57 1.88 1.64 (1.48)
Dividends per share® 0.86 1.26 1.17 1.10 1.10
Balance Sheet
Tetal assets $49,704 $68,700 $54,723  $655,770 $57.485
Long-term debt including capital leases, less current maturities $ 9,498 $18,118 $14,547 $16,932 $20,622

a Significant transactions reflactsd in the resuits above inciude: 2007 spinoff of the natural gas businesses (see Note 1 1o the Consotidated Financlal Statemants in Duke Energy's 2007
Form 10-K, *Summary of Significant Accounting Policies™), 2006 merger with Cinergy (See Note 2 1o the Consolidated Financiai Statements in Duke Energy's 2007 Form 10-K,
“Atquisitions and Dispositions™), 2006 Crescent joint venture transaction and subsequent deconsalidation effective September 7, 2006 (see Note 2 to the Consolidated Financial
Statements in Duke Energy's 2007 Form 10-K, “Acquisitions and Dispasitions™, 2005 DENA disposition (see Mote 13 to the Consolidated Financial Statements in Duke Energy's 2007
Form 10-K, “Discantinued Operations and Assets Held for Sale”), 2005 deconsolidation of GGP Midstream effective July 1, 2005 (see Note 13 to the Consolidated Financial Statements
in Duke Energy's 2007 Form 10-K, “Discantinued Operalions and Assats Held for Sake*). 2005 DCP Midstream sale of TEPPCQ (see Note 13 to the Consofidated Financial Statements
in Duke Energy’s 2007 Form 10-K, *Discontinued Operations and Assets Held for Sate”) and 2004 sale of the former DENA Southeast plants.

b Earnings were inadeguate 1o cover fixed charges by $746 million for the yaar ended December 31, 2003,

t As of January 1, 2003, Puke Enesgy adopted the remaining provisions of Emerging tssues Task Force (EITF) 02-03, “Issuss tnvolved in Accounting for Desivative Contwacis Held for
Trading Purposes and for Contracts Invuived in Energy Trading 2nd Risk Management Activities* (EITF 02-D3) and SFAS Mo. 143, "Accounting for Asset Retirement Obligations”
(SFAS No. 143} in accordance with the transition guidance for these standards, Duke Energy recorded a net-of-tax and minority intevest cumulative eflect adjustment for change in
acrounting principles. .

d 2006 increase primarty attributable 1o issuance of approximately 313 miflion shares in connection with Duke Energy's merger with Cinergy (see Note 2 to the Consolidated Financiai
Staterments in Duke Enegy’s 2007 Form 10-K, “Acquisitions and Digpasitions™.

e 2007 decraase due 1o the spinoff of the natural gas businesses to sharehaiders on January 2, 2007 as dividends subsequant to the spinai were solit propartionately between Duke Energy
and Spectra Energy such that the sum of the dividends of the two stand-atone companies approximates the fonmer tolal dividend of Duke Enangy priof bo the spinoff.

See Notes to Consolidated Financial Statements in Duke Energy's 2007 Form 10-K.
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Chairman’s Letter to Stakeholders

Dear fellow investors, customers, employees
and all who have an interest in our success —

our partners, suppliers, policymakers, regulators
and communities:

We believe that all companies should have great
aspirations. At Duke Energy, we have two aspirations
that guide our planning and serve as a bridge to

JAMES E. ROGERS
the future: (1} Modernize and decarbonize our Chairman, President and

Chief Execuiive Officer

generation fleet, and (2) Help make the communities
we serve the most energy efficient in the world.

- These aspirations are grounded in our commitments to provide our
customers with clean, affordable and reliable electric and gas services,
and to allocate capital over the long term to grow earnings for investors.

Our aspirations are also shaped by the ongoing debate over how to address
global climate change. They are action-based. They recognize our intent to
ensure that rules limiting greenhouse gas (GHG) emissions will fairly balante
the needs of all of our stakeholders.

In this letter | will describe how we are building bridges to a low-carbon
future. My confidence in our ability to succeed is based on the dedication

of our people. Their hard work and perseverance was evident in our
2007 results.

DUKE ENERGY 2007 SUMMARY ANNUAL REPORT 3



“Most of the electricity generated in this country s fueled by
four natural resources: coal, uranium, natural gas and water.
We include a fifth fuel — energy efficiency. By helping cur
customers use power mare efficiently, we can help them
save money and reduce the need for new power plants.”

2007 — A STRONG,
FRODUCTIVE YEAR

Last year, we faced weather-related
challenges of record-setting summer heat
throughout our service territory and a
persistent drought in the Carolinas. We

continued to make progress in integrating

our 2006 merger with Cinergy, and we
completed the spinoff of our natural gas
businesses. The people of Duke Energy
met these challenges while achieving solid
results in customer sarvice and operations.

m We increased earnings per share and
total return; Ongoing diluted earnings
per share of $1.24 in 2007 exceeded
2006 ongoing diluted ezrnings per
share of $0.99. Duke Energy’s toial
shareholder retum (TSR} — a combi-
nation of the change in stock price plus
dividends paid out — was more than
9 percent in 2007. This beat the
S&P 500 index TSR of 5.5 percent.

u We achieved constructive legisiative
_.2nd regulatory outcomes: We received

approvals fo build two new advanced
coal plants in Indiana and Notth
Carolina. Thanks to the diligent work of
our teams, we received final air parmits
for both in January 2008, We helped
pass cornprehensive energy legisiation
in North Carolina and South Carolina.
The legistation enables the more timely
recovery of certain operating costs,
such as the reagents and chemicals
we use in our environmental equipment
on our coal plants. And it allows more
timely recovery of the financing costs
associated with the construction of new
baseload generation. In Narth Carolina,
we settled our rate case, which reduced
industrial, commercial and residential

rates without a material impact on
2008 earnings. In Dhio, we continue
to support legislation that will ensure
future rate certainty for our customers
in that state.

u We grew our renewable energy

portfatio: Our Commercial Businesses
acquired 1,000 megawatts of wind
power assets planned or under
development in the western and
southwestern United States. We

also began construction of two small
hydroelectric power plants in Brazil.

» We dedicated ourselves to cuslomer
service amd economic development:
We achieved improvements in our key
internal satisfaction measures for all
customer classes. Economic develop-
ment efforts helped stimulate new
capifal investments and new jobs
in aur five-state service territory.

m  We met productivily targets: Our
nuclear and coal plants performed
superbly when we needed them the
mest. Our nuclear fleet had its third-
best year evers for capacity. Despite
the drought, careful management of
our coal and hydro units enabled us
10 successfulty meet our customers’
record demand for both peak and
baseload pawer.

BUILDING BRIDGES TO
A LOW-CARBON FUTURE

In 2008, we'll continue to focus on
delivering results for both customers and
investors in our hasic business. At the
same time, we will continue o chip away
at the most difficult challenge in the history
of aur industry: global ciimate change. -

Demand for electricity is growing locally
and globally. Each year, Duke Energy
alone is adding approximately 40,000 to
60,000 new customers in the Carolinas,
and 11,000 to 16,000 new customers in
the Midwest. This means we will need
muore than 6,000 megawatts of new gener-
ating capagity by 2012. According to the
U.5. Department of Energy, nationwide
power demand will grow appraximately
35 percent by 2030.

At the same time, evidence is growing
that carbon dioxide (CO;) released into
the atmosphere from burning fossil fuels
] creating conditions that could change
our way of iife. Scientists know ciimate
change is a problem, yet they aren't able
to accurately predict its full scope. | leave
the science to the scientists, but as an
energy company CEQ, | have a responsi-
hility to protect our assets against such
risks — to meet the need for power,
without risking our children's futures.

We must plan ahead. It takes five or
more years to build a new baseload coal
plant, and 10 {015 years to build a new
nuclear plant. To ensure we can deliver
reliable and affordable power te our
customers, we have ic start now. But
today, we lack advanced technologies
that can achigve this seemingly impossible
dua! mission: high growth and low carbon.
Consequently, we have developed a
multi-pronged strategy to bridge the
gap between our current high-carbon
economy and a low-carbon future.

Let me explain in this letter how the
people of Duke Energy are building four
bridges: (1) from “production” {making
watts) to “efficiency” (saving watts);

{2) from conventional to unconventional
generating technologies; (3) spanning




investor expectations and new regulatory
rules; and (4) frem following the status quo
to leading with forward-looking policies.

THE FIRST BRIDGE:
FROM PRODUCTION (MAKING WATTS)
TO EFFICIENCY {SAVING WATTS)

Maost of the electricity gernerated in this
country Is fueled by four natural resources:
coal, uranium, natural gas and water, We
include a fifth fuel - energy efficiency.

By helging our customers use power

more efficiently, we can help them save
money and reduce the need for new power
plants. In aggregate, energy efficiency
investments are the least expensive and
most environmentally benign source of
energy for our customers.

Why isn't more being done to promote
energy efficiency? As co-chair of the
National Action Flan on Energy Efficiency
and the Alliance to Save Energy, | reviewed
state regulatory plans for energy efficiency.
We found that many utilities don't invest
in such programs, because the current
regulatory framework is biased against
investments in energy efficiency in favor
of putting steel in the ground. Qur goal
is to change that regulatory paradigm so
that earnings from energy efficiency are
on a par with earnings from investments
in new power plants.

In 2007, we introduced Duke Energy's
energy efficiency plan, which is designed
te set investment returns for the costs and
savings of energy efficiency programs.
Customers would benefit because they
would pay 10 to 15 percent less for energy
efficiency than for a new power plant. We
filed for regulatory approval of this plan in

Indiana, North Carolina and South Carolina.

As | was writing this letter, we reached

DUKE ENERGY 2007 SUMMARY ANNUAL REFORT

2007 MAJOR ACHIEVEMENTS

FIRST QUARTER

Completed the spinoff of Spectra Energy.

Received approval 1o build an 800-megawatt advanced coal-fired unit
at our Cliffside station in western North parolma (final air permit recelved
in January 2008).

SECOND QUARTER

Issued first Sustainability Report

‘Filad energy efficiency plan in North Camlma

Helped pass comprehenswe energy legislation in South Carolina that provndes I‘orl' ’
the recovery of new nuclear plant financing costs during the construction phase
and allows recovery of cnsts of certain reagents used in emission removal, .

Aoquured 1,000 megawatts of wind energy assets under deveiopment in the :
western and southweslem United States. :

THIRD QUARTER

Met customers’ dernand for electricity during record-settmg summer heat
throughout the service teritory and record-settinig drought i in the Carohnas :
Helped pass comprehenswe energy legislation in North Carolina that enables the
recovery of new plant financing costs during the oonstructmn phase and allows -
recovery of costs of certain reagents vsed in emission removal. The legislation fj .
includes a2 warkable renewable energy and energy efficiency porlfoilo st&ndard

Filed energy efficiency plan in Souih Carollna

FOURTH QUARTER

Filed energy efficiency plan in indiana.

Received remand order affirming the Ohio rate stabilization plan. The rufing
maintains the current price and provides for the continuation of emstlng rate
components, : -

Recelved approval to bunld a 630-megawa1t c[eaner—cual |ntegrated gasn" catlon
ccmbined cycle (IGCC) power plant in southwestern Indnana (flnal air permlt
received i in January 2008). . : :

Settled rate case in North Carolina, which reduced Industrial commercnl and
residential rates with no material |mpact on 2008 earnings. :

Filed apphcatmns with state regulators for certlftcates of public convenience and
necessity to add two 620-megawatt combined cycle, natural gas- ﬂred umts at .
two existing power plants in North Carolina. e -

Submitted a combined construction and operating hcense apphca‘uon to .
the U.S. Nuclear Reguiatory Commission for the proposed 2 234—megawa’[t
Lee Nuclear Station in Cherokee County, 5.G. .

2007 ongoing diluted earnings per share of $1.24 exceeded 2006 ongomg
diluted earmngs per share of $0.99.

FULL YEAR

Continued push for federal cap-and-trade legislation lirniting greenhouse
gas emissions.




“In aggregate, energy efficiency investments are
the least expensive and most environmentally benign
source of energy for our customers.”

a partial settlement in South Carolina for
our plan. We expect to file similar plans
in Ohio and Kentucky in 2008.

We were pteased that in Febryary
2008, the Alliance to Save Energy, the
American Council for an Energy-Efficient
Econcrmy and the Energy Future Coalition
endorsed our epergy efficiency model as
“an innovative and promising new direction
for the company and its custorners.”

Building the smart grid —— the backbone
of reliability

In 20Q7, we began installing smart
meters in Charlotte, N.C., Cincinnati, Ohio,
and northwestern South Carclina. Turning
analog meters into digital or smart meters
enables real-time communication between
our power grids and our customers' homes,
This will help our customers menitor and
manage thelr power consumption. We
have about 7,500 smari meters in place
today. With appropriate regulatory recovery,
we expect to install an additional 60,000
by the end of 2009.

Over the next five years, we plan to
spend about $1 billion to digitize our distri-
bution system. These improvements will
help us better balance supply and demand,
pinpoint trouble socner, and restore
outages faster or avoid them altegether.

THE SECOND BRIDGE:

FROM CONVENTIONAL TO
UNCONVENTIONAL GENERATING
TECHNOLOGIES

Our energy efficiency focus is vital to
providing reliable and cost-effective

electricity in the future. But efficiency
alone cannot satisfy growing demand
and at the same time reduce our CO,
ernissions. We must do more. Instead

of looking for a “silver buliet” strategy, we
are taking & "silver buckshot” approach.
Using new technologies, we plan to build

- an efficient generation portfolio powered by

ceal, nuclear, natural gas and renewables.
Dver the next five years, we plan to invest
approximately $23 billion (almost equal to
our current market cap) to make our entire
system more efficient, retire inefficient

plants and increase renewable generation.

Advanced coal technologies

When people ask, “How can a company
commitied to a low-carbon future continue
to buitd new coal plants?” | remind them
of these key facts: Today, coal accounts
for abeut 50 percent of our nation's total
electric generation. In the United States,
Duke Energy’s system is about 70 percent
coal. We burn ceaf today because it is
the most abundant and econamical fuel
avaiiable for large-scale reliable power
generation. We are finding ways to use
coai mare efficiently and cieanly.

indiana regulators approved our
fout-year plan to build a cleaner-coal
integrated gasification combined cycle
(IGCC) plant. The 630-megawatt
Edwardsport plant is currendy expected
1o cost approximately $2 billion. To
encourage this new technology, the
project will receive $460 million in local,
state and federai tax incentives and credits.

The new plant will be one of the
cleanest and most efficient coal-fired
power plants in the world. It will emit less
sulfur dioxide (50,), nitrogen oxides (NQ,)
and particulates than the plant it replaces
— while praviding more than 10 times
the power of the existing plant. The
current 160-megawatt plant emits about
13,000 tons of 30,, NO, and particulates

annually and runs about 30 percent of
the time. By comparison, a new 630-
megawatt (GCC plant running 100 percent
of the time will emit about 2,900 tons

of the same pollutants. it will also use
abaut 11 mitkion gallons of water a day,
compared to the cumrent plant, which

uses almost 190 million gallons daily.

Eventually we hope to be able to
capture and permanently store the CO,
emitted from this plant in nearby under-
ground formations, keeping it ouf of
the atmasphere,

Nerth Carolina regulators approved
our plan to build 2 new B00-megawatt
unit at our Ciiffside Steam Station. Al
a cost of appraximately $2.4 billion, this
plant wilk use supercritical coal-combustion
technalogy, which is 3C percent more
efficient than the units it will replaca. As
a result, it will generate twice the amount
of electricity of the existing plant with only
one-seventh of the S0,, one-third of the
NO, and one-half the mercury emissions.
The new unit's air permit includes limits
on S0, and NO, emissions that are stricter
than current state and federal rules. The
state's mercury limits are already more
stringent than federal rules. The project
will receive $125 million in federal clean-
coal tax credits.

We also agreed to implement a unhigue
CO, mitigation plan for Cliffside. As part
of that plan, we will retire the plant’s four
older coal units by 2012 and shut down
800 megawatts of other older coal units
by 2018, In addition, we agreed to invest
1 percent or approximately $50 rmillion
of our North Carolina revenues from
our regulated operations each vear in
energy efficiency, pending appropriate
regulatory approval,




Natural gas

Natural gas emits less CQO, than coal,
but it is more expensive — so we use it
judiciously in our portfolic. We filed with
our regulators to build two 620-megawatt
gas-fired units, one each at our Buck
and Dan River steam stations in North
Carolina. Last year. we purchased nearly
1,300 megawatts of gas-fired generation
in the Midwesi and North Carolina, adding
to our existing gas assets.

Non-fossil fuel: nuclear and
renewable energy

Today, approximately 28 percent of the
power we generate in the United States
comes from zero CO,-emitting nuclear and
renewable energy — about 5,000 mega-
watts of nuciear capacity and about

3,200 megawatts of hydroelectric capacity.

We also have more than 3,100 megawatts
of hydraetectric capacity in South America.
To reduce CO, emissions and meet

demand growth, nuclear power must
play an even larger role in our portfolio.
I December, we filed an application with
the Nuclear Regulatory Commissicn for

a combined construction and operating
license for our proposed two-unit,
2,234-megawatt Lee Nuclear Station in
South Carolina. We also filect with South
Carolina regulators 1o invest and recover
up to $230 million in the plant’s upfront
develcpment costs. We saw similar cost
recavery assurance legislation pass in
North Carolina. Assuming timely regulatory
approvals, we would znticipate unit 1
coming on line in 2018.

We will also increase our use of renew-
able energy, by adding wind, solar and
biomass to our hydroelectric capacity. We
will add up to 200 megawatts from renew-
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able sources to serve our Indiana
customers, and we are purchasing
renewable energy capacity to supply

our North Carolina customers starting in
2012, As noted eadier, our nonregulated
business is also building a renewable
enargy portfolio. When campleted, these
projects will seil wholesale power to other
utilities. We expect the first 240 megawatts
of these nonreguiated assets lo come

on line in 2008 and 2009.

THE THIRD BRIDGE:
SPANNING INVESTOR EXPECTATIONS
AND NEW REGULATORY RULES

During the 1970s and 1980s, the industry
invested tritltions of dollars to build new
baseload generation. The result was a
sobering demonstration of the limitations
of raditional rate-of-return regulation —
for both customers and investors. This
construction binge resulted in rate shocks
for customers, cost averruns, the cancella-
tian of half-finished plants and ultlmately
red ink for sharcholders.

In the 19505, we tumed to the
deregulation of power markets, relying
on market signals te build new generation
cost-effectively. But these experiments
produced other undesirable outcomes:
averbuilding in premium fuels such as
natural gas and the under-recovery of
true investment costs.

The lessons are clear o customers,
invesiors, regulators and policymakers.
We need new rules based on what we
leamed from both building eras. Customers
and investors can both benefit when
regulators reduce the time between when
we invest and when we start recovering
our investments.

OUR MISSION,
OUR VALUES

Qur Mission

At Duke Energy, we make
people’s fives better by
providing gas and efectric
services in a sustainable way.
This requires us to constantly
look for ways to improve, -

to grow and to reduce our
impact on the environment.

Our Values

Canng —_ We Eoolf. out for gach

-, other. We strive to make the envi-

ronment and communities around

- us better places tc live, -

Integrity — We do the right thing.
We honor our commitments. We

' admll when we're wrong.

Dpenness We're open m
change and to new tdeas from .
our co-workers, customers and
other stakeholders. We explore
ways to grow our busmess and
make it better g

Fassion — We're passmnate }
about what we do. We stive for
excellence. We take personal o
sccountability for our actions.

Respect — We value diverse
talents, perspectives and experi-
ences. We treat others the way

_'we want to be treated.

Safety — We put safety flrst in
all we do.




“As the third largest emitter of CO, in the United States, 1 believe
we have a responsibility to provide policy leadership. We must
imagine a low-carbon future for our grandchitdren and act to lower
CO, emissions now. Achieving a low-carbon future will require

rigorous engineering solutions, continuing technological discoveries,

the political will to bridge local interests and global needs, and

leaps of imagination.”

In 2007, South Carclina passed com-
prehensive energy legislation that includes
provisions allowing recovery of new nuclear
plant financing casts during the construc-
tion phase. Similarly, North Carolina
lawmakers passed legislation that allows
us lo seek plant financing costs through
a rate case. This legislation enables us to
synchronize capital spending and rate
cases associated with our major invest-
ments. The North Carglina law alse
provided a workable renewable energy
and energy efficiency portfolio standard
requiring investor-owned utilities to supply
12.5 percent of their power from renew-
able energy sources by 2021,

This far-thinking leadership will allow
us to build new plants so we can deliver
religble and affordable service W our
custormners while reducing the risk of
regulatory lag.

Qur strong balance sheet allows us
o fund our ambitious five-year building
pragram without issuing public equity.

Beginning in 2010, we expect to raise
" “equity of about $200 million per year
through our dividend reinvestment and
internal benefit programs.

THE FOURTH BRIDGE:

FROM FOLLOWING THE STATUS QUO
TO LEADING WITH FORWARD-LOOKING
POLICIES

I've described actions we are taking in

our service territory to meet our growing

demand for power and reduce our

carban footprint. With these steps, we

will achleve our aspirations of moedemizing

and decarbonizing our fleet and making

our communitias more energy efficient.
But we must do mare. As the third

largest emitter of CO, in the United States,
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| believe we have a responsibility to provide
policy leadership. We must imagine a
low-carbon future for our grandchildren
and act to lower GO, emissions now.
Achieving a low-carbon future will require
rigorous engingering solutions, continuing
technological discoveries, the political will
to bridge local interests and global needs,
and leaps of imagination.

In 2007, we worked to win Congres-
sicnal suppoert of cap-and-trade rules
1o controf GHG ernissions, so that all
businesses can calculate the investment
needed to reduce their carbon footprints.
We advocated for legislation that treats
all industries and regions of the nation
fairly and ensures that utility customers
in high coal-using states aren’t penalized.
We belizve a cap-and-trade approach
is the fairest and most equitable and
practical way to achieve a 60 to
80 percent reduction in our nation’s
GHG emissions by 2050,

We zlso need new ways to fund
research, development and deployment
of CO,-reducing technologies. Without
such funding, we won't make it across
the bridge to a low-carbon future.

More business, poiitical and community
leaders are stepping forward to cress that
bridge. They're not waiting for athers to
act. Such leaders are also ermerging in our
company. Thay and thelr colleagues know
it's easier not to rock the hoat, Yet they've
chosen to act and to take personal respon-
sibility for their results. They've chosen to
lead with integrity, discipline, vision and
compassicn — and help prepare and
develop our workforce for the future.

During the next five years, we expect
almost a third of that workforce fo refire.
This presents both a recruitment challenge

and a great opportunity to grow talent
within the company. One of my tearn’s
top pricrities is development of a highly
talented workforce that has the skill
and the will to position us for a low-
carbon future.

FOCUSED ON GROWTH

Based on current assumptions, we expect
to grow ongoing diluted earnings at 5 to

7 percent compeunded annually through
2012. We've set our 2008 employee
incantive target at $1.27, based on angoing
diluted earnings per share. Qur growth
objectives are supperted by our commitment
to balance the needs of gur stakeholders,
including future generations.

Our many accomplishments this
past year were possible because of the
diligence, hard work and imagination of
the peapte of Duke Energy. | thank them
on your behalf, and mine,

The catalysts to increase future eam-
ings will be continuing cost management,
execution on our investment-recovery
strategy and steady organic growth.

This represents a stiong value proposition
for cur investors, and one that allows

us to hanor commitments to all of our
stakeholders.

We will facus on these priorities as
we continue to build bridges to a low-
carbon future. | look forward to working
together with you to achieve that goal.

JAMES E. ROGERS
Chairman, President and
Chief Executive Officer

March 7, 2008




Leadership on Climate Disclosure

DUKE ENERGY 2007 SUMMARY ANNUAL REPQRT

Investors, customers and other stakeholders need ta know the risks and opportunities
the company wili face in a world of tightening greenhouse gas constraints. They also want
1o know what the company is doing to position itself for success in a low-carbon fulure.

As part of its commitment to transparency, Duke Energy has been reporting its carbon
dioxide (CO,} emissions 1o the LS. Department of Energy and to the U.S. Environmental
Profection Agency since 1995. For the past five years, the company has also participated
in the Carbon Disclosure Project (CDP). The CDP is an indepéndant organization that
works with shareholders and participating companies who voluntarily share their assess-
ment of the business risks and opportunities they face due to climale change and the
associated regulatory requirements. Duke Energy’s current CDP report can be found at
www.cdproject.net and on the company Web site at www.duke-energy.com/environment/
reports/carbon-disclosure-project.asp.

buke Energy’s SEC Form 10-K for 2007 included a deiailed assessment of the climate
policy debats in Washington and potential costs customers could see under specific
legislative proposals. {This form can alse ke atcessed on the company Web site.) The
company pointed out that compliance costs will be highly dependent on allowance prices,
and will be tied closely to Congress' decision with respect 1o the allocation of allowarnices.

In January 2008, Duke Energy agreed to participate in The Climate Registry (TCR) as
a Founding Reporter. TCR represents a collahoration of 39 U.S. states, seven Canadian
provinces and two Mexican states. Participants in the registry agree lo repnrt' their
greenhouse gas emissions using a commaon platform. A more detailed description

can be found by visiting www.theclimateregistry.org.

In 2007, Duke Energy joined the Advisory Committee of the Climate Disclosure Standards
Board {CDSB) — an international partnership of seven organizations formed to estaklish
a generally accepted framewark for corporale climate change nsk-related reporting.

The board’s long-term goal is to ensure that companies file these reports with regulatory
authorities as part of their annual financial reporting, More information is available a
www.weforum.org.

Duke Energy has agreed to participate this year in the CDSB's pilot program to “road test”
the template, which Includes emissions disclosure, physical risks, regulatory risks and risk
management strategy. Once the program is up and running in 2009, completed reports
will be posted on the Wab sites of participating companies.

These are some of the ways Duke Energy is working to keep its stakeholders informed
about its strategy for addressing climate change and the associated regulatory risk, now
and in the future, For more information on the company’s climate disclosure and overall
transparency efforts, please also see Duke Energy's 2007|2008 Sustainability Report on
the company Web site.



http://www.cd
http://www.duke-energy.com/environment/
http://www.theclimateregistry.org
http://www.weforum.org




BUILDING BRIDGES TO A LOW-CARBON FUTURE:

Where we are now

Duke Energy is one of the largest electricity suppliers in Narth
and South America. We serve our retail and wholesale customers
reliably and affordably with approximately 40,000 megawatts of
electric generating capacity fueled from coal, nuclear, natural gas,
hvdroelectric and a growing portfolio of renewable energy. In the
Unitec States, about 70 percent of the power we generate today
comes from coal, which releases carbon dioxide (CO,) into the
atmosphere and is finked to climate change.

(O, and most other greenhouse gases (GHG) have always
been present, keeping the earth hospitable for life by trapping
heat that would otherwise escape into space. We know this as
the greenhouse effect. Since the industrial revolution, however,
the concentration of GHG in the atmosphere from the burning
of fossil fuels and other human activities has increased, trapping
more heat and amplifying the natural greenhouse effect.

A maijority of the public and policymakers now believe that
the earth’s climate is changing, caused in part by GHG emitied

“into the atmosphere from human activity,

As the third largest emitter of CO, in the United States
— mare than 100 million tons annually, the equivalent of
about 10 miltion cars on the highway — we realize we have
a special responsibility to address this issue.

Our focus is on finding practical soluticns that will benefit
our stakeholders, our nation, our world and future generations.

DUKE EMERGY 2007 SUMMARY ANNUAL REPORT

“| manitor and analyze emerging
environmental issues for the company.
Over the last few years, the debate
over global climate change has
intensified. We believe it is no longer
a question of if Congress will enact
carban limits, but when — and
what will be required. We have to be
ready to comply In a way that keeps
customer prices competitive.”

MIKE STROBEN

Director, Environmental Poficy Analysis
& Strategy

Duke Energy

Charlotte, N.C.
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BUILDING BRIDGES TO A LOW-CARBON FUTURE:

Where we are going

We are taking actions today 1o build a sustainable business
that allows our stakeholders and our company to prosper while
balancing environmental, social and economic needs.

We don’t know when federal restrictions cn GHG emissions
will be enacted, but we must assume they are coming. Some
believe it is premature to set specific emission-reduction targets.
But without a stake in the ground, we can't expect to make
meaningful progress. We believe that preparing for a carbon-
constrained world now carries substantially less risk for our
customers and our shareholders than if we wait.

To be ready, we are assessing what it would take to cut our
CO, emissions in half — approximately 50 million tons — by
2030. By then, we will likely have replaced our oldest coal-fired
power plants with advanced cleaner-coal and other technologies
including nuclear power, natural gas, renewable energy and
energy efficiency.

To achieve that reduction and meet our projected electricity
demand while keeping our prices competitive, a number of
things must happen. These include new technology develop-
ments and workable legislative and regulatory solutions.

We will need new, lower-emitting coal-based generating
technologies so we ¢an continue using coal, our nation's most
abundant and economical fuel. We will need advanced zero-
emitting nuciear generation. We will need approval of a new
business mode! to significantly expand energy efficiency.

As we realize our vision, we will be ready to adopt new
technologies and address unexpected challenges that will
surely come along.

DUKE ENERGY 2007 SUMMARY ANNUAL REPORT

“1f we are serious about addressing
climate change, we have to be
serious about nuclear power. Nuclear
power plants safely generate more
than 70 percent of all carbon-free
electricity in the United States.
Along with advanced coal, natural
gas, renewable energy and energy
efficlency, nuclear power must
be part of the mix to meet our
need for clean, affordable and
reliable electricity.”

DAVID JONES

Director, Nuclear Policy & Strategy
Dutke Energy

Charfatte, N.C.
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BUILDING BRIDGES TO A LOW-CARBON FUTURE;

How we will get there

We are taking five steps 1o build our bridges to a low-
carbon future:

First, we are working o shape public policy. We are
pursuing passage of federal carbon legistation that will give
the electric utility industry the time it needs to make the
transition to low-carbon generation, without severe damage
to our economy and our customers.

Second, we are pursuing new technology for generation
and distribution of electricity and for energy efficiency to
reduce our carban footprint.

Third, we are building new gereration plants. We are also
developing our talent base so we have the workforce we need
to successfully transition to a low-carbon future,

Fourth, we are batancing diverse interests. We are engaging
with stakeholders to understand alt viewpoints and find the best
path to sustainable carbon reduction.

Fifth, we are taking a long view. Halving our CO, emissions
won't happen overnight. This is a marathon, not a sprint — but
the sooner we start, the greater the benefits.

The following pages describe these five steps in greater detail.

DUKE ENERGY 2007 SUMMARY ANNUAL REPORT

“I've heen a meter reader and worked
in Customer Service, Accounting and
Human Resources. In my current role,
| bring the customer perspective to
lawmakers and their staffs on Capitol
Hill. This helps them better vnderstand
how we are trying o minimize the
impact on our cistomers as we
work to reduce our greenhouse
gas emissions.”

JOHN HAYSBERT

Manager, Federal Governmental Affairs
Duke Energy

Washington, D.C.
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HOW WE WILL GET THERE:

Shaping public policy

“Customers are concerned about energy costs.
They want to know what they and their families
can co 1o reduce their power bills. In that sense,
| think Duke Energy’s focus on energy efficiency

is coming at the right time.”

MARITZA RIVERA
Calt Center Tearn Lead
Duke Energy
Charlotte, N.C.

OUKE ENERGY 2007 SUMMARY ANNUAL REPORT

Congress could pass legislation enacting
a greenhouse gas {GHG) cap-and-trade
program as early as 2009, As we slrive to
shape that legislation, we are working to:

m Hetter understand the impact
altermative policy approaches could
have on our industry, our operations
and our customers.

= Better understand the technology
gap for low- and zerc-emitting power
generation and promote the funding
mechanisms needed to ciose that gap.

m Communicate with policymakers and
other stakeholders, who can help mold
and shape federal pelicy while new
technologies develop. This report and
our 20072008 Sustainability Report

are part of that communication process.

Most pending federal legislation calls
for reducing our nation's GHG emissions
by 60 to 80 percent by 205Q. Scientists
say the United States and other carbon-

intensive nations need to achieve this
reduction level by the middie of this
century to slow, stop and reverse the
effects of climate change. For Duke Energy,
we expect that all of our currently operating
baseload nuclear and coal-fired generating
units will be retired hy 2050, with the
possible exception of one of our “newest”
coal plants in Ohig, which wili then be

59 years old.

Given the unknowns — the timing of
new low-carbon generation technologies
and future carbon dioxide (CO,) emission
constraints — we decided 1o look instead
at what it might take to cut our CQ,
emissions in half — by approximately
50 million tons — by 2030. Due 1o their
relicensing, our three nuclear plants will
still be operating, and our planned fourth
nuclear plant, Lee Nuclear Station, will
have peen on line for about 12 years,
based on the current schedule. 2030
pives us a more realistic horizon over
which to evaluate potential emission-
reducticn sirategies.

With passage of the right cap-and-
trade legislation and new technologies,
we believe we could successfully reduce
our CO, emissions like we have our
nitrogen oxide (NO,) and sulfur dioxide
{50,) emissions. Through 2010, we will
have invested appreximately $% billion 1o
further reduce our 50, and NO, emissions.
We project that by 2010, those emissions
wiil be ahout 70 percent lower than they
were in 1997, The S0, and NG, controls
we have been installing have the added
benefit of capturing a significant amount
of mercury. .

. The point is, we acted proactively
hefore to achieve warkable regufations
and made the necessary investments in
new technology 1 comply. We can do
that again with carbon legislation and
forge a sclution that protects our customers,
our business and our nation's economy.
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HOW WE WILL GET THERE:

Pursuing new technology

“The Load Research team studies how and when
our customers are using energy. This information
helps to plan for our customers’ future needs and
to identity the role that emerging technologies and
energy efficiency will play in meeting those needs.”

WILLIAM BAKER
Manager, Load Research
Duke Energy

Charlotte, N.C.

DUKE ENERGY 2007 SUMMARY ANNUAL REFORT

We are using new technologies to reduce
our GHG emissions on both the supply
and demand sides. On the supply side,
we're building a cleaner-coal integrated
gasification combined cycle (IGCC) plant
that will replace a half-century-old coal
plant. We're building this 630-megawatt
plant in southwestern Indiana, where the
geclogy i conducive to underground
capture and permanent storage of CO,
emissions. As that technology develops,

we will evaluate its eventual use at the site.

In the Carolinas, we're building an
advanced 800-megawatt coal plant that
will eventually replace 1,000 megawaits
of old higher-emitting coal units in North
Carolina. We're nat building an IGCC plant
as the geology there is not suitable for CO,
storage, but this will fikely be the last new
ceal plant we build in Morth Carolina for ai
least 20 yzars, By then, we would expect
€0, capture techneclogy to advance so it
can be used on virtually any coal plant,
regardiess of the geology. Also in Narth
Carolina, we have applied to build

more than 1,200 megawatts of natural
gas-fired generation capacity to meet
increasing demand. This lower-emitling
gas generation will also replace older
coal units.

We are using our mare than three
decades of experience in building and
operating nuclear plants to plan a new
2,234-megawatt nuclear power plant in
South Carolina — a plant that will have
zero CO, emissions. '

We are increasing our use of rendwable
energy by purchasing renewable capacity
to help meet our domestic energy demand
with wind, biomass and solar power.

QOur Commercial Businesses are planning
and developing more than 1,000 mega-
watts of wind power.

0On the demand side, we are transform-
ing our passive analog distribution grids
into digital information networks to further
improve reliability and expand energy
efficiency. We are installing “smart” meters,
remotsty controlled appliance sensors
and other energy-saving technologies in
customers' homes.

We intend to make energy efficiency
part of our standard service offering. This
includes providing customers with tools
to reduce their energy use without sacri-
ficing comfort, convenience or praductivity.

Technology and energy efficiency
breakthroughs won't happen without the
right regulatory treatment. We seek state
regulations that treat energy efficiency as
the “fifth fuel” — just like coal, nuclear,
natural gas and renewable enargy in
meeting growing demand. We seek to
€arn a return on the avoided cost of
building new power plants through
our energy efficiency gains.
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HOW WE WILL GET THERE:

Building projects and talent

“I seek cut and evaiuate emerging technologies that

can help bring Duke Energy's vision of the future to life.
Technology forces us to examine how we do things.

In doing so, we discover ways to work more effectively,
enhance the customer experience, achieve operational
breakthroughs and reduce our environmental impact —
ali critical to preparing for a low-carbon future”

NEETA PATEL

Director, Technofogy Development & Applicalion

Duke Energy
Cincinnati, Ohio

DUKE ENERGY 2007 SUMMARY ANNUAL REPORT

Building new baseload power plants
requires sophisticated coordination of
planning, labor and materials. We have a
long tradition of hands-cn involvement in
large-scale construction projects. In fact,
our existing generation fleet was almost
entirely engineered and built and is now
operated by our own workforce,

Before the merger of Cinergy and
Duke Energy in April 2006, hoth
companies were in the process of
completing large environmental retrofits
-— installing scrubbers and SCR (selective
catalytic reduction} systems on some of
their largest coal-fired units. Experience
gained on those projects by our project
management teams and through partner-
ships with design, engineering and
construction firms is being transferred
o the new power plant projects.

For example, in the Carglinas, project
and construction management team
leaders from the Marshall Steam Station
scrubber project are moving to work on
the new Cliffside unit ang the scrubber

installation on an existing unit of that plant.
Project and construction management
team leaders working on the scrubber at
Belews Creek Steam Station will transition
1o the new gas-fired units being planned
on the sites of the Buck and Dan River
steam stations. These project management
teams will also work on the new Lee
Muclear Station in South Carolina. In the
Midwest, Duke's project management
teams completing environmental retrofits
at the Gibson and Gallagher coal-fired
plants in Indiana are transitioning to the
new Edwardspart tGCT plant.

Glahal demand for engineering, equip-
merdt, materials and labor has increased.
But with our existing relationships with
contractors and suppliers and our use
of fixed-price purchase orders, we have
already lacked in much of the costs for
the new coal and gas plants.

We also completed a workforce plan-
ning effort to better understand the efiects
of an aging workforce on our future plans.
We found that, due to expected retirements
and attrition, we will need 1o replace
almost a third of our workforce over the
next five years. Many of our contractors
face similar challenges.

Qur response strategies include
supporting state and local warkiorce
development efforis, providing an employ-
ment proposition attractive to a diverse
population, broadening existing and
initiating new programs to ensure access
to top talent, and significantly expanding
our employee development, engagemeant
and retenticn programs.

We have already taken a number of
actions, including expanding our staffing
functions, ramping up our co-op and sum-
mer student hiring programs, developing
knowledge transfer strategies, increasing
the frequency of internal {alent reviews
from annually to quarterly, and enhancing
our professienal develapment and super-
visory/management training programs.

We have also become more active in
industry, state and local efforts to develop
the workforce of the future. For example,
we are supporting K-12 science, tech-
nology and math education, and we have
partnered with community collegas and
technical schools to train technicians to
work for us or cur contractors. We also
advise universities on how io keep
curriculum current.

21







HOW WE WILL GET THERE:

Balancing diverse interests

“My job is building relationships. Last year, | coordinated
and hosted Duke Energy’s 15 ‘collaboratives’ on its
proposed energy efficiency plans for North Carolina and
South Carolina. These sessions brought together a broad
array of stakeholders to find ways to put energy efficiency
“on a more equal footing with new power plants — a position
ultimately endorsed by the North Carolina legislature in

a bill passed last summer.”

CARL WILKINS
Director, Utilify Services
Advanced Energy Corp,
Raleigh, N.C.

The new rules of engagement in our
world, our nation and our indusiry are
conversation and collaboration. To
effectively address the climate change
problem, we are working to engage all

of our stakeholders in the debate and in
our plans. Climate change doesn't respect

borders, so to build suppert for our strategy

we are defining our community broadly.
As a sustainable business, our connec-

tions with and among staleholders are

increasingly impaortant o achieving our

goals, As we work to build bridges between

stakeholder groups, we must also balance
their frequently competing needs.

As noted earlier, we-will have a greater
reliance on energy efficiency to meet our
customers’ future energy needs. How we

deveiop and implerment this new regulatory

paradigm will largely be decided by state

utility regulators. But the momentum to get

the job done is coming from many seclars,
including utilities, customer groups and
the environmental community.
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Last year, we conducted a series of
energy efficiency summits in collaboration
with a broad range of stakeholders and
nationally known energy efficiency experts.
These patherings focused on the benefits
an cffective energy efficiency program can
offer customers and utilities. A dialogue
began on the besi way to move energy
efficiency forward in each state, These
efforts also provided a framework for
building grassroots support for research
and development funding for new clean
energy techinologies, and most importantly,
for federal cap-and-trade legislation to
reduce GHG emissions.

On the nationai level, we joined with
seven other utilities — representing nearly
20 miltion customers in 22 states - who
committed to a combined investment in
energy efficiency of about $1.5 billion
annually. When fully implemented in
10 years, this increased level of investment
in energy efficiency will reduce CO,, emis-
sions by about 30 million tons — avoiding
the need for 50 500-megawatt peaking
power plants.

We also helped form the 1.5, Climate
Action Partnership (WSCAP}, a group of
businesses and leading environmental
organizaticns united in calling on the
federal government 1o move quickly to
enact strong national legislation to
reduce GHG emissions.

Recognizing that this isn't just a nationat
problem, we're also working very closely
with Combat Climate Change (3C), a group
of 46 teading companies located around
the world. The 3C coalition is committed to
finding a common framework for address-
ing global climate change by 2013.

We believe that engaging diverse
stakeholders in our service areas, the
nation and around the world will lead to
carbon reduction policies that are fair and
sustainable for the long term and for all
the world's people.
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HOW WE WiLL GET THERE:

Taking the long view

“| feel that being in wind energy is the best place to
be right now. As the technology has advanced and
our nation's demand for electricity continues to grow,
renewable energy is a growth opportunity for our
company and supports our strategy to significantly
reduce our carbon emissions.”

HEIDI HENTSCHEL

Director, Finance — Wind Energy
Duke Energy Generation Services
Austin, Texas

People today aren't used to looking far

into the future or contemp!ating issues of
the scale and complexity of global climate
change. We focus on the quick fix. We deal
with problems now — then we move on to
the next one. Climate change is different.
The fuiure can only be changed if we begin
tfoday and keep peing. Hitting a big target
in 2030 or 2050 may be helpful, but to hit
longer-term chjectives, we need to change
the technologies that are vital to a modern
society — including those used to generate
and distribute electricity.

Today's concentration of CO, in the
atmesphere is about 380 parts per million
(ppm) — only about 100 ppm more than
in pre-industrial times. If we continue 10
use the same technologies, projections
of CO, concenirations by the end of this
century will fop 900 ppm. The earth hasn't
seen that level of CO, for about 35 million
years, when things were a lat hotter and
wetter than they are today. Scientists say

DUKE ENERGY 2007 SUMMARY ANNUAL REPQRT

we need to take the first steps to lower
our emissions so that fulure concentrations
don't exceed 450 to 550 ppm.

Emissions from less-developed
countries will continue to grow as those
societies simply improve their lives, This
increases the urgency to get to work to
develop new nan-eritting technologies
and lower their cost so they can also be
built in the developing world,

Tha task fer our generation is {o get
the policy right, get started and stick to it.
We need to develop the least costly way
to address climate change and do it right.
That mgans policies need to be market
based and cover most, if not all, of the
economy. The early years of a cap should
encourage mare energy efficiency and
lower-cost actions that can slow, stop
and begin 10 reverse the growth in CQ,
emissions. Policies should encourage the
devetopment and commercialization of
technologies we will need to make the
necessary deep reductions. Policymakers
need to avoid the temptation 10 demand
immediate deep emissions cuts, which
waould result in a greater reliance on natural
gas. We must give clean coal technologies
the time to develop so that we may deploy
them as we retire current technologies.

Future generations wiil continue this
work. The technologies we develop today
around CO, capture and storage will serve
as a bridge for the next generation of tech-
nologies. Our grandchildren will need new
energy sources, whether advanced solar,
space-based solar or even nuclear fusion.
We may also find new technologies to
remove CO, from the atmosphere,
perhaps using a combination of biormass
and carbon capture and storage. There
will be plenty of apportunity for inncvation
and adaptation to a warmer world.

We think of this as "cathedral thinking"
— remembering that the architects and
huilders of the great cathedrals of Europe
never saw them completed. Freguently
these inspired creations were not finished
urtil the builders’ grandchildren were
themselves old. Yet that didn't cause them
to lose faith, nor did it dull their vision of
what might be if they merely began —
despite the work, despite the cost and
despite the fact they'd never see the end
result. Such a commitment is needed for
achieving a low-carbon future.
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Board of Directors

WILLIAM
BARNET Il

G.ALEX
BERNHARDT SR.

WILLIAM BARMET i

Chairman, President and CEQ,

The Barnet Co. Inc. and -

Baret Developrnent Corp.;

Chair, Finance and Risk Management
Committes; Member, Nuclear Oversight
Committee

Dirgctor of Duke Energy and its predecessor
companies since 2005, Barnet is the mavor
of Spartanburg, 5.C. He serves on the board
of Bank of America and is a trustee of the
Duke Endowment.

G. ALEX BERNHARDT SR.

Chairman and CEQ,

Bernhardt Furniture Co.;

Member, Audit and Nuciear Oversight
Committess

Director of Duke Energy and its predecessor
companies since 1991, Besides lsading the
family business in Lenoir, N.C., Bernhardt
serves on the board of Communities in
Schools. He is past president of the American
Fumiture Manufacturers Association and

of the International Home Furnishings
Marketing Association.
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MICHAEL G.
BROWNING

MICHAEL G. BROWNING

President and Chairman of the Board,

Browning Investments inc.;

Member, Compensation, Corparaie Governarnce,
and Finance and Risk Management Commitlees

Director of Duke Energy and ifs predecessor
companies since 1990. Browning serves on the
boards of the Indianapolis Convention & Visitors

Association and the Indianapolis Museum of Art.

He is a member of the Indiana Public Cfficer
Gompensation Committee.

PHILLIP R. COX
President and CEO,
Cox Financial Corp.;
Chair, Audit Comnmitiee

Director of Duke Energy and its predecessor
companies since 1994, Cox is chairman of

the hoard of Cincinnati Bell and serves on the
boards of The Timken Company, Diebold inc.,
the Cincinnati Business Committes, Touchstone
Mutual Funds and the University of Cincinnati.
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DANIEL R, DIMICCO

ANN MAYNARD
GRAY

DANIEL R. DIMICCO

Chairman, President and Chief Executive Officer,
Nucor Carporation;

Member, Compensation and Corporate
Governance Committees

Director of Duke Energy since 2007. DiMicco
began his career with Nucor Corporation in
1982 and held a number of senior positions
hefare being named chairman in 2006, He
is a former chair of the American Iron and
Steel Institute.

ANN MAYNARD GRAY

Former President,

Diversified Publishing Group of ABC Inc.;
Lead Director; Chair, Corporate Governance
Committee; Member, Compensation ang
Finance and Risk Mamagement Cominittecs

Director of Duke Energy and its predecessor
companies since 1994. Gray has held a number
of seniar positions with American Broadcasting
Companies and serves on the boands of the
Phaenix Companies and Elan Corp. pic.
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JAMES H. HANCE JR.

Retired Vice Chairman, Chief Financial Officor
and Board Member, Bank of America Corp.;
Chair. Compensation Committee; Member,
Finance ang Rick Managament Commitlee

Director of Duke Erergy and its predecessor
companies since 2005. A certified public
accountant, Hance spent 17 years with

Price Waterhouse. He serves on the boards
of Sprint Nexte! Corp., Cousirs Properties Inc.
and Rayonier Corp.

JAMES T. RHODES

Retired Chairman, President and CEQ,
instifute of Nuclear Power Operations (INPO);
Chalr, Nuciear Qversight Commitiee;
Member, Audit Cornmittee

Director of Duke Energy and its predecessor
companies since 2001, Rhodes is a member
of the Electric Power Research Insfitute's
advisory councit and a former hoard member
of INPO, the Nuclear Energy Institute,

Edisan Electric Institute and the Southeastern
Electric Exchange,
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JAMES E. ROGERS
Chairman, President and CEQ,
Dirke Energy

Rogers became president and CEQ of Duke
Energy in 2006, having served as chairman
and CED of Cinergy Corp. since 1994 and
P51 Energy since 1988. He is chairman of the
Institute for Electric Efficiency and the Edison
Foundation, and serves as co-chair of the
National Action Plan for Energy Efficiency and
the Alliance to Save Energy, He is a director of
Fifth Third Bancorp and Cigna Corp. and serves
on the boards and Executive Committees of
the World Business Counail for Sustainable
Development and the Edison Electric Institute.
He is also a baard member of the Nuclear
Energy Institute, the Institute of Nuclear
Power Operations and the Nicholas Institute
for Envircnmental Policy Solutions.

MARY L. SCHAPIRO

Chief Executive Officer, Financial Indusiry
Regulatory Authority;

Member, Audit and Carporate Governance
Commitlees

Director of Duke Energy and its predecessor
companias since 1999. Schapiro previously
served as chairman and CEQ of the National
Association of Securities Dealers, as chairman
of the Commodity Futures Trading Commission
and on the Securities and Exchange
Cermmission. She currently serves on the
board of Kraft Faods Inc.

PHILIP R. SHARF

DUDLEY 5. TAFT

PHILIP R. SHARP

President, .

Resources for the Fulure;

Member, Audit and Nuciear Oversight
Committees

Director of Duke Energy since 2007, having
served on one of its predecessor companies
from 1995 to 2006. A former member of

the Indiana delegation ta the U.5. House of
Repressntatives, Sharp served as Congressional
chair of the National Commission on Energy
Policy and was a member of the House Energy

 ang Cemmerce Committee.

DUDLEY S.TAFT

FPresident and CEQ,

Taft Broadeasting Co.;

Member, Compensation and Finante and
Risk Management Committees

Director of Duke Energy and its predecessor
companies since 1985, Taft serves on the
boards of the Unifi Mutug! Holding Co. and Fifth
Third Bancorp. He is chairman of the Gincinnati
Association for the Arts and a trustee of the
Cincinnati Convention & Visitors Bureau.
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Executive Management

HENRY 3.
- BARRON IR.

STEPHEN G. DE MAY

MARC E. MANLY BEVERLY K.

MARSHALL

HENRY B. BARRON JR.
Group Executive and
Chief Nuctear Qfficer

Barron became Duke Erergy’s chief nuclear
officer in 2004. He has been responsible for
the safe operation of the company'’s nuclear
generating stations. He jeined the company
in 1972 as a nuclear power plant engineet.
Barron pans to retire March 31, 2008.

STEPHEN G. DE MAY
Vice President and Treasurer

.De May leads the treasury function for

Duké Energy, as well as risk management,
insuranice, and administration of pension
and retirement plan assets. He previously
served as general manager, corporate finance
and assistant treasurer.

LYNN J, GOOD
Group Executive and Fresident,
Cemmercial Businesses

Good is responsible for Duke Energy’s Midwest
nonregulated generstion, Duke Energy
Intemational, Duke Energy Generation Services,
the telecommunications businesses, and

all corporate development and merger and
acquisition activities. She previously served

as senior vice president and treasurer.
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DAVID L. HALISER

%

DAVID W. MOHLER

SANDRA P MEYER

DAVID L, HAUSER
Group Executive and
Chief Financial Officer

Hauser became Duke Energy's chiet financial
officer in 2004. He leads the financial function,
which incledes the controller's office, treasury,
tax, risk management and insurance, Hauser
loined the company in 1873,

JULIA 5. JANSON
Senior Vice President, Ethics and
Comphianice and Corporate Secrelary

Janson diracts Duke Energy’s ethics and
compliance program and serves as corporate
secretary. She served as Cinergy’s chief
compliance officer since 2004 and corporate
secretary since 2000,

WMARC E. MANLY
Group Executive and Chisf Lagal Officer

Manly igads Duke Energy's office of general
counsel, which includes legal, internal audit,
gthics and compliance, human rescurces and
the corporate secretary. He served as Cinergy's
executive vice prasicent and chief tegal oificer
singe 2002,

JULIA 5. JANSON

BEVERLY K. MARSHALL
Vice Prasident, Federal Policy and
Government Affairs

Marshali manages Duke Energy's Washington,
D.C., office and serves as the company’s
primary liaison with the U.5. Congress. She
joined the company in 1999 and has 20 years
of experience in government affairs,

SANDRA P. MEYER
Prasident,
Duke Energy Ohio and Duke Energy Kenticky

Meyer leads Duke Energy’s Ohio and Kentucky
operations, which serve more than 820,000
customers. She previously served as group
vice presidert of customer service, sales and
marketing for Duke Power,

DAVID W, MOHLER
Vice President and Chief Technology Officer

Mahler is responsible for the development and
application of technologies in support of Duke
Energy’s stralegic objectives. He previously
served as vice president of sirategic planning.
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CATHY §. ROCHE CHRISTORHER C.

ROLFE

B. KEITH TRENT JAMES L. TURNER

CATHY S ROCHE
Senior Vice President and
Chief Communications Officer

Roche is responsible for directing and
managing Duke Energy's communications
with internal and extemal audiences, as well
as executive communications, corporate
publications, advertising, and brand
management and strategy.

CHRISTOPHER C. ROLFE
Group Executive and
Chief Administrative Officer

Rolfe lzads several of Duke Energy's corporate
functions, including supply chain, information
technology, operations services and other
administrative activities. He previously

served as group executive and chief human
Tesources officer.

ELLEN T.RUFF
President,
Duke Energy Carofinas

Ruff leads Duke Energy's utility business in
North Carolina and South Carolina, which
serves more than 2.3 million customers. She
was formerly group vice president of planning
and external retations for Duke Power.
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STEVEN K. YOUNG

JIM L. STANLEY
President,
Duke Energy Indiana

Stantey leads Duke Energy's Indiana ulility
business, which serves more than 770,000
customers, He previously served as vice
president of fielg operations for Duke Energy’s
Midwest service area.

R.SEAN TRAUSCGHKE
Senfor Vice Presiclent,
investor Relaticns and Financial Planning

Trauschke is responsible for monitoring trends
in investment markets and for maintaining key
relationships with investors, financial analysts
and financial institutions. He also has oversight
of corporale financial planning and analysis.

B. KEITH TRENT
Group Executive and Chief Strategy,
Policy and Reguiatory Officer

Trertt is responsibla for strategy, federal policy
and government affairs, energy efficiency and
technology initiztives, environmental health and
safety policy, corporate communications, and
sustainability and community affairs, He also
has ovarsight of the regulated utility companies
in five states.

R_SEAN TRAUSCHKE

JAMES L TURNER

Group Executive; President and
Chief Qparating Officer,

{1.5. Franchised Electric and Gas

Tumer has overall profit and loss respeonsibility
for Duke Erergy’s U.S. Franchised Electric and
Gas business, which serves approximately
3.9 million customers in five stales. He leads
the company's fossil/hydro generation, power
delivery, gas distribution, customer service,
wholeszle business and new generation
projects organizations.

STEVEN K. YOUNG
Senior Vice President and Controlier

Young is responsible for planning and directing
the accounting affairs of Duke Energy, including
preparation of financial stalements and account-
ing and regulatory reports. He joined the
company in 1980 as a financial assistant.
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Duke Energy at a Glance‘

U.S. Franchised Electric and Gas

BUSINESS DESCRIPTION

U.S. Franchised Electric and Gas
{USFE&G) consists of Duke Energy’s
reguiated generation, electric and gas
transmission and d;strlqvuhon systemns. lis
generation porifolio is a.mix of fuel sources
- cogl, cil/natural gas, nuclear and hydro-
electric. USFE&G is Duke Energy's largest
business segment and primary source of
earnings growth,

EXPECTED 2008
ONGOING EARNINGS
BEFORE INTEREST
AND TAXES (EBIT)
CONTRIBLITION

4%

Commercial Power

NOTABLE STATISTICS
Electric Operations .
m Owns approximately 28,000 megawatts of generating capacity
m Supplies electric service to approximately 3.9 million customers
m Serves leritories in five states — North Carolina, South

Carolina, Ohio, Indiana and Kentucky — that total about

47,000 square miles
m Operates 148,700 miles of distribution lines and a

20,900-mile transmission system

Gas Operstions

u Provides regulated transmission and distribution service to
appraximately 500,000 customers over a 3 OOO»square—mlle
service territory in Ohio and Kentucky

EXPECTED 2008
ONGOING EBIT
CONTRIBUTION

12%"

BUSINESS DESCRIPTION

Commercial Fower owns, operates and
manages nonregulated power plants,
primatily in the Midwest, Commercial
Power also includes Duke Energy
Generation Services (DEGS), which
develops, owns and operates generation
sources {including wind assets) that serve
large energy consumers, municipalities,
utilities and industrial facilities.

Duke Energy International

NOTABLE STATISTICS

m Owns and operates a halanced generation portfolio of
approximately 8,000 megawatts

= Most of the generation output in Ohig, over 21 million
megawati-hours annually, is supplied to regulated customers -

m DEGS has contracied to purchase wind turbines that are capable
of generating approximately 240 megawatts when placed in '
commercial operation heginning in 2008 and 2009

EXPECTED 2008 BUSINESS DESCRIPTION
ONGOING EBIT Duke Energy Internationat (OE) operates
CONTRIBUTION and manages power generation facilities

lecated in the Central and South American
countries of Argentina, Brazil, Ecuador,

El Salvador, Guatemala and Peru. DE| also
owns equity investments in Saudi Arabia
and Greece.

12%

Crescent Resources

NOTABLE STATISTICS
a Owns, gperates or has substantial interests in approximately
4,000 net megawatts of generation faciiities

m  Abaut 75 percent of DEl's generating capacity is hydroelectric,

and approximately 20 percent is either currently contracted or
receives a system capamty payment

EXPECTED 2008 BUSINESS DESCRIPTION

OMNGOING EBIT Crescent Resources is effectively a 50-50
CONTRIBUTION joint venture with Morgan Stanley Real
2% * Estate Fund. Crescent manages land

heldings and develops high-quality
commercial, residential and mulii-family
real estate projects.

NQTABLE STATISTICS

a located in 10 states, primarily in the scutheastern and
southwestern United States

a Owns 900,000 square feet of commercial, industrial
and retail space, with an additional 500,000 square fest
under construction

m  Manages appraximately 122 608 acres of land

30 “Perceni of 2008 forecasied ongoing kotal segmant EBIT doss not include results for the operations labeled as Dther,




Non-GAAP Financial Measures

2007 AND 2006 ONGOING DILUTED EARNINGS
PER SHARE ("EPS")

Duke Energy’s 2007 Summary Annual Report references 2007
and 2006 ongoing diluted EPS of $1.24 and $0.99, respectively.
Ongoing diluted EPS is a non-GAAP (generally accepted account-
ing principles) financial measure, as it reptesents diluted EPS from
centinuing operations, adjusted for the per-share impact of special
iterns. Special items represent certain charges and crediis which
management believes will not be recurring on a regular basis.

The following is a reconciliation of reported diluted EPS from con-
tinuing operations o ongoing diluted EPS for 2007 and 2006:

2007 2006

Diluted EPS from cantinuing operations, as reported  $ .20 $0.91
Diluted EPS from discontinued operations, as reported {002} 0.66

Diluted EPS, as reported 118 $1.57
Adjustments to reported EPS:

Diluted EPS from discantinued operations 0.02 (066)
Diluted EPS impact of special iterns (see detail below) 004  0.08

Dlluted EPS, ongoing $1.24 $0.99

The following is the detail of the $(0.04) in special iterns
irnpacting diluted EPS for 2007:

2007
Dituted
Pre-Tax Tax EPS

(in millicns, except per-share amounts) Amount Effect Impact
Convertible debt costs associated with

the spinoff of Spectra Energy $(21) —  ${0.02}
Casts to achieve the Cinergy merger {54) 19  {D.03)
kT severance costs 12) 4 —_
Settlement reserves and adjustments 24 {9) 001
Total Diluted EPS impact $(0.04)

The following is the detail of the $(0.08) in special ilems
impacting diluted EPS for 2006:

2006
Diluted
Pre-Tax Tax EPS

{In millions, except per-share amounts) Amount Effect Impact

Settlernent reserves $(165) 58 $0.0m
Gain on sale of interest in Crescent 246 (124) 0.10
Impairment of Campeche investment (50) —  (0.09)
Costs to achieve the Cinergy merger (128) 45 (0.07)
Tax adjustments 27 002
Tota! Dituted EPS impact $(0.08)

2008 EMPLOYEE IMCENTIVE TARGET MEASURE

BPuke Energy's 2007 Summary Annual Report references the
campany’s 2008 emplayee incentive target. The EPS measure
used for employes incentive honuses is based on ongoing diluted
EPS. Ongoing diluted EPS is a non-GAAP financial measure as it
represents diluted EFS from continuing operations adjusted for
the per-share impact of special items. Special items represent
certain charges and credits which management believes will

not be recurring on a regular basis. The most directly comparable
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GAAP measure for ongoing diluted EPS is reported diluted EPS
from continuing operaticns, which inchudes the impact of special
ftems. Due 1o the forward-looking nature of this non-GAAF
financial measure, information to reconcile it to the most directly
comparable GAAP financial measure is not available at this
time, as management is unable o forecast special items for
future periods.

ANTICIPATED ONGOING DILUTED EPS GROWTH RATES
THROUGH 2012

Duke Energy’s 2007 Summary Annual Report references the
expected range of growth of 5 to 7 percent in ongoing diluted
EPS through 2012 on a compound annual growti rate {"CAGR®)
basis. These growth percentages are basad on anticipated ongoing
diluted EPS amounts for future periods. Ongoing diluted EPS is

a non-GAAP financial measure as it represents anticipated diluted
EPS from continuing operations, adjusted for the impact of special
iterns, Special items represent certain charges and credits which
management believes will not be recurring on a regular basis.

The most directly comparable GAAP measure for ongoing diluted
EPS is reported diluted EPS from continuing operations which
includes the impact of special itemns. Due to the forward-looking
nature of angaing diluted EPS and related growth rates for future
pesiods, information to reconcle this non-GAAP financial measure
1o the most directly comparable GAAP financial measure is not
available at this time, as management is unable lo forecast special
items for future periods. :

FORECASTED 2008 ONGOING SEGMENT AND
ONGOING TOTAL SEGMENT EBIT

Duke Energy’s 2007 Summary Annual Report includes a discus-
sion of forecasted 2008 ongoing EBIT for each of Duke Energy's
reportable segments as a percentage of forecasted 2008 ongoing
total segment EBIT. Forecasted 2008 ongoing segment and total
segment EBIT amounts are non-GAAP financial measures, as
they reflect segment and total segment EBIT, adjusted for the
impact of special items. Special items represent certain charges
and credits which management believes will not be recurring on
a regular basis. The most directly comparable GAAP measure for
forecasted ongoing segment EBIT is reporied segment EBIT from
continuing operations, which includes the impact of special items.
The most directly comparable GAAP measure for engoing total
segment EBIT is reported total segment EBIT, which includes
the impact of special items, Due to the forward-looking nature of
these non-GAAP financial measures for future periods, infarmation
to reconcile these non-GAAP financial measures ta the most
directly comparable GAAP financial measures is not available

at this time, as managemeant is unable to forecast special items
for future periods.
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Investor Information

Annual Meeting

The 2008 Annual Meeting of
Duke Energy Sharehotders will be:
Date: Thursday, May 8, 2008

Time: 10 a.m.
Place: Q.. Miller Auditorium,
Energy Center

526 South Church Sireet
Charlotte, NC 28202

Shareholder Services

Shareholders may call 8C0-488-3853 or
704-382-3853 with guestions about their
stock accounts, legal transfer requirements,
address changes, replacement dividend
checks, replacement of lost certificates

or other services. Additionally, registered
users of DUK-Online, our online account
rmanagement service, may access their
accounts through the [nternet.

Send written requests to:
Investor Relations
Duke Energy
PO. Box 1005
Charlette, NC 28201-1005

For electronic correspondence, visit
www.duke-enargy.com/contactiR.

Stock Exchange Listing

Duke Energy’s common stack is listed
on the New York Stock Exchange,

The company's common siock trading
symbol is DUK.
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Web Site Addresses

Comporate home page:
www.duke-energy.com

Investor Relations:
www.duke-energy.com/investors

InvestarDirect Cholce Plan

The InvestorDirect Choice Plan provides

a simpte and convertient way to purchase
comman stock directly through the
company, without incuiring brckerage
fees. Purchases may be made weekly.
Bank drafis for monthly purchases, as
well as a safekeeping option for depositing
certificates into the plan, are available.

The plan also provides for fulé reinvestment,
direct deposit or cash payment of
dividends. Additionally, participants

may register for DUK-Ontine, our online
account management tool.

Financial Publications

Duke Energy’s summary annual report,
SEC Form 10-K and related financial
publications can be found on our Web
site at www.duke-energy.com/investors.
Printed copies are also available free

of charge upon request.

Duplicate Mailings

If your shares are registered in different
accounts, you may receive duplicate
mailings of annual reports, proxy
statements and other shareholder
information. Call investor Relations for
instructions on eliminating duplications
or combining yousr accounts.

Transfer Agent and Registrar

Duke Energy maintains shareholder records
and acts as lransfer agent and registrar for
the company’s common stock issues.

Dividend Payment

Duke Energy has paid quarierdy cash
djvidends on its commen stock for

BH consecutive years. For the rest of 2008,
dividends on common stock are expected
to be paid, subject to declaration by the
Board of Directors, on June 16, Sept. 16
and Dec. 16, 2008,

Bond Trustee
If you have guestions regarding your
bond account, call 8B00-275-2048,
ar write to:

The Bank of New Yotk

Global Trust Services

101 Barclay Sireet

New York, NY 10286

Send Us Feedback

We welcome your opinion on this
summary annual report. Please visit
www.duke-energy.comfinvestors, where
you can view and provide feedback on both
the print and online versions of this report.
Or contact investor Retations directly.

Duke Energy is an equal opportunity
employer. This report is published solely
to inform shareholders and is not to be
considered an offer, or the solicitation

of an offer, to buy or sell securities.

" ‘MERS

ILLUSTRATION: STEVE ADAMS

PHOTOGRAPHY: MARK GREEM / WWW.MGP2.COM
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Forward-Looking Statement

This report includes forward-lcoking statements within the meaning of Section 27A of the Securities Act of 1933 and Section Z1E
of the Securities Exchange Act of 1934. Forward-looking statemants are hased on management's beliefs and assumptions. These
forward-leoking statements are identified by terms and phrases such as "anticipate,” “betieve,” “intend,” “estimate,” “expect,” “continue,”
“should,” “cauld,” “may,” *plan,” “project,” “predict,” “will " “potential,” “forecast,” “target,” and similar expressions. Forward-looking
statements involve fisks and uncertainties that may cause actual results to be materially differenit from the results predicted. Factors
that could cause actual results to differ materially from thase indicated in any forward-looking statement include, but are not Emited
10: state, federal and foreign legistative and regulatory initiatives, including costs of compliance with existing and future environmental
requirements; state, federal and foreign legislation and regulatory initiatives,'that affect cost and investment recovery, of have an
impact on rate structures; costs and effects of legal and administrative proczedings, seftlements, investigations and claims; indusirial,
commercial and residential growth in Duke Energy Corporation’s (Duke Enargy) service tenitories; additional competiiicn in electric
markets and continued industry consolidation; pelitical and regulatory uncertainty in other countries in which Duke Energy conducts
business; the influence of weather and other natural phenomena on Duke Energy operations, including the economic, operational
and ather effects of hurricanes, droughts, ice storms and tornadoes; the timing and extent of changes in commodity prices, interest
rates and foreign currency exchange rates; unscheduled generation outages, unusual maintenance of repalrs and eleciric transmission
system constraints; the performance of electric generation and of projects undertaken by Duke Energy's norregulated businesses; the
results of financing efforts, including Duke Energy's ability to obtain financing on favorable terms, which can be affected by various
factors, including Duke Energy’s credit ratings and generzl economic conditions; declines in the market prices of equity securities and
resultant cash funding requiremants for Duke Energy’s defined benefit pension plans; the level of creditworthiness of counterparties to
Duke Energy's transacticns; employee workfarce factars, Including the potential inability to attract and retain key personnel; growth in
. opporiunities for Duke Energy’s business units, including the timing and success of efforts to develop domestic and international power
and other projects; the effect of accounting pronouncements issued periodically by accounting standard-setting bodies; and the ability
to successfully complete merger, acquisition or divestiture plans.

In light of 1hese risks, uncertainties and assumptions, the events described in the forward-looking statements might not occur or might
occur to a different extent or at a different time than Duke Energy has described. Duke Energy undertakes no cbligation to publicly
update or revise any forward-teoking statements, whether as a result of new information, future events or otherwise.

e £%Y | The wood comes from Forest Stewardship Council {FSCl-certilied well-managed forests, company-tontrolied sources

© MixedSourcss /%, Products with a Mixed Sources label support the development of responsible forest management worldwide.
\Q e 4
andfor recycled materiat, The recycling symbol identifies post-consumer recycled content in these products.
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. OUR DIRECTION IN 2008 AND BEYOND

We must pursue 2 ba!anced approach ta meeting future
energy needs.

In pursulng new supply optlans, we consider whether they
are available, affordable, reliable and clean.

By carefully balaricing thse criteria, we can make the best
decisions for our customers and our company,-

Qur options include energy efficiency, coal gasification,
advanced pulverized coal, nuclear, natural gas-fired
generation and renewable energy.

We must balance the reality of a carbon«constramed future

with our customers energy demands

* Environmental legislation will sugnlncantly affect Duke Energy.
We aimn for fairmess for our customers and shareholders.

In our regulated and commercial businesses, we will pursug
low-carbon solutions — like clean coal and natural gas —

and no-carbon solutions — like nuclear and renewable energy.

We will 2150 pursue innovative energy efficlency and Utility of
the Future (advanced power grid) initiatives.

m  We will push for the development of new technologies

1o reduce carbon emissians. Lintit those fechnologies are
available, we will magt demand with current optlons

We must find the path lo success dunng tms ers of rising cos!s

m We expect to see increased costs from moderntzmg our grld

and developing new generation, We will effectively manage the -
costs of these and other capital projects.

By running our business well and providing excellent customer
service, we can minimize price impacts 10 our customers and -
maintain the financlal health of the company.

We must deliver on our commiftments. - -

n  We will steadily grow earnings — making our company

attractive to Investors — and achieve our employes incentive
target of $1.27 of ongoing diluted earnings per share.

= We will continue to balance our reguiated and commercial

investmends based gn the business environment.

m  We will strive to be simply the best.


http://www.duke-energy.com

P Eracay. Changing minds.
Changing habits.
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... 1o solve the new energy equation.

We face a new energy equation with many variables. Increasing demand

for energy is a key driver of rising energy prices. As a result, there is

a renewed focus on renewable energy and energy efficiency — “save-a-watts”
vs. megawatts, There is mounting concern about global climate change

and further reducing air emissions, And, we must continue to grow earnings
and dividends.

These variables present both chalienges and opportunities. We believe we
can solve this new equation with our sustainability focus. This means working
to balance the needs of all of our stakeholders. These efforts will keep our

prices affordable and our service reliable as we continue to work to reduce
our environmental footprint and earn superior returns.

This delicate balancing act requires us to challenge conventional wisdom with
new thinking and innovation. it means changing our own minds and habits and
those of our stakeholders. We must still generate megawatts, but we believe we

can produce significant save-a-watts as well. In 2006, we repositioned Duke
Energy to do just that. Read on ...
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CHAIRMAN'S LETTER TO STAKEHOLDERS

Dear fellow investors, customers, employees and all who have a
vested interest in our success — our partners, suppliers, policymakers,
regulators and communities:

| want to thank the entire Duke Energy team for accomplishing both
merger and a spinoff last year. Never before in my career have | seen
people work so hard to resclve so many complex issues. Our many financial,
operational and policy accomplishments in 2006 were the result of your
dedication and support. |

For our other stakeholders, let me summarize our key accomplishments simply
by saying that we did what we said we would do in our 2006 Charter.

2006 ongoing diluted earnings per share of $1.81 exceeded 2005 ongoing
dilided earnings per share of $1.73. Duke Energy's total sharehoider return for
2006, hetore the spinoff of Spectra Energy in early 2007, was 26.3 percent,
We autperformed both the Philadeiphia Stock Exchange Utility Sector Index

(20 percent) and the S&P 500 Index (15.8 percent).

The strategic sieps we took last year positioned the company for growth in

2007 and beyond, We established an industry-leading electric power platform
irough ihe successiul execution of the merger with Cinergy — and we did

e T st b
iU nnntng

{LEFTY JAMES E. ROGERS, CHAIRMAN, PRESIDENT AND CHIEF EXECUTIVE QFFICER
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Looking back. Looking forward.

o l"" Merged with Ginergy to increase the scale ‘
~and scope of our power business.

’ l/ Reduced our nsk proﬂle by sellmg our unregulated
power plants oultside the Midwest and by sefling -

our Commercial Marketing and Trading business.

"¢ Formed a joint venture with Morgan sfahley”
‘ Real. Estate Fund for Crescent Rmources

v’ Repurohased $500 mllllon of stock

v Acqwred f:led for certiflcate or announced our

intent to build new generation assets throughout A
our five states. We estimate that we will need 10°
increase our generaling capacity by approximately

8, 400 megawatm over the next 10 years.

4 Announced numerous expansmns of
_our gas transmiss:on system

v Achieved our 2006 employee incentive target

l/ Spun off Spectra Energy on Jan. 2, 2007.

" Establish the ldenuty and culture of the new
. Duke Energy, unifying our people values

strategy, processes and systems

" Optimize our operations by focus;ng on’

safety, simplicity, accountability, inc‘l[ssion

. customer satisfaction, cost management
R and employee development

Achieve ‘public pohcy, regulatory and leglslatwe -

. outcomes that batance our customers” needs
"~ for refiable energy at competitive prices with our -
.shareholders expeotat:on of supenor returns

 nvest in energy mffastructure that rneets rising

customer demands for reliable energy in an

- efficient and environmentatly sound manner.

 Achieve 2007 financial objectives and position

the company to meet future growth targets. . .

"See ther2007 Do!ne Enefgy Dharter‘an page 9.,




We reduced our earnings volatility and business risk by
selling our commercial marketing and trading operations,
and effectively half of our real estate development company,
Crescent Resources. These transactions raised almast

$2 billion in after-tax cash, most of which will be invested
in our lower-tisk, energy infrastructure businesses.

In customer satisfaction, we have consistently ranked in the
top quartile in several independent utility studies. Last year,
our utility companies in the South and Midwest finished in
the top 10 nationally in the Key Account Benchmark Study.
in addition, we ranked first in the South and hest in the
nation among small and mid-sized business customers,
according to J.D. Power and Associates.

We provided leadership on industry issues. | currently serve
as chairman of Edison Electric Institute and | co-chair the
National Action Plan on Energy Efficiency and the Alliance
to Save Energy. Other members of the Duke Energy
teadership team also help to shape the state and federal
policy decisions that affect our business.

We continued to build a high-performance, sustainability-
focused culture characterized by diversity, inclusion,
employee development and leadership. And we established
new safety incentives for 2007 10 reinforce our concern

for sach other and our customers.

$0 WHY DID WE CHOOSE TO GET LARGER
AND THEN GET SMALLER?

Very simply, scale and focus.

Qur merger with Cinergy in April 2006 gave our electric
business the scale it needed to stand alone. To unlock even
greater value, three months later we announced that we
would separate our natural gas business and our electric
pusiness into two strong pure-play companies: Specira
Energy for gas and Duke Energy for electric power. We
completed the spinoff of Spectra Energy in January 2007,
Today Duke Energy is one of the top five electric companies
in the United States in market capitaiization,

Having the strategic focus of a pure-play electric company
will help us meet the challenges and seize the opportuni-
ties to sclve what we call the new energy eguation.
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In this equation, we must meet our customers’ needs
for affordable and reliable electric power while meeting
more stringent environmental rues that will ingvitably
increase costs.

We must raise capital for long-term investments in more
environmentally riendly generation capacity, renewable
energy and energy efficiency. And we must reassure
investors who may be wary of long-term capité_l
construction programs. ‘

Balancing these factors and solving the new energy equa-
tion will require a new approach to utility regulation. It
will require us to change minds and change habits, It will
require us o see and understand the goals of each of our
stakeholder groups. This letter and the rest of this report
will detail our plans to do that.

WHAT INVESTORS CAN EXPECT IN 2007
AND BEYOND

Qur strategy to Increase earnings and dividends in the
long term Is straightiorward:

a Steadily improve our sales growth

m Earn solid returns on our significant capital investments,
and

a Continue achieving additional cost reductions from the
merger and from our continuous improvement efforts.

Thase three drivers — sales, investments and cost
savings -—— are essential to achieving both our 2007
financial objectives and long-term growth.

You can read all of our 2007 objectives in our Charter on
page 9. Our 2007 employee incentive target of $1.15 per
share is based on ongoing diluted eamings, The $1.15
serves as the basis for 4 1o & percent annuat eamings
growth through the end of 2009. We expect dividend
growth to be in line with earnings growth,

Our business plan projects a quarterly dividend increase
of $0.01 beginning in the third quarter of 2007. This
dividend increase — to ba decided by the board of
directors — would be in line with our expectation 1o
increase dividends consistent with a 70 to 75 percent
payout target.




SOLVING THE NEW ENERGY EQUATION:
CHANGING MINDS AND CHANGING HABITS

Our actions in 2006 put us in a strong position to grow
a5 we address the variables of the new energy equation:

s Building new power plants to meet steadily
inCcreasing demand

a Using a diverse mix of fuels and technologies at
our new plants to limit our future price, reliability
and environmental risks

w Deplaying new technologies to modernize our
transmission and distribution grids to boost
efficiency and reliability, and w support new
energy efficiency initiatives

» Obtaining legislation and regutatory treatment that
will let us recover our financing costs as we build new
and more efficient power plants {megawatts) and as
we promote-energy efficiency (“save-a-watts”) with
new initiatives an both sides of the meter

m Realizing the efficiencies and cost savings from the
merger while maintaining our operational excellence, and

w Shaping new federal rules that iimit carbon emissions
to ensure aur customers and other stakeholders are
fairly treateqd,

We will solve the new energy equation by challenging
conventional wisdom. We will invest in new technology.
We will balance the variables by working collaboratively
with all stakeholders to find the best and fairest solutions.

Let me briefly highlight each variable and spell out our
strategy for addressing it. This will alse give you & good
overview of our near-term and leng-term growth strategies.

Building new power plants to meet steadily increasing
demand. In the Carolinas, we are adding between 40,000
and 60,000 pew customers annually. In Indiana, Kentucky
and Ohio, we are adding 11,000 to 16,000 new custom-
ers each year. For the next three years, we expect annual
kilowatt-hour sales growth of about 1.5 percent in the
Caratinas and about 1 percent in the Midwest.

We are required by law t¢ meet the electric power needs
of our customars as economically and reliably as possible.
Each year, we perform an extensive analysis to update our

forecasts for customer power demand and study all viable
and economical options to meet that demand. In the past,
we have been successful in meeting our customer growth
by operating our power plants efficientiy, by purchasing
peaking power plants and by buying power on the whole-
sale market as needed.

Today's growth pmjeclidns suggest that we will need

to increase our generatihg capacity by approximately
6,400 megawatts over the next 10 years. Most of this
new capacity will be inthe Carolinas, and the remainder
in Indiana.

Even now, we need nearly 1,500 megawatts of new gener-
ation in Ohio to meet existing demand. We plan 1o buitd or
buy new generation there if the state enacts legislation that
will zllow utilities to own generation facilities.

Our newest base load plants — those designed o operate
around the clock — were completed in 1986 in the
Carolinas and in 1991 in the Midwest. It takes six to

10 years to plan, pemit and construct such plants. We
are seeking permits now for plants that we'll need in
2011, when we expect to have more than 250,000
additional customers.

We anticipate annual capital expenditures of approximately
$3.5 billion from 2007 through 2009 for expansicn of our
generation capacity, environmental retrofits, nuclear fuel,
maintenance and other expenses. Included in this amount
is expansion capital for:

» Expanding generation in Morth Caralina

& Planning a new c¢leaner-coal integrated gasification
cormbined cycle {GCC) plant in Indiana, and

a Exploring the development of a new nuclear plantin
South Carolina.

We expect that new generation and other infrastructure
investments over the next three years will increase the
total rate base in our five states by about 25 percent from
the current $16 billion 1o $20 billion (less depreciation
and amortization). The returns generated from a growing

rate base will ultimately transiate into tong-term earnings =

grawth — and we expect our rates to remain below the
national average.




COMPARISON OF 2006 TOTAL RETURN

COMPARISON OF FIVE-YEAR CUMULATIVE TOTAL RETURN
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OVER A FIVE-YEAR PERIOD BEGINNING DECEMBER 31, 2001, DUKE ENERGY'S TOTAL SHAREHOLDER RETURN (TSR} HAS LAGGED BOTH
THE S&F 500 INDEX AND THE PHILADELPHIA STOCK EXCHANGE UTILITY INDEX. BUT, IN 2006, INVESTORS RESPONDED FAVORABLY TO THE
DECISIVE ACTIONS WE TOOK TO LOWER OUR RISK PROFILE AND REPQSITION DUKE ENERGY AS A LEADING PURE-PLAY ELECTRIC COMPANY,

DUKE ENERGY'S TSR FOR 2006 (PRE-SPINOFF OF SPECTRA ENERGY) WAS 26.3 PERCENT, WHICH EXCEEDED
THE PHILADELFHIA STOCK EXCHANGE UTILITY SECTOR INDEX {20 PERCENT} AND THE S&P 500 INDEX {15.8 PERCENT).

Using a diverse mix of fuels and technologies at our
new plants to fimit our future price, reliability and
environmenta! risks. One of the reasons our average
price for electricity is below the national average is that
98 percent of our energy is generated from coal and
nuclear power.

Far our Cliffside Station, we proposed building two new
800-megawatt units using supercritical coal technology.
This is the most environmentally efficient pulverized coal
technology available foday. Because of their increased
efficiencies, these plants typically burn 10 percent less
coal thah conventional units and emit significantly less
sulfur dioxide and nitrogen oxide,

As | was finishing this letter, we received a notice of deci-
slon from the North Carolina Utilities Cammission (NCUC),
which authorized building one of the two units. The com-
mission also accepted our commitment to invest 1 percent
of our revenues in the Carolinas for energy efficiency,
subject to appropriate regulatory treatment, and our

plan ta retire older, tess efficient units.
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Our cost estimates were based on two units, and we st
need an air permit for this project. 5o as you read this,

we are studying the Cliffside project to determine how to
proceed. We won't make 2 decision until we have a clearer
understanding of the overall costs as well as the conditions
of the air permit. We are also evaluating the possibility

of enhancing and accelerating natural gas-fired plants

in our portfolio.

In Indiana, we continue to sxplore development of a new
630-megawatt IGCC piant. IGCC technology is less proven,
but has the potential to significantly reduce emissions.
Additionally, the geology of the plant location is conducive
to underground storage of capfured carbon emissions.

We believe that investing in this next generation of coal-
plant technology is an impertant part of meeting cur
environmental commitments.

Because the Cliffside and IGCC projects use more
envircnmentally friendly technoiogies, they were authorized
for significant federal tax credits by the U.S. Department

of Energy upon their completion. This is further evidence
that Duke Energy is on the forefront of new cleaner

coal technology.




We are also proposing to build & new nuclear plant

in South Carclina, New nuclear plants will encounter
challenges, including used fuel storage, cost recovery
and a new licensing process. But nuclear energy has one
big advantage: It preduces no greenhouse gas emissions,
and we believe that will help offset the other challenges.

Deploying new technologies to modernize our
transmission and distribution grids to boost efficiency
and reliability, and to suppott new energy efficiency
initiatives. Complementing our caphal investmants in new
generation is our renewed commitment to energy afficiency.
Qur job is to educate and support our customers — 1o
change minds and habits — to help them better manage
their energy use to reduce both peak and overall demand.

Energy efficiency can be measured in save-a-walts, the
number of megawatts we don't need to supply when
customers are being smart about their energy consumption.
Efficient energy practices are just as important as coal,
nuclear, natural gas and repewable energy. That's why

we think of efficiency as the “fifth fuel.”

With our stiong customer relationships and back office
systems, we are well positioned to make energy efficiency
a significant part of our portfolio. Duke Energy has
appainted a vice president of energy efficiency, a chief
technology officer and a vice president of regulatory
strategy. You will meet them in the pages that follow.

We believe that their focused approach will make energy
efficiency a new asset for all of our stakehoiders, especially
our customers and investors.

Energy efficiency is the core of our commitment to building
a sustalnable business model. We intend to manage
financial, environmental and social opportunities and

risks effectively, so we'll still be doing business many
years from now,

You can he part of our commitment to sustainabilily teader-
ship, too. We are again offering to make a $1 donation to
The Nature Conservancy for every sharsholder who signs
up far efectronic defivery of our annual report, proxy state-
ment and our other financial information. Currently, more
than 80,000 of you have chosen electronic delivery, and
we intend to make an equivalent donation in dollars to The
Nature Conservancy. Electronic delivery helps us in two
ways: It preserves our natural resources, and it significantly

reduces our printing and mailing costs. You need to
sign up only once, and you can do so at this Web link:
https:/fwww.icsdelivery.com/duk/index.html.

Obtaining legislation and regulatory treatment that will
let us recover otir financing costs as we build new and
more efficient power plants {megawatts) and as we
promote energy efficiency (save-a-watts) with new
initiatives on both stdes of the meter. We are working
this year to create a regulatory framework that balances the
needs of our customers, our investors and our environment,
Allowing us 1o recover financing costs as we incur them
would lower the overall cost of projects as well as allow us
to spread out rate increases over the course of the building
cycle, avoiding large one-time increases.

We are pursuing such legislation in the Carolinas that

“would cover both the Cliffside station in North Carolina

and a proposed new nuclear station in South Carolina. We
are also seeking to recover our upfront developmant costs
for the nuclear plant. We have been clear that we will not
move forward with a nuclear plant unless we know that
we can recover our financing costs in rates as we build.

fn Ohio, we are pursuing a two-part regulatory strategy:
First, we filed a request to extend the Rate Stabilization Plan
through 2010. Second, we are also promoting legislation
that would allow 2 regulated distribution company the
choice of whether to build or to purchase new generation.

Success on this front depends on our ability to change
minds. We need o persuade tegislators and regulators to
give energy efficiency invesiments the same weight as
new generation investments. Conventional wisdom says
that regulators reward us for selling more of our product,
not less. We want 1o change the paradigm, by persuading
them that utilities should be rewarded for energy efficiency
as well as sales. If we can earn almost as much for saving
a watt as for making a watt, everyone will benefit, With
this kind of economic impartiality, we can provide reliable
service, conserve precious resources and reduce emissions
while still delivering a fair return to our investors.

We believe we can succeed with our regulatory agenda.
We are seeking a consensus on palicies that balance

the needs of all of our stakeholders. This collaborative _
approach has produced constructive regulatory outcomes
for our stakeholders befare,
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2007 Duke Energy Charter

To be successful in 2007 and beyond we must

Establish the identity and culture ot the new Duke Energy, unrfyrng our people values strategy, process

Optimize our operations by focusrng on safety srmplrcrty ac:countabr!rty. lnclusron customar satlsfact nml rost:
management and employee development o R K v

Achiave public pelicy, regulatory and Iegrslatlve outcomes that balance our customers needs for reliab!e aner
competitive prlces with ourshareholders expectatron of supenor returns Foale ‘

invest in energy anfrastructure that meets r mg customer demands for rellable energy in an energy efﬁcrent ang:
enviranmentaily sound manner. - S :

Achreve 2007 financial objectwes and posrtron the company to meet future growth targets

in conductrng our busmess we va!ue. _ _
Stewardship — A commttment o hea!th safety envrronmeﬂtal responsrbr!sty and our communrtras

Integrity — Ethically and honestly dorng what we say we wrll do

Safety — A relentless commltment to warkrng safeiy and lookrng out for the safety of nur r:o—workers and others with -
whom wedobusiness. <. Low o T ““_ k

Respect for the rndrv!dual— Embracrng dwersrty and mclusmn enhanced byopenness shanng, trust ea
and involvement. -~ © o T T )

High Performance — Achrewng supenor busmess results stretchmg our capabllltles and valurng the contnbu
of every empioyee . ' ' :

Win-Win Refatronshrps Havrng relatronshrps whrch focus on the creahon of vatue tor all partles B

Initiative — Having the courage, creatlvrty and drscsplme to lead change and shape the future o

. We will be successful when: -
Qur tnvestors realize a superior return on therr |nvesm1ent over tlme
Our customers, suppliers and communities benefit from our business relationsh:ps

Every employee starts each day with a sense of purpose and ends each day safely wrth a sense of act:omplrshment. S
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“Our challenges are as great as our opportunities, but |
am confident that by listening to all of our stakeholders
and engaging them in our efforts, we will solve the
new energy equation — for the benefit of ail."

10

b

Realizing the efficiencies and cost savings from the
merger while maintaining our operational excellence.
We are on track to realize $650 million in net savings
from the Cinergy merger over the first five years. We are
beginning to see the full benefits of those savings as most
of the merget-related rate reductions expire this year. In
2007, we are focusing on cantinuous improvement, We
intend to carefully manage our costs and simplify our
operations to deliver our products and services as reliably
and efficiently as possible.

Shaping new federal rules that limit carbon emissions to
ensure our customers and other stakeholders are fairly
treated. Duke Energy is the third-largest consumer of coal
in the United States, so we are mindful of our enviranmen-
tal responsibilities. A growing body of scientific evidence
suggests that the buming of fossil fuels is changing our
climate. We are committed to making the best technology
choices, ones that will #imit our emissions and eptimize our
investments so that we can keep our prices competitive,

Reducing greenhouse gases with advanced power genera-
tion technalogy will take decades and cost billions of
dollars. The wark will continue well inta this century.

But if we don’t begin io solve the problem now, the costs
will go even higher.

To demanstrate our corporate commitment to tackling this
issue, in January 2007, Duke Energy joined the United
States Climate Action Partnership (USCAP). This diverse
coalition of businesses and environmental groups includes
Alcoa, DuPont, Caterpiliar, General Electric and other
utilities — FPL Group, PG&E Corp. and PNM Resources —
as well as Environmental Defense, Natural Resources
Defense Council, World Resources institute and the

Pew Center on Global Climate Change. Together, we have
begun a dialogue and offered recommendations on national
policies for dealing with this pressing issue. Additionally,

in partnership with the U.S. Department of Energy, .
we are researching underground carbon storage at
our East Bend Station in Kentucky.

PATIENCE IS NEEDED TO CHANGE MINDS
AND HABITS

The strategies I've outlined will position Duke Energy to

be a leader on several fronts, including new technologies,
energy efficiency, continuous improvement and sustainabil-
ity. Gur challenges are as great as our opportunities, but

| am confident that by listening to all of our stakehalders
and engaging them in our efforts, we will solve the new
energy equation — for the benefit of all.

| again thank our employees, management and board

of directors — both past and present — for our many

successes in 2006. You achieved our strategic agenda
while keeping the gas flowing and the lights on.

i thank our investors for your support during the merger
and the spinoff. Your confidence in us is the best evidence
that the new direction we have taken fo become one of the
nation’s premier electric companies is the right direction.

We are energized by the prospects of a bright future. We
have a solid investment proposition, and we are in a strong
position to change minds and habits to create significant
value for alf of our stakeholders. From a sustainability
standpoint, | believe that our grandchildren will be proud
of how we are addressing the energy and envircnmental
issues of our day.

,wa = e

James E. Rogers
Chairman, President and Chief Executive Officer

March 2, 2007
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' See Notes to Coqs_o!idated F_|nar!cral Statements in Duke
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Qver the next three years, Duke Energy}
businesses plan to invest mare {han

meet steadily growing demand. Be
in additional megawatt-hours R

a susiainable system resource tha
significant rofe in our plans to m
increasing demand foy, electricity.

BEVERLY MARSHALL (LEFT], VICE PRESIDEN
AND JULIE GRIFFIFH, VICE PRESIDE




Defining the new energy equation

For more than a century, we have supplied our customers with affordable

and reliable electricity. Our product is considered an essential service. It has
also made possible many innovative technologies that enhance our customers’
standard of living. And it has helped keep our local and state economies
competitive in the global marketplace.

Providing adequate power was once as simple as balancing supply and demand.
Although that is still the core of what we do, times have changed. Today, we
face the unprecedented challenge of solving a new energy eguation.

During a time of rising and volatile fuel prices, historic environmental challenges
and industry restructuring, the demand for electricity continues to grow. With
our commitment to sustainability, we must balance the growing demand

for power with the investments needed to supply it — while reducing our
environmental impact and keeping prices affordable.

This requires new thinking on both the policy and technology fronts.
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To meet the growing demand for power, we are investing

in a new generation of highly efficient and environmentally
advanced power plants, new environmental controls for
existing plants, and transmission and distribution system
upgrades. Our emphasis on new energy efficiency progratns
and technclogies will help meet growing demand.

We call energy efficiency the “fifth fuel” because it comple-
ments coal, nuclear power, natural gas and renewable
energy, the four primary sources of electric power for the
future, We see it as one of our most promising solutions,
because the most environmentally sound, inexpensive and
refiable kilowatt-hour is the one we don't have to produce,
Generating “save-a-watts” is just one part of the equation
thal requires our customers to change how they use elec-
tricity. We are looking at ways to help them do that.

UNDERSTANDING THE VARIABLES

Solving the new energy equation means understanding all
of its variahles. One of the most significant and unpredict-
able variabies is future enviranmental regulation. Today's
iregular patchwork of federal and state environmental

requirements has already prompted substantial investments.

Recognition of globat warming as a serious problem has
increased the call for regulation of preenhouse gases,
primarily carbon. Mandatory carbon dioxide (CO,)
emission reductions are being ¢onsidered in Congress.
When legislation passes, utilities will need to make
substantial investments 1o comply. It is critical that any
such carbon regulations be phased in to avoid causing
economic disruption and that the afiected companies
receive emission allowances to defray the cost

of compliance.

POLICY LEADERSHIP

Qur stakeholders, particularly our customers, investars and
communities, expect us to play a leading role in shaping

a national policy that addresses this natianal and globai
challenge. We take that responsibility seriously. Our goal is
a policy that will slow the growth of greenhouse gases and

" then begin to reduce them — while protecting the economy

and our customers from price shocks.

Another variable is the prospect of mandatory renewable
portfolio standards (RPS) at both the federal and state level.
Twenty-two states cumrently have such standards, which
require electric utilities to generate anywhere from 5 to

20 percent of their power from "climate-friendly” renewable
energy sources such as solar, wind, geothermal and agri-
cultural waste, over varying periods of time. Congress is
evaluating legisiative proposals for a national RPS,

As a company focused on sustainability, we have invested
in pilot projects invalving wind and agricultural waste so
that we can gain an understanding of the technologies
and costs that would be required on 2 larger scale before
mandatory standards are put in place. Today, we ara also
the second-largest generator of renewable hydroelectric
power in the United States among investor-owned utilities.

Like any other publicly traded company, we have a
responsibility to meet our customers’ needs while
recovering our investments and eaming a good return

on those investments far our sharsholders. To solve the
new energy equation, we must use nuclear, coal, natural
gas, renewable energy and energy efficiency. Our strategy
for doing so is outlined on the following pages.
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Solving the new energy eguation

It is clear that we need o invest in enhanced reliability and in the expansion
of our capacity to generate electricity to meet growing customer demand.
We know that investments in new state-of-the-art generation, renewables

and energy efficiency can be made reasonably with appropriate and timely
cost recovery.

Historically, regulators have rewarded utilities for selling more of their
product, not less. To solve the new energy equation, we need to change

minds about the types of investments that should be eligible for recovery
through rates.

We are especially interested in building public support for investments in
energy efficiency — the “fifth fuel,” which lowers overall customer demand
and reduces or eliminates greenhouse gases and other emissions.
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We are working to shift the paradigm in the way regulators
treat the business of energy efficiency and in the way
utilities develop and deliver such programs. We believe
utilities are uniquely positicned e provide universal access
o energy efficiency services and new technologies to their
customers. This would dramaticaily change the way utilities
develop and deliver energy efficiency programs as part of '
their standard customer offerings.

Ta create a sustainable “fifth fuel” system resource
accessible by all customers, energy efficiency investments
must be on par with new generation investments.

STRIKING A BALANCE

Changing the regulatory paradigm wilt also help us avoid
some of the price jumps that can occur when a new plant,
project, initiative or program finally gets up and running.
Such constructive regulatory treatment would give us and
others in our Industry further incentives to explore and
invest in these programs and projects.

BUILDING A CONSENSUS

To achieve this goal, we are collaborating with numeraus
stakeholder groups. We hope to build a consensus that will
convince lawmakers and regulators that everyone wins with
appropriate regulatory treatment of investments in efficiency
and renewable energy.

Our new chief technology officer and new vice president
of energy efficiency and their teams are committed to
achieving success on these (wo fronts. They know that our
custorners need innovalive products and services to help
them betier manage their energy costs and reduce their
own environmental footprints — while maintaining the
comfort and conveniences they want and expect.

We believe that this balanced strategy is a winning proposi-
tion for al! stakeholders. Cur customers will save money,
the environment wiil be cleaner and our investors will eam
fair returns on their investments.
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Advancing the “fifth fuel” —
U.S. EPA case study

"As Sam Pagén of the U.S. Environmental Protection
. Agency (EPA) notes on a previous page, when the agency
- needed an energy management and monitoring system
for its massive complex of labs, offices and computing
facilities in Research Triangle Park in North Caruhna o
Duke Energy del:vered Three teams from Duke Energy s

-complex.

individual huﬂdmgs or for the entire’ complex

The Duke Energy team also earned the nght to Instali
and maintain the system whlch may serve a-s a modei
for other EPA facillties., As part- vof the companys
renewed focus an energy eff;cuency, Duke Ene gy

- sults with |ts other. large busmes& custorne

eneﬂts of totai energy measurement systems







-Cash and cash equivalénts
"Shurt term rnvestments o

Assets held for salg .
{nvestments in res:dennal ccmmermal and Thulfi-famity real estat
- (net of accumulated deprecnation of $17 at Déce

o Total mvestments and ofher assets R S ' ST 16,070
.Fruperty, Plait : and Equipment

58,330 3
‘Less accumuialed deprematlon and amurtlzatmn j - 16,883
Net preperty, plart and eqmpmem : : - 41,447
Regu!atory Assets and Deferred Debits o
.Deferred debt expense : . 320
Regulatory assets related ta. mcome taxas - 1,361 -
i : : 2,562
Tota[ regulamry assets and deTerred debﬂs . : S -4,243

- $68,700 :

-Currenl Llabilltles .
: ‘Accounts payable

Llablhtles assomated wnh assets held for
Current matu rmes of long—term debt

. Other ~.
Totat current habli;tles :
Long-term Deht -

Deferred Credits and Other l.rabllmes
Deferred Income taxes .

Investment tax credit . Lo
"Untealized losses on mark-to- market and hedgmg i
:Liabilities-associated with assets held for zdle
'~ Asset- retlrement ob Igauons
“Other ™ ¢

Total défered creduts and ulher I:abrlltles

Commitments and Cnntmgencnes
Minority Interests™~ = -

Common Stackholdars’ Equity ..
~-Commaon stock, $0.001 par value, 2 billioh sharés aitharized; 1,25
- at December 31; 2006 and December 21, 2005; respectwely
Common stock, no par, 2 billion shares suthorized; zero and 928;million‘shares oitstandihg
- at December 31, 2006 and Decemberﬁl 2005, respectively . -
Additional paid-in capltal B - 19,854

Retained eamings . : T - 5,652
.- Accumulated other cnmpreheﬂswe income = " ; U . SE . 595
- Total commen stockhciders’ equity . - 1. s : - ’ S 26,102

Total Liabilities and Commonsmckholders’ Equlty B ’ . = < $68,700 : ~$54;723




CONSOLIDATED STATEMENTS OF CASH FLOWS

‘Years Ended December 31,
fis): e
CASH FLOWS. FROM DPERATING ACT]VITIES ;

hedging transactions

ap|tal axpend itutes for residential
08 fres-ldentual real estate sold

(3 381}
- (89

ashi acqulred rom acqulsutlu'n f Cinergy
Purchases of avaliabde for sale secuntles

ettlemerit pf het mvestment hedges and other lrwwtmg denvatwes
DlStribuhnns from equuty mvestmenis

(1,328)

2,369
127
) - (2,008)
stock of # suhs1d1ary :
1.cash overdrafts

Net zash used in flnanmng aetivities = T L LR < ' {1,961) °
Changes fncash and cash equivalents, |ncluded in assets haid for gale N : 22)

Netincrease {decrease) in-cash-and cash equivalents - - s 437
" Cash and cash equivatents at beginning of penud

. Cash and cash equivalents at and of peried

. Suﬁpiemenlal Dlsclusures
Cash paid fot interest, niet of 2 nt capltahze
Cash paid refunded) for | income. taves

{iabilities’ assumed
issuance af comrnon stock

igificant hon-cash transactions:
Conversion of convertible notes 1o stoc
AFYDC-equity compohent . : -
Transfer of DEFS Canadian Famllhes ;
Debt retired In connection with dispositiori of busmess
Note rfeceivabie from szle of suumeastem plants oo
Remarketing of senior notes -

See Nmes to Coﬂsolsdated Fmanmal Statemems |n Duke Energys 2
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Balance December 31 2003
Net mcorne ‘

Forelgn c:urren::y translataon act;ustmen 5
Foreign currency lransranon adjustment

Net! “Unireatizéd’ galns on cashﬂow hexges b
Reclassrﬁcahon lrﬁo eaming

‘Foresgn currencylranslatlon adjustments
Net urirealized gains on cash flow. hedges B

" Difke Energy opnons

Jividend reinvestment and employee bénefits ¢

Stock repurchase

- Common stock dividends.”
S“Conversion of debt to ‘equity-
- TaX benefit dus to conversion of debt to enquity
-Adjustment die to SFAS No, 158 aduptmﬁ e
“Other capital ‘stodk tia nsactions, riet :

, 'Barance Détiembeit 31' 2006

‘Duke Energy 's 2006 Furm 10-K). Suhstmhally all of the 2005 tax benelit is a; correctfon ofran rmmaterlal amoun
- P Mt unrealized gains on Cash Siow hedges, net of $3 taxemense In 2006, $233 ta expense it J
e Reclassi!‘catsan lnto earings from cash Flow hedgﬁ netof $]9 tax expefise in 2006, 5583 tax banaﬁtm‘ZOOS alﬂ 45 tax ben

“ Mlnlmum penston Nablity adjustment, net of $0 tax beneiit i 2006 $2231:u expense In 2005, and 318 bk éxpenen in 2
% ® Adjustment due to SFAS Na. 158 aduptlon rle! Df 3144 tax benefit In 200 Excludes $595 recorded B
- 20086 Form 10-K).
Net of $9 tax be'lert in 2006 and $10 tax expenseln 200
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EXECUTIVE MANAGEMENT

Henry B. Barron Jr.

Group Executive and Chief Nuciear Officer

Barron became Duke Energy's chief nuclear officer in 2004. He is
responsible for the safe operation of the company’s three nuclear
generating stations. He joined Duke Power in 1972 as a nuclear
power plant engineer.

Paul H. Barry

Senior Vice 'Presicent and Chief Development Officer

Barry is responsible for all corporate development, mergers
and acquisitions. He previously served as group execubive and
president of Duke Energy Americas, where his responsibilities
included non-regulated peneralion and services, trading and
markeling, and internationa! pperations.

Lynn J. Good

Senior Vice President and Ireasurer

Good leads the treasury functions for the company, as well as
insurance, market and credit risk manzagement, and corporate
financial planning and anatysis. She previously served as
executive vice president and chief financial officer for Cinergy.

David L. Hauser

Group Executive and Chief Financial Officer

Hauser became Duke Energy's CFQ in 2004. He leads the
financial function, which includes the controller's office, treasury,
tax, risk manggement and insurance. Since Hauser joinad

Duke Power in 1973, he has held various leadership positicns,
including controfler.

Julia S. Janson

Senior Vice Prestdent, Ethics and Compfiance, and

Corporate Secrelary .

Janson directs Duke Energy's ethics and compliance program and
serves as corporate secretary. Until the recent merger, she was with
Cinergy, where she was named corporate secretary in 2000, and
chief compliance officer in 2004.

Marc E. Manly

Group Executive and Chief Legal Officer

Manly teads a group that comprises the lega! department, internal
audit services, the ethics and compliance office, and the comporate
secrelary. He served as Cinergy's executive vice president and chief
legal offices from 2002 until Cinergy merged with Duke Fnergy,

William R. McCollum Jr.

Group Executive and Chief Regulated Generation Officer
McCollum is responsible for the company's regulated fossil fuel and
hydroelectric power generation, including portfolio optimization,
engineering, construction, project management ang procuremesnt.
He joined Duke Power as a nuclear power plant engineer in 1974,

Sandra P. Meyer

President, Duke Eneigy Ohio and Duke Energy Keriucky
Meyer leads Duke Energy's Chig and Kentucky operations,
whith serve more thar 810,000 customers. She was formerly
group vice presidernt of customer sarvice, sates and marketing
for Duke Power.
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Thomas C. G'Connar

Group Executive and President, Cornmercial Businesses
C'Connor is respensible for the Midwest non-regulated generation,
Duke Energy Iniemational, Duke Energy Generation Services, the
telecommunications businesses, the company's equity interest in
Crescent Resources, and all corporate development and merger
and acquisition activities.

Cathy S. Roche

Senior Vice President and Chief Communications Officer

Roche is responsible for directing and managing Duke Energy's
communications with internal and external audiences, as well ag
executive communications, corporate publications, advertising,
and brand mzanagement and strategy.

Christopher C. Rolfe

Group Executive and Chief Administrative Officer

Rolfe leads several of Duke Energy’s corporate functions, including
human resources, information technology and operations services,
He previously served as group execulive and chief human
resources officer.,

Ellen T. Rutf

President, Duke Energy Carclinas

Ruff leads Duke Energy’s utility business in Nerth Carolina and
South Carolina, which serves more than 2.2 million custamers.
She was formesly group vice president of planning and external
relations for Duke Power.

Jim L. Stanley

President, Duke Energy Indiana

Stanley leads Duke Energy’s Indiana wtility business, which
serves more than 760,000 customers. He previousty served
as vice president of figld operations for Duke Energy's Midwest
service area.

R. Sean Trauschke

Vice Presidemt, Investor Refations

Trauschke is responsibite for monitering trends in investment
markets and for maintaining key relationships with investars,
financial analysts and financlal institutions. He was formerly the
company’s vice president of risk management, chief risk officer
and chief credit officer.

B. Keith Trent

Group Executive and Chief Strategy and Folicy Officer

Trent is responsible for sirategy, feceral policy and government
affairs, energy efficiency and technology initiatives, envirenmental
health and safely palicy, carporate communications, and sustain-
ability and community affairs. He was formerly chief development
officer and general counsel.

James L. Tumer

Group Executive and President, U.S. Franchised Electric and Gas
Turner has overall profit and lass respensibility for the company's
U.S. Franchised Electric and Gas business, which serves

3.9 million custorners in five states. Prior to the merger of

Duke Energy and Cinergy, Turner served as president of Cinergy.
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NON-GAAP FINANCIAL MEASURES

2006 AND 2005 ONGOING DILUTED EARNINGS
PER SHARE (“EPS")

Duke Energy's 2006 Summary Annual Repori references

2006 and 2005 ongoing diluted EPS of $1.81 and $1.73,
respectively. Ongoing dituted EPS is 2 non-GAAP (generaliy
accepted accounting principles) financial measure, as it
represents diluted EPS from continuing operations plus the
per-share effect of any discontinued operations from our Crescent
Resources real estate development company {“Crescent”) prior to
the deconsolidation of Crescent in September 2006, adjusted for
the per-share impact of special items. Special items represent
certain charges and credits which management believes will not
be recurring on a regular basis, The foilowing is a reconciliation
of reported diluted EPS from continuing operations to ongoing
diiuted EPS for 2006 and 20056:

2006 2005
Diluted EPS from continuing operations, as repartad $170 $260
Diluted EPS from discontinued operaticns, as reported (0.13) (0.72}
Diluted EPS, as reported 1.57 1.88
Adjustmens to reported EPS:
Diluted EPS from discontinued apetations
excluding Crescent Resources,
and cumulative effect of change
in accounting principle 0.13 0.73
Diluted EPS impact of special items
(ses delail below} 0.11  (0.88)
Diluted EPS, ongoing $1.81 $1.73

The following is the detail of the $(0.11} in special items impact-
ing diluted EPS for 2006:

2006
Difuted
Pre-Tax Tax EPS
(In millions, except per-share amounts) Amount Effect Impact
Natural Gas Transmission gain on

contract settlement £ 24 % (& $001
Duke Energy portion of gain on

Ouke Energy Fisld Services'

("DEFS") asset sale 14 (3) 0.01
Costs to achieve the Cinergy mesger (128) 45 {0.07)
Costs to achieve the spinoff of Spectra Energy (60) 7 (0.05)
Impairment of Campeche investment (50) — {0.04)
Gain on sale of interest in Crascent 246 (124) 0.10
Gain related to the issuance of units

of Natural Gas Transmission's Canadian o

income fund 15 (5 0.01
Settlement reserves (165) 58 (0.09)
Impairment of Bolivia investment (28 31 —
Tax adjustment — a 0.01
Total Diluted EPS impact $(0.11)
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The following is the detail of the $0.88 in special items impacting
diluted EPS for 2005:

2005
Diluted
Pre-Tax Tax EPS
(In millions, except per-share amounts) Amount Effect  Impact
Gain on sale of TEPPCO GP
(et of minority interest of
$343 mitlion} $791 $293) § 0561
Gain an sale of TEPPCO LP units 97 (36) G.06
logs on de-dasignation of Field Serviges'
hedpes, net of settlements on .
2005 positions (23) 9 (0.01)
Additianal liabilities related to
mutual insurance companies (28) 10 (0.02)
Gain on transfer of 19.7 percent
interest in DEFS to ConacoPhillips 876 (213} 0.37
lmpairment of Campeche investment (20 6 (0.01)
Initial and subsequent net mark-io-market
gains on de-designating Southeast
Duke Energy North America
(“DENA’} hedges 21 @ 0.01
Loss on Southeast DENA contract
termination (75) 28 (0.04)
Tax adjustmenits — 12 0.01
Tota! Diluted EPS impact 5 088

PROCEEDS FROM CERTAIN SIGNIFICANT 2006
DISPOSITION TRANSACTIONS

Duke Energy's 2006 Summary Annual Report references the
nearly $2 billion in after-tax proceeds raised from selling the
commercial marketing and trading (“CMT") operations and
effectively half of Crescent. The following represents the
components of the after-tax procesds from these transactions:

{In millions}

Praceeds related %o Creation of Crescent Joint Venture

Met proceeds from issuance of debt by Crescent $1,190
Proceeds received from sale of equity interest 415
Estimated incomne tax payments resuiting from transaction (125)
Reduction in reported cash due to decansclidation of Crescent {(30)
Net after-tax proceeds $1,440
Proceeds on Sale of CMT
Net proceads received (including working capital and base price) $700
Estimated income tax paymenis resulting from transaction (145)
Net after-tax proceeds $555
Total combined net afier-tax proceeds $1,995




2007 EMPLOYEE INCENTIVE TARGET MEASURE

Duke Energy’s 2006 Summary Annual Report references the
company's 2007 employee incentive target. The EPS measure
used for employee incentive bonuses is based on ongoing diluted
EPS. Ongoing diluted EPS is a non-GAAP financial measure as it
represents difuted EPS from continuing operations adiusted for the
per-share impact of special items. Special items represent certain
charges and credits which managemment believes wili not be
recurring on a regular basis. The most directly comparable GAAP
measure for ongaing diluled EPS is reported diluted EPS from .
continuing operations, which ineludes the impact of special items.
Pue to the forward-looking nature of this non-GAAF financial
measure, information to reconcile it to the most directly
comparable GAAP financial measure is not available at this time,
as management is unable to forecast any special items for any
future periods.

ANTICIPATED ONGOING DILUTED EPS
GROWTH PERCENTAGES

Duke Energy's 2006 Summary Annual Report references the
company's anticipated growth in ongoing diluted EPS through
the end of 2009. These growth percentages are based on
anticipated ongoing diluted EPS. Ongoing difuted EPS is a
non-GAAP financial measure, as it represents diluted EPS from
continuing operations adjusted for the per-share impact of spécial
items. Special itemns represent certain charges and credits which
management believes will not be recurring on a regular basis.
The most directly comparahle GAAP measure for ongoing diluted
EPS is reported difuted EPS from continuing operations, which
includes the impact of special items. Due to the forward-looking
nature of this non-GAAP financial measure for future periods,
information to reconcile this non-GAAP financial measure to the
most directly comparable GAAP financial measure is not available
at this time, as management is unable to forecast any special
items far any future periods.

DUKE ENERGY 2006 SUMMARY ANNUAL REFORT

FORECASTED 2067 ONGOING SEGMENT AND
TOTAL SEGMENT EBIT '

Duke Energy’s 2006 Summary Annuat Report inciudes a
discussion of forecasted 2007 ongoing EBIT for each of Duke
Energy's reportable segmenits as a percentage of forecasted 2007
ongoing total segment EBIT. Forecasted 2007 ongoing segment
and total segment EBIT amounts are non-GAAP financial
measures, as they reflect segment and tolal segment £BIT,
adjusted for the impact of special items. Special items represent
cerfain charges and credits which management believes will not
be recurring on a regular basis. The most directly comparable
GAAP measure for forecasted ongoing segment EBIT is reparted
segment EBIT from continuing operations, which includes the
impact of special items. The most directly comparable GAAP
measure for ongoing total segment EBIT is reported total segmeni

_ EBIT, which includes the impact of special items. Due to the

forward-tooking nature of these non-GAAP financial measures for
future periods, information to recencile these non-GAAP financial
measures o the most directly comparable GAAP financial
measures is not available at this time, as management is

unahble to forecast any special items for any future periodé.
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INVESTOR INFORMATION

Annual Meeting
The 2007 Annual Meeting of
Duke Energy Shareholders will be:
Date: Thursday, May 10, 2007
Time: 10 a.m.
Place: 0.). Mitler Auditorium,
Energy Center
526 South Church Sireet
Charlotte, NC 28202 L
Sharehokder Services
Sharehgiders may call (800} 488-3853
or {704) 382-3853 with questions
about their stock accounts, legal
transfer requirements, address changes,
replacement dividend checks, replacement
of lost certificates or other services.
Additionally, registered users of DUK-
Onling, our onfine account management
service, may access their accounts through
the Internet.

Send written requests to:
Investor Relations
Duke Energy
PO, Box 1005
Charlutte,_NC 28201-1005

For electronic correspandence, visit
www.duke-energy.com/contactiR,

Stock Exchange Listing

Duke Energy’s common stock is listed
on the New York Stock Exchange.
The company’s common stock trading
symbol is DUK.

Web Site Addresses

Corporate home page:
www._duke-energy.com

Investor Relations:

www duke-energy.comy/investors

InvestorDirect Choice Plan

The InvestorDirect Choice Plan provides
a simple and convenient way to purchase
common stack directly through the
company, without incurring brokerage
fees. Purchases may be made weekly.
Bank drafts for monthly purchases, as
well as a safekeeping option for depositing
certificates into the plan, are available.
The plan also provides for full
reinvesiment, direct deposit or
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cash payment of dividends. Additionatly,
participants may register for DUK-Online,
our onfine account management toal.

Financial Publications

Duke Energy's current annual report,
SEC Form 10-K and related financial
publications can be found on our Web
site at www.duke-energy.comfinvestors.
Printed copies are alse available free of
charge upon request.

Electronic Delivery

As part of our commitment to sustainability
leadership, we are again offering to make
a $1 donation to The Nature Conservancy
for every shareholder who signs up for
electronic delivery of our annual report,
proxy staternent and our other financial
information. Currently, more than 80,000
of you have chosen electronic delivery, and
we intend lo make an equivalent danation
in doliars to The Nature Conservancy. This
effort helps preserve our natural resources
and significantly reduces our printing and
mailing costs.

You only need to sign up once.

To enroll in electronic delivery, go to
hitps://www.icsdelivery.com/duk/index.
html. To leamn more about the work

of The Nature Canservancy, visit
hitp:/fwww.nature.org.

Duplicate Mailings

If your shares are registered in different
accounts, you may receive duplicate
maifings of annual reports, proxy
statements and other shareholdey
information. Call Investor Relations for
instructions on eliminating duplications
or combining your accounts.

Transfer Agent and Regisirar

Duke Energy maintains shareholder
records and acts as transfer agent and
registrar for the company's commaon
stock issues.

Dividend Payment

Duke Energy has paid guarterly cash
dividends on its common stock for

80 consecutive years, For the rest of 2007,
dividends on cornmon stock are expected
to be paid, subject to declaration by the
Board of Directors, on June 18, Sept. 17
and Dec. 17, 2007.

Bond Trustee
if you have questions regarding your
bond account, calt (800) 275-2048,
or write to: ‘

The Bank of New York

Global Trust Services

101 Barclay Street

New York, NY 10286

NYSE CEO Certification

Duke Energy Carporation has filed the
certification of its chiel executive officer
and chief financial officer pursuant to
Section 302 of the Sarbanes-Oxley

Act of 2002 as exhihits to its Annual
Report on Form 10-K for the year ended
December 31, 2006. In November 2006,
Duke Energy Corporation's chief executive
officer, as required by Section 303A.12(a)
of the NYSE Listed Company Manual,
centified to the NYSE that he was not
aware of any viclation by Duke Energy
Corporation of the NYSE's corporate
governance listing standards.

Send Us Feedback

We welcome your opinion on Duke
Energy's 2006 Summary Annual Report.
Please visit www.duke-engrgy.com/
invesiors, where you can view the online
Annual Report and provide feedback

on both the print and online versions.

Or contact Investor Relations directly. .

Duke Energy is an equal opportunity
employer. This report is published solaly
to inform shareholders and is not 1o he
considered an offer, or the solicitation

of an offer, to buy or seil securities.

PHOTOGRAPHY: MARK GREEN / WWW.MFGZ LOM
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Safe Harbor Staterment Under the Private Securities Litigation Reform Act of 1995

This document contains farward-ooking information which is subject to risks and uncertainties that could cause actual results to be different than
those contemplated, including, but not limited to: changes in state, federai or international regulatory environments; cornmercial, industrial and
residential growth in the company's service tefritory; the weather and ather natural phenomena; the timing and extent of changes in commodity
prices, interest rates and foreign currency exchange rates; general economic conditions; changes in erwironmental and other laws and regula-
tions to which Duke Energy and its subsidiaries are subject, or other external factors aver which Duke Energy has no control; the results of
financing efforts; the effect of accounting prenouncements; growth in opportunities for Duke Energy’s business units; and other risks described in
the 2005 Form 104s filed by Duke Energy and Cinergy Corp., the registration statement on Farm S-4 filed by Duke Energy and other Securities
and Exchange Conmission filings. The company undertakes ro obligation to publicly update or revise any forwarddooking statements, whether as
a resuit of new infarmation, future ¢vents or ctherwise.
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FINANCIAL HIGHLIGHTS?

2002 -

2001

a SIEI’I'\CEM transactlons reilected iin the resulls abava include: 2005 DENA disposition (see Note 13 {o the Consolidated Financial Slatements Disconhnued Operations and Assets Held for. Sale )
2005 deconsolidation of DEFS effective July 1, 2005 fsee Note 2 to the Consolidated Financial Statements, “Acquisitions and Dispositions™), 2005 DEFS sale of TEPPCC (see Note 2o the -
Consolidated Financizl Statements, “Acguisiions and Dispositians®, 2004 DENA sale of the Southeast plants (see Note 2 to the Consolidated Financial Statements, *Acquisitions ang B|spnsmns':1 -

and 2003 DENA chargas (see Note 13 ta the Consolidated Financial Statemants, “Discontinued Operations and Assets Held lor Salen.
b £armings were inadequate to cover fired cherges by 519 milkan for the yesr ended December 31, 2003,

T As of January 1, 2003, Duke Energy adopted the remaining provisians of Emerging Issues Tash Foece (EITF) 02:03, “ssues involved in Accounting for Derivative Coniracts Held for Tradlng '
fuorposes and for Combracts vohved in Energy Trading and Risk Management Activities” JEITF 0203} and SFAS No. 143, "Accounting for Assat Retiment Obligatinns.” In accordance with the
frensition guidance for these standards, Duke Energy racoried a net-ofdsy and minerity interest cumisative effect adjustment for change in accounting princivles. (See Note 1 to the Cnnsolldated

Financig) Statements, “Surnmary of Signficant Accownting Policies,” for furfher discussion]
9 melides predax gaing on the sale of TERPCO GP and LP of appreximately $0.8 bilion, net of minoriy inierest, in 2005,

See Notes to Consalidated Financial Statements in Duke Fnergy’s 2005 Form 10K,

{In milfions, excepl per-share amounts) 2005 2004 200-3°
Statement of Operations . S
Operating revenues $ 16746 520549 518021 $14752 §15,383
QOperating expenses- 13,855 17,376 17,087 12,393 13,036
Gains on-sales of investments in commercial 7 o ‘
and multifamily real estate 191 192 - 84 ‘106 106,
Gains (losses) on sales of other assets, net 534 (404) - [199) 32 238
- Operating income:- 3,616 2,961 819 2497 2,691:
Other income and expenses, nét 1,800 305 550 369 793
Interest expense 1,062 1,281 1,330 1,116 777
- Minorify interest expense: 538 200 62 91 . 28
. Earnings {loss) from continuing operatmns , ' R .
-before income taxes ‘ 3,816 1,785 23y 1,609 1,939
Income tax expense {benefit) from contmumg operahons 1,283 533 (84) 514 713
income fromt continuing operations 2,533 1,252 s 1,145 1,226
{Loss} i income from discontinued operatuons, net of tax 705} 238 {1,232 (111 768
Income {lass) before cumulative effect of R C
change in accounting principle 1,828 1.480 {L1el) ~ 1,03¢ 19
© Cumulative effect of change in : ‘ L
 accounting principle, net of tax and mmorny interest {4} —_ (162) — 7 '(7 )
Net income fioss) 1,824 1,490 {1,323 1,034 1,898
Dividends and premitims on redemptlon of - L
- _preferred and preference stock 12 9 15 13 14
" Earnings lloss) available for commaon stockholders $ 1812 S 1,481 § 11,338 S 7 1,021 1,884.
Ratio of Earnings to Fixed Charges® - A7 24 —b 21 28
Common Stock Data : ST
* Shares of common stock outstanding ‘ s
Year-end 928 957 911 835 777
‘Weighted average-basic 934 931 903 836 167
Weighted average—diluted 970 966 904 838 773.
. Eamings {loss) per share - , ' ‘ L
Basic $1.94 51.59 $(1.48 - S$1.22 '$2.45
Diluted 1.88 1.54 S 1148 122 244
Dividends per share 1.17 1.10 110 1.10 l'.lﬂ
Balance Sheet o
Total assets $ 54,723 §$55770 §$57485 $60,122 $49624
“Langterm debt including cap;ta! leases, ' '
_ less current maturities - $ 14547 $16932 $20,622 520221 $12321
Capitalization o ' -
~ Common equity 50% 45% 3% % 41%.
Praferred stock 0% 0% 0% 1% ¥
Trust preferréd securities 0% 0% 0% 3% 0%
Total common equity and preferred securities 50% 45% 37% 40%. . A7%.
Minorily interests 2% 4% 5% 5% -
Tota! debt 48% 51% 58% 55% 46%




Paul M. Anderson
Chairman of the Board

Dear Fellow Stakeholder,

This report comes to you at an important juncture in our campany’s history — actually, in the history
of two companies.

Many of you have recently become Duke Energy sharsholders as a result of our merger with Cinergy.
I welcome you to Duke Energy, and | welcome this opportunity to give all of our investars a first
glimpse of the combined company. We believe this merger is good for everyone who has a stake in

our success, and this report will tell you why. But first, let me recap the events of 2005 that brought
us ta where we are today.

For Duke Energy, 2005 was a year of transition. We repositioned the company to reduce risk, capture
value for shareholders and create a fiexible platform for future growth. We took a number of decisive

steps and implemented them swiftly, but deliberately. The result is a whole “new” Duke Energy, with a

revised business model for our electric operations and greater flexibility for the rest of the portiolio.

CAPTURING VALUE

We began the year by announcing the transfer of a 19.7 percent interest in Duke Fnergy Field Services
(DEFS) to our partner ConocoPhillips for about $1.1 billion in cash and assets. At the same time, DEFS
sold its interest in TEPPCO for another $1.1 billion. The company used part of those proceeds to buy
back 32.6 million shares of common stock, and raised the quarterly dividend by 12.7 percent.

The assets transferred as part of the DEFS/ConocoPhillips deal positioned DEFS to launch a new
master limited partnership (DCP Midstream Partners) in the United States, and allowed Duke Energy
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Gas Transmission (DEGT) o create a similar investment vehicle in Canada. These tax-efficient vehicles
feature a lower cost of capital, allowing us to better compete for future acquisitions.

At the operating level, each of our major businesses met their profit goals while pursuing growth
opportunities. Later in this report, you will fing their 2005 highlights, along with those of Cinergy's
businesses. | would only add that { am quite proud of their performance.

On a less dramaic scale, we continued to reduce our backlog of litigation and to exit from non-core
legacy projects and businesses. That relentless focus helped us to exceed our profit targets for
the year. ‘

POSITIONING FOR THE FUTURE

We took two major actions to position ourselves for the future. The first was the decision to merge with
Cinergy to create the foundation for our future electric business. The second was the decision to exit all
of Duke Energy North America’s (DENA's) trading positions and operations, except for assats in the Midwest.

" For the foreseeable future, it appears that the electric industry will remain stalled somewhere between a

régulated/integrated model and an unregulated/disaggregated model. Many states are testing their
models, but none appear eager for wholesale change. As a result, the rules of the regulatory game
are evoiving.

At the same time, increasingly stringent environmentaf standards, growing concern about greenhouse
gases, skyrocketing fossiHuel prices and a need to develop the next generation of capacity will
challenge the industry like it has never been challenged before. Massive investments will be required at a
time when customers are becoming more and more concerned about price and reliability.

The combination of these factors will drive the industry to create super-regional consolidated players
that have economies of scale, financial strength and organizational flexibility. It is a pattern we have seen
in banking and other industries under similar circumstances.

Duke Energy intends to be a consolidator in this new environment. The merger with Cinergy is a first
step, providing not only scale and diversity, but also an opportunity to remodel our electric business to
better face future challenges, while continuing to provide refiable and affordable service to our customers.
The new modef provides the opportunity for growth beyond Duke Power’s historical service territoty,
giving our electric operations the scale and flexibility to operate as a stand-alone business in this
changing environment.

REDUCING RISK

Qur newly combined electric fleet uses a diverse combination of fuels — nuclear, coal, gas and hydro
— reducing our dependence on any one commodity. We also operate in diverse markets, blending
higher-growth opportunities in the Caralinas with more moderate but steady growth in the Midwest. Our
geographic diversity reduces yearto-year weather volatility. And operations in five separate regulatory



jurisdictions allow us fo pursue regulatory initiatives specific to the needs of customers in each service
area, while broadly applying best practices in customer service.

Qur decision to exit DENA outside the Midwest was a logical follow-on to our decision to merge with

Cinergy. DENA's gas-fired plants in the Midwest complement Cinergy's merchant assets, providing a

more flexible fleet in the short term and reduced environmental compliance costs in the longer term,
However, much of the rest of DENA's portfolic was encumbered by long-dated contracts that limited
our ability to develop a sustainable business model. We ultimately decided that we would realize the

greatest shareholder value by exiting DENA's operations outside the Midwest.

We have disposed of most of DENA's electricity and natural gas contracts, and expect to close on the
pending sale of our remaining eight merchant power plants, as well as unwind any remaining contracts,
by mid-year. The net result of our exit from DENA is a substantial reduction in market risk and a much
more focused merchant operation.

ASSESSING OUR PERFORMANCE

Our Charter provides four measures of success which are useful in assessing our performance in
2005. We feel we did well against all of them.

Our investors realize a superior return on thelr investment.

It was a good year ralative to the S&P 500. We provided total sharehoider return (TSR) of

13 percent, compared to the S&P's TSR of just under 5 percent. However, we fell short of the
Dow Jones Utifities’ 25 percent. We attribute that lag to uncertainties around the merger with
Cinergy, as investors stood by to see if and when it would come to fruition. Now that the merger
is complete, we're expacting to see a rebound in the stock price.

Shareholders did see their annual dividend increase to $1.24 per share in 2005, and ongoing
basic earnings per share were $1.79, topping our employee incentive target of $1.65.

Our customers and suppliers benefit from our business relationships.

The year 2005 will long be remembered for its devastating hurricanes. Duke Power crews were
there — mare than 1,500 employees and contractors — to help rebuild the electric grid after
Katrina and Rita hit the Guif Coast. Not a single contracted DEGT customer missed a delivery
during the hurricanes, thanks to our storage capacity and some creative solutions — like building
a new interconnect 1o bypass a hea(xily damaged processing plant. DEGT is also working with
industry peers on new standards 1o ensure pipeline and storage facility safety in case of

future disasters.

Customers ranked Duke Power "Highest in Customer Satisfaction With Residential Electric
Service in the Southern U.S.,” based on a 2005 J.D. Power and Associates study and, in a
separate benchmark survey conducted by TQS Research, manufacturing and institutional
customers ranked the utility first in the Southeast and third nationally.
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As for suppliers, we are encouraging them to improve safety for their employees, and many are
following our lead. We are also werking to improve supplier diversity — we made progress in
2005, but we can still do better.

The communities in which we operate value our citizenship.

Qur employees, retirees and The Duke Energy Foundatian
gave more than $800,000 in hurricane and tsunami relief,
We gave more than 55 million to the U.S. United Way and
more than $1 million to the Canadian United Way in 2005.
Total Foundation and companywide giving for the year —
including in-kind donations, contributions from employees
and refirees, and the value of volunteer service —
exceeded $32 million,

Employees collected tons of food and other essentials for
displaced hurricane victims, and thousands of Duke Energy
employees and retirees campleted some 450 community
service projects during our 2005 Global Service Event.
Employees also received financial support for their volunteer
projects with more than $200,000 in grants from the
Foundation. On this page you will find examples of the many
ways our communities recognized Duke Energy for business
integrity and envircnmental stewardship in 2005.

Every employee starts each day with a sense of purpose,
and ends each day with a sense of accomplishment.

Overail employee satisfaction is at its highest level in more
than five years. In our 2005 employee survey, most
employees expressed confidence in the company’s future
and pride in Duke Energy and their work. Nine out of 10
employees ranked the company favorabiy for environmental,
health and safety practices,

In 2005 we made a recommitment to professional
develapment, which had been somewhgt on the back burner

for several years. Employees seized those opportunities — training hours were up 83 percentin
2005 over 2004, Along with other members of the execufive team, | personally participated in
advanced leadership training for some 2,700 managers. ‘

For 2006, we're adding to this measure of success — that employees end each day safely. The
year 2005 was a sac one for five families who tost fathers and hushands who were cantractors



at work for Duke Energy. We can't say any year has been truly successful if we don't keep our
workers safe.

MOVING FORWARD
Qur new Charter objectives spell out what you can expect from us in 2006.

The first imperative is to establish an industry-leading electric power platform through
successful execution of the merger with Cinergy.

We know that we have to earn the tight to pursue other consolidations in the future, by demonstrating
that this merger benefits all of our stakeholders — employees, shareholders, customers, regulators
and our communities. We intend to do just that.

We will continue to build a high-performance culture focused on safety, diversity and
inclusion, employee development, leadership and results,

Both Duke Energy and Cinargy have a deep bench of talent, and we put both companies’ best minds to
wark on an integration plan to create a winning combination of leadership and resources, We share the
same business values, and a commitment to serve our stakeholders with integrity from a pasition of
industry leadership. Our compatible company cultures create a strong foundation for organic growth
and for future mergers and acquisitions.

We intend to deliver on our 2006 financial objectives and position the company for growth
in 2007 and beyond.

All employees have an incentive target of $1.90 per ongoing diluted share in 2005. (This year, we are
framing our objectives in terms of diluted as opposed to basic shares, consistent with Wall Street’s
compariscn of earnings on a fully diluted basis.) We see this as a challenging but realistic goal, based
on the groundwork we have iaid and opportunities ahead. It assumes synergy savings from the merger

and a sharing of those savings with customers, but excludes costs to achieve as those are considered
one-time items. '

Long-term management incentives are tied to total shareholder return. Working safely also remains
an important measure of our success. Top leaders will see a 5 percent reduction in their shortterm
bonus payouts in the event of an employee, contractor or subcontractor fatality in 2006.

We pian to complete the Duke Energy North America exit and pursue strategic portfolio
opportunities.

With the merger complete, our focus moves to the question of whether to separate our gas and power
businesses and to new opportunities for electric utility consolidation. As with the Cinergy merger, our

litmus test for all decisions will continue to be the degree to which they create value for investors and
other stakeholders. '
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Finally, we will continue to build credibility through leadership on key policy issues,
transparent communications and excellent customer service.

Our aggressive position on glebal climate change ruffled more than a few feathers in 2005. Last year,
Cinergy devoted nearly its entire annual report to this issue, so be assured that Jim Rogers shares my
commitment to facing facts about its potential effect on our industry. We share a philasophy that it is
better ta help shape the future with solutions, than to ignore reality and hope the tough problems just
g0 away.

Jim and I also share a strong belief in straightforward communication with cur shareholders and all of
our constituents, and in provicing superiar service to customers, the lifeblood of our company. You will
read more about Jim's plans as your new CEQ in his letter, which follows.

| heartily welcome Jim and our new leaders from Cinergy to Duke Energy's management team. | will
contiriue in my leadership role as chairman of the board. Let me take this opportunity to also welcome
our new board members — Bill Barnet and Jim Hance, who joined the board in 2005, and five new
board members from Cinergy — Michael Browning, Phil Cox, Mary Schapiro, Dudley Taft and of course
Jim Rogers. Our outgoing board members, Max Lennon and Jim Martin, deserve special thanks for
their years of dedicated service during a turbulent period in our company's history.

As | settle into my role as chairman, | thank you for your support during my time as CEQ. When |
accepted that position in November 2003, my objective was to restore our credibility and financial
health, and meet the needs of our stakeholders. Thanks to your support and the contributions of
thousands of employees, we have largely achieved those goals.

| now feel comfortable handing over the CEO role to Jim Rogers, who shares my strong belief in the
future of Duke Energy and its people. It is a good feeling to know that | am leaving in his capable hands
a company that is financially strong, has a bright future and is positioned to be an industry leader.

Sincerely,

) e

Paul M. Anderson
Chairman of the Board

April 3, 2006 :




2006 Duke Energy Charter

We are Duke Energy, a leading energy company located
in the Americas with an affiliated real estate operation.

Qur purpose is to create superior and sustainable vafue for our customers, employees, communities
and investors through the production, conversion, delivery and sale of energy and energy services.
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To be a leader in a new era of growth, we must:

* Establish an industryleading electric power platform through successful
execution of the merger with Cinergy.

+ Continue to build a highperformance cufture focused on safety, diversity and
inclusion, employee development, leadership and results.

YU

o g‘li‘  Deliver on our 2006 financial objectives and position the company for growth
> in 2007 and beyond.
: »&'i « Complete-the Duke Energy North America exit and pursue strategic portfolio
i opportunities.

« Build credibility through leadership on key policy issues, transparent
communications and excellent customer service.

In conducting our business, we value:

s Stewardship - A commitment to health, safety, environmental responsibility
and our communities.

* ntegrity — Ethically and honestly doing what we say we will do.

* Respect for the Individual - Embracing diversity and inclusion, enhanced by
openness, sharing, trust, teamwork and involvement.

* High Performance — Achieving superior business results and stretching our
capabilities.

*  Win-Win Relationships - Having relationships which focus on the creation of
value for all parties,

* [Initiative - Having the courage, creativity and discipline to lead change and
shape the future.

We will be successful when:
+ QOur investors realize a superior return on their iﬁvestment.
* Qur customers and suppliers benefit from our business relationships.
* The communities in which we cperate value cur citizenship.

» Every employee starts each day with a sense of purpose, and ends each day
safely with a sense of accomplishment.



~ How will we know our merger is successful?




':' hief Exe;ﬁﬁtwe Offi

Dear fellow investors, customers, employees and others who have a vested interest in our
success — our policymakers, regulators, suppliers, partners and communities:

The best way to celebrate the traditions and the people of two strong companies is by building an even
stronger company on the combined foundations of each.

Cinergy and Duke Energy each have a long and proud history with many successes. Of course, we have
each hed some missteps, as is true with all companies. However, as a ccmbined company, we will honor
our past achievements and the people who came before us by building on their accomplishments. As we
plan for the future, we will remember the lessons learned from both our past successes and mistakes,

Combined, we are a very large company. But | am mindful that bigger doesn't necessarily mean better. To
me, being better means having a relentless focus on what we do well. It means listening to our stakeholders
and then working to balance their sometimes competing needs. It's knowing that we must earn the right to
serve all of our stakeholders each and every day.

As the CEO of the new Duke Energy, my number one objective is to create an effective team of dedicated
employees who come to work every day with the purpose of earning the right to serve you. Our team
must be unrelenting and uncc's‘mpromising in its drive o deliver on our pramises. A team, simply put, that
is accountable to be good stewards.

MEETING OUR FUTURE CHALLENGES

In his preceding letter, Paul Anderson gave you a good overview of Duke Energy as a whale. My focus here
is primarily on the outlook for our combined franchised electric and gas utilities, competitive Midwest
generation, and wholesale marketing and trading businesses. Our merger greatly increases the value of
these businesses. We believe they can be significant contributors o aur future earnings growth.
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As Paul notes in his letter, our industry is stalled between regulation and deregulation. Efforts by states to
provide retail customers with energy choices have essentially come to a halt. As federal regulators continue
1o regionalize our nation’s power grid, wholesale competition is taking incremental but uneven steps forward.

Successful companies will be those who can operate comfortably in both regulated and competitive markets
and create customer value in each, The new Duke Energy will be one of those companies. Here's why:

We have combined two premier, franchised electric utility businesses with long histories of reliably supplying
energy at costs below the national average. Each company is known for its ability to consistently provide
superior customer satisfaction. We view low rates and attentive customer service as essential investments in
our future growth. One result of low rates and top-tier customer service is increased credibility in the
regulatory arena.

Our diverse customer base will benefit fram cur aspiration to rank among the top performers in our
industry for safety, efficiency, low costs, and reliable generation and distribution performance. Also, our
fuel diversity — nuclear, coal, gas and hydro — will reduce our sensitivity to volatility caused by changes
in commodity costs, weather and economic conditions.

Our combined commercial generation assets straddie the seam between the Midwest I1SO and PJM
Interconnection regional transmission organizations, two of the mast developed and dynamic power markets
in the United States. These assets represent a diverse mix of baseload, midmerit and peaking generation
that give us the flexibility to meet diverse customer needs in stillevolving competitive supply markets.

Our energy marketing and trading organization is positioned to continue to take advantage of opportunities
in competitive gas and electric markets in a low-risk manner, We believe we've created the right size
platform with the right level of risk tolerance to be able to contribute steady, incremental earnings to the
overall portfolio.

A NEW VALUE PROPOSITION

Over the past decade, we've seen dramatic shifts in how investors view the power industry. Not long ago,
the market favored merchant players with greater earnings growth potential but also higher levels of
volatility. As the commodity cycle bottomed out, investors exited the merchant sector and returned to
traditional regulated utilities. This “back tc basics” approach has taken utility stock valuations to record
levels for many companies.

As a result, our industry has significantly cut-performed the S&P 500 in both 2004 and 2005. Of course,
history shows that it is rare for any one industry sectortoc beat the broader market for three consecutive
years. Since interest rates have risen, the utility secto:'"}s opportunity to do so for a third consecutive year
will be significantly challenged. | hope that 2006 proves: history wrong.

But however the indusiry fares, in my view, our business model allows us to out-perform comparable
companies in our industry. We have the ability to deliver stable, predictable earnings from low-cast,
regulated gperations, and we can also manage low-~isk growth in competitive wholesale markets. As
such, we helieve our combined company will have the earings diversity and financial flexibility to weather
changes in the regulatory landscape and investor sentiment.




With these perspectives as background, and based on the 2006 Charter objectives Paul introduced in his
ietter, here are our prigrities for the rest of this year and beyond:

* Build an effective management team committed to one company, one stock and one team.
Qur team will create a highperformance culture focused on safety, diversity and inclusion, employee
developrment, leadership and results,

« Harvest the savings from our merger. We expect to realize approximately $650 million in
aggregate net savings during the initial five vears after the merger closes. These savings will help
drive our earnings growth for shareholders and — through equitable sharing mechanisms with
customers and shareholders — our aspiration to be a low-cost supplier for our customers.

» Comply with more stringent environmental rules. We intend to reduce sulfur dioxide (S05),
nitrogen oxides (NO,) and mercury emissions from our coakfired generation plants with the installation
of new pollution control equipment on our largest units. We are also preparing for a future in which we
believe new environmental laws and regulations will regulate the emissions of greenhouse gases.

* Continue planning for new power plant construction to meet longer-term customer
demand. Given the long lead times to build new baseload plants and the increased complexities of
environmental compliance, we must place a strong emphasis on developing longrange plans to
ensure that we maintain adequate generation reserves in all of our jurisdictions. As we carefully

‘assess estimates of future supply and demand, we will evaluate all types of generation — coal,
nuclear, coal gasification, hydroelectric, natural gas and renewable energy. We will continue to find
costeffective ways to lessen our exposure to the economic and environmental risks associated with
any one fuel. For example, we intend to relicense our hydroelectric fleet and modernize our most
economic coal units.

» Minimize the impact of volatile fuel prices on customers. Generation fuel expense is one of the
primary drivers of electricity prices. We intend to take advantage of our fuel diversity, purchasing
power and efficient fuel delivery systems to minimize the impact of fuel price swings on our customers.

* Renew our focus on energy conservation and efficiency. We will pursue policies promoting
conservation, efficiency and wise energy use. In the past, our customers benefited from these
programs, which help them use iess energy without compromising their quality of life. In collaboration

with our state utility regulatory commissions and consumer advocates, there is so much more we can
and will da.

* Modernize and expand our aging transmissian and distribution syétems. We expect to invest
approximately $2.3 billion in our regulated operations over the next three‘ﬂyears to improve the
reliabifity of our regulated gas and electric delivery systems.

+ Maintain low risk in our energy marliéting and trading businesses. We will continue to
have a conservative, low-risk focus in our marketing and trading businesses with narrow risk
parameters for products offered and committed capital. We will focus strictly on near-term,
credit-advantaged opportunities.

* Support the economic well-being of our communities. The average organic growth rate of our
regulated franchises (demand in kilowatt-hours) is expected to be approximately 1.5 percent over the
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next three years. We will work with community and poiitical leaders to focus on local economic
development, which should increase this rate over time.

In all, you can expect us to work on these priorities to achieve predictable earnings and dividend growth.

CINERGY — A HISTORY OF SUCCESS

| would like to review my experience at Cinergy both for former Cinergy sharsholders who are new to
Duke Energy, as well as for those shareholders who owned Duke Energy prior to the merger. | am proud
of the people of Cinergy because they bring a rich heritage of accomplishments to this merger. As the
new CEO of Duke Energy, | am grounded in this history and inspired to build on these successes. Because
we chose not to issue a final Cinergy annual report, | will briefly highlight our accomplishments during
Cinergy's nearly 12 years of existence.

Total Return Focus: Since the merger of PSI Energy and Cincinnati Gas & Electric to create Cinergy in
1694, we provided our investors with an average annual total shareholder return of 11.9 percent through
2005. During that time, we beat the S&P 500, the S&P 500 Electric Utility and the Philadelphia Stock
Exchange Ukility indexes, and we returned approximately $3.5 billion in cash dividends to shareholders.

Governance Leadership: Institutional Shareholder Services has consistently ranked Cinergy as one
of the tap 10 companies in the S&P 500 for its governance. | believe this recognition reflects the
Cinergy board’s consistent focus on what constitutes good corporate governance. The board created
one of the first corporate governance committees in the United States in 1994, shortly after the
company was formed.

Customer Focused: Our customers enjoy some of the lowest electric and naturat gas rates in Ohio and
Kentucky. In 2005, our Indiana electric rates were the same as they were in 1988 when | became CEQ of
PSI Energy, while our investors have earned a fair return. Across the board, our rates are significantly
below the national average, and keeping our rates competitive has been a commitment to our customers.

For many years, we've ranked in the top quartile of Midwest utilities for customer satisfaction. Far two
consecutive years — 2005 and 2006 — our call centers have been certified for providing “An
Qutstanding Customner Service Experience” by J.D. Power and Associates. We were the first energy
company in the United States to earn this prestigious certification.

Emergency Response: I'm proud of the way aur employees have respended to emergencies in our
communities and elsewhere. Last year, we sent crews to the Guif States following Hurricanes Katrina -

“and Rita. After a severe ice storm in December, Cinergy crews warked alongside their Duke Power

counterparts to restore service to 700,000 customers in the Carolinas. For the last two years, the Edison
Electric institute, our industry's leading trade organization, has recognized our emergency assistance to
other utilities.

Employer of Choice: We earned the U.S. secretary of labor's top diversity award for our efforts to
recognize the talents and respect the differances of our employees. Also, far nine consecutive years —
1997-2006 - Cinergy was named one of the 100 best companies for working mothers by Working



Mother magazine, and for many of those years we were the anly vtility listed. Last year, AARP recognized
Cinergy as a top employer for employees over age 50.

No Surprises for Regulators and Policymakers: Qur relationships with federal, state and local
regulators and policymakers have been consistently based on a powerful but simple premise: “No
surprises.” Our efforts 1o balance the needs of our investors and customers resulted in many regulatory
wins for both, including most recently, cur rate stabilization plan in Ohio and our environmental
compliance settlement in Indiana.

industry Leadership on Public Policy: We worked ta mold and shape national energy policy. Along with
Duke Energy and other energy companies, we helped to secure passage Iaét year of the Energy Policy

Act, probably the most significant energy legislation to be enacted since the 1970s. And we will continue
to push for passage of comprehensive multipollutant legislation at the federal level.

Environmental Leadership: As one of the largest users of coal to generate power, we have been a
leader on the issue of reducing coaHired emissions, At the first Cinergy board meeting in 1994, we
adopted an environmental leadership pledge — ane of the first in our industry. Our pledge illustrated a
key operating principle: Accountability starts at the board level.

Cinergy has been one of a handful of utiities with experience in coal gasification. We are using this
knowledge to obtain public and private support to build one of the first commercial cieanerburning coal
gasification plants to replace one of our older coal plants.

We earned national recognition for our partnerships on numerous environmental projects. Most recently,
the U.S. Department of Energy and the U.S, Environmental Protection Agency recognized Cinergy and
BP with iis Energy Star award for the operational and environmental efficiency of Cinergy Solutions’
cogeneration plant at the BP refinery near Hauston.

Over the past 15 years, Cinergy reduced its SO, and NO, emission rates by 50 percent and 45 percent,
respectively. Also, we were one of the few utilities that voluntarily committed to reduce our greenhouse
gas emissions. In late 2004, we issued our “Air Issues Report to Stakeholders,” and last year we devoted
our annual report to climate change. We did this to jump-start a debate on what must be done to prepare
our stakehglders for the inevitability of a carbon-constrained world. We owe it to our children and
grandchildren to start dealing now with the climate change issue. '

Committed to Communities: Our people are involved in virtually every major nonprofit organization in
each community we serve. They volunteer their ime and talents whenever the need arises. And Cinergy
Foundation has given back $45 million to improve education, community development, health care,
social services and cutture. '

Cinergy has been an industry leader in economic development. We continued to suppart our communities,

even as states such as Ohio were deregulated. We've always considered econormic develapment to be the
heart of our grganic growth.

Sustainability Leader: Lots of companies talk about sustainability. Many don't think about what it really
means. To us, it has meant reducing our environmental footprint in a world where our grandchildren may
nat be abie to take the basics, such as clean air, plentiful water and affordable energy, for granted.
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Viewing our business as a whole, we've always known that responsible actions based on balancing the 7
needs of our stakeholders lead to lofig-term success. That is how we have defined sustainability. e

In 2005, we were again recognized for sustainability leadership. For the third consecutive year, Cinergy
was named to the Dow Jones Sustainability Indexes. We were one of only two utilities in the United States
and eight in the world to be so named.

_As a further commitment to sustainability, we encourage vou to enroll in electronic delivery of our financial

information and proxy statements. Besides preserving our natural resources by reducing paper, electronic
delivery also significantly reduces the costs of printing and mailing. in 2007, for every sharehoider who
selects electronic defivery rather than a printed copy of their 2006 Duke Energy annual report, we will
donate S1 to The Nature Conservancy, with whom we've worked on numerous environmental initiatives.
{See page 41 for more information.)

EARN THE RIGHT EVERY DAY

As a combined company, | have no doubt that we will achieve even greater successes in the future. | befieve
success is about people who want to create a better future, | have confidence that together, this new team
of Duke Energy and former Cinergy employees will carry on our best traditions and start new ones.

| thank the employees of Cinergy who have traveled with me on this journay. You never wavered from our
vision of “people making history by making a difference.” You made a real difference. We would not be
where we are today were it not for your hard work and dedication.

| want to thank the past and present officers who helped grow Cinergy into a great company and a great
therger partner.

And my thanks to the Cinergy board of directors, especially George Juilfs, Tom Petry, Jack Schiff and
Phil Sharp, who are departing. Your insights and thoughtful debate helped us to maintain our focus on
growth and on serving cur stakeholders.

I'tn both humbled and excited about being the CEQ of Duke Energy. 1 know it is a company where each of
us will strive every day to earn the right to serve you, our stakeholders.

Smier & Sy

James E. Rogers
President and Chief Executive Officer

April 3, 2006
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As an investor, what can | expect from this merger?

We expect the financiat strength of the new Duke Energy to deliver steady earnings-per-share (EPS) growth. Our targeted
earmings will be 2 per ongoing diluted share in 2007, our first full year as a combined company, and 4 to 6 percent
ongoing annual EPS grawth thereafter. Our diverse portfolio of assets and operations, both regutated and nonregulated,
will enable us to sustain that growth. With the merger complete, we are resuming our stock buyback program and will
consider increasing the dividend, based on our target payout ratio of 70 percent.

Farmer, conservationist and Duke Energy shareholder Ernie Avarett. The Averett family has owned and operated Flatwood Farms in Oxford, N.C.,
for seven generations. Averett began investing in Duke Energy more than 10 vears ago to smooth aut his seasonal income with reliable dividends.
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DUKE ENERGY + CINERGY = THE NEW DUKE ENERGY

With this merger, our newly combined power business ~ Combined North American Assets
joins our natural gas businesses to rank among the "
largest in North America. While the merger benefits our !_’.

entire company and all of #ts stakeholders, the key k.
advantages are largely related to our electric businass: -,

» The combined strength and diversity of our franchised
electric utilities put us in a better position for
sustained growth, and our greater size and scope
give us a stronger platform for participation in the
consolidation of the electric power industry.

+ We will continue to grow our earnings by investing
in the expansion and reliability of our operations —
focusing on new generating capacity, environmental
controls and the modernization of our power delivery
system,

* In our competitive supply markets, we will reap the benefits
of fuel, asset and geographic diversity.

» Approximately $650 million in net cost savings aggregated over the f,’ mﬁiﬁﬁ?m
first five years wilt be shared equitably with customers and shareholders. © Natural Gos Storage
& DEGT-Natural Gas !_’ro_cessi_ng?lmt
« Our public voice on energy and environmental policy issues will be stronger - mj:: o E’;:;":{S;'gﬂg@m
and heard more broadly. #® Uinion Gas Distribuion Service Area

£> Franchisad Electric Service Area
2 DEFS-Processing Plant

» We can better maintain our commitments to support our communities and ~— Natural Gas Gathering Pipeline
to be the “employer of choice.” . Pwrﬁgt:r;:gag?r;um Plant

* Most importantly, this merger reinforces our focus on understanding and balancing
the needs of all of our stakeholders, which is fundamental to continued leadership
as a sustainable business.

With the merger, some of our busingss names have changed. What has not
changed is their commitment to our shared purpose: to create value for our
investors, customers, communities and employees.

Our U.S. franchised electric and gas utilities — formerly Duke Power in
the Carofinas, Cincinnati Gas & Electric in Qhio, Union Light, Heat and
Power in Kentucky and PSI Energy in Indiana — are now known simply as
Duke Energy.

Cinergy Solutions is now Duke Energy Generation Services. Duke Energy
Americas, Duke Energy International, Duke Energy Gas Transmission, Duke
Energy Field Services, Crescent Resources and Union Gas, our iocal distribu-
tion company in Canada, retain their names.

President and CEQ Jim Rogers (left)
is responsibie for the company's
day-to-day operations and business
decisions, while Chairman Faul
Anderson's role focuses on high-
level strategy development and
management succession.

The following summaries racap the primary
accomplishments of our major businesses
in 2005 and their rnain areas of focus
going forward.
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As customers, what can we expect from this merger?

We know that the energy and related services we supply to millions of customers are essential to their way of life. We
are committed to keeping our slactric and gas utility rates, which in 2005 were balow the U.S. national average, as
competitive and stable as possible, while earning a fair return for our investors. We will continue to strive for the highest
standards in customer service and satisfaction. We will work diligently to maintain outstanding system reliability and
safety, and to help our customers find the energy solutions they need.

Haather Hallenberg, Frank Satogata and their son Sean, at their home in Cincinnati's Mount Washington neighborhood, The Satogatas have been
Cincinnati Gas & Electric customers for nearly 20 years. Active in the Greater Cincinnati arts community, Frank is a graphic designer and
painter, Heather is arts services director of Cincinnati’s Fine Arts Fund, and Sean is a freshiman in high schaol.
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U.S. FRANCHISED ELECTRIC AND GAS

Duke Energy’s franchised electric and gas operations deliver safe, reliable and U.S. Franchised Electric and Gas
compelitively priced electricity to more than 3.8 million electric customers in Service Area and Major Offices
North Carolina, South Carolina, Ohio, Indiana and Kentucky. A diverse fuel mix of e
ruclear, coalfired, hydroelectric and combustion-turbine generation provides
approximately 28,000 megawatts of total generating capability. These aperations
also serve more than 500,000 natural gas customers in Ohio and Kentucky.

Qur regulated utilities are focused on revenue growth, operational
performance and continued partnerships with customers and
communities. For the first time in 20 years, future demand is projected
to outpace generation capacity — in the Carolinas alone, we foresee a . :
need for 20 percent more capacity, about 4,000 megawatts, by 2015, g::::::i ::E”'a‘“'
and we are pursuing options to build both coai and nuclear generation Coal 6,103 MW

plants, In Indiana, we are evaluating the construction of a state-ofthe-art 32 1752 MW

L A , O 259 MW
coal gasification project to replace a more than 50-year-oid coalfired Hydro 45 MW
plant. New generation will support our already diverse portfolio of Midwest Retail Gas
low-cost coal and nuclear baseload generation, supplemented by hydro-  Cperations f Southeast Regulated
] - . ' 6,350 miles o Generation
electric, combustionturbine and purchased pawer for peak periods. distribotion pipelines Nonr 6,996 MW
. . . . . . Coal 7,699 MW
The successful integration of our franchised electric businesses wilt achieve Gas. 2424MW

Hydro 2,800 MW

cost savings and enhance customer service and reliability across all service territories.

Ongoing segment earnings before interest and taxes (EBIT} for U.S. Franchised
Electric and Gas in 2006 is expected to be approximately $1.95 billion.

2005 Highlights
Duke Power

Duke Power ccntributed approximately $1.5 billion in segment EBIT in 2005,
slightly higher than 2004 segment EBIT of $1.47 billion due to
favorable weather, strong bulk power sales and the impact of
continued economic development efforts -— partially

offset by a charge for December ice storm
expenses and by higher operating and
maintenance eXpenses,

Population growth — and demand for Duke
Power's attractive electric rates — continue in
the Piedmont Caralinas. New high-tech indus-
tries such as biotechnology and automotive
research moved 1o the region, replacing lost
business and jobs in the textile sector.

These leaders are respansible for providing franchised
electric and gas customers with efficient and reliable
operations {from teft): Patly Walker, group vice president,
Ohio and Kentucky gas operations; Brew Barron, group vice
president, nuclear generation and chief nuclear officer;

Biit McCollum, group vice president, regulated fossil/hydro
generation; Theopolis Holeman, group vice president,
power delivery, and Todd Amold, group vice president,
custormer service.



What can my community expect from this merger?

We are committed to maintaining 2 local presance with “go to" people who live in and are actively involved in the
communities we serve. We will continue to support local economic development efforts — in many communities, we're
already a catalyst for those efforts. We will help provide energy assistance to our low-income customers through flexible
billing and assistance pragrams. We pladge that our corporate foundation giving in support of cormmunity health,
education and cultural enrichment will continue. And we will provide leadership in environmental responsibility and
sustainability — a corporate priority.

Charlotte Otto, Global External Relations Officer for The Procter & Gamble Co. Active in her cornmunily’s business and cultural life, Otto currently
chairs the Cincinnati USA Regionat Chamber and Downtown Cincinnati Inc., and serves on the board of Cincinnati Playhouse in the Park.
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" Regional growth continued to add to Duke Power's total customer base, which grew by 43,000
customers — about a 2 percent net increase — in 2005 In July, ﬂwe company set a new peak
demand record of 18,687 megawatts.

To meet growing demand, Duke Power focused on new generation plans — and on operating its
current generation and delivery systems as efficiently as possible, in 2005, the company's
fossil/hydro fleet set a new alltime generation record, beating the previous record by more than

2 million megawatthours, Duke Power’s two largest steam stations, Marshall and Belews Creek,
were ranked second and third in efficiency among U.S. coaHired stations by Electric Light & Power
magazine. And our nucléar fleet achieved its second highest capacity factor ever — 93.68 percent,
up from 2004's 90.23 pércent. (Capacity factor measures how much electricity the system
praduces as a percent of its total capability.) '

In Octobér, Duke Power confirmed it is proceeding with the federal application process for a-
combined construction and operating license for two Westinghouse AP1000 nuclear reactors.
A potential site in South Carolina has been selected for a }omt project with Southern Company.

Cinergy

Cinergy’s regulated businesses contributed approximately $645 milfion in adjusted EBIT in 2005,
compared to approximately $586 million in 2004, while advancements in reliability and customer
sennce were recognized by regulatory authorities and earned national recognition.

OhIO regulators approved a $51.5 million electric distribution rate increase, the first in a decade for

Cincinnati Gas & Electric Co. (CG&E). Effective in 2006, the increase recognized CG&E’s reltablllty

improvernents aver the past 12 years. Kentucky regulators approved an '

Sgl million natural gas distribution rate increase for Union ngh't, Heat These leaders are the face Of Duka Energy i their hUSI'neS‘S
and Power (ULH&P) for continued improvement of its gas distribution communities (from left): Bill Easter, pres&dent and CEQ, -
system. PSI Energy (PSH) reached a settlement to recover approximately ﬂ‘: E"ergy Zefrf—:;l:;;im gg::" p’f;'de:t' -
$1 bilion to comply with new federal ciean air and mercury rules. The and CEr:rges;m Resmmes_'E"en' Ruff ::5 Si;;’; o
five-year plan will resuit in further significant reductions in the emissions . ' ' .

ha _ ) e Duke Energy Carofinas; Sandra Meyer, president,
of sulfur dioxide and nitrogen oxides as well as mercury emissions. Duke Energy Ohio and Kentucky; Kay Pashos, pres,dem

Duke Energy Indiana; and Richard McGee pres:dent
Duke Energy International.




A3 an employee, what can | expect from this merger?

We recognize that employees are the foundation of our company. They c¢reate value for our stakehelders, day in and
day out. We believe our larger scale and scope will help us maintain competitive pay and benefits, and provide more
opportunities for employees to grow and develop in thelr careers. We will continue to recognize employees for their
work and to foster a diverse, inclusive, perfarmance-based cuiture where they feel valued and can reach their full
potential. Above all, we are committed to our employees’ health and safety, both on and off the job.

James W. Bowden, General Manager of Power Defivery Operations for Duke Power's Northern Region. Bowden oversees the operation,
modification and maintenance of Duke Power's transmission system in 2 region serving 830,000 customers. His family history with Duke Power
goes back more than 100 years — his grandfather joined the company in 1305 and his father also worked for Duke Power. '
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And state and federal regulators also agreed to the transfer of approximately 1,100 megawatts of
generation assets from CG&E to ULH&P to meet future customer demand.

In January 2006, the CG&E and PSI customer call centers in Ohio and Indiana were recertified by

J.D. Power and Associates. Last year, Cinergy was the first energy company in the United States to
be certified for providing “An Qutstanding Custorner Service Experience.” (Duke Power was the second.)
And, for the second year in a row, Cinergy received the Edison Electric Institute’s emergency
assistance award, this time for the help it gave Gulf Coast utilities in the wake of Hurricanes Katrina
and Rita last fall. In December after a severe ice storm, Cinergy crews worked alongside their

Duke Power counterparts in the Carolinas to restore service to 700,000 customers.

DUKE ENERGY GAS TRANSMISSION

Duke Energy Gas Transmission has more than 17,500 miles of transmission pipelines; 250 biliion cubic feet of
natural gas storage; gathering and processing assets; a natural gas liquids processing operation; and a local
distribution company serving mare than 1.2 million customers in Canada. DEGT is wefl positioned to connect new
and existing natural gas supplies to growing markets, with timely pipefine expansions and the development of
highly flexible natural gas storage capacity.

Duke Energy Gas Transmission (DEGT) continues to make a consistent contribution to cash flow and
earnings by providing natural gas transmission and storage, gathering and processing, and local
distribution services to premium markets in North America.

Going forward, DEGT is expected to deliver ongoing segment EBIT of approximately $1.39 biliion,
which is essentially flat with 2005, Ongoing earnings for this business are anticipated to grow by

3 to 5 percent annually — driven by opportunities for continued pipeline development, optimization
of existing transmission, distribution, gathering and processing systems, storage development and
control of costs. Demand for natural gas is expected to grow 2 to 3 percent in DEGT's key markets.

2005 Highlights
DEGT contributed approximately $1.39 billion in segment EBIT, compared to approximately $1.33 billion

in 2004 — an increase driven by improved operations, U.S. system expansions, newly acquired
Canadian assets and a favorable currency exchange rate.

The geographic strength of DEGT's system was evident following last year's devastating hurricanes.
Although the company's Gulf Coast-area assets were temporarily affected, not a single contracted
customer in our Northeast market area missed a natural gas delivery during that trying time.

Other key 2005 successes included:

« An agreement with CenterPoint Energy on a proposed pipefine to connect supply from East Texas
~ basins to growing eastern U.S. markets

« Acquisition from AGL Resources of the remaining 50 percent interest in Saitville Gas Storage,
strengthening DEGT's storage position in the Mid-Atlantic

* A high rate of long-term contract renewals

» Successful regulatory settlements which reduced volatility and created a stable rate environment
for customers

» In Canada, acquisition of the Empress liquids processing system, the transfer of Duke Energy

Field Services’ gas processing operations to DEGT and the establishment of the Duke Energy
Income Fund investment vehicle
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« Agreements to expand Union Gas' Natural Gas Operations
Dawn-Trafalgar transportation system to : ‘
reach markets in Ontario, Quebec and the
U.S. Northeast

+» Precedent agreements to expand the
Maritimes & Northeast pipeline to transport
natural gas to U.S. and Canadian markets from
proposed liquefied natural gas import terminals
in Atlantic Canada. {

DUKE ENERGY FIELD SERVICES

Duke Energy Field Services gathers, treats, compresses,
processes, transports, markets and stores natural gas;
and produces, fractionates, transports, trades and markets
natural gas liquids INGL}, DEFS is one of the fargest nalural gas
Zatherers in the United States, the largest NGL producer and one
of the largest NGL marketers. DEFS owns or operates 54 plants
and 56,000 miles of pipefine. It is a 50-50 joint venture hetween

o * Corporate Headquarters
Duke Energy and ConocoPhillips. G Major Office Location

> DEGT-Natural Gas Storage
& DEGT-Natural Gas Processing Plant
o DEGT-Wholessle Generation Plant

Duke Energy Field Services (DEFS) is moving from a period of rapid growth to focus  — DeGT-Natwral Gas Transmission Fieine
on selective growth and performance excellence — rigorously driving improvement - DECT Ao bos Bissiougan e vea
. . . . P . . & DEFS-Processing Plant :

in operatlgns and |n‘ commercial and sup.port actl.wtles. DEFS' new magter Ilmltefi < DEFS-Natural Gas Gathering Pipeine
partnership, DCP Midstream Partners, will be an impaortant growth vehicle, allowing s DEFS-Propane Terminel

for capital-efficient growth and solid cash flow. DEFS' solid financial position provides
options for deploying cash through reinvestment, debt repayment and dividends to its parent
companies, Duke Energy and ConocoPhillips.

For 2006, ongoing equity earnings to Duke Energy are anticipated to be approximately $500 millian,
assuming an average crude oil price of S61 per barrel.

2005 Highlights

Strong commodity prices as well as operational and commercial improvements more than offset
disruptions from the Gulf Coast hurricanes 1o net record earnings for DEFS, which contributed

$291 million in ongoing segment EBIT for the first six months of 2005, For the second half of the
year, DEFS contributed $214 million in engoing equity earnings as a result of a change in ownership
with ConocoPhillips.

it was a year to position DEFS for future success. In a restructuring move, Duke Energy sold
nearly 20 percent of its ownership interest to DEFS partner ConocaPhitlips, forming a 50/50 joint
veriture. DEFS' natural gas gathering and processing assets in western Canada moved to Duke
Energy Gas Transmission.

DEFS also sold the general partner of TEPPCO to Enterprise GP Holdings L.P. for more than
$1.1 billion, and created a new master limited partnership (MLP), OCP Midstream Partners LP.
DEFS owns the general pariner of the new MLP and operates its assets in Texas and Louisiana.




DUKE ENERGY AMERICAS

Duke Energy Americas includes the company’s major wholesale energy operations and commercial businesses.
With approximately 7,000 magawatts and 4,000 megawatts, respectively, in the United States and internationally,
Duke Energy Americas has a diverse mix of power generation facilities, and is engaged in the sale and marketing
of electric power, natural gas and generation services. '

Duke Energy International

Duke Energy International (DEI will continue to pursue organic growth opportunities for our existing
generation assets in Latin America and improve operational efficiency to increase the returns on
those assets.

For 2006, DEl is expected to deliver ongoing segment EBIT of approximately $275 million.

2005 Highlights

DEI exceeded expectations with segment EBIT of $314 million, compared to $222 million in 2004.
Those results were largely driven by improved Latin American operations (due primarily to favorable
pricing and weather conditions in Peru and Argentina), favorable currency exchange impacts in Brazil
and record earnings from National Methanol Co. due to higher commodity prices.,

The improved results achieved by DE| in total, as well as on its portfolio of Latin American generation
assets, continued a positive earnings trend that began in 2003,

DEV's operations continued to generate strong cash flow. During 2005, DE took advantage of a one-

time opportunity to repatriate more than $500 million in foreign earnings to Duke Energy Corp. at a
lower tax rate. ’ . ‘

North American Nonregulated Generation and Marketing

The merger with Cinergy gives our nonregulated generation and trading and marketing businesses a
fresh start, CG&E's coalfired merchant generation portfolio gains fuet diversity and reliability with the
addition of DENA's Midwest fleet of new and efficient natural gas-fired plants. Now that the exit from
DENA's legacy trading business is nearly complete, we are moving to Cinergy's commercial business
model which focuses on transactions with contract terms of less than one year — a stronger
platform for growth.

Ongoing segment EBIT for North American Nonregulatéd Generation and Marketing in 2006 is
expected to be approximately $325 million.

2005 Highlights
Cinergy

Cinergy's commercial businesses ceontributed approximately 5443 million in adjusted EBIT in 2005,
compared to approximately $345 million in 2004. Power Operations, the group responsible for oper-
ating and maintaining Cinergy's nonregulated power generation assets, set records for generation,
productivity and safety fast year. The 26,608,001 megawatt-hours (MWH) of generation and an
average 40,503 MWH generated per employee beat previous Cinergy records set in 2000. Power
Operations employees and contractors also achieved their best-ever safety incident rate and logged
the lowest number of recordable incidents in company history. ‘
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The Power Trading and Portfolio Optimization groups each benefited from market conditions to deliver
a solid year. Power Trading gross margins were up $46 million from the prior year. Portfolio
Optimization sold emission allowances no ionger needed to meet future non-retail commitments,
which increased emission allowance gross margins by $S121 million.

Cinergy's commercial businesses also realized a $37 million increase in retail margins, primarily
resulting from implementation of our rate stabilization plan in Ohio.

Cinergy Solutions implemented new efficiency measures for Procter & Gamble manufacturing plants,
and was engaged to design, build, own and operate a new steam generating plant for Dow Chemical's
Union Carbide subsidiary. _ l‘.;

Duke Energy North America

Duke Energy put most of Duke Energy North America's {DENA) assets up for sale in September 2005,
and announced in November the transfer of virtually all of DENA's trading book of outstanding gas and
power derivative contracts fo Barclays Bank. That move essentially eliminated ali credit, collateral,
market and legal risk associated with DENA's derivative trading positions.

In January 2006, Duke Energy announced an agreement to sell DENA's 6,200 megawatts of power
generation in the western and northeastern United States to LS Power Equity Partners for approxi-
mately $1.5 billion. DENA’s remaining 3,600 megawatts of generation in the Midwest are being
combined with Cinergy’s commercial operations.

(Note: For 2005, approximately $120 million of ongoing EBIT losses for DENA's continuing operations
were included in Other, and its discontinued results are reported in Discontinued Operations.}

CRESCENT RESOURCES

Crascent Resources manages land holdings and develops high-qguality commercial, residenfial and muitifarnily
real estate projects in nine states. Crescent Resources has received numerous awards for its environmentally
sensitive property development strategies and partnerships with environmental and wildlife groups.

Crescent Resources continues to focus on real estate development in growth markets, primarily in the
southeastern and southwestern United States. The company will invest in commercial and residentiat
opportunities based on earnings potential and geographic market demand.

Crescent Resources is expected to deliver ongoing segment EBIT of approximately $250 million
in 2006.

2005 Highlights

Crescent Resources continued to benefit from robust commercial and residential real astate markets,-
to end 2005 with segment EBIT of $314 million, compared to $240 million in 2004 — generating
more earnings than anticipated for the second consecutive year,

Crescent actively managed its real estate holdings to achieve gains on the sale of a site in Nashvilie,
Tenn., to Nissan for its North American corporate headquarters, a legacy land tract in South Carolina,
its interest in a portfolio of office buildings in Georgia and Florida, and 2,483 residential lots in the
Carolinas, Georgia, Florida, Texas and Arizana.

The book value of Crescent's partfolio was $1.3 billion at year-end 2005, compared with S1.1 billion
at the end of 2004.



CONSOLIDATED STATEMENTS OF QPERATIONS

Years Ended December 31
{In millions, except pershare amounts) 2005 2004 2003
Operating Revenues
Nonregulated electric, natural gas, natural gas liquids, and other § 7,661 512232 510,088
Reguiated electric 5,406 5,041 4,851
Regulated natural gas and ratural gas liquids 3,679 3,276 3,082
Total operating revenues 16,746 20,549 18,021
Operaling Expenses
Natural gas and petroleum products purchased 6,279 10,156 B.479
Operation, maintenancg and other 3,553 3317 3,496
Fuel used in electric geheration and purchased power 1,534 1,576 1,465
Depreciation and amortization 1,728 1,750 1,675
Property and other taxes 571 513 499
Impairments and other charges 140 64 1,219
Impairment of goodwil — — 254
Total operating expenses 13,855 17,376 17,087
Gains on Sales of Investments in Commercial and Multi-Family Real Estate 191 192 84
Gains {Losses] on Sales of Other Assets, net 534 {464) {199}
Operating Income 3,616 2,961 819
Other Income and Expenses )
Equity in earnings of unconsolidated affiliates a79 161 123
Gains (Losses) on sales and impairments of euity method investments 1,225 {4) 279
Other income and expenses, net 96 148 148
Total other income and expenses 1,800 305 550
Interest Expense 1,062 1,281 1,330
Minority Interest Expense 538 200 62
Earnings {Loss) from Continuing Operations Before Income Taxes 3,816 1,785 23
Income Tax Expanse [Benefit) from Continuing Operations 1,283 533 (94)
Income from Continuing Operations 2,533 1,252 71
[Loss} Income from Discontinued Operations, net of tax {705} 238 {1,232}
Income (Loss) Before Cumulative Effect of Change in Accounting Principle 1,828 1,490 {1,161)
Cumulative Effect of Change in Accounting Principle,
net of tax and minority interest i4) — (162)
Net Income {Loss) 1,824 1,490 (1,323)
Dividends and Premiums on Redemption of Preferred and Prefarenca Stock 12 9 15
Earnings {Loss] Avaitable for Commeon Stockholders 5 1,812 S 1,481 511,339
Common Stock Data
Weighted-average shares outstanding
Basic 934 Gg31 8903
Diluted 970 066 Q904
Earnings per share {from centinuing operations)
Basic $269 §1.33 $0.06
Diluted $2.61 51.29 $0.06
{Loss) Ezmings per share (from discontinued operations)
Basic $(0.75) 50.26 %1.36)
Diluted 5(0.73) 50.25 $(1.36)
Earnings (Loss) per share {before cumulative effect of change in accounting principle)
Basic $1.94 $1.59 ${1.301
Diluted $1.88 $1.54 502,30}
Earnings [Loss) per share
Basic 5194 51.5¢ S11.48)
Dilutad $1.88 §1.54 $01.48)
Dividends per share $1.17 5110 51.10

See Notes to Consolidated Financial Statements in Duke Energy’s 2005 Form 10K,
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CONSOLIDATED BALANCE SHEETS

December 31 .

{in millions) 2005 2004
ASSETS
Current Assets
Cash and cash equivalents $ 511 S 533
Shortterm investments , 632 1,319
Receivables (net of allowance for doubtful accounts
of $127 &t December 31, 2005 and $135 at December 31, 2004) 2,580 3,184
Inventory 363 942
Assets held for sale 1,528 40
Unrealized gains on mark-to-market and hedging transactions 87 962
Other 1,756 938
Total current assets 7,957 7918
Investments and Other Assets
Investments in unconsolidated affiliates 1,933 1,292
Nuclear decommissioning trust funds 1,504 1,374
(Goodwill 3,775 4,148
Notes receivable 138 232
Unrealized gains on markto-market and hedging transactions 62 1,379
Assets held for sale 3,597 84
Investments in residential, commercial and multi-family real estate
inet of accumulated depreciation of $17 at December 31, 2005,
and 515 at December 31, 2004} 1,281 1,128
Other 2,743 1,949
Total investments and other assets 15,033 11,586
Property, Plant and Equipment
Caost 40,574 46,806
Less accumulated depreciation and amortization 11,374 13,000
Net property, plant and equipment 24,200 33,806
Regulatory Assets and Deferred Debits ‘
Deferred debt expense 269 297
- Regulatory assets related to income taxes 1,338 1,269
Other 926 894
Total regulatory assets and deferred debits 2,533 2,460
Total Assets $54,723 $ 55,770

See Notes to Consolidated Financial Statements in Duke Energy's 2005 Form 10K.



December 31
{In milions) 2005 2004

LIABILITIES AND COMMON STOCKHOLDERS' EQUITY
Current Liabilities

Accounts payable $ 2431 5 2414
Notes payahle and commercial paper 83 68
Taxes accrued . 327 - 273
Interest accrued 230 287
Liabilfies associated vith assets hefd for sale J 1,488 30
Current maturities of longterm debt 1,400 1,832
Unrealized losses on mark-to-market and hedging transactions 204 819
Other 2,255 1,779
Total current liabilities 8,418 7,502
Long-term Deht 14,547 16,932
Deferred Credits and Other Liabilities
Deferred income taxes 5,253 5,228
investment tax credit 144 154
Unrezlized losses on markte-market and hedging transactions 10 971
Liabifites associated with assets held for sale 2,085 14
Asset retirement obligations 2,058 1,926
Other 5,020 4,982
Total deferred credits and other liabilities 14,570 13,275
Commitments and Contingencies -
Minority Interests 749 1,486
Preferred and Preference Stock without Sinking Fund Requirements — 134

Common Stockholders’ Equity
Common steck, no par, 2 billion shares authorized: 928 million and 957 miltion

shares outstanding at December 31, 2005, and December 31, 2004, respectively 10,388 11,252
Retained earnings 5,335 4,539
Accumulated other comprehensive income 716 650

Total commaon stockhalders’ equity 16,439 16,441
Total Liabilities and Common Stockholders’ Equity $54,723 $ 55,770

See Netes to Cansclidated Financial Statements in Duke Energy's 2005 Form 10K,
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F CASH FLOW
CONSOLIDATED STATEMENTS O 3 Years Ended Decermiber 31 -

{h miliions) 2005 2004 2003
Cash Flows from Operating Activities
Net income (loss) $ 1824 $ 1490 $ (1,323
Adjustments to reconcile net income (loss} to net cash provided by operating activities:
Depreciation and amortization (including amortization of nuclear fuell 1,684 2,037 1,987
Cumulative effect of change in accounting principle 4 —_ 162
-Gains on sales of investments in commercial and multifamily real estate {191) (201 (103)
Gain on sales of equity investments and other assets 11,646} {193) {BEY
Impairment charges 36 194 3,495
Deferred income taxes ‘ 282 867 (534
Minority interest o 538 195 61
Equity in eamings of imconsolidated aﬂillates\ ' {479) {161) {123}
Purchased capacity levelization o {14) 92 194
Contribution to company-sponsored pension plans {45} (279) {194)
lincrease) decrease in:
Net reafized and nrealized markdomarket and hedging transactions 468 216 115
Receivables {255) (231} 1,188
Inventory (80) (48) (30)
Qther current assets {944) (33) (104}
Increase (decrease) in:
Accounts payable 81 (5) (1,647
Taxes accrued 53 188 (168)
Other current liabilities 622 9] 70
Capital expenditures for residential real estate [355) {322) (196)
Cost of residential real estate sold 294 268 167
{Other, assets 191 {155} (162)
Other, liabilities 533 158 165
Net cash provided by operating activities 2,801 4,168 3,404
Cash Flows from Investing Activities
Capital expenditures ' {2,309} (2,161) (2,260)
Investment expendilures, net of rafund 43) {46) {153)
Acquisitions, net of cash acquired (294) — —
Purchases of available-for-sale securities (41,073) (65,929) (40,451)
Proceeds from sales and maturities of availableforsale securities ' 40,887 65,008 40,004
Net proceeds from the sales of and distributions from ecuity investments and other assets,
and sales of and collections on notes receivable 2,375 1,619 1,976
Proceeds from the sales of commercial and mult-farmily real estate 372 606 314
Settlement of net investment hadges and other investing derivatives (321} - —
Distributions fram equity investments 383 — —
Other (86} 20 (106)
Net cash used in investing activities {(108) (793) (676)
Cash Flows from Financing Activities
Praceeds from the:
Issuance of long-term debt 543 153 3,009
Issuance of common stock and comman stock related to employee benefit plans 41 1,704 : 277
Payments for the rederption of;
Long-term debt (1,346} (3,646) {2,849}
Preferred stock of a subsidiary — (176) (38
Preferred and preference stock (134} — —
Guaranteed preferred henefcial interests in subordinated notes - — (250)
Notes payable and commercial paper 165 67} {1,702)
Distribwtions to minotity interests ({861} {1,417 (2,508
Contributions from minority interests 778 1,277 2432
Dividends paid {1,105) {1,065) (1,051}
Repurchase of common shares _ (233) — -
Proceeds from Duke Energy Income Fund 110 - —
Other 24 19 23
Net cash used in financing acthvities (2,717) {3,278} (2,657}
Changes in cash and cash equivalents included in assets held for sale 3 39 {55}
Net {decrease) increase in cash and cash equivalents (22} 136 16
Cash and cash equivalents at beginning of peotiod 533 357 381
Cash and cash equivalents at end of period $ 511 S 533 S5 397
Supplernental Disclosures
Cash paid for interest, net of amourt capitalized $ 1089 $ 1,323 g 1324
Cash paid {refunded) for income taxes $ 546 S (339 5 (18
Significant non-cash transactions:
Transfer of DEFS Canadian facilities 2 a7 S — 5
AFUDC-equity component 30 S 25 ) 74
Conversion of convertible notes to stock S 28 5 — 5 —
Debt retired in connection with disposition of businesses 3 - S 840 5 387
Note receivable from sale of southeastern planis - ] 48 5
Remarketing of senior notes S —_ S 1625 5 -

See Notes to Consolidated Financial Staterments in Duke Energy’s 2005 Form 10K,
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CONSCOLIDATED STATEMENTS OF COMMON STOCKHOLDERS' EQUITY

AND COMPRE,HENSNE INCOME {LOSS) Accumulated Other Comprehensive income (Loss)

MNet Gains  Minimum

Common Foraign {Losses) on  Pension
Stack Common  Retained Currency Cash Flow  Liabiity
{In milliens) Shares Stock Earnings  Adjustments Hedges  Adustment Other Total
Balance December 31, 2002 89% $9236 $6417 S840 5422  S(484) S5— $13944
Net boss (1,323) (1,323)
Ottier comprehensive loss ] ,
Foreign currency translation adjustmentsa 986 ' 986
Foreign currency translation adjustments \
reclassified into earnings as a result of ' \
the sale of European operations (24) (24
Net unrealized gaing on cash flow hedgesh 116 . 116
Reclassification into earnings from cash flow hedgese {240) (240}
Minimum pensicn liability adjustmentd 40 40
Total comprehensive foss {445)
Dividend reinvestment and employee benefits 16 283 {6) 277
Common stock dividends {993} (993}
Preferred and preference stock dividends (15) (15
Other capital stock transactions, pet {20) (20)
Balance December 31, 2003 911 $9519 $4060 § 315 $208  $(844) $— 513,748
Net income : 1,480 1,490
Other comprehensive income :
Foreign currency translation adjustments 276 279
Foreign currency translation adjustments
reclassified into earnings as a rasult of
the sale of AsiaPacific Business (54} (54)
Net unrealized gains on cash flow hedgest 31 311
Reciassification into eamings from cash flow hedgese {23) (83)
Minimum pension liabiiity adjustmentd ’ 28 28
Total comprehensive income 1,971
Dividend reinvestment and employee benefits 5 108 20 128
Equity offering 41 1,625 1,625
Comman stock dividends (1,018} {1,018
Preferred and preference stock dividends (9 (9)
Other capital stock transactions, net . (4 {4
Balance December 31, 2004 - 957  $11,252 54,539  § 540 $526 $(416) $— $16441
Net income 1,824 1824
Other comprehensive income
Foreign currency translation adjustments 306 306
Net unrealized gains on cash fiow hedgesh 413 413
Reclassification into earnings from cash flow hedgese {1,026} {1,026)
Minimum pension liability adjustmentd 356 356
Othere . 17 17
Total comprehensive income 1,890
Dividend reinvestment and employee benefits 3 41 44 85
Stock repurchase {33} {933 (933
Conversion of debt 1 28 28
Commeon stock dividends 11,093} (1,093
Preferred and preference stock dividends {12} (12)
Other capitat stock transactions, net 33 3
Balance December 31, 2005 928  $10,388 $5,335 § 846 $(87) §$ (80) $17 516439

d Fareign currency translation adiustments, net of $62 tax benefit in 2005 and 5114 tax benedit m 2003, The 2005 {ax benelit related to the settled net imvestmant hedges (see Note &),
Substantially all of the 2005 fax benefit is an wnmaterial correction of an accounting ervor related o prior periods.

Net unrealized gains on cash flow hedges, net of $233 tax expense in 2005, $)70 tax expense in 2004, and 549 tax expense in 2003,

C Reclassification into earnings from cash flow hedges, net of 5583 tax beneht in 2005, $45 tax benefit in 2004, and 5130 tax benefit in 2003, Reclassification mto eamings from cash flow hedges
for the year endad December 31, 2005, is due primarily 1o the recognition of Duke Energy North America's [DEMA's) unrealized net gains related to hedges on forecasted transactions which wit no
longer occur as a result of the plan to selt or otherwise dispose of substanbally all of DENA's assets and contracts outside of the Midwestern United States and cerian contvactual positons related
ko the Midwestern assets isee Notes 8 and 13).

Minirmur pensian liability adustment, net of $228 tax expense in 2005, 518 1ax expense in 2004, and 527 tax expense in 2003,

& Net of 510 tax expense in 2005,

See Notes to Consalidated Financial Statements in Duke Energy's 2005 Form 10K.
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BOARD OF DIRECTORS

Roger Agnelli

President and Chief Executive Officer
{CEQ), Companhia Vale do Rio Doce
{CVRD), Rio de Janeiro, Brazil,
Compensatiort and Finance and Risk
Management Committees. Agnelli
became a member of Duke Energy's
board of directors in 2004. He joined
CVRD as chairman of the board in
2000. He serves on the boards of Swiss-based ABB Ltd.
and Suzano Petroguimica, and is a member of the
international Investments Council, the New York Stock
Exchange international Committee, and the Economic and
Sacial Development Council (CDES), an advisory council to
the president of Brazil.

Paul M. Anderson

Chairman of the Board, Duke Energy.
Anderson rejoined Duke Energy as
chairman and CEQ in 2003, after retir-
ing as managing director and CEQ of
Australia-based BHP Billiton. He was
Duke Energy’s first president and chief
aperating officer after the 1997

Anderson is a director of Qantas Airways Limitec, a global
counselor for the Conference Board and adjunct professor
in global sustainability at RMIT University in Mefboume,
Victoria. He was recently appointed to the President's
Council of Advisors on Science and Technology.

William Barnet Il

Fresident, The Barnet Co. Inc., and
Chairman, William Barnet & Son LLC.
Audit and Nuclear Oversight
Committees. Barnet, who joined Duke
Energy’s board in 2008, is president
of a real estate and investment firm
and chairman of a 108-year old textile
company. He has been mayor of
Spartanburg, 5.C., since 2002. He serves on the board of
directors of Bank of America and is a trustee of The Cuke
Endowment. Barnet was named to the South Carolina
Business Hall of Fame in 2004,

G. Alex Bernhardt Sr.

Chairman and CEQ, Bernhardt
Furniture Co. Audit and Nuclear
Oversight Committees. Bernhardt
joined Puke Energy's board in 1991.
Besides ieading the family business in
Lenoir, S.C., he serves an the board
of directors of Cities in Schaols. Ha is
director emeritus and past president
of the Ameru:an Furniture Manufacturers Association, and
past president of the International Home Furnishings
Marketing Association.

merger of Duke Power and PanEnergy.

Michael G. Browning

President and Chairman of the Board,
Browning Investments Inc. Corporate
Governance and Nuclear Qversight
Comimittees. Browning joined Cinergy's
hoard in 1994 and is a director of PSI
Energy. He is a member of the boards
of directors of the Indianapoiis
Economic Development Commission,
Indianapaiis Downtown Inc. and the Indianapolis Museum of
Art. He serves on the St. Vincent Hospital and Health Care
Center advisory board anc the State of Indiana Public
Officers Compensation Commission.

Phillip R. Cox

Prasident ang CEQ, Cox Financial
Corp. Chair, Audit Committes. Cox
became a Cinergy director in 1994
and is a former director of Cincinnati
Gas & Electric. He is chairman of the
boards of Cincinnati Bell and the
University of Cincinnati, chairman of
the Federal Resarve Bank's Audit
Commlttee, and board member of Bethesda Hospital,
Touchstone Mutual Funds and Timken Co. He also chairs
the Cincinnati Business Committee.

William T. Esrey

Chairman Emeritus, Sprint Corp. Audit
and Corporate Governange Committees.
Esray joined Duke Energy's board in
1985. His career in telecommunica-
tions has spanned more than 40
years. He joined Sprint in 1980 and
went on to serve as the company’s
chief financial officer, president,

CEO and chairman. He also served as chairman of Japan
Telecom from 2003 to 2004, Esrey serves on the board
of directors of General Mills, and is a member of

The Business Council.

Ann Maynard Gray

Formier President, Diversified
Pubiishing Group of ABC Inc, Lead
Director. Chair, Corporate Govemance
Committee. Compensation and Finance
and Risk Management Commiitees.
Gray became a Duke Energy director
in 1994, She held a number of senior
positions with American Broadcasting
Companies includmg senior vice president of finance,
treasurer and vice president of planning. She serves on
the hoards of The Phoenix Companies and Elan Corp.,

and is a past member of the board of trustees of

J.P. Morgan Funds.



James H. Hance Jr.
Retired Vice Chairman, Chief Financial
Officer and Board member, Bank of
America. Chair, Compensation
Committee. Finance and Risk
Management Committee. Hance joined
Duke Erergy's board in 2005. A cettr
fied public accountant, he spent

: 17 years with Price Waterhouse. He
SErvVes on the boards of directors for Sprint Nextel Corp.,
EnPro Industries, Cousins Properties Inc. and Rayonier
Corp. He is a trustee of Washington University and serves
on the boards of the Foundaticn of the University of North
Caralina at Charlotte and the March of Dimes.

Dennis R. Hendrix

Retired Chairman of the Board,
PanEnergy Corp. Compensation,
Corporate Governance and Finance
and Risk Management Committees.
Hendrix rejoined Duke Energy's board
in 2004, having previcusly served
from 1997 to 2002. He was ¢chairman
of PanEnergy prior to its merger with
Duke Power in 1997, and previously CEQ and president.
He serves on the boards of Alied Waste Industries Inc.,
Mewfield Exploratiors Co. and Grant Prideco, and is director
of the Robert A. Welch Foundation.

Michael E_J. Phelps

Chairman, Darnoch Capital Inc. Chair,
finance and Risk Management
Committee. Corporate Governance
Committee. Phelps was chairman and
CEQ of Westcoast Energy In¢. before
its merger with Duke Energy in 2002,
when he joined Duke Energy’s board.
He is a member of the boards of
directors of Canadian Pacific Railway Co., Canfor Corp. and
the Fairborne Energy Trust, and serves as chairman of the
boards of the GLOBE Foundation of Canada and Xodiak
Exploration Ltd.

James T. Rhodes )
Retired Chairman, President and CEQ,
Institute of Nuclear Power Operations
(INPQ). Chair, Nuclear Oversight
Committee. Audit Committee, Rhodes
became a director of Duke Energy in
2001. The former president and CEC
of Virginta Power, he is a member of
the Electric Power Research Institute's
advisory council. Rhodes is a former board member of
INPO, the Nuclear Energy Institute, Virginia Electric and
Power Co., Dominion Resources Inc., Edison Electric
Institute, the Southeastern Electric Exchange and
MNationsBank N.A.

James E. Rogers

President and CEQ, Duke Energy.
Rogers was chairman and CEQ of
Cinargy before its merger with Duke
Energy, and was formerly chairman,
president and CEQ of PS| Energy. He
serves on the boards of Fifth Third
Bancorp and Fifth Third Bank, the
American Gas Assaciation, the U.8.
Chamber of Commerge, the Business Roundtable, the
National Coal Council and the Nicholas Institute for
Environmental Policy Solutions, as well as on the Edison
Electric Institute's Executive Commitice.

Mary L. Schapiro

Vice Chairman, National Association
of Securities Dealers (NASD} and
President of the Regulatory Policy
and Oversight Division, Audit and
Corporate Governance Committees.
Schapiro hecame a Cinergy director in
1999, She is a member of the board
of governors of NASD, the world's

largest prluate sector securities regulator. Previously, as

chairman of the Commodity Futures Trading Commission,
she participated in the President’s Working Group on
Financial Markets. She also served as a commissioner of
the Securities and Exchange Commission for six years.

Dudley §. Taft

President, Taft Broadcasting Co.
Compensation and Nuclear Oversight
Committees. Taft served on Cinergy's
board heginning in 1994 and was a
director of Cincinnati Gas & Electric
from 1985 until 1995. He serves on
the boards of The Union Central Life
Insurance Co., Fifth Third Bancorp,
Fifth Third Bank and Tribune Co. He is chairman of the
Cincinnati Association for the Arts and a trustee of Boys
and Girls Clubs of Greater Cincinnati.

Advisor to Chairmean of the Board
Jim W, Mogg

Mogg was group vice president and
chief development officer before the
merger with Cinergy. He was respansi-
ble for Duke Energy strategy and
corporate transactions, mergers

and acquisitions, human resources,
diversity, employee development and
Crescent Resources, the company's real astate affiliate.
Crescent continues to report to him in his new position.
Mogg previously served as chairman, president and CEQ
of Duke Energy Field Services,
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EXECUTIVE MANAGEMENT

James E. Rogers
President and Chief Executive Officer
Rogers led Cinergy as CEO since it was
formed in 1994, and was formesly CEQ
of Cinergy's affikate PSI Energy. Before
joining PSlin 1988, he was exacutive
vice president, interstate pipelines, for
the Enran Gas Pipeline Group. Previously,
i as partner in a Dallas law firm, Rogers
represented energy companies before the Federal Energy
Reguiatory Commission (FERC), the Department of Energy,
Congressional committees and federal courts. Earlier,
he directed litigation and enforcement as deputy general
counsel for FERC.

Paul H. Barry

Group Executive and President,

Duke Energy Americas

Barry leads North American Nonregulated
Generation and Marketing, Duke Energy
International (DEY) and Duke Energy
Generation Services (formerly Cinergy
Solutions). He joined Duke Energy in
2002 as vice president of mergers and
acqunsmons His previous experience includes positions as
vice president of business development for General Electric
Capital Services Structured Finance Group, director of corpo-
rate finance for CBS Corp. {formerly Westinghouse Electric
Corp.), and director of acquisitions and divestitures for
Amaco Production Co.

Julie A, Bill

Group Executive — lnvestor Relations,
and Chief Communications Officer

Dill joined DEIl in 1998 as senior vice
president of planning and finance and
chief financial officer. In 2001 she was
named executive vice president, Asia
Pacific, where she was responsible for
assets and operations in Australia, New
Zealand and Indcnesia. In 2002 she was named one of the
top 50 Women in Energy. She became vice president of
nvestor and shareholder relations in 2005, Before joining
Duke Energy, Dill spent 17 years with Shell Oil Co., most
recently as fiscal director of transportation for Equilon
Enterprises, a Royal Dutch Shell company,

W.H. (Bill) Easter HI

President and Chief Executive Officer,
Duke Energy Field Services

Easter's career in natural gas supply
and marketing, transportation, refining
and petroleum marketing has spanned
35 years. Before joining Duke Energy in
2004, he held a number of positions:
with Conoco and later ConocoPhillips,
Duke Energy's joint-veriure partner in DEFS, Easter serves
on the boards of Junior Achievement Rocky Mountain and the
University of Colerado at Denver Business School. Heis a
member of the Executive Leadership Council, and was named
cne of the Most Powerful African Americans in Corporate
America hy Black Enterprise magazine in 2005.

Fred J. Fowler
{aroup Executive and Fresident,
Duke Energy Gas
Fowler leads the company's gas busi-
nesses, Duke Energy (as Transmission
and Duke Energy Field Services. He has
been Duke Energy’s president and chief
operating officer since 2002. He bagan
' his energy career in 1968 and held
semorlevel positions with Panhandle Eastern Pipe Line Co.,
Frunkline Gas Co., Texas Eastern Transmission Corp. and
Panknergy Corp. He was named group president of energy
transmission when PanEnergy merged with Duke Power in
1997. Fowler is past chairman of the Interstate Natural Gas
Association of America.

David L. Hauser

Group Exacutive and

Chief Financial Officer

Hauser became Duke Energy's CFO in
2004. He joined Duke Power in 1973,
Positions he has held inciude controtler,
vice president of procurement services
and materials, senior vice president of
global asset development, and senior
vice president and treasurer, Hauser has chaired the
Southeastern Electric Exchange Accounting and Finance
Division, and the Edison Electric Institute’s FERC Accounting
Liaison Group and General Accounting Committee, He serves
on the Business Agvisory Council for the University of

North Carolina at Charlotte.

Marc E. Manly

Group Executive and Chief Legal Officer
Manly leads Duke Energy’s legal group,
which also includes federal affairs,
internal 2udit, ethics and compliance,
and the corporate secretary. He served
as Cinergy's executive vice president and
chief legal officer from 2002 until the
merger with Duke Energy. Before joining
Cinergy, Manly was managing director for law and govern-
mental affairs, general counsel and corporate secretary at
NewPower Holdings Inc. Previously, he was vice president
and solicitor general for AT&T Corp. and prior to that a
partner in a law firm.



Thomas C. O'Connor

Group Executive and Chief Operating
Officer, U.S. Franchised Electric and Gas
O'Connor joined Algonguin Gas
Transmission Co. in 1987, He went on {0
serve as senior vice president of marketing
and capacity management, vice prasident
of marketing, vice president of East Coast
marketing for the Northeast Pipeline
Group and president of PanEnergy Development Ca. D’Connér
was named president of Duke Energy Gas Transmission's
(DEGT) U.S. operations and then president and CEQ of DEGT in
2002, and group vice president of corporate strategy in 2005,

Christopher C. Rolfe

Group Executive and Chief Human

Resources Officer

Rolfe joined Duke Power in 1972 as an

engineering assistant, and eventually

worked on most of the utility’s fossil,

hydroelectric and nuclear generation

projects. He later managed the company’s
' research and development activities and

led corporate quality initiatives. He was named vice president

of corporate human resources in 1997 and vice president

of human resources in 2000, Roife is a board member of

the Charlotie-Mecklenburg Public Schocls Foundation

and chairman of the North Carolina Commlssmn on

Workforce Development,

Ruth G. Shaw

Group Executive - Public Policy, and
President - Duke Nuclear

Shaw is responsible for the company's
nuclear power strategy and operations,
as well as public policy and sustainability.
She was formerly president and chief
executive officer of Duke Power,
Previously, she served as Duke Energy's
axecutive vice president and chief administrative officer,
president ¢f the Duke Energy Foundation, senior vice president
of corporate resources and vice president of corporate
communications, Shaw serves on the hoards of directors of
Edison Electric Institute, the Nuclear Energy Institute and the
Institute of Nuclear Power Operations.

B. Keith Trent
Group Executive and
Chief Development Officer
Trent is rasponsible for corporate strategy,
mergers and acquisitions, as well as for
the company’s telecommunications and
investment businesses. He served as
group vice president, general counsel

o and secretary before the merger with
Cinergy. He joined Cuke Energy in 2002 as general counsal,
{itigation, with responsibility for major litigation, government
investigations, and the company's labor and employment
and environment, health and safety legal teams. His energy
career began in 1982 as a reservoir/production engineer with
Arco Oil & Gas in Houston,

James L. Turner

Group Executive and Chief Commercial
Officer, U.S. Franchised Electric and (Gas
Turner leads U.S. franchisad electric

and gas commercial functions, He was
formerly president of Cinergy with
responsibility for the regulated operations
of PSI Energy, Cincinnati Gas & Electric Co.
and Union Light, Heat and Power Co., a5
well as for corporate development and strategic planning. He
previously served as Cinergy's executive vice president and
chief financial officer. Before joining Cinergy, Turner was a
principal in an Indianapclis law firm and previous o that, as
Indiana utifity consumer counselar, he led an agency which
represented utility consumers.

Martha B. Wyrsch

President, Duke Energy

Gas Transmission

Wyrsch leads Duke Energy’s natural gas
transmission, storage and distribution
business, and well as the gathering and
processing and liquids businesses in
western Canada. She has held a number
of legal executive positions since she
joined Duke Energy in 1999, including group vice president,
general counsel and secretary, and senior vice president and
general counsel of energy transmission and distribution. She
serves on the boards of directors of the Interstate Natural
Gas Association of America, the Greater Houston Partnership
and the United Way of the Texas Gulf Coast.
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NON-GAAP FINANCIAL MEASURES

2005 Earnings-per-share Incentive Target Measure

Duke Energy’s 2005 Summary Annual Report references 2005 ongoing basic eamings per share [EPS) of $1.79, which topped our
incentive target of $1.65. Ongoing basic EPS is a norsGAAP (generally accepted accounting principles) financial measure, as it
represents basic EPS from continuing operations plus the per-share effect of any discontinued operations from the cormpany’s
Crescent Resources real estate unit, adjusted for the per-share impact of special items. Special items represent certain charges and
credits which management believes will not be recurring on a regular basis. The foliowing is a reconciiation of reported basic EPS
from continuing operations to ongoir{g basic EPS for 2005:

+

Basic EPS from continuing operations, as reported $2.69
Basic EPS from discontinued operations, as reported (0.7%)
Basic EPS, as reported 1.94
Adjustments to reported hasic EPS:
Basic EPS from discontinued operations excluding Crescent Respurces, and cumulative eflect of change in accounting principle D.76
Basic EPS impact of special items (see detail below} {0.91)
Basic EPS, ongoing 51.79

The following is the detail of the $0.91 in special items impacting basic EPS for 2005:

: 2005 Basic
(in millions, except per-share amounts) Pre-Tax Amount Tax Effect EPS Impact
Gain an sale of TEPPCO GP [net of minority interest of 5343 million) $791 §(293) $0.53
Gain on sale of TEPPCO LP units 97 (36) 0.07
Loss or de-designation of Fiald Services' hedges, net of settlements on 2005 pasitions {23) 9 {0.01)
Additicnal liabilities related to mutual insurance companies (28) 10 {0.02)
Gain on transfer of 19,7 percent interest in DEFS to ConocoPhillips 576 {213} Q.39
Impairment of DEFs investment in Campeche {20) 6 {0.02)
Initial and subseauent net mark-tomarket gains on de-designating Southeast DENA hedges 21 (8) 0.0
Loss on Southeast CENA contract termination {75} 28 {0.05)
Tax adustments - 12 0.01
Total Basic EPS Impact 50.91

2005 EBIT from Continuing Operations for Duke Energy North America

Duke Energy's 2005 Summary Annual Report references ongoing EBIT (earnings before interest and taxes) losses for Duke Energy
North America's (DENA) continuing operations of approximately $120 million, which are included in Other. Ungoing EBIT losses for
DENA's continuing operations is a non-GAAP financial measure, as it represents reported Other EBIT adjusted o include only the
results of DENA's continuing operations, excluding special items. Special items represent certain charges and credits which
management believes will not be recurring on a regular basis. The most directly comparable GAAP measure for ongoing EBIT losses
for DENA's continuing operations is reported in Other EBIT, which includes DENA's EBIT losses from continuing operations, including
any special items, in addition to certain other amounts that are reported as part of Other.

The following is a reconciliation of ongeing EBIT osses for DENA's continuing operations to reported Other EBIT for the year ended
Dec. 31, 2005;

Year Ended

{In millions) Dec. 31, 2005
Ongoing EBIT Josses for DENA's continuing operations S(119)
Special items:

Initial and subsequent net pretax mark+o-market gains on de-designating Southeast DENA hedges 21

Pretax foss en Southeast DENA contract termination (75} (54)
Reported EBIT losses for DENA’s continuing operations (173
Qther items included in Other EBIT ® (472
Reported Other EBIT Loss ${645)

01 Primarily consists of lossas on de-designated hedpes, captive insurance losses and corporate governance cosis.



2005 Ongoing Segment EBIT Amounts for Duke Energy Fieid Services

Duke Energy's 2005 Surmmary Annual Repart references ongaing segment EBIT for Field Services of $291 million for the first six
manths of 2005 and $214 million in ongoing equity earnings for the second half of 2005. Following the deconsolidation of Duke
Energy Field Services LLC effective July 1, 2005, ongoing segment EBIT approximated ongoing equity earnings in Field Services.
Ongoing segment EBIT is a non-GAAP financial measure, as it represents reported segment EBIT adjusted for special items, which
represent certain charges and credits which management believes will nat be recurring on a regular basis. The most directly

comparable GAAP measure for ongding segment EBIT is reparted segment EBIT, which represents EBIT from cormtinuing operations,
including any special items.

The following is a reconciliation of Field Services' ongoing segment EBIT to reported segment EBIT for the six months ended June 30,
20085, and the six months ended Dec. 31, 2005:

b

Six Months Ended
{ln miflions} June 30, 2005
Ongoing segment EBIT § 201
Special items:
Pretax gain on sale of TEFPCO GP (net of minority interest of $343 million) 791
Pretax gain on sale of TEPPCO LP units 97
Pretax lass on de-designation of Field Services’ hedges, net of settiements (G6) 792
Reported segment EBIT $1,083
Six Manths Ended
(In millions) Dec. 31, 2005
Ongaing segment EBIT {equity earnings} s 214
Special items:
Pretax gain on transier of 19.7 percent interest in DEFS to ConocaPhillips 576
Reversal of pretax loss on de-designation of Field Services' hedges, net of settiements 73 649
Reported segment EBIT {equity earnings) 5 863
Total reported segment EBIT for 2005 $1,946

20035 Adjusted Segment EBIT for Cinergy Corp,

Duke Energy's 2005 Summary Annual Report includes a discussion of Cinergy's adjusted segment EBIT results for 2004 and 2005 for
certain segments. Adiusted segment EBIT for Cinergy represents a non-GAAP financial measure, as it reflects reported segment profit
adjusted for interest, taxes and ttems not refated to Ginergy’s ongoing, underlying business or which distort comparability of results. A

reconciliation of adjusted segment EBIT to reported segment profit is provided below:

2004
Regulated Commercial Regiiated Commercial
Business Business Businass Business
(In millions) Unit tUnit Unit Unit
Adjusted segment EBIT $ 645 5443 £ 586 $ 345
Recaonciling items:
Mark-to-market effect on asset hedges - 62 -
Merger costs (16) {9 -
Severance ¢osts (10) (10) - -
EBIT fram synthetic fuel praduction - (96) - 70
Write-down and/or disposal of certain
investments and other charges - - N {29
Preferrad dividends 2 (1) (3} -
Interest (154) (127 (145) {125)
Income Taxes (174) 72 (173} 57
Discontinued operations, net of {ax - 3 - {10}
Cumulative effect of change in accoonting principle,
net of tax - [E]] - -
Reported segment profit $ 289 $210 § 258 $174
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2006 Eamings-per-share Incentive Target Measure

Puke Energy's 2005 Summary Annual Report includes a discussion of the company's 2006 EPS incentive target of $1.90. This EPS
measure is used for employee incentive bonuses and should track ongoing diluted EPS, which is a non-GAAP financial measure as it
represents diluted EPS from continuing operations pius the per-share effect of any discontinued operations from the company's
Crescent Resources real estate unit, adjusted for the per-share impact of special items. Special itemns represent certain charges and
credits which management befieves will not be recurring on a regular basis. The most directly comparable GAAP measure for ongoing
dilited EPS is reported diluted EPS from centinuing operations, which includes the impact of special items. Due to the forwarcHooking
natura of this nonGAAP financial measure, information to reconcile it to the most directly comparable GAAP financial measure is not
available at this time, as the company is unable to project any special items for 2006.

!
2006 and Beyond Ongoing Segment EBIT and Related Growth Percentages

Duke Energy’s 2005 Summary Annual Report includes discussion of forecasted ongoing EBIT for 2006 for certain segments, including
a discussion of ongoing equity earnings for Duke Energy Field Services and, for Duke Energy Gas Transmission, a discussion of
forecasted ongoing segment EBIT growth rates, which are based an histarical and forecasted ongoing segment EBIT.

Ongoing segment EBIT and related growth rates are non-GAAP financial measures, as they represent reported segment EBIT adjusted
for special items, which represent certain charges and credits which management believes will not be recurring on a regular basis,
The most directly comparable GAAP measure for ongoing segment EBIT is reported segment EBIT, which represents EBIT from
continuing operations, including any special itams. Due to the forwarddooking nature of forecasted ongoing segment EBIT and related
growth rates for future pericds, information to recanciie these nan-GAAP financial measures to the most directly comparable GAAP
financial measures is not available at this time, as the company is unable to project special items for any future periods.

2006 Ongoing Segment EBIT for Crescent Resources

Duke Energy’s 2005 Summary Annuat Report includes a discussion of Crescent Resources’ forecasted ongoing segment EBIT from
continuing and discontinued operations for 2006. As the company’s segment GAAP measure is EBIT from continuing operations,
the combination of segment EBIT from continuing and discontinued operations represents a non-GAAP financial measure, The most
directly comparable GAAP measure for Crescent’s segment EBIT from continuing and discontinued operations is reported segment
EBIT from continiing operations. Information to reconcile this non-GAAP financial measure to the most directly comparable GAAP
financial measure is not available at this time, as the company is unable to forecast which Crescent operations, if any, will be
discontinued operations during 2006.

2007 Ongoing Diluted EPS and Related Future Growth Percentages

Duke Energy’s 2005 Summary Annual Report includes a discussion of forecasted 2007 ongoing diluted EPS and related forecasted
growth percentages thereafter, Ongoing diluted EPS and related growth rates are non-GAAP financial measures, as they represent
diluteq EPS from continuing operations plus the per-share effects of any discontinued operations from the company's Crescent
Resources real estate unit, adiusted for the impact of special items. Special items represent certain charges and credits which
management believes will not be recurring on a regular basis, The most directly comparable GAAP measure for ongoing dituted
EPS is reported diluted EPS from continuing operations, which includes the impact of special items. Due to the forward-locking
nature of ongoing diluted EPS for future periods, information to reconcile this non-GAAP financial measure to the most directly
comparable GAAP financial measure is not available at this time, as the company is unable to forecast any special items for 2007
or for any future periods.
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Safe Harbor Statement Under the Private Securities Litigation Reform Act of 1995

This document contains forward4ooking information which is subject to risks and uncertamties that could cause actual results to be different than
those contemplated, including, but not limited to: changes in state, federal or international regulatory environments; commercial, industrial and
residential growth in the company's setvice tetritory; the weather and other natural phenomena; the Gming and extent of changes in commodity
prices, inlerest rates and foreign currency exchange rates; general economic conditions; changes in environmental and other laws and regula-

tions to which Duke Erergy and its subsidiaries are subject, or other external factors over which Duke Engrgy has no control; the results of
financing efforts; the eifect of accounting proncuncements; growth in opportunities for Duke Energy’s business umits; and other risks described

in the company’s 2004 3EC Form 10K and other Securities and Exchange Commission filings. The company undertakes no obligation to publicty
update or revise any forward-looking statements, whether as a result of new information, future events or otherwise.
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‘Paul M. Anderson, Chairman of the Board anc Chief Executive Officer

Dear Fellow Shareholdar,

My letter to you last year focused on the challenges our company faced as we sought to redefine our position in an industry
which was itself emerging from a painful restructuring. At that time, we were long on promises and resolve, but rather short
on results. We had assessed our situation, implemented some organizational changes, articulated an investment proposition
and developed a charter for the company.

The charter listed five imperativas which formed the basis for a number of specific objectives for 2004, Assessing our
perfarmarnce against those objectives gives me a sense of accomplishment - even cautious pride — which is tempered by
deep disappointment over where we have failed. We also have same unfinished business to address.

Our Accomplishments

In January 2004, we detailed a financial plan for our investors. At that time, many in the financial community were skeptical

as to our ability to achieve that plan, but we ended up significantly exceeding each of our commitments. We maintained the
dividend of $1.10 per share, beat our ongoing basic earnings-per-share goal of $1.20 by 18 cents, reduced debt by $4.6 billion
{lowering debt as a percent of total capital fo 51 percent from 58 percent), maintained liquidity well over $1 billion and voluntarily
contributed more than $500 million to our U.S. pension plan and nuclear decommissioning funds.

We were also able to significantly reduce DENA's (Duke Energy North America's) mark-to-market exposure and close out a
number of legal and regulatory uncertainties that the company was facing. As a result, our credit rating stabilized, and the

market also responded positively, as our share price rase by 25 percent to close the vear at $25.33. We delivered 2 total
return 1o shareholders of 30 percent for 2004 - outpacing the S&P 500's 11 percent.

Much of cur financial plan was achieved by aggressively realigning our portfolio. We realized over $3.1 billion of proceeds
from the sale of assets, such as our merchant plants in the southeast United States, our asset portfolios in the Asia-Pacific
region and Europe, and two of aur three deferred plants. {The sale of the third plant is expected to close in March 2005.)



FINANCIAL HIGHLIGHTS

Years Ended December 31

{In millicns, except per-share amounts) 2004 2003t 2002 2001 2000
Statement of Operations :
Operating revenues $ 22503 % 22080 $ 1526C § 17,889 $ 15800
Operating expenses - 19,456 22,818 13,258 14,311 12,775
Gains on sales of investments in commercial

and mult-family real estate ) 192 84 106 106 75
(Losses| gains on sales of other assets, net (225] {199) 32 238 214
QOperating income (loss) 3,014 {B53) 2,740 3,922 3,314
Other income and expenses, net 302 ¢ 584 379 311 707
Interest expense 1,349 | 1,380 1,097 760 Ba7
Mincrity interest expense 195 ; 61 116 326 302
Earnings {loss) from continuing operations . -

before income taxes 1,772 . (1,710) 1,906 3,147 2,832
income tax expense (benefit) from continuing operations ' 540 {707) 611 1,149 1,032
income {loss) from confinuing operations 1,232 (1,003} 1,295 1,998 1,800
income {loss) from discontinugd operations, net of tax 258 {158} {261) i4) {24)
Income {loss) before cumulative affect of change ,

in accounting principle 1,490 {1,161) 1,034 1,994 1,776
Cumulative eifect of change in accounting pringiple,

net of tax and minority interest ) - (162) — (96) —
Net income (loss) 1,490 (1,323 1,034 1,898 1,776
Dividends and premiums on redemption of preferred .' o

and preference stock : 9 15 13 14 19
Earnings {loss) available for common stockhalders $ 1481 5 (1,338 % 1,021 S 1,88 S 1,757
Ratio of Earnings 1o Fixed Charges - 2.3 —t 2.2 3.9 37

Common Stock Data?
Shares of common stock outstanding

Year-end 957 o11 895 777 739

Weighted average ) 931 903 836 767 736
Earnings (loss) per share {from continuing operations)

Basic $ 131 § (L1 $ 153 § 289 § 242

Diluted 1.27 (1.13) 1.53 287 2.41
Earnings (loss) per share {from discontinued operations)

Basic $ 028 § (017 § O3 $ (001 S .03

Diluted 0.27 (0.17) (0.31) (0.01) {0.03)

Earnings {loss) per share {before cumulative effect
of change in accounting principle)

Basic $ 159 $ (130 % 122 § 258 § 239
Diluted 1.54 {1.30) 1.22 2.56 2.38
Eamings (loss) per share
Basic S 159 S {148 S 122 5§ 245 § 239
Diluted - 1.54 {1.48) 1.22 244 - 2.38
Dividends per share 1.10 1.10 1.1¢ 1.10 1.10
Balance Sheet )
Total assets $ 55470 557,225 5 60,122 S 49624 S 59,276
Longterm debt including capital leases,
less current maturities $ 16,932 S 20622 S 20221 § 12321 $ 10,717
Capitalization
Common equily 45% 37% 36% 41% 37%
Prefarred stock 0% 0% 1% 1% 1%
Trust preferred securities 0% 0% 3% 5% 5% =
Total common equity and preferred securities 45% 37% 40% 47% 43%
Minority interests 4% 5% 5% 7% 9%
Total debt 51% 58% 55% 46% 48%

8 Amoumts prior 1o 2001 were restated (o reflect the twodor-one common stock spift etfactive Jarery 26, 2001,

B ps of January 1, 2003, Duke Energy adopted the remaining provisions of Emerging lssues Task Force Issue No. 0203, “lssues Invoived in Accounting for Derivative Cotracts Held for Trading
Purpases and for Contracts lnvolved! i Energy Trading and Risk Management Activities" and Statement of Financial Accounting Standards No. 143, “Accounting for Asset Retirement Obligations.”
in accordance with the wansition guidance for these standards, Duke Energy recorded a net-oftax and minority interest cumulative effect adiustrent for change in accounting principles.

€ Earnings were inadequate 1o cover fixed charges by $1,707 mition for the year ended December 31, 2003,



In addition 1o gererating funds, those sales repositioned Duke Energy as a company focused on the Americas and efiminated
some of our fowestreturn assets. We also challenged our real estate subsidiary, Crescent Resources, to become a major
contributor of cash, and it responded with a stunning contribution of more than $440 million.

We maved into 2005 with a solid earnings base and the financial flexibility to once again control our own destiny. In February,
we announced that we would buy back up to $2.5 billion in common stock over the next three years, based on our strong cash
position. This share repurchase program will create value for shareholders, without inhibiting our abifty to pursue future growth
opportunities, We plan to pursue new growth cautiously, remaining mindful that we spent the year 2004 recovering from the
effects of what in hindsight was an overly aggressive growth strategy.

Pride in the Organization

Given the significant achievements of the last 12 months, it is noteworthy that the members of the team that accomplished them
were, with few exceptions, already here when | rejoined the company in November 2003. It is 2 tribute to that depth of talent
that | was not forced to go outside the company to renew the organization. Using existing bench strength, we have significantly
refreshed the organization and taken a number of steps to further develop the talent we have.

| am quite proud of the team we have in place today. Employees at all levels recognized the challenges that the company faced
and stepped up to accept respensibility for resolving them, The Compaﬂy has done its part by aligning rewards with results,
refocusing an talent management and reinvigorating a number of empioyee development programs. Particular attention has
been focused on diversity, training, performance management and management deveiopment. Ouring December 2004, the
senior management team underwent a 360-degree evaluation, and a number of executive rotations were set in motion to ensure
that we are deveioping the next generation of leadership at all levels.

Another source of pride was the contribution that Duke employees made to their communities. To commemorate Duke Power’s
100th anniversary in 2004, our annual monttHong Global Service Event was expanded to 100 days. An estimated 9,000 emplayees

and retirees spent approximately 27,000 hours completing more than 500 service projects in the United States, Canada,
Brazil and Pery,

Also in 2004, Duke Power proactively engaged leaders in business, industry, government, education and the nonprofit sector in
economic development summits in North Carolina and South Carolina. In the Carolinas and elsewhere, Duke is actively involved
in the communities in which we operate.

We also made progress in increasing our focus on customers and working with regulators to achieve winwin outcomes. For
example, regulators in the Carolinas embraced an innovative approach where we share profits fram Duke Power's bitk power
marketing sales with our customers. Those dollars are funding job retraining programs and providing energy assistance to
fow-income households - improving the quality of life in our region. In North Carolina, some of these funds are also being used
to reduce industrial rates, aliowing those customers to offer more cost-competitive products and services.

We began a process of renewal at the Board Jevel, beginning with an in-depth assessment led by an independent third party. As a
result, we established a fead directar, formed a Nuclear Oversight Committee, rotated commitiee heads and welcomed two new

Board members, Roger Agnelli and Dennis Hendrix. We thank Bob Brown, George Dean Johnson and Leo Linbeck for their many

contributians over the years; they will be retiring from the Board in May 2005.

Disappointments

While we are proud of our successes, we cannot ignore our failures. The biggest disappointment of 2004 was our unacceptable
safety record. A number of measuras can be used 10 judge an organization's safety record, but none is so personal or powerful
as the number of empioyse and contractor fatalities. In 2004, one employee and three contractors lost their lives while working
for Duke Energy. This is more than unacceptable ~ it is a tragedy for which | feel personally responsible. | would like to rationalize




why those fatalities accurred, but | simply cannot. Safety is not something that can be prescribed or controlled through process
alone, It relies on a culture that is nurtured from the top, and Duke’s top management cannot allow safety to be overshadowed
by other priorities.

Another disappointment was the fire last August at our Moss Bluff natural gas storage facility near Houston. Thankfully, no employee
or contractor was injured, vet it is disappointing that such an incident could occur.

We have taken a number of steps to improve our safety focus. Later on in this report, Fred Fowler will address some of them. For
my part, { will not feel that we have had a truly successful year unless that vear is free of fataliies and major operational incidents.,

Unfinished Business

We made significant progress in a number of areas, but we are left with unfinished business. Developing a sustainable business
model for DENA is one such area, We made substantial progress in restructuring DENA and expect it will cut its losses by nearly
half in 2005, but it may take a combination with one or more other parties, including cther merchant generators, to provide the
scope, scale and fuel diversity needed to realize an acceptable return on that investment.

A tremendous effort and significant funds were expended to comply with SarbanesOxley Section 404, which mandates a thorough
self-assessment of our internal controls over financial reporting. Despite the frustration of a rigid process and a challenging time
frama, the effort proved very beneficial in helbing us understand where we could improve our processes and systems. In 2005,
we will build on what we have learned and re-engineer our financial systems, simplify our organization and reduca bureaucracy.
Mimately, this effort should greatly reduce our overhead costs in future years.

Looking Forward

As we enter 2005 and beyond, | am optimistic. The management objectives in our 2005 charter reflect the progress we made in
2004 to reclaim contrat of our future, This year, we are pursuing growth opportunities and reasserting our role as an industry leader.

The financial objective for 2005 is to deliver on our financial plan and provide supsrior total shareholder return. This
reflects how far we have come - 2004's financial goal was to defend the dividend. We had an ongoing basic earnings-per-share
target of $1.20 for employee incentive péyouts in 2004, For 2005, we have increased that target by 33 percent to ongoing
basic earnings per share of $1.60.

Another management abjective is 1o establish industry-leading positions in core businesses and identify new energy-
related growth strategies. We are in a position to grow any of our existing businesses if we find the right opportunity, and we
will evaluate new but refated lines of business to fuel future growth, B

One 2005 objective relates to the unfinished business | discussed earlier: to pesition DENA to be a successful merchant
operator with a sustainable business mode/,

We will also enhance a high-performance culture by facusing on safety, inclusion and diversity, emplovee devefopment,
business structure and process simplification. The highest pricrity here is to improve our safety culture. We have created a
shared safety goal for 2005 for the top 700 leaders in the company. If any Duke employee, contractor or subcantractor luses
his or her life while doing wark for us, this group will have their total shortterm incentive payout reduced.

Our final objactive for 2005 is to build stakeholder relationships and future shareholder value through effactive
feadership on key policy issues related to energy, regulation and the environment. It is clear thal the United States
needs cohesive environmental and energy policies that break the continuing logjam, and we intend to take a leadership role in

“developing and advancing those policies. For example, we will be proactive on the issue of global climate change. By helping

shape public palicy, we can advance the interests of our investors and customers, while also addressing the issue itself, Ideally,



U.S. public policy should encourage a fransiticn to 2 lower-carbondntensive econu?ny through a broad-based approach, such as
a carbon tax or other mechanism which addresses all sectors of the economy.

As | close this letter, | would be remiss if | did not address the most critical concemn | wrote of last year: restoring credibility
with our key constituents. In 2004, 1 believe we made significant progress in re-earning their trust. While frust and credibility are
hard to measure, we see positive indicators - in the tone and tenor of questions from our many stakeholders, in the spirit and
resilience of our employees, and in the contracts and handshakes with our partners and customers, As | said last year, the task
of building confidence will always be unfinished business for us, but | hope that you share my sense of real progress in this area

and a positive view of our company's future.

‘

| appreciate your many comments and suggestions over the past year and thank you for your continued investment in Duke Energy.

Sincerely,

Paul M. Anderson
Chairman of the Bo.ard and Chief Executive Officer

March 15, 2005

OUR 2005 CHARTER

We are Duke Energy, a leading energy company located in the
Americas with an afiiliated real estate operation.

Our purpose is to create superior value for our customers, employees,
communities and investors through the production, conversion,
defivery and saie of energy and energy services.

To provide a stable platferm for future growth, we must:

¢ Ephance a high-performance culture by focusing on safety, inclusion
and diversity, employee development, business structure and
process simplification.

» Paosition DENA to be a successful merchant operator with a
sustainable business model.

« Deliver on our financial plan and provide superior total
shareholder return.

= Establish industry-leading positions in core businesses and
identify new energy-+elated growth strategies.

* Build stakehoider relationships and future sharehoider value
through effective ieadership on key palicy issues related to energy,
regulation and the environment,

in conducting our business, we value:

« Stewardship — A commitment to health, safety, environmental
responsihility and our communities,

* Integrity - Ethically and honestly doing what we say we will do.

* Respect for the Individual - Embracing diversity and inclusicn,
snhanced by openness, sharing, trust, teamwork and involvement.

= High Performance ~ The excitement and fulfilment of achieving
superior business results and stretching our capabilities.

+ WinWin Relationships — Having relationships which focus on the
creation of value for all parties.

* Initiative — Having the courage, creativity and discipline to lead
change and shape the future.

We will be successfil when:

» Qur investors realize a superior return on their investment.

+ Our customers and suppliers benefit from our business refationships.

» The communities in which we operate value our citizenship.

« Every employee starts each day with a sense of purpose, and
ends each day with a sense of accomplishment.




OPERATIONS

Dear Shareholders,

COverall, 2004 was a year of considerable progress in Duke Energy's operations, | welcome this opportunity to report on those
results, and review some af the past year's successes and disappaintments.

Duke Energy's diverse portfolio allows us to balance the market risk in our nonregulated husinesses with the relatively stable
eamings that cur regulated companies provide,

Regulated Businesses Generated Steady Earnings

Duke Power contributed $1.47 hillion in segment earnings befare interest and taxes (EBIT) in 2004. The utility provides us with a
solid base of earnings and cash fiow. Duke Power is working hard at diversifying its customer base and attracting new husiness
to our area. Duke Power's customers pay essentially the same average tate per kilowat-hour today as in 1986. At about 21 percent
below the national average (due to efficient operafions, cost management and lower-cost nuclear generation) those compelitive
rates offer an importart advantage to customers in our service territory, and are especially attractive to potential new industries.

In 2004, Duke Energy Gas Transmission's (DEGT's} 17,500 myiles of transmission pipeline continued to move natural gas o key
distribution companies along the U.S. East Ceast and in Canada, contributing $1.31 billion in segment EBIT. Expansion activity
has been brisk over the past year, with infrastructure projects completed in westarn Canada and in the U.S. Northeast, Mid-Atlantic,
Southeast and Gulf Coast regions. Transportation refiability was also strong, with DEGT operations in both the United States and
Canada setting numerous aitime peak volume records. Refiability, combined with outstanding customer service, coniributad to
contract renewal levels of nearly 100 percent in our nertheast U.S. market.

Weather - as it relates to heating and cooling needs — has a major impact on both DEGT and Duke Power, but the weather
created a different challenge in 2004, For most of the southeastern United States, 2004 will be remembered as the year of the
hurricanes. Several of our businesses experienced minor disruptions, but Duke Power's transmission and distribution sysiem was

2004 aperations leadership (above, left to right): Ruth Shaw, Duke Power; Bill Eastar, Duke Energy Field Services; Fred Fowler, President and Chief
Operating Officer, Duke Energy: Bobby Evans, Duke Energy Americas; Tom O'Connor, Duke Energy Gas Transmission; Art Fields, Crescent Resources



largely spared from effects of the hurricanes. That allowed our line crews to provide needed support to utility customers in Florida
and throughout the Southeast.

Unregulated Businesses Saw Challenges and Opportunities

Paul provided an ovetview of ocur progress with Duke Energy Americas, which includes Duke Energy North America (DENA) and
Duke Energy International {DEl). Those businesses ended 2004 with very different scale and scope than when they began. The sale
of DEI's Asia-Pacific assets allows us to focus on aur operations in Latin America. In 2004, DE! generated segment EBIT from
continuing operations of 3222 million and is looking for a 2 to 3 percent compound annual growth rate over the next three years,
based on its 2004 ongeing segment EBIT of 5236 million.

While unfinished business remains for DENA in 2005, we should not averieok the significant progress made in 2004, We sold our
generating portiolio in the Southeast as well as two deferred plants in the West - and expect to close on the sale of a third in March
2005. We also changed the DENA business model to focus on contracting a larger share of electric generation thmugh tolls and
capacity sales. {Tolis are agreements to sell all or part of a plant's capacity or
production far a fee.) We are now beginning 1o see the benefits of that approach. For
example, in 2004 DENA sold more than 50 major tolls and future capacity contracts

to investor-owned utilities, municipalities and other customers, adding significantly ta
DENA revenue for 2005 and beyond. Additionally, DENA reduced operating expenses
by nearly $180 million. We expect to cut DENA's $288 million ongoing segment EBIT
loss from continuing operations in 2004 roughly in half, to a projected ongoing EBIT
loss of approximately $150 million in 2005. We continue tc pursue varicus options that

will create a sustainable business model for DEMA, including consideration of potentiai ‘ = :
business partners. Duke Energy North America's Moss Landing facility in

California is one of the largest amd-most efficient
While market conditions have challenged DENA, they have provided opportunities for generating plants in the state. (Photo: David Sievert)

our other businesses. Recordhigh crude oil prices meant a blockbuster year for Duke .

Energy Field Services (DEFS), generating EBIT from cantinuing operations of $380 million to Duke Energy. DEFS is the largest
processor of natural gas liquids {NGLs) in the United States, and NGL prices roughly track the price of crude oil. But it is not only
the price of crude that is helping DEFS. Even in a record-hreaking year, DEFS initiated business improverents that reduced costs
for its ongoing operations by $30 million.

in February 2005, we reached agreement with ConocoPhillips to restructure our 70 percent ownership of DEFS into an equal
partnership, which will reduce our exposure to commadity price risk and provide more than $500 million in pre-tax cash to Duke
Energy. The deal will also transfer DEFS natural gas gathering and processing facilities and ConocoPhillips’ natural gas liguids
system in western Canzda to DEGT - adding significantly to the scope, scale and diversity of DEGT's Canadian operations.

Crescent Resources, our real estate and land management subsidiary, concentrated on the strongest segments of the LLS. real estate
market in 2004, generating record resuits of $240 miflion in segment EBIT from continuing operations. While Crescent regularly
refreshes its property holcings, 2004 results reflected an opportunistic sale of property in the Washington, D.C. area. Going forward,
we expect Crescent's segment EBIT contribution to return to a more historic level of approximately $150 million in 2005.

Legal Issues Resolved

We made tremendous progress in 2004 in resolving many of the company's regulatory and legal risks. Most significantly, a
comprehensive setilement with western 11.S, power market participants, approved by the Federal Energy Regulatory Commission
in December, provided needed closure to issues that arose in that market in 2000 and 2001. We were alsc gratified that the U.S,
Attorney closed an investigation inte Duke Power's 1998 to 2000 accounting practices, concluding that no action was warranted
against the company or its employees.



Safety Performance Must Improve

Regarding safety, | can only say that our performance in 2004 was, in a word, unacceptable. Four people who came to work at
Duke Energy facilities last year did nat go hame to their families. In respanse, we are building a zero-njury safety culture to prevent
employee and contractor injuries.

» We have communicated a new safety vision to all employees that aims for zero injuries through continugus safely improvement,
and we are setting the same expectations for our contractors.

* We are leading this cuiture change from the top - every member of the Expanded
Executive Committee has personal safety objectives that speli out exactly how they
will lead their arganization to an improved safety record.

= | will discuss in person our safety expectations with more than 2,500 managers and
supervisors in 2005.

« Business units are conducting employee safety perception surveys, and | will person-
ally review the safety improvement plans developed in response to those surveys,

Hector Gutierrez and Pilar Davila of Duke Energy

e . Peru’s Lima office brighten the educational experi
r Communities . .
We Gave Back to Qur Co ence for local elementary students with a fresh coat

To customers and commurities, our employees are the face of Duke Energy. Corporate  ©f paint for their desks.
giving and volunteerism remain halimarks of Duke Energy, and in 2004 we continued to make a real difference in our communities

in the following ways:

« Duke Energy marks its birthday each year with a Global Service Event. In 2004, thousands of employees and retirees participated
in more than 500 volunteer projects in 170 communities where Duke Energy operates, Most of the projects helped improve the
lves of children, senior citizens and disabled individuals. In Peru, for exampie, employees focused on children and education.
They donated books and school supplies, painted classrooms, served lunch and organized activities.

» Duke Energy employees were recognized with Ethics in Action's Community Care Award for developing innpvative community
partnerships and programs serving the residents of British Columbia.

» In the Carolinas, we are leading economic development efforts to diversify our region's economy and provide opportunities for
growth. That's good for Duke Power and good for the region. In 2004, Duke Power contracted more than $23.3 million of new
annual efectric load {compared to $6.2 milion for 2003), and nearly 200 additional projects are pending.

« Crescent Resources won accolades from community leaders and state officials for committing to sef nearly 3,000 acres and to
make a one-time multi-million-dollar gift to the state of North Carolina to expand Lake James State Park almast sixfold.

« The Texas Corporate Wetlands Resteration Parmership, led by DEGT employees, participated in one of only 12 projects honored
nationwide by Coastal America — a partnership of federal agencies and state and local private organizations. Our work on the
San Jacinto battleground project near Houston contributed tc the restaration of 115 acres of historic marshland as well as
adjacent prairie and bottomlang forest.

These are just a few examples of the many ways the people of Duke Energy work to improve our communities, economy and
environment. On the following pages, the laaders of cur businesses will tell you more about their performance and future objectives,

Sincerely,

——]

Fred J, Fowler

President and Chief Operating Officer



DUKE POWER

In 2004, Duke Power celebrated its 100th anniversary in a way that honored our heritage - by taking a leading role in
advancing eccnomic development in the Carolinas.

In recent years, textiles and other industries that were once the bedrock of the region's economy have steadly declined.
Our compelitive electric rates are one way o attract new business, But energy
costs are just one aspect of 2 region’s commercial appeal. Much like our founders,
who used electricity to help drive the textle boom early in the 20th century, we are
working to strengthen and diversify our economy and expand our customer base by
aftracting new business and industry to our service ferritary.

Major accomplishments:

" Duke Power jump-started the economic development engine by bringing more
than 500 business, industry, government, nonprofit and academic leaders
together for two Carolinas Competitiveness Forums in 2004.

v We are already seeing results from our push to help recruit and retain manufac-

) Catawba Nuclear Station in York County, 5.C., set
turing. Major companies like Merck and Bell, and many smaller businesses, have  a new Duke Power reliability record in 2004, and

announced plans to locate facilities in Duke Power's service territory. was racognized by the U5, Nuclear Regulatory

Commission for safe nperaticns
v Regulators embraced our plan to share some of the profits from our bulk power

marketing sales 50-60 with shareholders and customers, Programs funded by these sharing arrangements help pay energy
bills for low-income residents, fund workforce training at community colleges, help reduce industrial rates in North Carolina,
and support energy-efficient industrial improvements and local economic development initiatives in South Carolina,

v’ Duke Pawer's generating fleet continues to excel in reliability and efficiency. Catawba Muclear Station set a new company
reliability record in September, operating for 531 continuous days, and Electric Light & Power magazine named Marshall
Stearn Station the most efficient coalfired station in the United States.

No amount of business achievement can make up for the tragic loss of three of our contractors in 2004. Ensuring the safety
of employees, contractors and customers remains a core Duke Power value, and we are focused intently on both the cultural
and pracess changes needed to reduce avoidable accidents, injury and risk.

Looking ahead, our growth forecasts indicate a need for new baseload generation within the next decade, We are evaluating
options to meet that need in ways that are both economical and environmentally sound. We are upgrading a number of our
existing coalired stations with state-of-the-art environmental equipment, and evaluating emerging clean<coal technologies. The
relicensing of our hydroslectric facilities, currently underway, will ensure the continuation of hydropower as an economical and
emissionfree energy resource, while preserving water quality and recreational access. And to secure the option of future nuclear
generation capacity, we are in the initial stages of preparing @ combined construction and operating license application for a
new, advanced-design nuclear plant.

As Duke Power enters its second century, we continue to build on the fundamentals of customer service, operational
performance, safety, responsible citizenship and innovation.

— Ruth Shaw, Presidert and Chief Executive Officer, Duke Power

Profile: One of the !argest investor-owned electric utilities in the United States, Duke Power delivers safe, refiable and economically
priced efectricity to more than 2 million customers in North Carolina and South Carolina.

Operating Data 2004 2003 2002 2001 2000
Franchised Electric
Sales, gigawatt-hours . 82,708 82,828 83,783 79,685 84,766
Nuclear capacity factora 90% 91% 95% 92% 92%
Average number of customers 2,197,000 2,160,000 2,117,000 2,117,000 2,072,000

@ includes $00 percent of Catawba Nuciear Station, which is 12.5 percent awned by Duke Power,



DUKE ENERGY GAS TRANSMISSICON

Duke Energy Gas Transmission (DEGT} pipelines are strategically located with access to diverse supply basing and grawing
markets throughout North America, and our storage facilities offer customers reliability and seasonal flexibility,

We expect dernand for natural gas to grow by an average 2 to 3 percent annually in our key markets over the next five years.
Our challenge is to keep pace with that demand, by developing the infrastructure needed to connect new supplies to growing markets.

Major accomplishments:

v Three naturalgas pipeline and two gas storage expansion projects began to serve DEGT customers in 2004, adding
delivery capacity tor customers in the U.S. Northeast, Southeast and Mid-Atlantic states. Storage faciiity expansions in
Louisiana and Virginia increased available gas storage capacity by 1.8 billion cubic feet,

v' The 110-mile extension of the Gulistrearn pipeline from central Florida to the state’s east coast was completed in February
2005, doubling the pipeline’s firm contracted capacity. [Gulfstream is a joint development of Duke Energy and Williams.)

v Multiple peakvolume days on our Texas Eastern, Algonguin, East Tennessee,
Gulfstream and Union Gas systerms demonstrated our ability to operate reliably
and provide access to growing markets.

¥ In August, DEGT employees mobilized quickly and effectively in response to a fire
at our Moss Bluff gas storage facility near Houston. We repret that this incident
occurred and the incomvenience that it caused our neighbors and customers, ‘

v A successful “open season” in the northeast United States and eastern Canada
signaled strong customer demand for new natural gas transportation and
storage solutions. Many of those responses should result in new contracts and
several expansion projects over the next three to five years, _ - .

v Union Gas added more than 31,000 new customers in 2004 through focused Plant operator Charles Barker monitors storage
marketing efforts and reliable service. operations at the Kingsport liguefied natural gas

v Rate proceedings involving our BC Pipeline and Union Gas businesses were ﬁfg:é;:"ggfws East Termessee fatural
resolved fairly for both customers and sharehalders.

Over the next several years, we plan to invest more than $1 billion in DEGT facility expansions. We expect liquefied natural gas
(LNG) fo play a major role in North America’s future natural gas supply. LNG import terminals are proposed along the Gulf Coast
and the northern East Coast, including the Canadian Maritimas, and most of them would have ready access to Duke Energy’s
existing pipelines and storage facilities. We imand to be a major player in providing the pipeline expansion and storage needed to
connect this new supply to growth markets.

Our assets are equally wellpositioned in the growing Western Canadian Sedimentary Basin, and the addition of ConpcoPhillips'
" natural gas liquids operations and DEFS’ gathering and processing facilities to our system in 2005 will enhance that position,

We are ready and willing to expand further, as natural gas drilling activity increases in northeastern British Columbia,

As | move on to pursue rew career opportunities at Duke Energy, | am confident about the continued success of the business

that Martha Wyrsch will now lead.

— Tom O'Connor, President and Chief Executive Officer, Duke Energy Gas Transmission

Profile: Duke Energy Gas Transmission serves its customers by transporting natural gas from North America’s major supply areas
.40 growing markets in the northeastern and southeastern United States and in Canada. DEGT also stores natural gas, distributes
natural gas to retait customers in Ontario, and gathers and processes natural gas for customers in western Canada.

Operating Data 2004 2003 2002 2001 2000
Natural Gas Transmission
Taroughput, trillion British thermal units (TBiu) 3,332 3,362 3,160 1,781 1,771
Storage capacity, billion cubic feet 258 257 254 101 98

2 Represents share af capacity owned hy DEGT.
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DUKE ENERGY FIELD SERVICES

Duke Energy Field Services (DEFS) captured enormous value from strong natural gas liquids (NGL) prices and gas processing
margins in 2004. We also improved operating and commercial performance, and benefited from increased production and a
strategic acquisition. The combinaticn of these factors resulted in record earnings for the DEFS joint venture.

Major accomplishments:

v We were able to handle higher natural gas valumes in many areas in 2004, due to increased drilling by our customers,
with little or no additional investment. For example, we successfully processed and dalivered almeost 10 percent more gas
on our Oklahoma “supersystem™ by redistributing the flow of natural gas among the system's four plants.

v We delivered strong marketing results and continued to renegotiate natural gas supply contracts in order to befter align our
interests with those of producers, reduce eamings volalility and improve profitability.

v DEFS acquired natural gas gathering, processing and transmission assets in southeast New Mexico from ConocoPhiliips
for 574 million. The acquisition incluced three processing plants and more than 1,000 miles of gathering pipeline. In addition
1o adding new customers and volumes, these assets, in combination with our
existing facilittes, improve market access and reliability for our customers.

v/ The number and severity of employee and contractor injuries declined at DEFS in
2004, as evidenced by a 40 percent reduction in safetyrelated lost workdays and
mare than a 50 percent reduction in contractor injuries versus 2003. Tragically,
an employee of our former TEPPCO affiiiate lost his life in a worlcrelated accident,
underscoring the importance of maintaining safety as our top pricrity.

v We successfully consolidated our computer operations into Duke Energy’s
computing center in Charlotte, eliminating our Denver data center and generating

significant efficiency and cost impravemeants, ) The Plattevile facility is one of DEFS' newest

) ) ) gathering and processing plants, buit to process
DEFS is poised to deliver another exceptional year of earnings in 2005. We expect  increased natural gas production in the Denver-

commadity prices to remain above traditional levels, though perhaps somewhat lower ~ Julesburg Basin area of Colorado.
than 2004,

In this, my second vear at the helm at DEFS, we are working to further improve our underlymg operational and commercial
performance through continued application of best practices, by capturing efficiencies inherent in our large operating scale and
scope, and by continually improving our processes and information systems.

Two 2005 transactions wil alow us to focus on further strengthening our competitive position in the United States. As part of the
pending restructuring of DEFS into a 50/50 joint venture with CanocoPhillips, we expect to receive additional U.S, midstream assets
and our Canadian operations will move to DEGT, In addition, with the February 2005 sale of TEPPCO, our affiliated master limited
partnership, we exited the business of transporting refined products and crude of, as well as selected natural gas and NGL activities.
Going forward, we will invest to improve the capability of our existing assets and pursue selective growth opportunities. Given today's
competitive landscape, we will also evaluate the merits of establishing another master limited partnership.

— Bill Easter, Chairman, President and Chief Executive Officer, Duke Energy Field Services

Profile: The largest producer of natural gas liquids in Narth America and one of the jargest marketers, Duke Energy Field Services
gathers, processes, transports, markets and stores natural gas and produces, transports and markets NGLs. DEFS is a joint
venture of Duke Fnergy and ConocaPhillips.

Operating Data 2004 2003 2002 2001 2000
Field Setvices
Natural gas gathered and processed/transported, TBtu/day 7.3 7.4 7.9 80 7.0
Natural gas liquids production, theusand barrels per day 363 353 379 384 343
Average natural gas price per million Btu $6.14 55.39 §3.22 $4.27 $3.89
Average natural gas hiquids price per gallon §$0.68 50.53 50.38 5 0.45 50,53
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DUKE ENERGY AMERICAS

Duke Energy North America — Reducing Merchant Risk
Our goal for DENA in 2004 was to stabilize the business. We accomplished that through asset sales and cost efficiencies,

and by moving from a commodity trading model to a stronger focus on marketing energy to customers from our own assets.

An anticipated $300 million ongoing segment EBIT loss came in at $288 million, including unanticipated maricto-market losses

of $25 million. A team of employees committed to controlling costs and optimizing resources made it possible to achieve our

financial goal. "
Major accomplishments: E

v The sale of our fleet of eight merchant plants in the southeast United States came sooner than many predicted. Completed in
August, the sale boosted Duke Energy's 2004 divestiture proceeds by approximately $575 million, including about 3500 millior
in tax benefits and a note receivable of approximately 550 million.

v" We sald two partially campleted plants in 2004 {Luna in New Mexico and
Moapa in Nevada), as well as surplus turbines and related equipment. Proceeds
from those transactions totaled approximately $60C million, including about
$270 million in tax benefits, At year-end, we signed an agreement to sell a
third deferred-construction plant (Grays Harbor in Washington state).

v We mitigated our eamings volatility by significantly reducing the exposure to
fluctuating commodity prices associated with our mark-to-market portfalio.

v DENA strengthened its position in long-term gas storage capacity, providing
flexibility to fuel cur own plants as well as serve other customers.

v Duke Energy's settlement of refund proceedings and other litigation related to

the 2000-2001 western U.S. energy crisis cleared the way for some of the Production technicians Mike Armsirang, Benny King
large utilities in those markets to return as DENA customers. znd Ste;e {’:nd?zrwﬂ ezsure thaé::]e Wasﬁmgton1 |
s " " s . theast
v DENA's Lee facility in linois added “black start” capability in 2004 that will aliow ey F 2ct in southeastern Ohio operates saiely

and reliably. The plant has had no recordable injuries
the unit to start without any outside electrical supply. Even during a blackout, since it apened in 2001,

it can be brought into service to help ensure the stability and reliability of the
electric grid in the Midwest.

v’ We made substantial progress on winding down the Duke Energy Trading and Marketing joint venture with ExxonMobil.
By the end of 2004, we had completed or signed transactions to sell about 90 percent of that business.

Success at DENA is measured in relative terms. We are determined to reduce DENA's losses and return the business to
profitability. We expect fo cut our ongoing EBIT loss nearly in half in 2005, to approximately 5150 million. By the end of 2006,
DN ah ONgoing basis, we anticpaie breaking even, and we look forward to being profitable again in 2007.

We will continue to control costs and manage our portiolic with simart business decisions, We have strong assets in growing
areas, and energy demand continues to grow. We intend to be a strong player in the merchant energy market.

As in the rest of Duke Energy, we are renewing our emphasis on safety. Many of our plants have perfect safety records.

We are challenging ourselves to spread that zeroinjury culture across our entire flest.

Profile: Duke Energy North America owns and operates merchant power generation faciiities, and markets electricity, natural gas,
energy management and refated services to wholesale customers throughout North America.

Operating Data 2004 2003 2002 2001 2000
Duke Energy North America
Actual plant production, gigawatt-hours . 21,884 24 046 24,962 20,516 18,523
Proportional capacity in operation, megawatisa 9,380 15,820 14,157 6,799 5,134

3 Represents share of capacity owned by DENA.
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Duke Energy International — A Sharper Focus

Duke Energy Internationat (DEl} began 2004 with a goa! of exiting the European and Asia-Pacific markets — to focus on
increasing the returns from our power generation business in Latin America. Energy demand in that part of the world is growing
at 4 to & percent a year, two to three times the growth rate in North America, and DEl owns generation assets in seven Latin
American countries.

DEY's continuing operations delivered salid results in 2004, contributing $222 million in EBIT toward Duke Energy's overall goals.

Major accomplishments:

¢ With the US$1.2 billion sale of our assets in Australia and New Zealand in April (including $840 million of debt assumed by
the huyer), Duke Energy reached its 2004 divestiture target just four months into the year. in May, DEI sold its 30 percent
equity interest in the Cantarell nitrogen facility in Mexico, and by year-end, our exit from Europe was largely complete.

v’ Planta Arizona in Guatemala completed its duakfuet conversion, making it one of
the mast efficient thermal plants in Central America. By using a mix of different
fuels, Duke Energy has become one of the lowest-cost energy providers in
that region.

v In Brazil, a successful contracting strategy sigrificantly reduced our exposure to
fowprice spot markets in 2004 and eliminated that exposure for 2005. At the
same time, we are preserving capacity for 2006 and beyond, in anticipation of
improving market conditions and price levels.

v DEI's overall safety record improved in 2004, DEI Brazil became the first
company to earn the Eloy Chaves Medal, the most prestigious safety award in
the country's electric power industry, for three consecutive years. The 160 megawatt Planta Arizona in Guatemala

¥ Cur employees in Brazil have worked for mare than five years without a losttime ﬁ:ﬁﬁ;ﬁ:gf‘tﬁmgw end at low cost
incident, and our Pery and Argentina facilities recently surpassed two years
without a lostHime incident.

v" Duke Fnergy Peru became the first company in Pery, and the first in the Duke Energy system, to obtain simultanecus
international certifications for operations management, environmental management, and occupational health and safety
practices, based on International Qrganization for Standardization (IS0) guidelines.

DE''s operations are well-positioned to achieve higher earnings and returns in the near term, and to benefit from continued
growth in energy demand in Latin America. ‘

— Bobby Evans, President and Chief Executive Officer, Duke Energy Americas

Profile: Duke Energy International owns and operates power generation facilities, and sells electric power and natural gas. Its
primary focus is on power generation activities in Latin America.

Operating Data 2004 2003 2002 2000 2000
Imernational Energy
Sales, gigawatt-hours 17,776 16,374 18,350 16,749 ] 14,154
Proportional capacity in aperation, megawattsa 4,139 4,121 3,917 3,568 3,768

# Represents share of capacdy gwaed by DEL
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CRESCENT RESOURCES

Our chalienge in 2004 was to contribute $400 million in cash and $155 million in EBIT to Duke Energy. We hit those
targets — and then some -~ thanks to continuing strong demand for investment-grade real estate. At the same time, we kept ali
of our platforms — commercial, residential and multi-family - growing and welkpositioned for 2005 and beyond. We didn't held
a liguidation sale to meet 2004's financial goals. We executed our strategy, continued to invest in our base of assets and
enhanced our development and land management practices, upholding our reputation as a “green” developer. Every segment
of our husiness contributed to our success in 2004, ‘

Major accomplishments: g
v Crescent completed master planning for Potomac Yard, a 300-acre mixeduse site adjacent to Reagan National Airport, and

sold mest of the property 1o other developers in 2004, We retain ownership of two affice buildings under consiruction, and

the General Services Administration has leased 405,000 square feet of that space for the Environmental Protection Agency.

v’ In the residential market, Crescent reached its allime record of more than
$413 million in individual homesite sales.

v Property sales are brisk at Palmetto Biuff, an environmental preserve and
residential community in South Carolina’s lowcauntry. A portion of every real
estate transaction funds the Palmetto Bluff Conservancy, a nonprofit
organizaticn dedicated to natural resource pratection on the property.

v’ We sold nearly 3,000 acres of lakefront property and made a one-time multi-
millior-dollar gift to the state of North Carolina to expand Lake James State Park.
The sale, which closed in January, is a key compenent in a master plan to drive
econemic growth in the Lake James region and preserve the lake environment

for wildlife and recreation. . The Auberge Inn at Crescent's Palmetto Bhdf

v’ We're participating in the development of a major mixec-use deveiopment in communily in South Caroiina opgned in 2004,
Charlotte, N.C., that will include the new corporate headquarters for Piedmont ;ﬂixzf‘e fock Maus esigned ey fver
Netural Gas.

Most segments of the real estate market held strong in 2004, and Crescent is well-positioned for the future regardless of
market conditions. We are investing primarily in the Southeast and the Southwest — growing regions with diverse economies.
Studies show that 85 percent of growth in the United States is occurring in the coastal states, plus Arizcna and Nevada.

Within this geographic area, we offer a diversified mix of high-growth product types, including second homes and retirement
homes for baby boomers. We're broadening our reach into that market with more diverse real estate offerings, and branching
out into residential condominiums, primarily in Florida. We'll continue to adjust our portfolio to invest in both residentiai and
commercial growth markets.

it should be noted that 2004 was a banner year, and it's unrealistic to expect the same results en an annual basis. We can
promise, however, to continue to capitalize on opportunities without taking undue risks, and to fulfill our commitments to Duke
Energy and its investors.

— Art Fislds, President and Chief Executive Officer, Crescent Resources

Profile: Crescent Resources manages fand holdings and develops high-quality commercial, residential and muli-family real estate
projects in nine states. Crescent Resources has received numerous awards for its environmentally sensitive property development
strategies and partmerships with environmental and wildlife groups.

Operating Data 2004 2003 2002 2001 2000
Crescent Resources :
Residential iots soid 2,473 2,060 1,221 1,078 955
Commercial square footage sold, m millions 21 1.7 1.2 31 2.0
Muiti-family units sold 273 a5 - - —
Surplus {legacy) land sold, acres 9,087 5,088 10,982 11,402 8,562
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CONSOLIDATED STATEMENTS OF QPERATIONS

Years Ended December 31

{In miflions, except per-share amounts)

2003

2002

Opaerating Revenues
Non+egulated electric, natural gas, natural gas fiquids and other

- 2004

$14275 $14178 $ 8780

Regulated electric . 5111 4,960 4,880
Regulated natural gas 3117 2,942 2,200
Total operating revenues 22,503 22,080 15,860
Operating Expenses CE
Natural gas and petraleurn products purchased 11,335 11419 5,360
Operation, maintenance and other 3,568 3,796 3,304
Fuel used in electric generation and purchased power - 2,098 2,075 2,191
Depreciation and amortization - 1,851 1,792 1,506
Property and other taxes B39 526 533
tmpairment and other related charges ~ @b 2,956 364
impairments of goodwill - 254 —
Total operating expenses 19456. 22818 13,258
Gains on Sales of Investments in Commercial and Multi-Family Real Estate o192 34 106
{Losses) Gains on Sales of Other Assets, net . (228} {199) 32
Operating Income {Loss) 3,014 {853) 2,740
Other Income and Expenses L
Equity in earnings of unconsolidated affiliates - 161 123 218
(Losses) Gains on sales and impairments of equity investments o) 279 32
Other income and expenses, net 145 182 129
Total other income and expenses 1302 584 379
Interest Expense 1,349 1,380 1,097
Minority Interest Expense - 195 61 116
Earnings [Loss) from Continuing Operations Before Income Taxes 1,772 . (1,710) 1,906
Income Tax Expense {Banefit] from Continuing Operations - 540 {707 611
Income (Loss) from Continuing Operations 1,232 {1,003 1,295
Discontinued Operations BEEPE
Net oparating loss, net of tax - {10) (27) {261)
Net zain {loss) on dispositions, net of tax 268 {131) -
fncome [Loss] from Discontinued Oparations 258 (158) (261)
Income (Loss) Before Cumulative Effect of Change in Accounting Principle 1,490 {1,181 1,034
Cumulative Effect of Change in Accounting Principle, S
net of tax and minority interest L - (162) -
Net income (Loss) © - 1,490 (1,323) 1,034
Dividends and Premiums on Redemption of Prefarred and Preference Stock , i 15 13
Earnings {Loss) Available for Common Stockholders $ 1,48} S$(1,338) 5 1,021
Common Stock Data T
Weighted-average shares outstanding _931 903 836
Earnings {Loss) per share (from continuing operations) L
Basic $ 131 S5 (LI13) § 153
Diluted $ 127 ¢ (a3 $§ 153
Earnings (Loss) per share (from discontinued operations) L
Basic $-028 S (017 § 031
Diluted $°027 S 017y $ (031
Earnings (Loss) per share {before cumulative effect of change in accounting principle) .
Basic § . 159 5 (130 § 1.22
Dituted $ 154 S Q3 $ 122
Earnings (Loss) per share S
Basic §. 159 S5 (148 § 1.22
Dituted $ 154 S (148 S5 122
Dividends per share $ 110 § 110 $ 110
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CONSOLIDATED BALANCE SHEETS

December 31
fin millions) - 2004 2003
ASSETS
Current Assets o ‘
Cash and cash equivalents ©§ 533 $ 397
Short-term investments 1319 763
Receivables (net of allowance for doubtiul accounts v -
of $276'at 2004 and $280 at 2003) 3237 2,953
Inventory T 042 941
Assets hekd for sale - 40 361
Unrealized gains on mark-to-market and hedging transactions o 952 1,566
Other T 938 694
Total current assets 7971 7675
Investments and Other Assets R
Investments in unconsofidated affiliates 1,292 1,398
Nuclear decommissioning trust funds o 1,374 925
Goodwill 4148 3,962
Notes receivable . a3 250
Unrealized gains on mark-to-market and hedging transactions 1,379 ; 1,857
Assets held for sale 84 . 1,444
Investments in residential, commercial and multifamily real estate "
(net of accumulated dapreciation of $15 and $32 at SEETR
December 31, 2004 and 2003, respectively) 1,128 1,353
Qther T 1,896 2,137
Total investments and other assets - 1;,533 13,336
Property, Plant and Equipment
Cost . 46,806 45,987
Less accumulated depreciation and amortization 713,300 12,139
et property, plant and equipment 33,506 33,848
Regulatory Assets and Deferred Debits S ‘
Deferred debt expense :;.:;297:' 275
Regulatory assets related to income taxes S0 1,269 1,152
Other T894 939
Total regulatory assets and deferred dehits . .2,480 2,366
Total Assets '$ 55,470 5 57,228
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December 31

(In miliions) | 2004 o 2003
LIABILITIES AND COMMON STOCKHOLDERS® EQUITY
Current Liahilities o o
Accounts payable $ 2414 $ 2,317
Notes payable and commercial paper 68 130
Taxes accryed - 273 i4
interest accryed - 287 304
Liabilties associated with assets hetd for sale .30 651
Current maturities of longterm debt 1,832 1,200
Unrealized losses an markto-market and hedging transactions - 819 1,283
Other 1,815 1,849
Total current liabilities 7538 7,748
Long-term Debt, including debt to affiliates of $876 at 2003 16932 20,622
Deferred Credits and Other Liabilities R
Deferred income taxes . 5228 4,120
Investment tax credit 154 165
Unrealized losses on mark-tomarket and hadging transactions : ,',971' : 1,754
Liabifities assaciated with assets heid for sale oL 14 737
Asset retirement obligations 1,926 1,707
Other - 4,646 4,789
Total deferred credits and other Fabiities 12,939 13,272
Commitments and Contingencies - l,
Minority Interests 1,486 1,701
Preferred and Preference Stock without Sinking Fund Requirements 134 134
Common Stockholders’ Equity
Common stock, no par, 2 bilion shares authorized; 957 milion and 911 million R
shares gutstanding at December 31, 2004 and 2003, respectively 11,252 9,519
Retained earnings 4539 4,060
Accumulated other comprehensive income 650 - 169
Tetal common stockhaiders' equity 16,441 . 13,748
Total Liabilities and Common Stockholders' Equity $ 55470 - 5 57,225
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 3]

(In millions) - 2004 2003 2002
Cash Flows from Operating Activities o .
Net income {ioss) '$°1,090 0 53323 S 1,034
Adjustments ta recencile net income {loss) to net cash provided by aperating activities: -
Depreciation and amortization fincluding amortization of nuclear fuel) 2,037 1,987 1,692
Cumulative effect of change in accounting principle L . 162 -
Gams an sales of investments in commercial and mult-tamdy real estate ~ 20l (103) {106}
Gains on sales of equity investments and gther assets . ..{193) (86) (81}
Impairment charges 184 3,895 545
Deferred incoma taxes B67 (534) 495
Purchased capacity levelization { L 92 194 175
Cantribution to company-sponsored pension plans {278) (152 (5}
{Increase| decrease in C
Net realized and unrealized marktomarket and hedging transactions 216 (15} 59
Receivables ‘ '{188) 1,126 1
Inventory ) ,,48) i (300 134
Other current assets - {35) T (335)
Increase (decrease} in C
Accounts payable ) {1,047 798
Taxes accrued 188 (168) (332)
Other current liabilities 116 79 (194
Capital expenditures for residential rezl estate {322} (196) 179
Cost of residantial real estate soid 268 167 117
Other, assets - {305) [249) 208
Other, liabilities 246 206 (368)
Net cash provided by operating activities - 4,139 3,395 4159
Cash Flows from lnvesting Activities S
Capital expenditures, net of refund o (ﬁ.OSS‘ {2,242} {4,745)
investment expenditures B[ (153) {584
Acquisition of Westcoast Energy Inc., net of cash acquired - - — (1,707}
Purchases of avallablefor-sale securities {64,594) - (40,032 {12,393}
Proceeds from sales and maturities of availableforsale securities 64,092 39,641 '
Net proceeds from the sales of equity investrents and other assets, and sales of S
and collections on notes receivable 1,542 1,966 516
Proceeds from the sales of commercial and multiHfamily real estate 606 314 169
Other - 1309) (162) {69]
Met cash used in investing activities {764) (668) (6,954)
Cash Flows from Financing Activities S
Procaeds from the: :
Issuance of long-term debt 183 3,008 5114
issuance of common stock and comman stock related to emplayee benefit plans 1,704 277 1,323
Payments for the redemption of: C
Longterm debt {3,646 {2,849) {1,837
Preferred stock of a subsidiary (176 {38} -
Preferred and preference stock . —_ (88)
Guaranteed preferred beneficial interasts m subordinated notes - (250) —
Notes oayable and commercial paper {67} {1,702} (1,067}
Distributions to minority interests (1,477 {2,508) {2,260
Contributions fram minority interests 1,277 2,432 2535
Dividends paid {1,065} {1,051} {938)
Qther 19 23 64
Net cash {used in) provided by financing activities {3,278} (2,657) 2,846
Changes in cash and cash equivalents associated with assets held for sale -39 {55) —
Met increase i cash and cash equivalents 138 16 a3
Cash and cash equivalents at beginning of year - 387 381 260
Cash and cash equivalents at end of year $ 533 5§ 397 5 33
Supplemental Disclosures
Cash paid for interest, net of amount capitalized $ 1,323 S 1,324 5 L1011
Cash (refunded) paid for income taxes $ (338 S5 (8 5 344
Significant non-cash transactions: o
ebt retired in connection with disposition of businesses $  Bag 5 387 S
Note receivable from sale of southeast plants $ 48 5 - 5 -
Remarketing of senior notes $ 168 S5 — ¢
Acquisition of Westcoast Energy inc.
Fair value of assets acquired $ - 5 = 5 925
Liabilitles assumed, inciuding debt and minority interests -— — 8,047
Issuance of comman stock - - 1,702
Capital lease obligations refated to proparty, plant and equipment $ - 5 - & 17

18



CONSOLIDATED STATEMENTS OF COMMON STOCKHOLDERS® EQUITY

AND COMPRERENSIVE INCOME (LOSS)

Accumulated Other Comprehensive Income {Loss)

. Net Gains Minimum
Comman Foreign (Lossestor  Pension
Stock Common  Retgined Cureency Cash Flow Liability
{In millions) Shares Stock Earnings  Adiustmenis Hedges  Adjustrnent Total
Balance December 31, 2001 777 $6,217 $6.292  §${307) $487 § — s$12689
Net income 1,034 1,034
Other Comprehensive Incoma '
Foreign currancy translation adjustments {340} * {340)
Net unrealized gains on cash flow hedgesb 37 y 37
Reciassification into earnings from cash flow hedgese {102 : (102}
Minimum pension liability adjustmentd {a84) (484
Total comprehensive income 145
Dividend reinvestment and emplayee benefits 13 342 342
Equity offering 55 875 973
Westcoast acquisition 50 1,702 1,702
Common stock dividends (905) {905}
Preferred and preferance stock dividends (13) a3
Other capita) stock transactions, net 9 9
Balance December 31, 2002 895  $9,236 $6,417  S$(647) $422  5(484) $14,944
Net loss (1,323) {1,323)
Other Comprehensive Loss
Foreign currency translation adjustmentsa 986 986
Foreign currency translation adjustments reclassified
into earnings as a result of the sale of European operations (24 (24)
et unrealized gains on cash flow hedgest 116 116
Reclassification inta earnings from cash flow hedgesc -{240) {240)
Minimum pension liability adjustmentd 0 40
Total comprehensive loss (445}
Dividend reinvestment and employee benefits 16, 283 (6) 217
Common stock dividends {993 993)
Preferred and preference stock dividends {15) (i5)
Other capital stock transactions, net (200 (201
Balance December 31, 2003 911 $9.519 $4060 § 315 $298  5{444) 513748
Net income 1,490 1,490
Other Comprehensive income
Foreign currency transtation adjustments 279 279
Foreign currency translation adjustments reclassified
into earnings &s a result of the sale of Asia-Pacific Business {54) {54)
Net unrealized gains on cash fiow hedgesb K181 311
Reclassification into earnings from cash flow hedgese &3 83
Minimem pensian liability adjustmentd 28 28
Totzl comprehensive income : 1,971
Dividend reinvestment and employee benefits 5 108 20 128
Equily offering 41 1,625 1,625
Common stock dividends (1,018) {1,018}
Preferred and preference stock dividends i) (s
Other capital stock transactions, net {4) (4
Balance December 31, 2004 957 511,252 %4539 § 540 $526 5416} $16441

3 Foreign currency translation adjustments, net of $114 tax beneft in 2003

D et wirealizey gaing on cash flow hedges, net of $170 tax expense in 2004, 549 tax expense in 2003 and 572 tax expense in 2002
¢ Reclassification into earnings from cash flow badges, net of 545 fax benelit in 2004, $13C tax benefit in 2003 and $94 tax banefit in 2002
4 Minimum pension liability adistment, net of $18 tax expense in 2000, 27 tax expanse in 2003 and $300 tax beneftt in 2002
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NON-GAAP FINANCIAL MEASURES

Pages 1 and 4 of the Chairman's |etter reference a 2004 ongoing basic eamings-per-share goal of 51.20, which we beat by
18 cents. Page 4 of the Chairman's letter also references the 2005 ongoing basic earnings-per-share target of 51.60. Ongoing
basic earnings per share is a nonGAAP {generally accepted accounting principles) financial measure because it excludes the
per-share effects of any “special items,” which represent certain income or charges which management believes will not be
recurring on a regular basis. The most directly comparable GAAP measure is basic earnings per share,

laformation to reconcile the 2005 ongoing basic earningsper-share target to the most directly comparable GAAP financial measure
is not available at this time, as management is unable to project special items for 2005. The following is a reconcifiation of ongoing

to reported basic eamings per share for 2004: \
Dngoing Basic Eamnings per Share - 2004
{in millions, except earnings per share)

Pre-tax Tax Basic EPS
Amount Effect Impact
Ongoing Basic Earnings per Share $1.33
Net gein on sale of discontiued operstions (net of minority interest of 57 million) $278 5116) 0.28
Net loss an asset sales, primarily sale of scutheast U.S. plants
{inchuding minority interest benefit of $25 million) (206) 72 {0.14)
impairments and other related charges (net of minority interest of 512 million) (25 9 {0.02)
Litigation reserves and settlements (net of minority interest of $5 million) and
contract termination charges {5) 2 0.00
Tax benefit from restructuring - 48 0.05
Adjustment to caplive mswrange reserve 64 {22} 0.04
Net inss on sales of equity investments (including mingrity interast banefit of $7 million)
and loss on asset exchanges {8 3 0.00
Total basic earnings-per-share impact of special items 0.21
Bagic Earnings per Share, as Reported $ 159

Page 1 of the Chairman's letter references a debt reduction of $4.6 billion, This amount represents a nonGAAP measure
because it includes changes in amounts presented in the Consolidated Balance Sheets as other than “debt,” including amounts
classified as “liabilities associated with assets held for sale” and “minority interests.” The following is a reconciliation of the
$4.6 biflion 1o the changes in the amounts reported in the Consolidated Balance Sheets as “debt™

Reconciliation of Debt Paydown to Consolidated Balance Sheets - 2004

{in millions)
12/31/03 12/31/04 Ditference
Longterm debt $20,622 516,932 $(3,690)
Current maturities of longterm debt and preferred stock 1,206 - 1,832 632
Notes payable and cammercial paper 130 08 62}
Total Debt 21,952 18,832 (3,120}
Changes due to foraign currency (3000
Cther cash changes 8y
Sub-total (389)
Redeem Australia debt (890)
Redeem Westcoast Energy, inc. preferred securities {176)
Total Change $(4,575)
Total debt paydown disclosed — $ 14,600)
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Page 1 of the Chairman’s letter references $3.1 billion of proceeds from asset sales in 2004. This amount represents a non-GAAP
measure becayse it includes amounts that are presented in the Consolidated Statements of Cash Flows as other than net “proceeds
from sales of equity investments and other assets, and sales of and collections on notes receivable,” including $750 million of tax
benefits and $840 million of non-cash debt reductions.

The Financial Highlights on page 2 include amounts for “earnings {loss) before interest and taxes from continuing operations.”
This non-GAAP measure represents the combination of “operating income (loss)” and “other income and expenses” as presented
in the Consolidated Statements of Operations, and it excludes results and impacts from discontinued operations.

Page 3 of the Chairman'’s letter mentions a 2004 centribution from Crescent Resources of more than 5440 miliion. This amount
represents the cash that Crescent Rescurces generated from its aperating and investing activities and contributed to Duke Energy.

In this report, for certain segments we use ongoing segment EBIT learnings before interest and taxes) as a measure of historical
and anticipated future performance. For some segments we also use a forecasted ongoing segment EBIT growth rate, which is
based cn historical and forecasted ongoing segment EBIT, as an indicator of anticipated future compound annual growih rates.
When used for future periods, angoing segment EBIT may also include amounts that may be reported as discontinued operations.
Ongoing segment EBIT and ralated growth rates are non-GAAP financial measures because they represent reparted segment ERIT
adjusted for spacial items. The most directly comparable GAAP measure for ongoing segment EBIT is reported segment EBIT,
which represents EBIT from continuing operaticns, including any special items.

For future periods, information to reconcile ongoing segment EBIT and related growth rates to the most directly comparable GAAP
financial measuras is not available zt this ime, as management is unable to forecast special items or amounts that may be
reported as discentinued operations. The following is a reconciliation of ongoing segment EBIT to reported segment EBIT for 2004:

Reconciliation of Ongoing to Reported Segment EBIT -~ 2004

{In millians)
Special Hems
Gains
Gains (Losses) on  Impairment Enron/
Ongoing  (Lostes) on Sales of and Other  Early Contract  California Reported
Segment Sales of Eqpuity Related Termination  Seftlements, Segment
EBIT Assets Investments  Charges Charges net Tatal EBIT

Earnings Before Interest
and Taxes from
Continuing Operations
Duke Energy North America £(288) ${228)s 5 S 5201 Se  S247)  $(535)
Internationaf Energy 236 {2 1 (13w - - (14) 222

a Net of minority mterest benefit of 26 million
b Recorded in operation and rmantenance expense
t  Net of minority interest of S5 million
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EQARD OF DIRECTORS

(Left to right) Robert J. Brown, George Dean Johnson Jr., G. Alex Bernhardt Sr., A Max Lenacn, Paul M. Aaderson, Roger Agnelli, James T. Rhodes

BOARD MEMBERS

Roger Agnelli, 45, President and Chief Executive Officer,
Companhia Vale do Rio Doce {CVRD), Brazil. Compensation
Commiltee. Finance and Risk Management Committee.
Director since 2004. Agnelli feads CVRD, a global mining
company and the world's largest producer of iron are, For
several years he held various positions at Bradesco, a
Brazilian financial conglomerate. Agnell: joined Duke Energy’s
Board of Directors in Novermnber 2004,

Paul M. Anderson, 59, Chairman of the Board and Chief
Executive Officer, Duke Energy. Director since 2003,
Anderson rejoined Duke Energy in 2003, having served as its
first president and chief operating officer in 1997 and 1998,
and with Duke Energy predecessor companies since 1977.
He retired as managing director and chief executive officer
of Australia-based BHP Billiton Ltd. in 2002,

G. Alex Bernhardt Sr., 62, Chairman and Chief Executive
Officer, Bernhardt Furniture Co. Audit Cornmittee. Nuclear
Oversight Committee. Director since 1991, Besides |eading
the famiiy business in Lenoir, N.C., Bernhardt serves as a
director of Cities in Schools and Smar{ Start, and on the
Davidson College Board of Trustees,
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Robert J. Brown, 70, Chairman and Chief Executive Officer,
B&C Associates Inc. Audit Committee. Corporate Governznce
Committee. Director since 1994, Brown founded B&C
Associates Inc., a marketing research and public relations firm
in High Point, N.C. He serves on the Board of Trustees of the
National Urban League. Brown will retire from the Duke Energy
Board of Directars at the 2005 Annuai Meeting.

William T. Esrey, 65, Chairman Emeritus, Sprint Corp. Chair,
Audit Committee. Director since 1985. Esrey joined Sprint in
1580, and went on o serve as the company’s chief financial
officer, president, chief executive officer and chairman.

He also served as chairman of Japan Telecam from 2003

10 2004, '

Ann Maynard Gray, 59, Former President, Diversified
Publishing Group of ABC Inc. Lead Director. Chair, Corporate
Governance Committee, Compensation Committee. Finance
and Risk Management Committee. Nuclear Oversight
Committee. Director since 1994, At American Broadcasting
Companies Inc., Gray also held positions as treasurer and vice
president of planning. She currently serves as a frustee

for J.P. Morgan Funds.



(Left to nght) Leo E. Linback Jr., Ann Maynard Gray, Michael E.J. Phelps, William T. Esrey, James G. Martin, Denmis R. Hengrix

Dennis R. Hendrix, 65, Retired Chairman of the Board,
Panknergy Corp. Compensation Committee. Finance and
Risk Management Committee, Diractor since 2004. Hendrix
rejoined the Board of Directors in December 2004. He was
chairman of the board of PanEnergy Corp prior to the 1997
merger of Duke Power and PanEnergy.

George Dean Johnson Jr.,, 62, Owner, Johnson Development
Assaciates Inc. Finance and Risk Management Committee,
Director since 1986. Johnson was formerly chief executive
officer and director of Extended Stay America Inc. He served
in the S.C. House of Representatives and as a director of the
Federal Reserve Bark of Richmond. Johnson will retire from
the Duke Energy Board of Directors at the 2005 Annual Meeting.

A. Max Lennon, 54, President, Education and Research
Services. Audit Commiitee, Director since 1988, Lennon is a
former president of Clemson University and Mars Hill College.
He also served as president and chief executive officer of
Eastern Focds Inc.

Leo E. Linbeck Jr., 70, Senior Chairman, Linbeck Corp.
Compensation Commitiea. Finance and Risk Management
Commitiee. Director since 1986. Linbeck Corp. is a group
of four construction-related firms headquartered in Houston,
Texas. Linbeck is past chairman and director of the Federal
Reserve Bank of Dallas. He wili retire from the Duke Energy
Board of Directors at the 2005 Annual Meeting.
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James G. Martin, 69, Corporate Vice President, Carolinas
HealthCare System. Chair, Compensation Cemmitiee.
Corporate Governance Committee. Nuciear Oversight
Committee. Director since 1994, Martin was governor of the
state of North Carolina from 1885 to 1993, and previously
served as a U.S. congressman. He is chairman of the

Global TransPark Foundation Inc.

Michael E.J. Phelps, 57, Chairman, Dornoch Capital inc.
Chairman, Duke Energy Canadian Advisory Council. Chair,
Finance and Risk Management Committee. Corporate
Governance Committee. Director since 2002. Phelps is
former chairman of the board and chief executive officer of
Westcoast Energy Inc., acquired by Duke Energy in 2002.

James T. Rhodes, 63, Retired Chairman, President and
Chief Executive Officer, Institute of Nuclear Power Operations.
Chair, Nuclear Qversight Committee. Augit Committee.
Director since 2001. Rhodes was formerly president and
chief executive officer of Yirginia Power, He is a member of
the Advisory Councit of the Electric Power Research Institute.



EXECUTIVE MANAGEMENT

2004 Executive Committee (left to righth: A.R. Mullinax, Fred Fowler, Martha Wyrsch, Jim Mogg, Paul Andersan, Dawid Hauser, Jufie Dill, Rich Osborne

EXECUTIVE COMMITTEE

Duke Energy’s Executive Committee is
responsible for driving 2 strategy that
generates sharehoider value by providing a
stable platform for growth and continued
profitability. This group develops corporate
strategy, allocates capital, autlines enter-
prise goals, implements Board direction,
and in general leads the enterprise.

Paul M. Anderson, Chairman of the Board
and Chief Executive Officer. Anderson has
lead responsibitity for positioning Duke
Energy as a company that achieves superior
results, focusing the organization on its
vision and purpose, improving execution
and ensuring clear accountability. He chairs
the Executive Committee and the Expanded
Executive Committee.

Fred J. Fowler, President and Chief
Operating Officer. Fowler chairs Duke
Energy's Enterprise Performiarice
Committee, with responsibility for the
operational, commercial and financial results
of the company’s energyrelatad businesses.

David L. Hauser, Group Vice President
and Chief Financiai Officer. Hauser is
responsible for reasury, accounting, tax
and risk management. His duties include
certifying financial statemants and over-
seeing risk control policies and systems.

Jim W. Mogg, Group Vice President and
Chief Development Officer. Mogg oversees
strategy and corporate transactions, carpo-
rate and human resources develcpment,
mergers and acquisitions, diversity and the
compary's real estate affiliate.

A.R. Mullinax, Group Vice President
and Chiet Information Officer. Mullinax
lzads information technalogy and is
responsible for global sourcing and
logistics, corporate real estate services
and human resources Services.

Richard J. Oshorne, Group Vice
President, Public and Regulatary Policy.
Osborme has responsibility for Duke
Energy's public policy agenda and
relationships with regulators, legislators,
communities and other key stakeholders.

Martha B. Wyrsch. Wyrsch: served as .
group vice president, general counse and
secretary until March 1, 2005, when she
bacame president and chief executive
officer of Duke Energy Gas Transmission.

Julie A. Dill, Secretary to the Execulive
Committee and Vice President, Investor and
Shareholder Relations, Dill is responsible for
refationships and communication with the
nvestment cormmunity, and for monitoring
changes and trends in investment markets.
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EXPANDED EXECUTIVE COMMITTEE

The Expanded Executive Committee
includes the Executive Committee members
as well as the heads of the major business
units. This group 18 responsible for corpo-
rate policies and programs that reach
across the business units.

(Piclured on page 6)

William H. Easter W, Chairman, President
and Chiaf Execttive Officer, Duke Energy
Field Services. Easter leads the company's
natural gas gathering and processing and
natural gas liquids business.

Robert B. Evans, FPrasident and Chief
Executive Officer, Duke Energy Americas.
Evans is responsible for Duke Energy's
Morth Ametican and Latin American whole-
sale energy generation business.

Thomas C. O'Connor. O'Connor served
as president and chief executive officer

of Duke Energy Gas Transmission until
March 1, 2005. He will have responsibilities
for corporate strategy upon his completion
of Harvard University's Advanced
Management Program, and wik be joining
the Executive Cammittee later in 2005.

Ruth G. Shaw, President and Chiaf
Exacutive Officer, Duke Power Company.
Shaw oversees the electric utifity that
serves mare than 2 million customers in
North Carolina and South Carolina.



INVESTOR INFORMATION

Annual Meeting
The 2005 Annual Meeting of Duke
Energy Shareholders will be:
Date; Thursday, May 12, 2005
Time: 10 am.
Place: 0.J. Miller Auditorium,
Energy Center
526 South Church Street
Chariotte, NC 28202

Shareholder Services

Shareholders may call (800) 488-3853 ..

or {704) 382-3853 with guestions about
their stock accounts, legal transfer
requirements, address changes, replace-
ment dividend checks, replacement
of lost certificates or other services.
Additionally, registered users of
DUK-Online, cur online account
. management service, may access

their accounts through the Internet:
Send written raguests lo:

Investor Relations

Ditke Energy

P.0. Box 1005

Charlotte, NC 28201-1005 -~
For electronic correspondence, please
go o “Contact Investor Relations" at;
www, duke-energy.com/investors.

Stock Exchange Listing ‘
Duke Energy’s comman stock and cer-
tain issues of first and refunding mort- .
gage bonds, preferred securities and

senior notes are listed on the New York

Stock Exchange. The company's com-
mon stock trading symbol is DUK.,

Web Site Addresses
Corporate home page:
www.duke-energy.com

investor Relations:
www.duke-energy,com/investors

- Financial Fublteetions' S
- Duke Energy will furnish to any share-
" holder, without charge, printed copies -

InvestorDirect Choice Plan

The lnvestorDirect Choice Plan provides
a simple and convenient way 10 purchase
common stock directly through the
compary, without incurring brokerage
fees, Purchases may be made weekly'
Bank drafts for monthly purchases as
well as a safekeeplng option for deposit-
ing certificates into the plan, are.
available. The plan alsa provides for
full reinvestment, dife_ct depositor

- cash payment of dividends. Additionally,
‘pariicipants may register for DUK-Online.

of the 2004 S'Ummary Annual Report

and SEC Form 10, Those and other o

financial publications car also .

“he found on our Web sate at
. www.duke-energy.com/investors.

" Eleetrdnic Delivery

thh a shareholders cdnsent we can
stop mallmg paper cuples of tlnanmal
mformatlon and proxy statements. You

. can go to www.icsdelivery. com/duk to -
N enroll in electronic defivery. You will need
to provide your Socnal_‘ Security number

or Tax |.D. number, your e-mail address,

" and a PIN nurnber of your chmce for
_ e!ectromc votlng

Dt'lpticate‘Maili'ngs‘

i your shares are registered-'tn different

accounts, you may receive duplicate
mailings of annual reports; proxy
statements and other shareholder

- information. Call Investar 'Relations far

instructions on eliminating duplzcatmns

or combining: your accounts
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7 VDwndend Payment

. 78 consecutive years. Dividends on--
“cammon and preferred stock are” - .
- expected to be paid, subject to declarar ‘
_“tion by the Board of Directors, an March:
16, June 16 Sept 15 and Dec 16'

‘ 2005

" Bond Trustee ’ .
L you have questrons regardlng your:
~bond’ accnunt cali {8003 2752048 or
‘ "wrlte to: . :

Ve ﬁkeme yoUr opinio'ri c’n D'uke
. Energy's 2004 Annual Report Please visit _ ~
wwwdukeenergy com/mvesturs where you O

Duke Energy rs an equal opportunrty empbyer
. This report is publnshed solely to mform share .

or the solicitation of an affer, to buy or sell

* gecurities. This report was prmted m the USA
~ onrecycled paper

* Transfer Agent and Reglstrar o g

Duke Energy maintains sharehelder )

"records and acts as transfer agent and S
 registrar for the company’s cemmcm andj?_
: preferred stock issues. B :

Duke Energy has paid quarterly cash
dw:-:lends on its common stock fnr

.,JPMorgan Chase Bank R
© " Institutional Trust Seru:ces

PO, Box 2320

L Dallas, Tx75221 2320

. can view the nnllne Annual Repurt artd pI’UVIdE- o
feedback on both the print g online versnons o
O cnntact Investor Relahuns dlrediy B

holders and is not to be considered an effer e
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IS Encray.
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