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PART I 

DUKE ENERGY CORPORATION 

Notes To Unaud i ted Consol idated F inanc ia l S ta tements—(Cont inued) 

Components of Net Per iodic Pension Costs: Non-Qual i f ied Pension Costs—for the three months ended 

March 3 1 , 

2007 20061̂ 1 
(in millions) 

Service cost $2 $1 

Interest cost on projected benefit obligation 2 I 

Net periodic pension costs $4 $2 

la) These amounts exclude pre-tax non-qualified pension cost of approximately S2 million for the three months ended tvlarch 31, 2006 related to Spectra Energy, 
which is included in Income from Discontinued Operations, net of tax, in the Consolidated Statements of Operations. 

As noted above, Duke Energy adopted the change in measurement date transition requirements of SFAS No. J 58 effective January 

1, 2007 by remeasuring plan assets and benetit obligations as of that date. There were no changes in assumptions used in the remeasur­

ing of the non<iualified benefit obligation. There are no non-qualified plan assets. The following table shows the effect of the remeasure­

ment on the benetit obligation of the Duke Energy non-qualitied U.S. retirement plans: 

December 31, 2006 January 2, 20071̂ 1 Change 
(in millions) 

Projected Benefit Obligation $ 199 $ 167 $(32) 

Funded Status $(199) $(167) $32 

(a) Reflects the projected benefit obligafion subsequent to the measurement date change and spin-off of Spectra Energy. 

Duke Energy's policy is to fund amounts for its U.S. retirement plans on an actuarial basis to provide assets sufficient to meet bene­

tit payments to be paid to plan participants. Duke Energy did not make conti-ibutions to its U.S. retirement plans during the three months 

ended (vlarch 31, 2007. Duke Energy anticipates tiiat it will make total contributions of approximately $315 million to the U.S. retirement 

V_..' plan in 2007. 

Other Post -Ret i rement Benef i t Plans 

The following table shows the components of the net periodic post-retirement benetit costs for the Duke Energy U.S. other post-

retirement benefit plan. Net periodic benetit costs of Cinergy are included for the period from the date of acquisition (April 1, 2006) and 

thereafter. 

Components of Net Per iodic Post -Ret i rement Benef i t Costs—for the three months ended March 3 1 , 

20071 )̂ 2006!"! 

Service cost benefit 
Interest cost on accumulated post-retirement benefit obligation 
Expected return on plan assets 
Amortization of net transition liability 
Amortization of prior service cost 
Amortization of loss 

Net periodic post-retirement benetit costs $19 $13 

(a) Tftese amounts exclude approximately $2 million of regulatory asset amortization resulting from purchase accounting. 
(b) Ttiese amounts exclude pre-lax post-retirement benefit cost of approximately $5 million for the three months ended March 31, 2006 related to Spectra Energy, 

wliich is included in Income from Discontinued Operations, net of tax, in the Consolidated Statements of Operations. 

(In mi 

$ 3 

14 

(3) 
3 

1 

I 

lions) 

S 2 
9 
(3) 
3 

2 
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DUKE ENERGY CORPORATION 

Notes To Unaudi ted Consol idated Financial S ta tements—(Cont inued) 

As noted above. Duke Energy adopted the change in measurement date transition requirements of SFAS No. 158 effective January 

1, 2007 by remeasuring plan assets and benefit obligations as of that date. There were no changes in assumptions used in the remeasur­

ing of other post-retirement benefit plan assets or the accumulated other post-retirement benefit obligation. The following table shows the 

effect of the remeasurement on the plan assets and benefit obligation of the Duke Energy U.S. other post-retirement plans: 

December 31, 2005 January 2, 20071̂ 1 Change 

$1,264 
237 

(in millions) 
$983 

153 
S(281) 

(84) 
Accumulated other post-retirement benetit obligation 
Plan Assets at measurement date 

Funded Status $(1,027) $(830) $197 

(a) Rellects the accumulated other post retirement benefit obligation and plan assets subsequent to the measurement date change and spin-off of Spectra Energy. 

Duke Energy also sponsors employee savings plans that cover substantially all U.S. employees. Duke Energy expensed pre-tax 

employer matching contributions of approximately $21 million in both the three months ended March 31, 2007 and 2006. These 

amounts exclude pre-tax expenses of $3 million for the three months ended f^arch 31, 2006 related to Spectra Energy, which is included 

in Income from Discontinued Operations, net of tax, in the Consolidated Statements of Operations. 

9. Goodwil l and In tang ib le Assets 

The following table shows the components of goodwill at March 31, 2007. 

Balance 
December 31, 

2006 

(in 
$3,500 
3,523 

885 
267 

Other 
, millions) 

$ -
(3,523) 

2 
5 

Balance 
March 31, 

2007 

$3,500 

887 
272 

U.S. Franchised Electric and Gas 
Natural Gas Transmissionia' 
Commercial Power 
International Energy „ _ _ ^ 

Total consolidated $8,175 $(3,516) H659 

(a) As discussed in Note 1, on January 2, 2007, Duke Energy completed the spirvolf of its natural gas businesses, including the former t̂ alural Gas Transmission 
business segment. 

The carrying amount and accumulated amortization of intangible assets as of March 31, 2007 and December 31, 2006 are as fol­

lows: 

Emission allowances 
Gas, coal and power contracts 
Other 

Total gross carrying amount 

Accumulated amortization—gas, coal and power contracts 
Accumulated amortization—other 

Total accumulated amortization 

Total intangible assets, net 

Carrying values of emission allowances sold or consumed dunng the three months ended March 31, 2007 and 2006 were $95 million 

and $8 million, respectively. 

Amortization expense for intangible assets for the three months ended March 31, 2007 and 2006 was approximately $14 million 

and S2 million, respectively. 
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March 31, 
2007 

December 31, 
2006 

{in millions) 
$547 

295 
60 

902 

(56) 
(18) 

(74) 

$828 

$587 
322 
57 

966 

(56) 
(5) 

(61) 
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Notes To Unaudi ted Consol idated F inanc ia l S ta tements—(Cont inued) 

As of April 3, 2006, Duke Energy recorded an intangible liability in connection with the merger with Cinergy amounting to approx­

imately $113 million associated with the Market Based Standard Service Offer (MBSSO) in Ohio that will be recognized in earnings over 

the remaining regulatory period, which ends on December 31, 2008. During the three months ended March 31, 2007, Duke Energy 

amortized less than Si million to Income related to this intangible liability. The carrying amount of this intangible liability was approx­

imately $95 million at March 31, 2007. Duke Energy also recorded approximately $56 million of intangible liabilities associated with other 

power sale contracts in connection with the merger with Cinergy. The carrying amount of this intangible liability was approximately S35 

million at March 31, 2007. During the three months ended March 31, 2007, Duke Energy amortized approximately $4 million to income 

related to these power sale contracts. 

1 0 . Severance 

During the three months ended March 31, 2007, Duke Energy recorded approximately $2 million of severance charges under its 

ongoing severance plan. Future severance costs under this plan, if any, are currently not estimabfe. 

Severance Reserve 

Natural Gas Transmission'̂ ' 
Other 

Total'w 

Balance at Provision/ Cash Balance at 
January 1, 2007 Adjustments Reductions March 31, 2007 

$ 2 
_60 

$62 

(in millions) 
$(2) $ -
(2) (38) 

$(4) $(38) 

$ -
20 

S20 

(a) Liability was transferred as part of the spin-off of the natural gas businesses on January 2. 2007. 
lb) Substantially all remaining severance payments are expected to be applied to the reserves within one year from the date that the provision was recorded. 

1 1 . D iscont inued Operat ions and Assets Held for Sale 

Ttie following table summarizes the results classified as Income from Discontinued Operations, net of tax, in the Consolidated Statements of 

Operations. 

Discont inued Operat ions (in mi l l ions) 

Operating Income (Loss) Net Gain (Loss) on Dispositions 

Three IVlonths Ended 
M a r c h 3 1 , 2 0 0 7 

Commercial Power 
International Energy 
Other 

Total consolidated 

Three IVlonths Ended 
IVIarch 3 1 , 2 0 0 6 

Spectra Energy 
International Energy 
Other 

Total consolidated 

Operating 
Revenues 

$ " 

$ -

$1,475 
5 

465 

$1,945 

Pre-tax 
Operating 

Income 
(Loss) 

$ -
8 

(1) 

$ 7 

$428 
1 

(6) 

$423 

Income 
Tax 

Expense 

$ -
3 

$ 3 

$157 

$157 

Operatmg 
Income 
[LossJ, 

Net of Tax 

$ -
5 

(1) 

$ 4 

$271 
1 

(6) 

$266 

Pre-tax 
[Loss) 

Income on 
Dispositions 

$ (1) 

7 

$ 6 

$ -
(19) 

(156) 

$(175) 

Income Tax 
Expense 
(Benefit) 

$ -

2 

$ 2 

$ -
(7) 

(57) 

$(64) 

Gain (Loss) 
on 

Dispositions, 
Net of Tax 

$ (1) 

5 

$ 4 

$ -
(12) 
(99) 

$(111) 

Income from 
Discontinued 
Operations, 
Net of Tax 

$ (1) 
5 
4 

$ 8 

S271 
(11) 

(105) 

$155 
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March 31, 
2007 
$ 22 
30 
120 

$172 

S 21 
33 

$ 54 

December 31, 
2006 
$ 28 
19 
115 

$162 

$ 26 
18 

$ 44 
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DUKE ENERGY CORPORATION 

Notes To Unaud i ted Consol idated F inanc ia l S ta tements—[Cont inued ] 

The following table presents the carrying values of the major classes of assets and associated liabilities held for sale in tiie Con­

solidated Balance Sheets as of March 31, 2007 and December 31, 2006. Assets held for sale at both March 31, 2007 and 

December 31, 2005 primarily relate to Duke Energy Indiana, Inc.'s (Duke Energy Indiana) V\/abash River Power Station, as well as certain 

Duke Energy Ohio, Inc. (Duke Energy Ohio) trading contracts that were sold in 2006 that have yet to be novated. 

Summarized Balance Sheet Information for Assets and Associated Liabilities Held for Sale [in millions) 

Current assets 
Investments and other assets 
Property, plant and equipment, net 

Total assets held for sale 

Current liabilities 
Deferred credits and other liabilities 

Total liabilities associated with assets held for sale 

Three months ended fVlarch 3 1 , 2 0 0 7 

Spectra Energy. As discussed in Note 1, on January 2, 2007, Duke Energy completed the spin-off of Spectra Energy, which princi­

pally consists of Duke Energy's former Natural Gas Transmission business segment and Duke Energy's former 50% ownership interest in 

DCP Midstream, to Duke Energy shareholders. The results of operations of these businesses are presented as discontinued operations 

for the three months ended March 31, 2005 in the accompanying Consolidated Statements of Operations. Assets and liabilities of entitles 

included in the spin-off of Spectra Energy were transferred from Duke Energy on a historical cost basis on the date of the spin-off trans­

action. No gain or loss was recognized on the distribution of these operations to Duke Energy shareholders. Approximately $20.5 billion 

of assets, $14.9 billion of liabilities (which includes approximately $8.6 billion of debt) and $5.6 billion of common stockholders' equity 

(which includes approximately $1.0 billion of accumulated other comprehensive income) were distributed from Duke Energy as of the date 

of the spin-off. Duke Energy expects certain adiustments to be made in the second quarter of 2007 to the recorded amount of trans­

ferred assets and liabilities, primarily related to Ihe completion of certain actuarial determinations of employee benefit plans' assets and 

liabilities related to the spun off operations. 

Consolidated balance sheet amounts as of December 31, 2006 have not been retroactively adjusted to retiect amounts associated 

with the spun off operations. 

Income From Discontinued Operations, net of tax, for the three months ended March 31, 2006 includes interest expense of approx­

imately $140 million associated with the debt distributed in the spin-off of Spectra Energy. Additionally, tirst quarter 2006 Income From 

Discontinued Operations, net of tax, for Duke Energy's former Spectra Energy operations includes losses of approximately $24 million, 

previously classitied in Other, resulting from mark-to-market movements in discontinued hedges at DCP Midstream. 

Included in Income From Discontinued Operations, net of tax, for the three months ended March 31, 2007 are pre-tax amounts of 

approximately $9 million related to costs to achieve the Spectra Energy spin-off, primarily fees to outside service providers. These costs 

were insigniticant in tlie tirst quarter of 2006. 

Effective wilh the spinoff, Duke Energy and Spectra Energy entered into a Transition Services Agreement (TSA) whereby Duke 

Energy will provide certain support services to Spectra Energy for a period that is not anticipated lo extend beyond one year from the 

date of the spin-off. Amounts received by Duke Energy during tlie three months ended March 31, 2007 under this TSA were not sig­

nificant. Additionally, Duke Energy anticipates that there will be very limited commercial business activities between Duke Energy and 

Spectra Energy subsequent to the spin-off and Duke Energy does not anticipate significant continuing involvement in the transferred busi­

nesses. 

Additionally, effective with the spin-off, Duke Energy and Spectra Energy entered into various reinsurance and other related agree­

ments that allocated certain assets to Spectra Energy and DCP Midstream created under insurance coverage provided prior to the spin-off 

by Duke Energy's captive insurance subsidiary and third party reinsurance companies. Under these agreements. Spectra Energy's captive 

insurance subsidiary reinsured 100% of Duke Energy's retained risk under the insurance coverage provided prior to the spin-off. Consistent 
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DUKE ENERGY CORPORATION 

Notes To Unaudi ted Conso l ida ted Financial S ta tements—(Cont inued) 

with tiie terms of the reinsurance agreement entered into while all parlies were under the common control of Duke Energy, Duke Energy 

paid approximately $95 million in cash lo Spectra Energ/s captive insurance company, which was placed in a grantor trust to secure Spec­

tra Energy's obligation to Duke Energy under the Spectra Energy reinsurance agreements. This ti'ansfer is reflected in Cash Distributed to 

Spectra Energy within financing activities on the Consolidated Statements of Cash Flows. As of March 31, 2007, Duke Energy has a total 

liability to Specti'a Energy and DCP Midstream related to tiiese agreements of approximately $210 milfion, which is reflected in Other 

Deferred Credits and Olher Liabilities in tiie Consolidated Balance Sheets. This liability is offset by a corresponding receivable, of which 

approximately $95 million is due from Spectra Energ/s captive insurance subsidiary under the Spectra Energy reinsurance agreement and 

approximately $115 million is due from tiiird party reinsurance companies. These amounts are retiected in Other Investments and OUier 

Assets in the Consolidated Balance Sheets. In the event any of the reinsurance companies deny coverage for any of the claims covered 

under these agreements, Duke Energy is not obligated to pay Spectra Energy or DCP Midstream. Further, Duke Energy is providing no 

insurance coverage to Spectra Energy or DCP Midstream for events which 6ccur subsequent to the spin-off date. 

Also refer lo Notes 5, 7, 8, 15 and 16 for additional information related to the spin-off transaction. 

International Energy. In December 2006, Duke Energy engaged in discussions with a potential buyer of International Energ/s 

assets in Bolivia. Such discussions to sell the assets were subject to a binding agreement between the parties, which was tinalized in 

February 2007, and resulted in the sate of International Energ/s SOpercent ownership interest in two hydroelectric power plants near 

Cochabamba, Bolivia to Econergy International for approximately $20 million. Based upon the agreed upon selling price of the assets, in 

December 2006, Duke Energy recorded pre-tax impairment charges to reduce the carrying value of the assets to the estimated selling 

price pursuant to the aforementioned agreement. As a result of the sale, International Energy notonger has any assets in Bolivia and the 

results of operations for Bolivia have been reclassified to discontinued operations for all periods presented. 

Three months ended March 31 , 2006 

Spectra Energy. During the three months ended March 31, 2006, Duke Energ/s former Natural Gas Transmission business unit 

received shares of stock as consideration for settlement of a customer's transportation contract. The market value of the equity secu­

rities, determined by quoted market prices on the date of receipt, of approximately $23 million for the three months ended March 31, 

2006. Subsequent to receipt, these securities were accounted for under SFAS No. 115, "Accounting for Certain /nvestments in Debt and 

Equity Securities," as trading securities. During the three monttis ended March 31, 2006, these securities v̂ ere sold and an additional 

gain of approximately SI million was recognized for the three months ended March 31, 2006. 

International Energy. International Energy had a receivable from Norsk Hydro ASA that related to purchase price adjustments on 

the 2003 sale of Internationa! Energ/s European business. During the three months ended March 31, 2006, based on management's 

best estimate of recoverability, Internationa! Energy recorded an allowance of approximately $19 million ($12 million after-tax) against this 

receivable. This receivable was collected in July 2006. 

Other. During the third quarter of 2005, Duke Energ/s Board of Directors authorized and directed management to execute the sale 

or disposition of substantially all of DENA's remaining assets and contracts outside the Midwestern United States and certain contractual 

positions related to the Midwestern assets. As of the September 2005 exit announcement date, management anticipated that additional 

charges would be incurred related to the exit plan, including termination costs for gas transportation, storage, structured power and 

other contracts of approximately $600 million to $800 million. Approximately S625 million had been incurred from the announcement 

date through March 31, 2006, of which approximately $160 million was incurred during the three months ended March 31 2006. 

During 2006 and 2005, DENA entered into agreements to sell or terminate certain of its contract portfolio, including certain trans­

portation contracts. The total cash paid by Duke Energy under such contract sales or terminations during 2006 was approximately 

$155 milfion, excluding approximately $600 million of cash paid to Barclays Bank, PLC (Barclays), as discussed hereafter. These trans­

actions resulted in pre-lax losses on sale of approximately $160 million during the three month period ended March 31, 2006 and are 

included in the $625 million incurred from the announcement date through March 31. 2005. as discussed above. Included in this amount 

are the effects of DENA's November 2005 agreement to sell substantially all of its commodity contracts related to the Southeastern 

generation operations, which were substantially disposed of in 2004, certain commodity contracts related to DENA's Midwestern power 

generation facililies, and contracts related to DENA's energy marketing and management activities. Excluded from the contracts sold to 

Barclays are commodity contracts associated with the near-term value of DENA's West and Northeastern generation assets and wilh 

remaining gas transportation and structijred power contracts. Among other things, the agreement provided that effective upon execution 
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all economic benefits and burdens under the contracts were transferred to Barclays. Cash consideration paid to Barclays amounted lo 

approximately $600 million in January 2006. Additionally, in January 2005 Barclays provided DENA with cash equal to the net cash collat­

eral posted by DENA under the contracts of approximately $540 million. 

In the fourth quarter of 2006, the last remaining contract related to Duke Energy Merchants, LLC (DEM) expired, which completed 

Duke Energ/s exit from OEM's operations. Accordingly, results of operations for DEM for the three months ended March 31, 2006 have 

been reclassified to a component of Income From Discontinued Operations, net of tax, on the Consolidated Statements of Operations. 

12. Business Segments 

Duke Energy operates the following business units: U.S. Franchised Electric and Gas, Commercial Power, International Energy and 

Crescent. Duke Energy's chief operating decision maker regularly reviews tinancial information about each of these business units in 

deciding how to allocate resources and evaluate performance. All of the business units are considered reportable segments under 

SFAS No. 131, "Disclosures about Segments of an Enterprise and Related information." There is no aggregation within Duke Energ/s 

defined business segments. 

The remainder of Duke Energy's operations is presented as "Otiier". While it is not considered a business segment, Other primarily 

includes certain unallocated corporate costs, DukeNet Communications, LLC, Bison Insurance Company Limited (Bison). Duke Energ/s 

wholly-owned, captive insurance subsidiary, Duke Energy Trading and Marketing, LLC (DETM), 40% owned by ExxonMobil Corporation and 

60% owned by Duke Energy, and Duke Energ/s 50% interest in Duke/Fluor Daniel (D/FD). 

As discussed in Note 1, on January 2, 2007, Duke Energy completed the spin-off of its natural gas businesses to shareholders. The 

natural gas businesses spun off primarily consisted of Duke Energ/s Natural Gas Transmission business segment and Duke Energ/s 

50% ownership interest in DCP Midstream, which was part of the Field Services business segment The results of operations of the 

aforementioned business segments included in the spin-off are retiected as a component of Income From Discontinued Operations, net of 

tax in the Consolidated Statements of Operations for the periods prior to the spin-off, 

Duke Energ/s reportable segments offer different products and services and are managed separately as business units. Accounting 

policies for Duke Energ/s segments are the same as those described in the Notes to the Consolidated Financial Statements in Duke 

Energ/s Annual Report on Form 10-K for the year ended December 31, 2006. Management evaluates segment performance based on 

earnings before interest and taxes from continuing operations, after deducting minority interest expense related to those profits (EBIT). 

On a segment basis, EBIT excludes discontinued operations, represents all profits from continuing operations (both operating and 

non-operating) before deducting interest and taxes, and is net of the minority interest expense related to those profits. Cash, cash equiv­

alents and short-term investments are managed centrally by Duke Energy, so the associated realized and unrealized gains and losses 

from foreign currency transactions and interest and dividend income on those balances are excluded from the segments' EBIT. 

Transactions between reportable segments are accounted for on the same basis as unaffiliated revenues and expenses in the 

accompanying Consolidated Financial Statements. 
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Business Segment Datai^i 

Three Months Ended IVIarch 3 1 , 

U.S. Franchised Electric and Gas 

Commercial Power 

tnternationat Energy 

Crescent'*^' 

2007 

Unaffiliated 
Revenues 

$2,394 

429 

245 

— 
3.068 

19 

— 

Intersegment 
Revenues 

$ 5 

3 

— 
> ~̂~ 

8 

17 

(25) 

Segment EBIT/ 
Consolidated Income 

from Continuing 
Total Operations before 

Revenues Income Taxes 

(in millions) 

$2,399 $ 574 

432 (9) 

245 94 

- 2 

3,076 661 
36 f84) 

(25) -

Depreciation and 
Amortization 

$361 

49 

18 

— 
428 

13 

— 

Tolal reportable segments 

Olher 

Eliminations 

Interest expense 

Interest income and otheribi 
(164) 

41 

Total consolidated 

Three IVlonths Ended IVIarch 3 1 , 

U.S. Franchised Electric and Gas 
Commercial Power 
International Energy 
Crescent^ 

2006 

$3,087 $3,087 $454 $441 

SI.288 
12 

227 
71 

1.598 
22 
— 

$ 4 
4 

_ 
— 

8 
15 

(23) 

$1,292 
16 

227 
71 

1.606 
37 
(23) 

$359 
(26) 
86 
42 

461 
(54) 
_ 

$232 
14 
17 
„ 

263 
10 
_ 

Total reportable segments 

Other 

Eliminations 

Interest expense 

Interest income and otherit'i 
(103) 

7 

Total consolidated $1,620 $1,620 $311 $273 

(a) Segment results exclude results of enlilies classified as discontinued operations. 
(b) Other includes foreign currency transaction gains and losses. 
(c) In September 2006, an indirect wholly-owned subsidiary of Duke Energy contributed alt tfie membership interests in Crescent to a newly formed joint venture, 

causing Duke Energy to deconsolidate Crescent. As a result. Crescent segment data includes Crescent as a consolidated entity for periods prior to September 7, 
2006 and as an equity rnethod investment lor periods subsequent (o September 7, 2005. 

Segment assets in the fo l lowing table exclude all i n te r company assets . 

Segment Assets 

U.S. Franchised Electric and Gas 

Natural Gas Transmissioniai 

Field Services'^' 

Commercial Power 

International Energy 

Crescent 

Total reportable segments 

Other 

Reclassifications'^ 

Total consolidated assets 

(a) On January 2, 2007, Duke Energy completed the spin-off of the natural gas businesses, including Duke Energy's 50% ownership interest in DCP Midstream (see 
Note 1). 

(b) Represents reclassilication of federal tax balances in consolidation. 

March 31. 
2007 

December 31, 
2006 

(in millions) 
$34,233 

— 
_ 

6,711 
3,324 

176 

44,444 
3,734 

51 

$48,229 

$34,346 
19,002 

1,233 
6,826 
3,332 

180 

64,919 
3.810 

(29) 

$68,700 
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13 . Risk Managemen t Inst ruments 

The follov/ing table shows the carrying value of Duke Energy's derivative portfolio as of March 31, 2007, and December 31, 2006. 

Derivative Portfolio Carrying Value (in millions) 

March 31, December 31, 
2007 2006 

Hedging $(5) $13 
Trading — 2 
Undesignated _ 2 (32) 

Total . $(3) $07) 

Tlie amounts in the table above represent the combination of assets and (liabilities) for unrealized gains and losses on 

mark-to-market and hedging transactions on Duke Energ/s Consolidated Balance Sheets, excluding approximately $51 million of 

derivative assets and $51 million of derivative liabilities which are included in assets and liabilities held for sale at March 31, 2007. 

The $34 million increase in the undesignated derivative portfolio fair value is due primarily to settlement of mark-to-market losses 

from the former DENA business, the transfer of mark-to-market balances to Spectra Energy and unrealized mark-to-market gains on coal 

derivatives within Commercial Power. This was partially offset by unrealized mark-to-market losses within Commercial Power, primarily as 

a result of higher power prices. 

The $18 million decrease in the hedging portfolio fair value is due primarily to the transfer of certain designated hedges to Spectra 

Energy, 

Commodity Cash Flow Hedges. As of March 31, 2007, $27 million of the pre-tax unrealized net losses on derivative instruments 

related to commodity cash flow hedges were accumulated on the Consolidated Balance Sheet in Accumulated Other Comprehensive 

Income (Loss) (AOCI), and are expected to be recognized in earnings during the next 12 months as the hedged transactions occur. The 

corresponding values in AOCI will not materially change prior to its reclassification into earnings since most of the commodity cash flow 

hedges have been terminated. 

The ineffective portion of commodity cash tiow hedges resulted in the recognition of no gain or loss and a pre-tax loss of approximately 

$10 million in the three monUis ended March 31, 2007 and March 31, 2005, respectively. The amount recognized for transactions tiiat no 

longer qualified as cash flow hedges was not material for either the tiiree months ended March 31, 2007 or March 31, 2006. 

Commodity Fair Value Hedges. The ineffective portion of commodity fair value hedges resulted in the recognition of no gain or 

loss and a pre-tax gain of $7 million in the three months ended March 31, 2007 and March 31, 2006, respectively. 

Credit Risk. Included in Otiier Current Assets in the Consolidated Balance Sheets as of March 31, 2007 and December 31, 2006 are 

collateral assets of approximately $75 million and $92 million, respectively, which represents cash collateral posted by Duke Energy with tfiird 

parties. Included in Otiier Current Uabilities in the Consolidated Balance Sheets as of March 31, 2007 and December 31, 2006 are collateral 

liabilities of approximately $153 million and $239 million, respectively, which represents cash collateral posted by third parties to Duke Energy. 

The reduction in both collateral assets and collateral liabilities is primarily the result of balances transferred to Spectra Energy. 

14 . Regulatory Ma t te rs 

Regulatory Merger Approvals. As discussed in Note 1 and Note 2, on April 3, 2006, the merger betv/een Duke Energy and Cinergy was 

consummated to create a newly formed company, Duke Energy Holding Corp. (subsequently renamed Duke Energy Corporation). As a con­

dition to the merger approval, the Public Utilities Commission of Ohio (PUCO), the Kentucky Public Service Commission (KPSC), the Public 

Service Commission of South Carolina (PSCSC) and the North Carolina Utilities Commission (NCUC) required that certain merger related sav­

ings be shared with consumers in Ohio, Kentucky, South Carolina, and North Carolina, respectively. The commissions also required Duke 

Energy Holding Corp., Cinergy, Duke Energy Ohio, Duke Energy Kentucky, Inc. (Duke Energy Kentucky) and/or Duke Energy Carolinas to meet 

additional conditions. While the merger itself was not subject to approval by the Indiana Utility Regulatory Commission (IURC), the IURC 

approved certain affiliate agreements in connection with the merger subject to similar conditions. Key elements of these conditions include: 

•The PUCO required that Duke Energy Ohio provide (i)a rate reduction of approximately Si5 million for one year to facilitate eco­

nomic development in a time of increasing rates and market prices (ii) a reduction of approximately $21 million to its gas and elec-
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trie consumers in Ohio for one year, with both credits beginning January 1, 2006. As of March 31, 2007, Duke Energy Ohio had 

completed its merger related rate reductions and tiled a report with the PUCO to terminate the merger credit riders. Approximately 

$2 million of the rate reduction was passed through to customers during the three months ended March 31, 2007. 

• The KPSC required that Duke Energy Kentucky provide $8 million in rate reductions to its customers over tive years, ending when 

new rates are established in the next rate case after January 1, 2008. As of March 31, 2007, Duke Energy Kentucky had returned 

approximately $2 million to customers on this rate reduction. Of this amount, approximately $1 million of the rate reduction was 

passed through to customers during the three months ended March 31, 2007. 

• The PSCSC required that Duke Energy Carolinas provide a $40 million rate reduction for one year and a three-year extension to the 

Bulk Power Marketing protit sharing arrangement. As of March 31, 2007, approximately $33 million of the rate reduction had been 

passed through to customers since the ruling by the PSCSC. Of this,amount, approximately $9 million of the rate reduction was 

passed through to customers during the three months ended March 31, 2007. 

• The NCUC required that Duke Energy Carolinas provide (i) a rate reduction of approximately $118 million for its North Carolina 

customers through a credit rider to existing base rates for a one-year period following the close of the merger, and (ii) $12 million 

to support various low income, environmental, economic development and educationally beneticial programs, the cost of which was 

incurred in the second quarter of 2006. As of March 31, 2007, approximately $83 million of the rate reduction had been passed 

through lo customers since the ruling by the NCUC. Of this amount, approximately $29 million of the rate reduction was passed 

through to customers during the three months ended March 31, 2007. 

• In its order approving Duke Energ/s merger with Cinergy, the NCUC stated that the merger will result in a significant change in 

Duke Energ/s organizational structure which constitutes a compelling factor that warrants a general rate review. Therefore, as a 

condition of its merger approval and no later than June 1, 2007, Duke Energy Carolinas is required to file a general rate case or 

demonstrate that Duke Energy Carolinas' existing rates and charges should not be changed. This review will be consolidated with 

the proceeding that the NCUC is required to undertake in connection with the North Carolina clean air legislation to review Duke 

Energy Carolinas' environmental compliance costs. The NCUC specitically noted that it has made no determination that the rales 

currently being charged by Duke Energy Carolinas are, in fact, unjust or unreasonable. 

• The IURC required that Duke Energy Indiana provide a rate reduction of $40 million to its customers over a one year period and 

$5 million over a five year period for low-Income energy assistance and clean coal technology. In April 2006, Citizens Action Coalition of 

Indiana, Inc., an intervener in the merger proceeding, filed a Verified Petition for Rehearing and Reconsideration claiming that Duke 

Energy Indiana should be ordered lo provide an additional $5 million in rate reduction to customers to be consistent with the terms of the 

NCUC's order approving the merger, tn May 2006, the IURC denied the petition for rehearing and reconsideration. As of March 31, 

200 7, Duke Energy Indiana had returned approximately $39 million to customers on tiiis rate reduction. Of tiiis amount, approximately 

Si 2 million of the rate reduction was passed through to customers during ttie three monttis ended March 31, 2007. 

• The Federal Energy Regulatory Commission (FERC) approved the merger without conditions. 

Used Nuclear Fuel. Under provisions of the Nuclear Waste Policy Act of 1982, Duke Energy contracted with the Department of 

Energy (DOE) for the disposal of used nuclear fuel. The DOE failed to begin accepting used nuclear fuel on January 31, 1998, the date 

specified by (he Nuclear Waste Policy Act and in Duke Energy's contract with the DOE. fn 1998, Duke Energy fifed a cfaim with the U.S. 

Court of Federal Claims against the DOE related to the DOE's failure to accept commercial used nuclear fuel by the required date. Dam­

ages claimed in the lawsuit are based upon Duke Energ/s costs incurred as a result of the DOE's partial material breach of its contract, 

including the cost of securing additional used fuel storage capacity. The matter was stayed pending the result of ongoing settlement 

negotiations behveen Duke Energy and the DOE. Duke Energy will continue to safely manage its used nuclear fuel until the DOE accepts it. 

Payments made lo the DOE for expected future disposal costs are based on nuclear output and are included in the Consolidated State­

ments of Operations as Fuel Used in Electric Generation and Purchased Power. On March 6, 2007, Duke Energy Carolinas and the U.S. 

Department of Justice reached a settlement resolving Duke Energ/s used nuclear fuel litigation against the DOE. The agreement provides 

for an initial payment to Duke Energy of approximately $56 million for certain storage costs incurred through July 31, 2005, with addi­

tional amounts reimbursed annually for future storage costs. The settlement agreement resulted in a pre-tax earnings impact of approx­

imately S26 million, of which approximately $19 million and $7 million were recorded as an offset to Fuel Used in Electi-ic Generation and 

Purchased Power, and Operation, Maintenance and Other, respectively, in the Consolidated Statements of Operations, with the remaining 

impact reflected within the Inventory and Property, Plant and Equipment in the Consolidated Balance Sheets. 
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U.S. Franchised Electric and Gas. Rate Related Information. The NCUC, PSCSC, IURC and KPSC approve rates for retail electric 

and gas sales within their states. The PUCO approves rates and market prices for retail electric and gas sales within Ohio, The FERC 

approves rates for electric sales to wholesale cuslomers served under cost-based rates. 

NC Clean Air Act Compliance. In 2002, the state of North Carolina passed clean air legislation that freezes electric utility rates from 

June 20, 2002 to December 31, 2007 (rate freeze period), subject to certain conditions, in order for North Carolina electric utilities, 

including Duke Energy Carolinas, to significantly reduce emissions of sulfur dioxide (SO?) and nitrogen oxides (NO,) from coal-tired power 

plants in the state. The legislation allows electric utilities, including Duke Energy Carolinas, to accelerate ttie recovery of compliance costs 

by amortizing them over seven years (2003-2009). The legislation provides for significant flexibility in the amount of annual amortization 

recorded, allowing utilities to vary the amount amortized, within limits, although the legislation does require that a minimum of 70% of the 

originally estimated total cost of $1.5 billion be amortized within the rale freeze period (2002 to 2007). Duke Energy Carolinas' amor-
i 

tization expense related to this clean air legislation totals approximately $919 million from inception, with approximately $56 million and 

$62 million recorded during ttie three months ended March 31, 2007 and 2006, respectively. As of March 31, 2007, cumulative 

expenditures totaled approximately S955 million, with $127 million and $79 million incurred during the three months ended March 31, 

2007 and 2006, respectively, and are included within capital expenditures in Net Cash Used In Investing Activities on the Consolidated 

Statements of Cash Flows. In filings with the NCUC, Duke Energy Carolinas has estimated the costs to comply with the legislation as 

approximately $2.0 billion. Actual costs may be higher than the estimate based on changes in consti'uction costs and Duke Energy Caro­

linas' continuing analysis of its overall environmental compliance plan. As required by the legislation, the NCUC will consider the reason­

ableness of Duke Energy Carolinas' environmental compliance plan and the method for recovery of the remaining costs in a proceeding it 

initiated and consolidated with a review of Duke Energy Carolinas' base rates. Additionally, federal, state and environmental regulations, 

including, among other things, the Clean Air Interstate Rule (CAIR), and the Clean Air Mercury Rule (CAMR) could result in additional costs 

to reduce emissions from our coal-tired power plants. 

Duke Energy Ohio Electric Rate Filings. Duke Energy Ohio operates under a Rate Stabilization Plan (RSP), a Market Based Standard 

Service Offer (MBSSO) approved by the PUCO in November 2004. In March 2005, the Office of the Ohio Consumers' Council (OCC) 

appealed the PUCO's approval of the MBSSO lo the Supreme Court of Ohio and the court issued its decision in November 2006. It upheld 

the MBSSO in virtually every respect but remanded to the PUCO on two issues. The Court ordered the PUCO to support a certain portion 

of its order wilh reasoning and record evidence and to require Duke Energy Ohio to disclose certain confidential commercial agreements 

with other parties previously requested by the OCC. Duke Energy Ohio has complied with the disclosure order. Such confidential commer­

cial agreements are relatively common in the jurisdiction and the PUCO has not allowed production of such agreements in past cases in 

which the PUCO was presented with a settlement agreement on the basis that they are irrelevant. A hearing on remand has concluded 

and Duke Energy Ohio expects a Commission Order before the end of the year. 

On August 2, 2006, Duke Energy Ohio filed an application with the PUCO to amend its MBSSO through 2010. The proposal provides 

for continued electi-ic system reliability, a simplified market price structure and clear price signals for customers, while helping lo maintain 

a stable revenue stream for Duke Energy Ohio. The application is pending and Duke Energy Ohio cannot predict the outcome of this pro­

ceeding. 

Duke Energy Ohio's MBSSO includes a fuel clause recovery component which is audited annually by the PUCO, In April 2007, Duke 

Energy Ohio entered a settlement resolving all open issues identified in the 2006 audit with some, but not ail, of the parties. The PUCO 

set the settlement for the hearing, which has been completed. A PUCO decision is expected before the end of the year. Duke Energy and 

Duke Energy Ohio do not expect the agreement to have a material impact on their consolidated results of operations, cash tiows or finan­

cial position. 

In addition to the fuel clause recovery component, Duke Energy Ohio's MBSSO includes a reserve capacity component known as the 

System Reliability Tracker (SRT), and an Annually Adjusted Component (AAC) to recover changes in environmental, tax and homeland 

security costs. In April 2007, Duke Energy Ohio entered a Stipulation resolving all issues related to the 2006 SRT audit and application to 

amend the 2007 AAC market price. The Stipulation included some, but not all, of the parties. A hearing was held regarding the Stip­

ulation. Duke Energy Ohio expects a Commission decision before the end of the year. Duke Energy Ohio does not expect a signiticant 

change, if any to the MBSSO components but cannot predict the outcome of the cases. 

Duke Energy Kentucky Electric Rate Case. In May 2006, Duke Energy Kentucky filed an application for an increase in its base elec­

tric rates. The application, which sought an increase of approximately $67 million in revenue, or approximately 28 percent, to be effective 
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in January 2007, was tiled pursuant to the KPSC's 2003 Order approving the transfer of 1,100 MW of generating assets from Duke 

Energy Ohio to Duke Energy Kentucky. In the fourth quarter of 2006, the KPSC approved the settlement agreement resolving all the 

issues raised in the proceeding. Among other things, the settlement agreement provided for a $49 million increase in Duke Energy Ken­

tucky's base electric rates and reinstitution of the fuel cost recovery mechanism, which had been frozen since 2001. The settlement 

agreement also provided for Duke Energy Kentucky to obtain KPSC approval for a back-up power supply plan. !n January 2007, Duke 

Energy Kentucky tiled a back-up power supply plan with the KPSC. The plan provided for Duke Energy Kentucky to purchase back-up 

power through bilateral contracts for scheduled outages. Duke Energy Kentucky will recover these costs through base rates. The plan 

provided for Duke Energy Kentucky to purchase back-up power through the Midwest Independent System Operator, Inc. (Midwest ISO) 

energy markets for unscheduled outages. Duke Energy Kentucky will recover these costs through its fuel adjustment clause. The KPSC 

issued an order in March 2007 approving Duke Energy Kentijck/s back-up power supply plan. 

Duke Energy Kentucky Gas f?ate Cases. In 2002, the KPSC approved Duke Energy Kentuck/s gas base rate case which included, 

among other things, recovery of costs associated witii an accelerated gas main replacement program. The approval authorized a track­

ing mechanism to recover certain costs including depreciation and a rate of return on the program's capital expenditures. The Kentucky 

Attorney General appealed lo the Franklin Circuit Court ttie KPSC's approval of the tracking mechanism as well as the KPSC's subsequent 

approval of annual rate adjustments under this tracking mechanism. In 2005, both Duke Energy Kentucky and the KPSC requested that 

the court dismiss these cases. At the present time, Duke Energy and Duke Energy Kentucky cannot predict the timing or outcome of this 

litigation. 

In February 2005, Duke Energy Kentucky filed a gas base rate case wilh the KPSC requesting approval to continue the tracking 

mechanism and for a $14 million annual increase in base rates. A portion of ttie increase is attributable to recovery of the current cost of 

the accelerated main replacement program in base rates. In December 2005, the KPSC approved an annual rate increase of $8 million 

and re-approved the tracking mechanism through 2011, In February 2006, the Kentucky Attorney General appealed the KPSC's order to 

the Franklin Circuit Court, claiming that ttie order improperly allows Duke Energy Kentucky to increase its rates for gas main replacement 

costs in between general rate cases, and also claiming that the order improperly allows Duke Energy Kentucky to earn a return on 

^- " • Investment for the costs recovered under the tracking mechanism which permits Duke Energy Kentucky to recover its gas main replace­

ment costs. At this time, Duke Energy and Duke Energy KentiJCky cannot predict the outcome of this litigation. 

Bulk Power Marketing (6PM) Profit Sharing. The NCUC approved Duke Energy Carolinas' proposal in June 2004 to share an amount 

equal to tifty percent of the North Carolina retail allocation of the profits from certain wholesale sales of bulk power from Duke Energy 

Carolinas' generating units at market based rates (BPM Profits). Duke Energy Carolinas also informed the NCUC that it would no longer 

include BPM Profits in calculating its North Carolina retail jurisdictional rate of return for its quarteriy reports to the NCUC. As approved by 

the NCUC, the sharing arrangement provides for fifty percent of the North Carolina allocation of BPM Profits to be distributed through 

various assistance programs, up to a maximum of $5 million per year. Any amounts exceeding the maximum are used to reduce rates for 

industi'fal customers in North Carolina. 

Energy Efficiency. In May 2007, Duke Energy Carolinas tiled an energy efficiency plan wilh the NCUC that recognizes energy effi­

ciency as a reliable, valuable resource, that is, a "fifth fuel," ttiat should be part of the portfolio available to meet customers' growing need 

for electricity along wilh coal, nuclear, natural gas, or renewable energy. The plan will compensate Duke Energy Carolinas for verified 

reductions in energy use and be available to all customer groups. The plan contains proposals for several different energy efficiency 

programs, and links energy savings to retiring older coal plants. Customers would pay for energy efficiency programs with an energy effi­

ciency rider that will be included in their power bill and adiusted annually. As implementation of the plan is subject to approval of the 

NCUC, at this time Duke Energy is not able to estimate the impact this plan might have on its consolidated results of operations, cash 

flows, or tinancial position. 

Other. U.S. Franchised Electric and Gas is engaged in planning efforts to meet projected load grov/th in its service territory. Long-

term projections indicate a need for significant capacity additions, which may include new nuclear, integrated gasification combined cycle 

(IGCC), coal facilities or gas-fired generation units. Because of the long lead times required to develop such assets, U.S. Franchised Elec­

tric and Gas is taking steps now lo ensure those options are available. In March 2006, Duke Energy Carolinas announced that it has 

entered into an agreement with Southern Company to evaluate potential construction of a new nucfear pfant at a site jointly owned In 

Cherokee County, South Carolina. In May 2007, Duke Energy announced its intent to purchase Soutiiern Compan/s 500-megawatt inter­

est in the proposed William States Lee III nuclear power project, making the plant's total output available to electric cuslomers in the Caro­

linas. With selection of the Cherokee County site, Duke Energy Carolinas is moving forward with previously announced plans to develop an 
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application to the U.S. Nuclear Regulatory Commission (NRC) for a combined construction and operating license (COL) for two Westing-

house APIOOO (advanced passive) reactors. Each reactor is capable of producing approximately 1,117 MW. The COL application sub­

mittal to the NRC is anticipated in late 2007. Submitting the COL application does not commit Duke Energy Carollnas to build nuclear 

units. On September 20, 2006, Duke Energy Carolinas filed an application with the NCUC for assurance that pursuit of the proposed 

nuclear plant (ttie William States Lee III Nuclear Station) is prudent and that Duke Energy Carolinas will be allowed to recover prudentiy 

incurred expenses related to its development and evaluation of the proposed William States Lee 111 Nuclear Station. Specifically. Duke 

Energy Carolinas requested an NCUC order (1) finding that work performed by Duke Energy Carolinas to ensure the availability of nuclear 

generation by 2016 for its customers is prudent and consistent with the promotion of adequate, reliable, and economical utilily service to 

the citizens of North Carolina and the polices expressed in North Carolina Genera! Statute 62-2, and (2) providing expressly that Duke 

Energy Carolinas may recover in rates, in a timely fashion, the North Carolina allocable portion of its share of costs prudently incurred to 

evaluate and develop a new nuclear generation facility through December i l , 2007, whether or not a new nuclear facility is constructed. 

On March 20, 2007, the NCUC issued an Order which gave its "general assurance" and held that il is appropriate for Duke Energy Caro­

linas to conduct the development work to preserve the nuclear option for its customers, and that Duke Energy Carolinas may recover its 

North Carolina allocable portion of such development costs (even if the Lee Nuclear Station is not constructed) if they are found to be 

prudent and reasonable in a future general rate case proceeding. The Public Staff of the NCUC, which represents consumer interests. 

filed a motion for clarification/reconsideration with the NCUC on April 19, 2007. The NCUC issued an order allowing comments on the 

Public Staff motion by May 11, 2007, and reply comments by May 25, 2007 

On June 2, 2006, Duke Energy Carolinas also filed an application with the NCUC for a Certificate of Public Convenience and Necessity 

(CPCN) to construct two 800 MW state of the art coal generation units at its existing Cliffside Steam Station in North Carolina. The NCUC 

held public hearings in August 2006, and an evidentiary hearing in Raleigh, North Carolina concluded on September 14, 2006. Post-hearing 

briefs and proposed orders were filed on October 13, 2006. After the evidentiary hearing, Duke Energy Carolinas received competitive 

proposals for two major scopes of equipment for the Cliffside Project which suggest that the capital costs for these major components are 

increasing significantly due to various market pressures that will likely impact utility generation construction projects across the United 

Stales. In October 2006, Duke Energy made a filing with the NCUC related to the Duke Energy Carolinas' request for a CPCN for the Cliff­

side project. In this filing, Duke Energy stated that due to the rising costs described above, the cost of building the Cliffside units could be 

approximately $3 billion, excluding allowance for funds used during construction (AFUDC). The costs described above are expected to con­

tinue to increase causing the overall cost of the Cliffside project to increase, until such time as ttie NCUC issues a CPCN and Duke Energy 

is able to enter into definitive agreements with necessary material and service providers. The NCUC issued orders requiring additional pub­

lic and evidentiary hearings. From January 17, 2007 to January 19, 2007 the NCUC held an evidentiary hearing to consider evidence lim­

ited to Duke Energy Carolinas updated cost information for the project. On February 28, 2007, the NCUC issued a notice of decision 

approving the construction of one unit al the Cliffside Steam Station. On March 21, 2007, the NCUC issued its Order, which explained the 

basis for its decision to approve construction of one unit, wilh an approved cost estimate of $1.93 billion (including AFUDC), and certain 

conditions including providing for updates on construction cost estimates, A group'of intervenors filed a motion for reconsideration with the 

NCUC on April 20, 2007, and the NCUC issued an Order requesting any responses to the motion by May 2, 2007. 

Duke Energy will determine whether to proceed with the Cliffside project or consider other alternatives, including additional gas-fired 

generation, upon receipt of final cost estimates and the terms of a final air permit. The North Carolina Department of Environment and 

Natural Resources issued a draft air permit for the approved Cliffside unit on April 18, 2007, and has scheduled a public hearing on the 

air permit for May 31, 2007. 

The South Carolina General Assembly passed new energy legislation in its 2007-2008 session. Key elements of the legislation include 

expansion of the annual fuel clause mechanism to include recovery of costs of reagents (ammonia, limestone, etc.) that are consumed in 

the operation of Duke Energy Carolinas' SO2 and NÔ  control technologies and the cost of emission allowances used to meet environmental 

requirements. The cost of reagents for Duke Energy Carollnas in 2007 is expected to be approximately $20 million. Witii tiie enactment of 

this legislation, Duke Energy Carolinas will be allowed to recover the South Carolina portion of these costs through the fuel clause. The 

legislation also includes provisions to provide cost recovery assurance for upfront development costs associated wltii nuclear base-load 

generalion, cost recovery assurance for construction costs associated with nuclear or coal base-load generalion, and the ability to recover 

financing costs for new nuclear base-load generation In rates during construction. Similar legislation is being discussed in North Carolina 

and may be introduced in the 2007 legislative session. At this time, Duke Energy Carollnas cannot determine which elements of the legis­

lation being discussed in North Carolina will be passed into law or the potential financial impact of those legislative initiatives. 
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In August 2005, Duke Energy Indiana tiled an application with the IURC for approval of study and preconstruction costs related to the 

joint development of an IGCC proiect with Southern Indiana Gas and Electric Company d/b/a Vectren Energy Delivery of Indiana, Inc. 

(Vectren). Duke Energy Indiana and Vectren reached a Settlement Agreement with the Indiana Office of Utilily Consumer Counselor (OUCC) 

providing for the recovery of such costs if the IGCC project is approved and constructed and for the partial recovery of such costs if the 

IGCC project does not go forward. The IURC issued an order on July 26, 2006 approving the Seti:!ement Agreement in Its entirety. 

On September 7, 2006, Duke Energy Indiana and Vectren filed a joint petition with the IURC seeking CPCN's for the construction of a 

630 MW IGCC power plant at Duke Energy Indiana's Edwardsport Generating Station in Knox County, Indiana. The petition describes tiie 

applicants' need for additional base-load generating capacity and requests timely recovery of all construction and operating costs related 

to the proposed generating station, including tinancing costs, together with certain incentive ratemaking treatment. Duke Energy Indiana 

and Vectren filed tiieir cases in chief with the IURC on October 24, 2006. As with Duke Energy Carolinas' Cliffside project, Duke Energy 

Indiana's estimated costs for the potential IGCC project have also increased. Duke Energy Indiana's publicly filed testimony witii the IURC 

indicates that industry (EPRI) total capital requirement estimates for a facility of this type and size are now in the range of $1.6 billion to 

$2.1 billion (including escalation to 2011 and owners' specific site costs). On February 16, 2007, Duke Energy Indiana filed a request for 

deferral and subsequent cost recovery of the costs expected to be incurred prior to the anticipated date of an order by the IURC regard­

ing Duke Energy Indiana's request for a CPCN for the construction of the Edwardsport Generating Station. These costs relate to the con­

tinued investigation, analysis and development of the IGCC project, and must be incurred, to assure the project can achieve a targeted 

in-service date of 2011. In April 2007, Duke Energy Indiana and Vectren filed a Front End Engineering and Design (FEED) Study Report 

which included an updated estimated cost for the IGCC project of approximately $2 billion (including AFUDC). Both the CPCN case and the 

interim cost recovery case are scheduled for an evidentiary hearing in June 2007. 

Duke Energy Indiana recovers its actual fuel costs quarterly through a rate adjustment mechanism. In two recent fuel clause proceed­

ings, certain industrial customers and the Citizens Action Coalition of Indiana, Inc. have intervened and sub-dockets have been estabfished 

to address issues raised by the OUCC and the intervenors concerning the allocation of fuel costs between native load customers and 

non-native load sales, the reasonableness of various Midwest ISO costs for which Duke Energy Indiana has sought recovery and Duke 

Energy Indiana's recovery of costs associated with certain power hedging activities. Duke Energy Indiana is defending its practices, Its 

costs, and the allocation of such costs. A hearing was conducted in one of these proceedings on September 20, 2006. A decision is 

expected in the second quarter of 2007. An evidentiary hearing in the second proceeding is set to begin in June 2007. The IURC has 

authorized Duke Energy Indiana to collect through rates the costs which it sought recovery in the two sub-docket proceedings, subject to 

refund pending the outcome of these proceedings. Duke Energy cannot predict the outcome of these proceedings but does not expect 

the outcome to be material to its consolidated results of operations, cash fiows or tinancial position. 

In April 2005, the PUCO issued an order opening a statewide investigation into riser leaks in gas pipeline systems throughout Ohio. 

The investigation followed four explosions since 2000 caused by gas riser leaks, including an April 2000 explosion in Duke Energy Ohio's 

service area, fn November 2006, the PUCO Staff refeased the expert report, which concluded that certain types of risers are prone to 

leaks under various conditions, including over-tightening during initial installation. The PUCO Staff recommended tiiat natural gas compa­

nies continue to monitor the situation and study the cause of any further riser leaks to determine whether further remedial action is war­

ranted. Duke Energy Ohio has approximately 87,000 of these risers on its distribution system. If the PUCO orders natural gas companies 

to replace all of these risers, Duke Energy Ohio estimates a replacement cost of $35 million. At this time, Duke Energy Ohio cannot pre­

dict the outcome or the impact of the statewide Ohio Investigation. 

FERC To Issue Electric Reliability Standards. Consistent wilh reliability provisions of the Energy Policy Act of 2005, on July 20, 2006, 

FERC issued its Final Rule certifying the North American Electric Reliability Council (NERC) as the Electric Reliability Organization. NERC 

has filed over 100 proposed reliability standards with FERC. On March 16, 2007, FERC issued a final rule establishing mandatory, 

enforceable reliability standards for the nation's bulk power system. In the final rule, FERC approved 83 of the 107 mandatory reliability 

standards submitted by Ihe NERC. FERC will consider the remaining 24 proposed standards for approval once the necessary criteria and 

procedures are submitted. In the interim, compliance with these'24 standards is expected to continue on a voluntary basis as good utility 

practice. Duke Energy does not believe that the issuance of these standards will have a material impact on its consolidated results of 

operations, cash flows, or financial position. 
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15 . Commi tmen ts and Cont ingenc ies 

Environmental 

Duke Energy is subject to international, federal, state and local regulations regarding air and water quality, hazardous and solid waste 

disposal and otiier environmental matters. These regulations can be changed from time to time, imposing new obligations on Duke Energy. 

Remediation activities. Like others in the energy industry, Duke Energy and its affiliates are responsible for environmental 

remediation at various contaminated sites. These include some properties that are part of ongoing Duke Energy operations, sites for­

merly owned or used by Duke Energy entities, and sites owned by third parties. Remediation typically involves management of con­

taminated soils and may involve groundwater remediation. Managed in conjunction with relevant federal, state and local agencies, 

activities vary with site conditions and locations, remedial requirements, complexity and sharing of responsibility. If remediation activities 

involve statutory joint and several liability provisions, strict liability, or costVecovery or contribution actions, Duke Energy or its affiliates 

could potentially be held responsible for contamination caused by other parties. In some instances, Duke Energy may share liability asso­

ciated with contamination with other potentially responsible parties, and may also benefit from insurance policies or contractual 

indemnities that cover some or all cleanup costs. Al! of these sites generally are managed in the normal course of business or affiliate 

operations. Management believes that completion or resolution of these matters will have no material adverse effect on Duke Energy's 

consolidated results of operations, cash fiows or tinancial position. 

Clean Water Act. The U.S. Environmental Protection Agenc/s (EPA's) final Clean Water Act Section 316(b) rule became effective 

July 9, 2004. The rule established aquatic protection requirements for existing facilities that withdraw 50 million gallons or more of water 

per day from rivers, streams, lakes, reservoirs, estuaries, oceans, or other U.S. waters for cooling purposes. Fourteen of the 23 coal and 

nuclear-fueled generating facilities in which Duke Energy is either a v/hole or partial owner are affected sources under that rule. On Jan­

uary 25, 2007, the U.S, Court of Appeals for the Second Circuit issued its opinion in Riverkeeper, Inc. v. EPA. Nos. 04-6692-ag(L) el. al. 

{2d Cir. 2007) remanding most aspects of EPA's rule back to the agency. The court eti'ectively disallowed those portions of the rule most 

favorable to industry, and the decision creates a great deal of uncertainty regarding future requirements and their timing, Duke Energy is 

still unable to estimate costs to comply with the EPA's rule, it is expected that costs will increase as a result of the court's decision. The 

magnitude of any such increase cannot be estimated at this time. 

Clean Air Mercury Rule (CAMR) and Clean Air Interstate Rule (CAIRI The EPA finalized its CAMR and CAIR in May 2005. The CAMR 

limits total annual mercury emissions from coal-fired power plants across the United States through a two-phased cap-and-trade program. 

Phase 1 begins in 2010 and Phase 2 begins in 2018. The CAIR limits total annual and summertime nitrogen oxides (NO,) emissions and 

annual sulfur dioxide (SO?) emissions from electric generating facilities across the Eastern United States through a two-phased 

cap-and-trade program. Phase 1 begins in 2009 for NOx and in 2010 for SO a- Phase 2 begins m 2015 for both NO, and SO?. 

The emission controls Duke Energy is installing to comply wilh North Carolina clean air legislation will contribute significantly to ach­

ieving compliance witti CAMR and CAIR requirements (see Note 14). In addition, Duke Energy currently estimates that it will spend approx­

imately $717 million between 2007 and 2011 to comply with Phase 1 of CAMR and CAIR at its Midwest electric operations. Duke Energy 

currently estimates its CAIR Phase 2 compliance costs at approximately $150 million for Duke Energy Carolinas' elecUic operations over 

the period 2010-2016. Duke Energy estimates its CAIR/CAMR Phase 2 compliance costs at approximately $450 million for its Midwest 

electric operations over the period 2007-2016. Duke Energy is currently unable to estimate the cost of complying with Phase 2 of CAMR 

beyond 2016. The IURC issued an order In 2006 granting Duke Energy Indiana approximately SI .07 billion in rate recovery to cover its 

estimated Phase 1 of CAIR/CAMR compliance costs in Indiana. Duke Energy Ohio receives partial recovery of depreciation and financing 

costs related to environmental compliance projects for 2005-2008 through its rate stabilization plan (see Note 14). 

Coal Combustion Product (CCP) Management Duke Energy currently estimates that il will spend between $184 million and 

$224 million over the period 2007-2012 to install synthetic caps and liners at existing and new CCP landfills and to convert CCP handling 

systems from wet to dry systems. 

Extended Environmental Activities, Accruals. Included in Otiier Current Liabilities and Other Deferred Credits and Other Liabilities on 

the Consolidated Balance Sheets were total accruals related to extended environmental-related activities of approximately $50 million and 

$73 million as of March 31, 2007 and December 31, 2006, respectively. These accruals represent Duke Energ/s provisions for costs 

associated wilh remediation activities at some of its current and former sites, as well as other relevant environmental contingent liabilities. 

Management believes that completion or resolution of these matters will have no material adverse effect on Duke Energ/s consolidated 

results of operations, cash flows or financial position. 
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Litigation 

In connection with the spin-off of the natural gas businesses on January 2, 2007, certain litigation matters that had previously 

involved Duke Energy were transferred to Spectra Energy. Duke Energy does not have any future exposure or obligations related to such 

matters, and accordingly, such matters are not discussed below. 

New Source Review (NSRl In 1999-2000, the U.S. Justice Department, acting on behalf of the EPA, tiled a number of complaints 

and notices of violation against multiple utilities across tiie country for alleged violations of the NSR provisions of the Clean Air Act (CAA). 

Generally, the government alleged that projects performed at various coaf-fired units were major modifications, as defined in the CAA, and 

tiiat the utilities violated the CAA when they undertook those projects without obtaining permits and installing emission controls for SO2, 

NOx arid particulate matter. The complaints seek (1) injunctive relief to require installation of pollution control technology on various alleg­

edly violating generating units, and (2) unspecified civil penalties In amounts of up to $27,500 per day for each violation. A number of 

Duke Energ/s owned and operated plants have been subject to these allegations and lawsuits. Duke Energy asserts that ttiere were no 

CAA violations because the applicable regulations do not require permitting in cases where the projects undertaken are "routine" or 

otherwise do not result in a net increase in emissions. 

In 2000, the government brought a lawsuit against Duke Energy in the U.S. District Court in Greensboro, North Carolina. The EPA 

claims that 29 projects performed at 25 of Duke Energ/s coal-tired units in the Carolinas violate these NSR provisions. In August 2003, the 

trial court issued a summary judgment opinion adopting Duke Energ/s legal positions, and on Aprif 15, 2(304, tiie court entered Final 

Judgment in favor of Duke Energy. The government appealed the case to the U.S. Fourth Circuit Court of Appeals. On June 15, 2005, the 

Fourth Circuit ruled In favor of Duke Energy and effectively adopted Duke Energ/s view that permitting of projects is not required unless the 

work performed causes a net increase in the hourly rate of emissions. The Fourth Circuit did not reach the question of "routine". Environ­

mental intervenors in the case sought a writ of certiorari to the U.S. Supreme Court, which was granted. On April 2, 2007, the Supreme 

Court reversed tiie lower courts. The Supreme Court rejected the lower courts' rulings that required an increase in the houdy emission rale 

before finding an annual emission increase. The Supreme Court's decision results in the case returning to the District Court for a trial on the 

merits. EPA must still prove an emissions increase and must show ttiat Duke Energ/s projects were not routine when compared to other 

proiects in the utilily industry. The case has yet to be transferred back to the District Court and no trial date has been sel. 

In November 1999, the United States brought a lawsuit in the United States Federal District Court for the Southern District of Indiana 

against Cinergy, Duke Energy Ohio, and Duke Energy Indiana alleging various violations of the CAA for various projects at six of Duke 

Energy owned and co-owned generating stations in the Midwest. Additionally, the suit claims that Duke Energy violated an Administrative 

Consent Order entered Into in 1998 between the EPA and Cinergy relating to alleged violations of Ohio's State Implementation Plan (SIP) 

provisions governing particulate matter at Unit 1 at Duke Energy Ohio's W.C. Beckjord Station. In addition, three northeast states and two 

environmental groups have intervened in the case. In August 2005, the district court issued a ruling regarding the emissions test that it 

will apply to Cinergy, Duke Energy Ohio, and Duke Energy Indiana at the trial of the case. Contrary to Cinergy's, Duke Energy Ohio's, and 

Duke Energy Indiana's argument (and the decision of the disti-ict court in the Duke Energy Carolinas' NSR case described above), the dis­

trict court ruled that in determining whether a project was projected to increase annual emissions, it would not hold hours of operation 

constant. However, the district court subsequently certified the matter for interiocutory appeal to the Seventh Circuit Court of Appeals. In 

August 2006, the Seventh Circuit upheld the district courf s opinion. In light of the Supreme Court's recent ruiing in Env/ronmenfaf 

Defense, et al v. Duke Energy, et al finding that the Fourth Circuit was incorrect in upholding an houdy emissions increase test, the 

Supreme Court denied Cinerg/s petition for a writ of certiorari. The case will return to the district court for trial 

In March 2000, the United States also filed in the United States District Court for the Southern District of Ohio an amended complaint 

in a separate lawsuit alleging violations of the CAA regarding various generating stations, including a generating station operated by 

Coltymbus Southern Power Company (CSP) and jointly-owned by CSP, The Dayton Power and Light Company (DP&L), and Duke Energy 

Ohio. This suit is being defended by CSP (the CSP case). In April 2001, the United States District Court for the Southern District of Ohio in 

that case ruled that the Government and the intervening plaintiff environmental groups cannot seek monetary damages for alleged viola­

tions that occurred prior to November 3, 1994; however, they are entitied to seek injunctive relief for sucfi alleged violations. Neither 

party appealed that decision. This matter was heard in trial in July 2005 and a decision is pending. 

In addition, Cinergy and Duke Energy Ohio have been informed by DP&L that in June 2000, the EPA issued a Notice of Violation 

(NOV) to DP&L for alleged violations of CAA requirements at a station operated by DP&L and jointly-owned by DP&L, CSP, and Duke 

Energy Ohio. The NOV indicated the EPA may (1) issue an order requiring compliance with the requirements of the Ohio SIP, or (2) bring a 
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civil action seeking injunctive relief and civil penalties of up to $27,500 per day for each violation. In September 2004, Marilyn Wall and 

the Sierra Club brought a lawsuit against Duke Energy Ohio, DP&L and CSP for alleged violations of the CAA at this same generating sta­

tion. This case is currently in discovery in front of the same judge who has the CSP case. 

It is not possible to predict with certainty whether Duke Energy will incur any liability or to estimate the damages, if any, that Duke 

Energy might incur in connection wilh these matters. 

Carbon Dioxide Litigation. In July 2004, the states of Connecticut, New York, California, Iowa, New Jersey, Rhode Island, Vermont, 

Wisconsin, and the City of New York brought a lawsuit in the United States District Court for the Southern District of New York against 

Cinergy, American Electric Power Company, Inc., American Electric Power Service Corporation, The Southern Company, Tennessee Valley 

Authority, and Xcel Energy Inc. A similar lawsuit was filed in the United Slates District Court for the Southern District of New York against 

the same companies by Open Space Institute, Inc., Open Space Conservancy, Inc., and The Audubon Society of New Hampshire. These 

lawsuits allege that the defendants' emissions of carbon dioxide (CO?) from the combustion of fossil fuels at electric generating facilities 

contribute to global warming and amount lo a public nuisance. The complaints also allege that Ihe defendants could generate the same 

amount of electricity while emitting significantly less CO .̂ The plaintiffs are seeking an injunction requiring each defendant to cap its CO? 

emissions and then reduce them by a specified percentage each year for at least a decade. In September 2005, the district court 

granted the defendants' motion to dismiss the lawsuit. The plaintiffs have appealed this ruling to the Second Circuit Court of Appeals. Oral 

argument was held before the Second Circuit Court of Appeals on June 7, 2006. 

It is not possible to predict with certainty whether Duke Energy will incur any liability or to estimate the damages, jf any, that Duke 

Energy might incur in connection with tiiis matter. 

Hurricane Katrina lawsuit In April 2006, Duke Energy and Cinergy were named in the third amended complaint of a purported class 

action lawsuit filed in the United States District Court for the Soutiiern District of Mississippi. Plaintiffs claim that Duke Energy and Cin­

ergy, along with numerous other utilities, oil companies, coal companies and chemical companies, are liable for damages relating to 

losses suffered by victims of Hurricane Katrina. Plaintiffs claim that defendants' greenhouse gas emissions contributed to the frequency 

and intensity of storms such as Hurricane Katrina. In October 2006, Duke Energy and Cinergy were served with this lawsuit. It is not 

possible to predict with certainty whether Duke Energy or Cinergy will incur any liability or to estimate the damages, if any, that Duke 

Energy or Cinergy might incur in connection wilh this matter. 

San Diego Price Indexing Cases. Duke Energy and several of its affiliates, as well as other energy companies, are parties lo 25 

lawsuits which have been coordinated as the "Price Indexing Cases" In San Diego, California. Twelve of the lawsuits seek class-action cer­

tification. The plaintiffs allege that the defendants conspired lo manipulate price of natural gas in violation of state and/or federal antitirust 

laws, unfair business practices and olher laws. Plaintiffs in some of the cases further allege that such activities, including engaging in 

"round trip" trades, providing false information to natural gas trade publications and unlav/fully exchanging information, resulted in artifi­

cially high energy prices. In December 2006, Duke Energy executed an agreement to settle the 12 class action cases. Such agreement 

is subject to approval by the class members and the court. Duke Energy does not expect that tiie proposed settlement will have a 

material adverse effect on its consolidated results of operations, cash flows or financial position. 

Other Price Reporting Cases. A total of 12 lawsuits have been filed against Duke Energy affiliates and other energy companies, 

including a lawsuit tiled in March 2007 in Missouri state court. Six of these cases were dismissed on filed rate and/or federal preemption 

grounds, and the plaintiffs in each of these dismissed cases have appealed their respective rulings. Oral argument on four of these 

appeals was heard before the U.S. Ninth Circuit Court of Appeals on February 13, 2007. Each of these cases contains similar claims, that 

the respective plaintiffs, and the classes they claim to represent, were harmed by the defendants' alleged manipulation of the natural gas 

markets by various means, including providing false information to natural gas trade publications and entering into unlawful arrangements 

and agreements in violation of the antitrust laws of the respective stales. Plaintiffs seek damages in unspecified amounts. Duke Energy is 

unable to express an opinion regarding the probable outcome or estimate damages, if any, related to these matters at this time. 

Western Electricity Litigation. Plaintiffs, on behalf of themselves and others, in three lawsuits allege that Duke Energy Affiliates, 

among other energy companies, artificially Infiated the price of electricity in certain western stales. Two of the cases were dismissed and 

plaintiffs have appealed to the U.S. Court of Appeal for the Ninth Circuit. Of those two cases, one was dismissed by agreement in March 

2007. Oral arguments in the other was heard before the U.S. Ninth Circuit Court of Appeals in April 2007. In December 2006, a fourth 

case, the single remaining electricity case pending in California state court was dismissed. Plaintiffs in these cases seek damages in 

unspecified amounts, but which could total billions of dollars, ll is not possible to predict with certainly whether Duke Energy will incur any 
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liability or to estimate the damages, if any, that Duke Energy might incur in connection with these lawsuits, but Duke Energy does not 

presently believe the outcome of these matters will have a material adverse effect on its results of operations, cash tiows or financial 

position. 

Trading Related Investigations. Beginning in February 2004, Duke Energy has received requests for information from the U.S. Attor-

ne/s office in Houston focused on the natural gas price reporting activities of certain individuals involved in DETM trading operations. 

Duke Energy has cooperated with the government in this investigati'on and is unable to express an opinion regarding the probable out­

come or estimate damages, if any, related to this matter at this time. 

ExxonMobil Disputes. In April 2004, Mobil Natural Gas, Inc. (MNGI) and 3946231 Canada, Inc. (3946231, and collectively with MNGI, 

ExxonMobil) filed a Demand for Arbitration against Duke Energy, DETMl Management Inc. (DETMl), DTMSI Management Ltd. (DTMSI) and 

other affiliates of Duke Energy. MNGI and DETMl are the sole members of bETM. DTMSI and 3946231 are the sole beneficial owners of 

Duke Energy Marketing Limited Partnership (DEMLP, and with DETM, the Ventures). Among olher allegations, ExxonMobil alleged that 

DETMl and DTMSI engaged in wrongful actions relating to affiliate trading, payment of service fees, expense allocations and distribution of 

earnings in breach of agreements and fiduciary duties relating to the Ventures. ExxonMobil sought to recover actual damages, plus attor­

neys' fees and exemplary damages; aggregate damages were specitied at the arbitration hearing and totaled approximately $125 million 

(excluding interest). Duke Energy denies ttiese allegations, and has filed counterclaims asserting that ExxonMobil breached its Venture 

obligations and other contractual obligations. In March 2007, Duke Energy and ExxonMobil executed a settlement agreement for global 

seltiement of both parties' claims. The resolution of this matter did not have a material effect on Duke Energ/s consolidated results of 

operations, cash flows or financial position. The gas supply agreements with other parties, under which DEMLP continues to remain obli­

gated, are currently estimated to result in losses of between $50 million and $100 hiillion through 2011. As Duke Energy has an owner­

ship interest of approximately 60% in DEMLP, only 60% of any losses would impact pre-tax earnings for Duke Energy. However, these 

losses are subject to change in the future in the event of changes in market conditions and underlying assumptions. 

Cherokee County Property Litigation. Duke Energy Carolinas filed suit in July 2005 seeking specific performance of its asserted 

'V^ „ contract to purchase approximately 2,000 acres of land in Cherokee County, S.C. and asking for a declaratory judgment to establish that 

a contract for sale existed. Defendants counterclaimed for slander of title and abuse of process. In December 2005, the court dismissed 

Duke Energy Carolinas' claims and Defendants' amended their counterclaims. As amended. Defendants" counterclaims allege slander of 

titte, abuse of process, tortuous interference with prospective contracts of others in the energy market and tortuous interference with 

contract. Defendants claim tolal damages of between $80 and $90 million, plus unspecified punitive damages. A hearing on Duke Energy 

Carolinas' Motion for Summary Judgment was held in April 2007 and the judge ruled in May 2007 dismissing Defendants' slander of titie 

claims. A trial is scheduled for October 2007. It is not possible to predict with certainty whether Duke Energy Carolinas will incur any 

liability or to estimate the damages, if any, that Duke Energy Carolinas might incur in connection with this matter. 

Duke Energy Retirement Cash Balance Plan. A class action lawsuit has been filed in federal court in South Carolina against Duke 

Energy and the Duke Energy Retirement Cash Balance Plan, alleging violations of Employee Retirement Income Security Act (ERISA) and 

the Age Discrimination in Employment Act. These allegations arise out of the conversion of the Duke Energy Company Employees' Retire­

ment Plan into the Duke Energy Retirement Cash Balance Plan. The case also raises some Plan administration issues, alleging errors in 

the application of Plan provisions {e.g., the calculation of interest rate credits in 1997 and 1998 and the calculation of lump-sum 

distributions). The plaintiffs seek to represent present and former participants in the Duke Energy Retirement Cash Balance Plan. This 

group is estimated to include approximately 36,000 persons. The plaintiffs also seek to divide the putative class into sub-classes based 

on age. Six causes of action are alleged, ranging from age discrimination, to various alleged ERISA violations, to allegations of breach of 

fiduciary duty. The plaintiffs seek a broad array of remedies, including a retroactive reformation of the Duke Energy Retirement Cash 

Balance Plan and a recalculation of participants'/beneficiaries' benefits under ttie revised and reformed plan. Duke Energy filed its answer 

in March 2006. A second class action lawsuit was filed in federal court in South Carolina, alleging similar claims and seeking to represent 

the same class of defendants. The second case has been voluntarily dismissed, without prejudice, effectively consolidating it with the first 

case. A portion of this liability was assigned to Spectra Energy in connection with the spin-off in January 2007. The matter is currently in" 

discovery with a tentative trial date of March 2008. It is not possible to predict with certainty whether Duke Energy will incur any liability or 

to estimate the damages, if any, that Duke Energy might incur in connection witti this matter. 

Asbestos-refated/n/uries ancf Damages Claims. Duke Energy has experienced numerous claims relating to damages for personal 

injuries alleged to have arisen from the exposure to or use of asbestos in connection with construction and maintenance activities 
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conducted by Duke Energy Carolinas on its electric generation plants during tlie 1960s and 1970s. Duke Energy has third-party insurance 

to cover losses related lo tiiese asbestos-related injuries and damages above a certain aggregate deductible. The insurance policy, com­

bined with the reserve taken to cover the policy deductible, was approximately $1.6 billion when purchased in 2000. Probable Insurance 

recoveries related to this policy are classified in the Consolidated Balance Sheets as Ottier within Investments and Other Assets. Amounts 

recognized as reserves in the Consolidated Balance Sheets, which are not anticipated to exceed ttie coverage, are classified in Other 

Deferred Credits and Other Liabilities and Other Current Liabilities and are based upon Duke Energ/s best estimate of the probable liability 

for future asbestos claims. These reserves are based upon current estimates and are subject to uncertainty. Factors such as the fi-equency 

and magnitude of future claims could change tiie current estimates of the related reserves and claims for recoveries refiected In the 

accompanying Consolidated Financial Statements. However, management of Duke Energy does not currently anticipate that any changes to 

these estimates will have any material adverse effect on Duke Energ/s consolidated results of operations, cash flows or financial position. 

Duke Energy Indiana and Duke Energy Ohio have been named as defendants or co-defendants in lawsuits related to asbestos at their 

electric generating stations. Currently, there are approximately 130 pending lawsuits (the majority of which are Duke Energy Indiana 

cases). In these lawsuits, plaintiffs claim to have been exposed to asbestos-containing products in the course of their work as outside 

contractors. The plaintiffs further claim that as the property owner of the generating stalions, Duke Energy Indiana and Duke Energy Ohio 

should be held liable for their injuries and illnesses based on an alleged duty to warn and protect them from any asbestos exposure. The 

impact on Duke Energy's financial position, cash flows, or results of operafions of these cases to date has not been material. 

Of these lawsuits, one case filed against Duke Energy Indiana has been tried to verdict. The jury returned a verdict against Duke 

Energy Indiana on a negligence claim and a verdict for Duke Energy Indiana on punitive damages. Duke Energy Indiana appealed this deci­

sion up to tiie Indiana Supreme Court. In October 2005, the Indiana Supreme Court upheld the jur/s verdict Duke Energy Indiana paid the 

iudgment of approximately $630,000 in tiie fourth quarter of 2005. In addition, Duke Energy Indiana has settled over 150 other claims for 

amounts, which neither individually nor in the aggregate, were material to Duke Energy Indiana's financial position or results of operations. 

Based on estimates under varying assumptions, concerning uncertainties, such as, among ottiers: (i) the number of conb-actors potentially 

exposed lo asbestos during construction or maintenance of Duke Energy Indiana generating plants; (ii) the possible incidence of various 

illnesses among exposed workers, and (iii} the potential settlement costs without federal or other legislation that addresses asbestos tort 

actions, Duke Energy estimates that the range of reasonably possible exposure in existing and future suits over the next 50 years could 

range from an immaterial amount to approximately $60 million, exclusive of costs to defend these cases. This estimated range of exposure 

may change as additional settiements occur and claims are made in Indiana and more case law is established. 

Duke Energy Ohio has been named in fewer than 10 cases and as a result has virtually no settlement history for asbestos cases. 

Thus, Duke Energy is not able to reasonably estimate the range of potential loss from current or future lawsuits. However, potential judg­

ments or settiements of existing or future claims could be material to Duke Energy. 

Other litigation and legal Proceedings. Duke Energy and its subsidiaries are involved in other legal, tax and regulatory proceedings 

arising in the ordinary course of business, some of which involve substantial amounts. Management believes that the final disposition of 

these proceedings will not have a material adverse effect on Duke Energ/s consolidated results of operations, cash flows or financial 
position. 

Duke E;nergy has exposure lo certain legal matters that are described herein. As of March 31, 2007 and December 31, 2006, Duke 

Energy has recorded reserves of approximately $1.2 billion and $1.3 billion, respectively, for these proceedings and exposures. Duke 

Energy has insurance coverage for certain of these losses incurred. As of March 31, 2007, Duke Energy has recognized approximately 

Sl.O billion of probable insurance recoveries related to these losses. These reserves represent management's best estimate of probable 

loss as defined by SFAS No. 5, "Accounting for Contingencies." 

Duke Energy expenses legal costs related to the defense of loss contingencies as incurred. 

Other Commitments and Contingencies 

Commercial Power produces synthetic fuel from facilities that qualify for tax credits (through 2007) in accordance with Sec­

tion 29/45K of the Internal Revenue Code if certain requirements are satisfied. These credits reduce Duke Energ/s income tax liability 

and therefore Duke Energ/s effective tax rate. Commercial Power's sale of synthetic fuel had generated $339 million in tax credits 

through December 31, 2005. During the first quarter of 2006, an agreement was in place with the plant operator which would indemnify 

Duke Energy in the event that tax credits are insufficient to support operating expenses. This agreement did not continue for the 
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remainder of 2006. After reducing for the possibility of phase-outs in 2006, the amount of additional credits generated through 

December 31, 2006 was approximately $20 million. Tax credits recorded in the first quarter of 2007 were approximately $26 million. 

Section 29/45K provides for a phaseout of the credit if the average price of crude oil during a calendar year exceeds a specified 

threshold. The phase-out is based on a prescribed calculation and definition of crude oil prices. If Commercial Power were to operate its 

synthetic fuel facilities based on December 31, 2005 prices throughout 2007, yet crude oil prices were to rise such tiiat the tax credit is 

completely phased-out, net income in 2007 would be negatively impacted. Duke Energy is unlikely to experience a material loss because 

the exposure to synthetic fuel tax credit phase-out is monitored and Duke Energy may choose to reduce or cease synUiettc fuel pro­

duction depending on the expectation of any potential tax credit phase-out. Duke Energy may also reduce its exposure to crude prices 

through the execution of derivative ti'ansactions. The objective of these activities is to reduce potential losses incurred if the reference 

price in a year exceeds a level triggering a phase-out of synttietic fuel tax credits. 

The Internal Revenue Service (IRS) has completed tiie audit of Cinergy for ttie 2002, 2003, and 2004 tax years including the synthetic 

fuel facility owned during that period. That facility represents $219 million of tax credits generated during that audit period. The IRS has not 

proposed any adjustment that would disallow the credits claimed during that period. Subsequent periods are still subject to audit. Duke 

Energy believes that it operates in conformity with all the necessary requirements to be allowed such credits under Section 29/45K. 

Duke Energy is party to an agreement with a third party service provider related to future purchases to be made through late 2007. 

The agreement contains certain damage payment provisions if the purchases are not made by the specified date. The maximum pre-tax 

exposure under the agreement is currentiy estimated at approximately $100 million. In the fourth quarter of 2005, Duke Energy initiated 

early seltiement discussions regarding tiiis agreement and recorded a reserve of approximately $65 million during December of 2006 

based upon probable penalty payments to be incurred. Future adjustments to this reserve could be material depending on the level of 

actual purchase commitments. 

In October 2006, Duke Energy began an internal investigation into improper data reporting to the U.S. Environmental Protection 

Agency (USEPA) regarding air emissions under the NÔ  Budget Program at Duke Energ/s DEGS of Narrows, L.L.C, power plant facility in 

Narrows, Virginia. The investigation has revealed evidence of falsification of data by an employee relating to the quality assurance testing 

of its continuous emissions monitoring system (GEMS) to monitor heat input and NÔ  emissions. In December 2006, Duke Energy volun­

tarily disclosed the potential violations to the USEPA and Virginia Department of Environmental Quality (VDEQ), and in January 2007, Duke 

Energy made a full written disclosure of the investigation's findings lo the USEPA and the VDEQ. Duke Energy has taken appropriate dis­

ciplinary action, including termination, with respect to the employees involved wilh the false reporting. !t is not possible to predict with 

certainty whether Duke Energy will incur any liability or to estimate the damages, if any, that Duke Energy might incur in connection with 

this mailer. 

Other. As part of its normal business, Duke Energy is a party to various financial guarantees, performance guarantees and other 

contractual commitments to extend guarantees of credit and other assistance to various subsidiaries, investees and ottier third parties. 

To varying degrees, these guarantees involve elements of performance and credit risk, which are not included on the Consolidated Bal­

ance Sheets. The possibility of Duke Energy having to honor its contingencies is largely dependent upon future operations of various 

subsidiaries, investees and other third parties, or the occurrence of certain future events. For further information see Note 16, 

In addition, Duke Energy enters into various fixed-price, non-cancelable commitments to purchase or sell power (tolling arrangements 

or power purchase contracts), take-or-pay arrangements, tiansportation or throughput agreements and other contracts that may or may 

not be recognized on the Consolidated Balance Sheets. Some of these arrangements may be recognized at market value on the Con­

solidated Balance Sheets as trading contracts or qualifying hedge positions included in Unrealized Gains or Losses on Mark-to-Market and 

Hedging Transactions. (See Note 16 for discussion of Calpine guarantee obligation). 

16. Guarantees and Indemni f ica t ions 

Duke Energy and its subsidiaries have various financial and performance guarantees and indemnifications which are issued in the 

normal course of business. As discussed below, these contracts include performance guarantees, stand-by letters of credit, debt guaran­

tees, surety bonds and indemnifications. Duke Energy and its subsidiaries enter into these arrangements to facilitate a commercial trans­

action with a third parly by enhancing the value of the transaction lo the third party. 

As discussed in Note 1, on January 2, 2007, Duke Energy completed the spin-off of its natural gas businesses to shareholders. 

Guarantees that were issued by Duke Energy, Cinergy or International Energy or assigned to Duke Energy prior to the spin-off remained 
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with Duke Energy subsequent to the spin<iff. Guarantees issued by Spectra Energy Capital or its affiliates prior to the spin-off remained 

with Spectra Energy Capital subsequent to the spin-off, except for certain guarantees discussed below that are in the process of being 

assigned to Duke Energy. During this assignment period, Duke Energy has indemnified Spectra Energy Capital against any losses 

incurred under ttiese guarantee obligations. 

Duke Energy has issued performance guarantees to customers and olher third parties that guarantee the payment and performance 

of other parties, including certain non-wholly-owned entities. The maximum potential amount of future payments Duke Energy could have 

been required to make under these performance guarantees as of March 31, 2007 was approximately $66 million. These performance 

guarantees have no stated contractual expiration. In addition, Spectra Energy Capital is in the process of assigning performance guaran­

tees with maximufn potentiaf amounts of future payments of approximately $122 million to Duke Energy, as discussed above. Duke 

Energy has indemnified Spectra Energy Capital for any losses incurred as a result of these guarantees during the assignment period. 

Additionally, Duke Energy has issued guarantees lo customers or other third parties related to the payment or performance obliga­

tions of certain entities that were previously wholly-owned by Duke Energy but which have been sold to third parties, such as Duke­

Solutions, Inc. (DukeSolutions) and Duke Engineering & Services, Inc. (DE&S). These guarantees are primarily related to payment of lease 

obligations, debt obligations, and performance guarantees related to provision of goods and services. Duke Energy has received 

back-to-back indemnification from the buyer of DE&S indemnifying Duke Energy for any amounts paid related lo the DE&S guarantees. 

Duke Energy also received Indemnification from the buyer of DukeSolutions for the first $2.5 million paid by Duke Energy related to the 

DukeSolutions guarantees. Further, Duke Energy granted indemnification to the buyer of DukeSolutions with respect to losses arising 

under some energy services agreements retained by DukeSolutions after the sale, provided that the buyer agreed lo bear 100% of the 

performance risk and 50% of any other risk up to an aggregate maximum of $2.5 million (less any amounts paid by the buyer under the 

indemnity discussed above). Additionally, for certain performance guarantees, Duke Energy has recourse to subcontractors involved in 

providing services to a customer. These guarantees have various terms ranging from 2007 to 2019, with others having no specific term. 

The maximum potential amount of future payments under these guarantees as of March 31, 2007 was approximately $72 million. 

Cinergy has issued performance guarantees to customers and olher third parties that guarantee the payment and performance of 

certain non-wholly-owned consolidated entities. Additionally, Cinergy has issued guarantees of debt of certain non-consolidated entities 

and less than wholly-owned consolidated entities. The maximum potential amount of future payments Cinergy could have been required to 

make under these performance guarantees as of March 31, 2007 was approximately $312 million. Approximately $169 million of the 

performance guarantees expire between 2007 and 2017, with the remaining performance guarantees expiring after 2017 or having no 

contractual expiration. 

International Energy has issued guarantees of debt and performance guarantees associated with non-consolidated entities and less 

tiian wholly-owned consolidated entities. If such entities were to default on payments or performance. International Energy would be 

required under ttie guarantees to make payment on the obligation of the less than wholly-owned entity. As of March 31, 2007, International 

Energy was the guarantor of approximately $9 million of performance guarantees associated with less than wholly-owned entities. Sub­

stantially all of these guarantees expire in 2007 and 2008. 

Duke Energy uses bank-issued stand-by letters of credit to secure the performance of non-wholly-owned entities to a third party or 

customer. Under these arrangements, Duke Energy has payment obligations to the issuing bank which are triggered by a draw by the 

third party or customer due to the failure of the non-wholly-owned entity to perform according to the terms of its underlying contract. The 

maximum potential amount of future payments Duke Energy could have been required to make under these letters of credit as of March 

31, 2007 was approximately $49 million. Substantially all of these letters of credit were issued on behalf of less than wholly-owned con­

solidated entities and expire in 2007. 

Duke Energy has guaranteed certain issuers of surety bonds, obligating itself to make payment upon the failure of a non-wholly-

owned entity to honor its obligations to a third party. As of March 31, 2007, Duke Energy had guaranteed approximately $222 million of 

outstanding surety bonds related to obligations of non-wholly-owned entities, of which approximately $193 million relates to projects at 

Crescent. The majority of these bonds expire in various amounts in 2007 and 2008. 

In 1999, the Industrial Development Corp of the City of Edinburg, Texas (IDC) issued approximately $100 million in bonds to pur­

chase equipment for lease to Duke Hidalgo (Hidalgo), a subsidiary of Duke Energy. A subsidiary of Duke Energy unconditionally and irrev­

ocably guaranteed the lease payments of Hidalgo to IDC through 2028. In 2000, Hidalgo was sold to Calpine Corporation and a 

subsidiary of Duke Energy remained obligated under the lease guaranty. In January 2006, Hidalgo and its subsidiaries filed for bankruptcy 
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protection in connection with the previous bankruptcy filing by its parent, Calpine Corporation in December 2005. Gross, undiscounted 

exposure under the guarantee obligation as of March 31, 2007 is approximately $200 million, including principal and interest payments, 

Duke Energy does nol believe a loss under the guarantee obligation is probable as of March 31, 2007, but continues to evaluate the sit­

uation. Therefore, no reserves have been recorded for any contingent loss as of March 31, 2007. No demands for payment of principal 

and interest have been made under the guarantee. This guarantee remained with Specti'a Energy Capital subsequent to ttie spin-off and 

will not be assigned to Duke Energy; however, Duke Energy indemnified Spectra Energy Capital against any future losses that could arise 

from payments required under this guarantee. 

Duke Energy has entered into various indemnification agreements related to purchase and sale agreements and other types of con­

tractual agreements wilh vendors and other third parties. These agreements typically cover environmental, tax, litigation and other mat­

ters, as well as breaches of representations, warranties and covenants. Typically, claims may be made by third parties for various 

periods of time, depending on the nature of the claim. Duke Energ/s potential exposure under these indemnification agreements can 

range from a specified amount, such as the purchase price, to an unlimited dollar amount, depending on the nature of the claim and the 

particular transaction. Duke Energy is unable to estimate the total potential amount of future payments under these indemnification 

agreements due to several factors, such as the unlimited exposure under certain guarantees. 

At March 31, 2007, the amounts recorded for the guarantees and indemnifications mentioned above are immaterial, both individually 

and in the aggregate. 

17. Related Party Transactions 

As discussed in Note 1, on January 2, 2007, Duke Energy completed the spinoff of its natural gas businesses to shareholders. 

Included in the assets distributed to Spectra Energy were Investments in unconsolidated affiliates with an approximate carrying value of 

$1,618 million as of the distribution date. Investments in unconsolidated affiliates primarily consisted of Duke Energ/s 50% ownership 

interest in DCP Midstream and Nalural Gas Transmission's 50% ownership interest in Gulfstream Natural Gas System, LLC. 

In September 2006, an indirect wholly-owned subsidiary of Duke Energy contributed all the membership interest in Crescent to a 

newly formed ioint venture causing Duke Energy to deconsolidate Crescent. Duke Energ/s 50% of equity in earnings of Crescent for the 

three months ended March 31, 2007 was approximately $2 million and Duke Energ/s investment in Crescent as of March 31, 2007 was 

approximately $176 million, which is included in Investments in Unconsolidated Affiliates in the accompanying Consolidated Balance 

Sheets. Summary financial information for Crescent for the three months ended March 31, 2007 is as follows: 

Three Months Ended 
IVIarch 31, 2007 

(in millions) 
Operating revenues $ 49 
Operating expenses $ 34 
Operating income $ 15 
Net income $ 4 

Marcti 31, 2007 
(in millions) 

Current assets $ 53 
Non-current assets $1,917 
Current liabilities $ 154 
Non-current liabilities $1,495 
Minority interest $ 32 

As discussed above, on January 2. 2007, Duke Energy completed the spin-off of its natural gas businesses, including Duke Energ/s 

50% ownership interest in DCP Midstream, to shareholders. Duke Energy's 50% of equity in earnings of DCP Midstream for the three 

months ended March 31, 2006 was approximately $146 million and is included in Income from Discontinued Operations, net of tax, in the 

Consolidated Statements of Operations. During the three months ended March 31, 2006, Duke Energy had gas sales to, purchases from, 

and other operating expenses from affiliates of DCP Midstream of approximately $34 million, $8 million and $4 million, respectively. 

These amounts are included in Income from Discontinued Operations, net of tax, in the Consolidated Slatements of Operations. Addition­

ally, Duke Energy received approximately S90 million in distributions of earnings from DCP Midstream during the three months ended 
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March 31, 2006, which are included in Olher, assets within Cash Flows from Operating Activities in Uie accompanying Consolidated State­

ments of Cash Flows. Summary financial information for DCP Midstream for the tiiree months ended March 31, 2006 is as follows: 

Three IVlonths Ended 
March 31, 2006 

tin millions) 
Operating revenues $3,309 
Operating expenses $2,994 
Operating income $ 315 
Net income $ 291 

Also see Notes 8 and 16 for additional related party information. . 

18 . New Account ing Standards 

The following new accounting standards were adopted by Duke Energy subsequent to March 31, 2006 and the impact of such adop­

tion, if applicable, has been presented in the accompanying Consolidated Financial Statements: 

FASB Staff Posifion (FSP) No. FAS 123(R)4, "Classification of Options and Similar Instruments Issued as Employee Compensation 

That Allow for Cash Settlement upon the Occurrence of a Contingent Event" (FSP No. FAS 123(R)-4l In February 2005, the FASB staff 

issued FSP No. FAS 123(R)-4 to address the classification of options and similar instruments issued as employee compensation that allow 

for cash seltiement upon the occurrence of a contingent event. The guidance amends SFAS No. 123(R). FSP No. FAS 123(RM provides 

that cash settlement features that can be exercised only upon the occurrence of a contingent event that is outside the employee's control 

does not require classifying the option or similar instrument as a liability until it becomes probable that the event will occur. FSP 

No. FAS 123(R)-4 applies only to options or similar instruments issued as part of employee compensation arrangements. The guidance in 

FSP No. FAS 123(R)4 was effective for Duke Energy as of April 1, 2006. Duke Energy adopted SFAS No. 123(R) as of January 1, 2006 

(see Note 5), The adoption of FSP No. FAS 123[R)4 did not have a material impact on Duke Energ/s consolidated statement of oper­

ations, cash flows or financial position. 

FSP No. FIN 46lR)-6, "Determining the Variability to Be Considered In Applying FASB Interpretation No. 46(R) (FSP No. FIN 46(R)-6).'' 

In April 2006, the FASB staff issued FSP No. FIN 46(R)-6 to address how to determine the variability to be considered in applying 

FIN 46(R), "Consolidation of Variable Interest Entities." The variability that is considered In applying FIN 46(R) affects the determination of 

whether the entity is a variable interest entity (VIE), which interests are variable interests in Ihe entity, and which party, if any, is the pri­

mary beneficiary of the VIE. The variability affects the calculation of expected losses and expected residual returns. This guidance was 

effective for all entities with which Duke Energy first becomes involved or existing entities for which a reconsideration event occurs after 

July 1, 2006. The adoption of FSP No. FIN 46(R)-6 did not have a material impact on Duke Energ/s consolidated results of operations, 

cash flows or financial position. 

Emerging Issues Task Force (EITF) Issue No. 05-1, "Accounting for the Conversion of an Instrument that Becomes Convertible Upon 

the Issuer's Exercise of a C l̂l Option" (EITF No. 05-11 In June 2006, the EITF reached a consensus on EITF No. 05-1. The consensus 

requires that the issuance of equity securifies to settie a debt instrument (pursuant to the instrument's original conversion terms) that 

became convertible upon the issuer's exercise of a call option be accounted for as a conversion if the debt instrument contained a sub­

stantive conversion feature as of its issuance date. If the debt instrument did not contain a substantive conversion option as of its issu­

ance date, the issuance of equity securities to settle the debt instrument should be accounted for as a debt extinguishment. The 

consensus was effective for Duke Energy for all conversions within its scope that resulted from the exercise of call options beginning 

July 1, 2006. The adoption of EITF No. 05-1 did not have a material impact on Duke Energ/s consolidated results of operations, cash 

flows or financial position. 

SFAS No. 155, "Accounting for Certain Hybrid Financial Instruments—an amendment of FASB Statements No. 133 and 140" 

(SFAS No. 1551 In February 2006, the FASB issued SFAS No. 155, which amends SFAS No. 133, "Accounting for Derivative Instruments 

and Hedging Activities" and SFAS No. 140, "Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities." 

SFAS No. 155 allows tinancial instruments that have embedded derivatives to be accounted for at fair value at acquisition, at issuance, or 

when a previously recognized financial instrument is subject to a remeasurement (new basis) event, on an instrument-by-inslrument basis, 

in cases in which a derivative would otherwise have to be bifurcated. SFAS No. 155 was effective for Duke Energy for all financial instru­

ments acquired, issued, or subject to remeasurement afler January 1, 2007. and for certain hybrid financial instruments that had been 
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bifurcated prior to the effective date, for which the effect is to be reported as a cumulative-effect adjustment to beginning retained eam­

ings. The adoption of SFAS No. 155 did not have any material impact on Duke Energ/s consolidated results of operations, cash flows or 

financial position. 

SFAS No. 156, "Accounting for Servicing of Financial Assets—an amendment of FASB Statement No. 140" (SFAS No. 156). In March 

2006, the FASB issued SFAS No. 156, which amends SFAS No. 140, "Accounting for Transfers and Servicing of Financial Assets and 

Extinguishments of Liabilities." SFAS No. 156 requires recognition of a servicing asset or liability when an entity enters into arrangements 

to service financial instruments in certain situations. Such servicing assets or servicing liabilities are required to be initially measured at 

fair value, if practicable. SFAS No. 156 also allows an entity to subsequently measure its servicing assets or servicing liabilities using 

either an amortization method or a fair value method. SFAS No. 156 was effective for Duke Energy as of January 1, 2007, and must be 

applied prospectively, except that where an entity elects to remeasure separately recognized existing arrangements and reclassify cer­

tain available-for-sale securities to trading securities, any effects must be reported as a cumulative-effect adjustment to retained earnings. 

The adoption of SFAS No. 156 did not have any material impact on Duke Energ/s consolidated results of operations, cash flows or finan­

cial position. 

SFAS No. 158, "Employer's Accounting for Defined Benefit Pension and Other Postretirement Plans, an amendment of FASB State­

ments No. 87, 88, 106, and 132(R}" (SFAS No. 158). In October 2005. the FASB issued SFAS No. 158, which changes the recognition 

and disclosure provisions and measurement date requirements for an employer's accounting for defined benefit pension and other post-

relirement plans. The recognition and disclosure provisions require an employer to (1) recognize the funded status of a benefit plan— 

measured as the difference between plan assets at fair value and the benefit obligation—in its statement of financial position, 

(2) recognize as a component of olher comprehensive income (OCl), net of tax, the gains or losses and prior service costs or credits that 

arise during the period but are not recognized as components of net periodic benefit cost, and (3) disclose in the notes to financial 

statements certain additional information. SFAS No. 158 does not change the amounts recognized in the income statement as net peri­

odic benefit cost. Duke Energy recognized the funded status of its defined benefit pension and other postretirement plans and provided 

(he required additional discfosures as of December 31, 2006. The adoption of SFAS No. 158 recognition and disclosure provisions 

resulted in an increase in total assets of approximately $211 million (consisting of an increase in regulatory assets of $595 million, an 

increase in deferred tax assets of $144 million, offset by a decrease in pre-funded pension costs of $522 million and a decrease in 

intangible assets of $6 million), an increase in total liabilities of approximately $461 million and a decrease in accumulated other compre­

hensive income, net of tax, of approximately $250 million as of December 31, 2006. The adoption of SFAS No. 158 did not have any 

materia! impact on Duke Energ/s consolidated results of operafions or cash flows. 

Under the measurement date requirements of SFAS No. 158, an employer is required to measure defined benefit plan assets and 

obligations as of the date of the employer's fiscal year-end statement of financial position (with limited exceptions). Historically, Duke 

Energy has measured its plan assets and obligations up to three monttis prior to the fiscal year-end, as allowed under the authoritative 

accounting literature. Duke Energy adopted the change in measurement date effective January 1, 2007 by remeasuring plan assets and 

benefit obligations as of that date, pursuant to the transition requirements of SFAS No. 158. See Note 8, 

Staff Accounfing Bulletin (SAB) No. 108, "Considering the Effects of Prior Year Misstatements When Quantifying Misstatements in 

Current Year Financial Statements" (SAB No. 1081 In September 2006 the Securities and Exchange Commission (SEC) issued SAB 

No. 108, which provides interpretive guidance on how the effects of the carryover or reversal of prior year misstatements should be 

considered in quantifying a current year misstatement. Traditionally, there have been two widely-recognized approaches for quantifying 

the effects of financial statement misstatements. The income statement approach focuses primarily on the impact of a misstatement on 

the income statement—including the reversing effect of prior year misstatements—but its use can lead to the accumulation of misstate­

ments in the balance sheet. The balance sheet approach, on the other hand, focuses primarily on the effect of correcting the period-end 

balance sheet with less emphasis on the reversing effects of prior year errors on the income statement. The SEC staff believes that regis­

trants should quantify errors using both a balance sheet and an income statement approach (a "dual approach") and evaluate whether 

either approach results in quantifying a misstatement that, when all relevant quantitative and qualitative factors are considered, is 

material. 

SAB No. 108 was effective for Duke Energ/s year ending December 31, 2006. SAB No. 108 permits existing public companies to 

initially apply its provisions either by (i) restating prior financial statements as if the "dual approach" had always been used or (ii), under 

certain circumstances, recording the cumulative effect of initially applying the "dual approach" as adjustments to the carrying values of 

assets and liabilities as of January 1, 2006 with an offsetting adjustment recorded to the opening balance of retained earnings. Duke 
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Energy has historically used a dual approach for quantifying identified financial statement misstatements. Therefore, the adoption of 

SAB No. 108 did not have any material impact on Duke Energ/s consolidated results of operations, cash flows or financial position. 

FASB Interpretation (FIN) 48, "Accounting for Uncertainty in Income Taxes—an interpretation of FASB Statement No. 109' (FIN 48). 

In July 2006, the FASB issued FIN 48, which provides guidance on accounting for income tax positions about which Duke Energy has 

concluded there is a level of uncertainty with respect to the recognition in Duke Energ/s financial statements. FIN 48 prescribes a mini­

mum recognition threshold a tax position Is required to meet. Tax positions are defined very broadly and include not only tax deductions 

and credits bul also decisions not lo file in a particular jurisdiction, as well as the taxability of transactions. Duke Energy implemented FIN 

48 effective January 1, 2007. The implementation resulted in a cumulative effect decrease to beginning Retained Earnings on the Con­

solidated Statement of Common Stockholders' Equity and Comprehensive Income in the first quarter 2007 of approximately $25 million. 

Corresponding entries impacted a variety of balance sheet line items, including Deferred income taxes. Taxes accrued and Other 

Liabilities. Upon implementation of FIN 48, Duke Energy reflects interest expense related to taxes as Interest Expense, in the Con­

solidated Statement of Operations. In addition, subsequent accounting for FIN 48 (after January 1, 2007) involves an evaluation to 

determine if any changes have occurred that would impact the existing uncertain tax positions as well as determining whetiier any new tax 

positions are uncertain. Any impacts resulting from the evaluation of existing uncertain tax positions or from the recognition of new 

uncertain tax positions would impact income tax expense and interest expense in the Consolidated Statement of Operations, with off­

setting impacts lo the balance sheet line items described above. Because of the spin-off of Spectra Energy in the first quarter of 2007, 

certain liabilities of approximately $80 million related to uncertain tax positions filed on Spectra Energy tax returns were removed from 

Duke Energy's balance sheeL Uncertain tax positions on consolidated or combined tax returns filed by Duke Energy which are indemnified 

by Spectra Energy will be recorded as receivables from Spectra Energy. See Note 19. 

FSP No. FIN 48-1. Definition of "Settlement" in FASB Interpretation No. 48 (FSP No. FIN 48-1): In May, 2007. the FASB staff issued 

FSP No. FIN 48-1 which clarifies the conditions under FIN 48 that should be met for a tax position lo be considered effectively settled with 

the taxing authority. Duke Energy's implementation of FIN 48 as of January 1, 2007 was consistent with the guidance in this FSP. 

FSP No. FAS } 23(Ry5, "Amendment of FASB Staff Position FAS 123(R)-1" (FSP No. FAS 123(Ry5). In October 2006, the FASB staff 

issued FSP No. FAS 123(R)-5 to address whether a modification of an instrument in connection with an equity restructuring should be 

considered a modification for purposes of applying FSP No, FAS 123(R)-1, "Classification and Measurement of Freestanding Financial 

Instruments Originally Issued in Exchange for Employee Services under FASB Statement No. 123(R) (FSP No. FAS 123(R)-1)." In August 

2005, the FASB staff issued FSP FAS 123(R)-1 to defer Indefinitely the effective date of paragraphs A230-A232 of SFAS No. 123(R), and 

thereby require entities lo apply the recognition and measurement provisions of SFAS No. 123(R) throughout the life of an instrument, 

unless the instrument is modified when the holder is no longer an employee. The recognition and measurement of an instrument that is 

modified when the holder is no longer an employee should be determined by other applicable generally accepted accounting principles. 

FSP No. FAS 123(R^5 addresses modifications of stock-based awards made in connection with an equity restructuring and clarifies that 

for insti-uments that were originally issued as employee compensation and then modified, and that modification is made to the terms of 

the instrument solely to reflect an equity restructuring that occurs when the holders are no longer employees, no change in the recog­

nition or the measurement (due to a change in classification) of those instruments will result if certain conditions are met. This FSP was 

effective for Duke Energy as of January 1, 2007. As discussed in Note 5, effective with the spin-off of Spectra Energy on January 2, 

2007, all previously granted Duke Energy long-term incentive plan equity awards were modified to equitably adjust the awards. As the 

modifications to the equity awards were made solely to retiect the spin-off, no change in the recognition or the measurement (due to a 

change in classification) of those instruments resulted. 

FSP No. AUGAlR-1, "Accounting for Planned Major Maintenance Activities," (FSP No. AUG AlR-l). In September 2006. the FASB Staff 

issued FSP No. AUG AlR-1. This FSP prohibits the use of the accrue-in-advance method of accounting for planned major maintenance activ­

ities in annual and interim financial reporting periods, if no liability is required to be recorded for an asset retirement obligation based on a 

legal obligation for which the event obligating the entity has occurred. The FSP also requires disclosures regarding the method of account­

ing for planned major maintenance activities and the effects of implementing the FSP. The guidance in this FSP was effective for Duke 

Energy as of January 1, 2007. The adoption of FSP No. AUG AlR-1 did not have any material Impact on Duke Energ/s consolidated 

results of operations, cash fiows or financial position. 

EITF Issue No. 06-3, "How Taxes Collected from Customers and Remitted to Governmental Authorities Should Be Presented in the 

Income Statement (That Is, Gross versus Net Presentation)" (EITF No. 06-3). In June 2006, the EITF reached a consensus on EITF 

No. 06-3 to address any tax assessed by a governmental authority that is directly imposed on a revenue-producing transaction between a 
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seller and a customer and may include, but are not limited to, sales, use, value added, and some excise taxes. For taxes within the 

issue's scope, the consensus requires that entities present such taxes on either a gross (i.e., included in revenues and costs) or net (i.e., 

exclude from revenues) basis according to their accounting policies, which should be disclosed. If such taxes are reported gross and are 

significant, entities should disclose the amounts of those taxes. Disclosures may be made on an aggregate basis. The consensus was 

effective for Duke Energy beginning January 1, 2007. The adoption of EFFF No. 06-3 did not have will have any material impact on Duke 

Energ/s consolidated results of operations, cash flows or financial position. 

EITF Issue No. 06-5, "Accounting for Purchases of Life Insurance—Determining the Amount That Could Be Realized in Accordance 

with FASB Technical Bulletin No. 854" (EITF No. 0&5). In June 2006, the EITF reached a consensus on the accounting for corporate-

owned and bank-owned life insurance policies. EfTF No. 06-5 requires that a policyholder consider the cash surrender value and any addi­

tional amounts to be received under the contractual terms of the policy in determining the amount that could be realized under the 

insurance contract. Amounts that are recoverable by the policyholder at the discretion of the insurance company must be excluded from 

the amount that could be realized. Fixed amounts that are recoverable by the policyholder in future periods in excess of one year from the 

surrender of the policy must be recognized at their present value. EITF No. 06-5 was effective for Duke Energy as of January 1, 2007 and 

must be applied as a change in accounting principle through a cumulative-effect adjustment to retained earnings or other components of 

equity as of January 1, 2007. The adoption of EITF No. 06-5 did not have any material impact on Duke Energ/s consolidated results of 

operations, cash flows or financial position. 

EITF issue No. 06-6, "Debtor's Accounting for a Modification (or Exchange) of Convertible Debt Instruments" (EITF No. 0&61 In 

November 2006, the EITF reached a consensus on EITF No. 06-6. EITF No. 06-6 addresses how a modification of a debt instrument (or 

an exchange of debt instruments) that affects the terms of an embedded conversion option should be considered in the issuer's analysis 

of whether debt extinguishment accounting should be applied, and further addresses the accounting for a modification of a debt instru­

ment (or an exchange of debt instruments) that affects the terms of an embedded conversion option when extinguishment accounting is 

not applied. EITF No. 06-6 applies lo modifications (or exchanges) occurring in interim or annual reporting periods beginning after 

November 29, 2005, regardless of when the instrument was originally issued. Early application was permitted for modifications (or 

exchanges) occurring in periods for which financial statements have not been issued. There were no modifications to, or exchanges of, 

any of Duke Energ/s debt Insti-uments within the scope of EITF No. 06-6 in the three months ended March 31, 2007 or 2006. The impact 

to Duke Energy of applying EITF No. 06-6 in subsequent periods will be dependent upon the nature of any modifications to, or exchanges 

of, any debt instruments within the scope of EITF No. 06-6. 

The following new accounting standards have been issued, but have not yet been adopted by Duke Energy as of March 31, 2007: 

SFAS No. 157, "Fair Value Measurements" (SFAS No. 157). In September 2006, the FASB issued SFAS No. 157, which defines fair 

value, establishes a framework for measuring fair value in GAAP, and expands disclosures about fair value measurements. SFAS No. 157 

does not require any new fair value measurements. However, in some cases, the application of SFAS No. 157 may change Duke Energ/s 

current practice for measuring and disclosing fair values under otiier accounting pronouncements that require or permit fair value meas­

urements. For Duke Energy, SFAS No. 157 is effective as of January 1, 2008 and must be applied prospectively except in certain cases. 

Duke Energy is currently evaluating the impact of adopting SFAS No. 157, and cannot currently estimate the impact of SFAS No. 157 on 

its consolidated results of operations, cash tiows or tinancial position. 

SFAS No. 159, "The Fair Value Option far Financial Assets and Financial Liabilities" (SFAS No. 159). In February 2007, the FASB 

issued SFAS No. 159, which permits entities to choose to measure many financial instruments and certain olher items at fair value. For 

Duke Energy, SFAS No. 159 is effective as of January 1, 2008 and will have no impact on amounts presented for periods prior to the 

effective date. Duke Energy cannot currently estimate the impact of SFAS No. 159 on its consolidated results of operations, cash fiows 

or financial position and has not yet determined whether or not it will choose to measure items subject to SFAS No. 159 at fair value. 

19. Income Taxes and Other Taxes 

Duke Energy or its subsidiaries file income tax returns in the U.S. federal iurisdiction, and various state and foreign jurisdictions. On 

January 1, 2007, Duke Energy adopted FASB Interpretation No. 48, "Accounting for Uncertainty in Income Taxes—an interpretation of 

FASB Statement No. 109" (FIN 48). As a result of the adoption of FIN 48, Duke Energy recognized an approximate $25 million after-tax 

cumulative effect decrease to retained earnings, which reflects all adoption provisions of FIN 48, including those provisions related to 

unrecognized income tax benefits, interest expense, and penalties. Essentially all of the cumulative effect decrease to retained earnings 

related to Spectra Energy, which was spun-off subsequent to the adoption of FIN 48 (see Note 1). 
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Effective with the adoption of FIN 48, Duke Energ/s liability related to unrecognized tax benetits totaled approximately $500 million, 

which are related to unrecognized federal, state, and foreign tax benefits, gross of any federal tax benefit for unrecognized state income 

tax benefits. In connection with the spin-off of Specti'a Energy on January 2, 2007, approximately $80 million of tiiese liabilities were 

transferred to Spectra Energy, resulting In a remaining balance subsequent to the spin-off of approximately $420 million. If all unrecog­

nized lax benefits were recognized, approximately $130 million would lower the effective tax rale. Of the remaining balance of approx­

imately $290 million, approximately $50 million related to Spectra Energy's indemnification for uncertain tax positions on Duke's 

consolidated or combined tax returns, for which a corresponding receivable from Spectra Energy has been recorded, and approximately 

$240 million reflects temporary differences, the federal deduction for state unrecognized tax benefits, and goodwill. 

During the period from the spin-off through March 31, 2007, Duke Energy's unrecognized tax benefits increased approximately 
$125 million, primarily related lo the timing of certain deductions taken on tax returns in prior years, partially offset by a $32 million 
decrease related to a settlement offer. At March 31, 2007, Duke Energy's'liability related to unrecognized tax benefits, gross of any 
federal tax benefit for unrecognized state income tax benefits, was approximately $545 million. It is reasonably possible that Duke Energy 
will reflect a reduction in unrecognized tax benefits of $100 million in the next twelve months due to the expected settlement of certain 
years, as well as the settlement of an issue related to the timing of when deductions can be taken. A further reduction could occur in the 
next twelve months, also due to an expected settlement, altiiough the amount of the reduction is not currently estimable. Duke Energy 
does not expect any impact on the effective tax rate related to these settlements in tiie next twelve months. 

Also effective with the adoption of FIN 48, Duke Energ/s liability related to pre-tax interest expense and penalties associated with income 

tax positions totaled approximately $43 million. Approximately $ 13 million of tiiese liabilities were transferred to Spectra Energy in connection 

witti ttie spInK)ff, resulting in a remaining balance subsequent to tiie spinoff of approximately $30 million. Of the remaining $30 million iiabilily, 

Duke Energy recorded a corresponding receivable from Spectra Energy of approximately $10 million, as this amount pertains to tax positions 

on consolidated or combined tax returns filed by Duke Energy which have been indemnified by Spectra Energy. The liability amount as of Jan­

uary 2, 2007 was approximately $20 million, net of tiie receivable from Spectra Energy, At March 31, 2007, approximately $12 million of pre­

tax interest and penalfies is accrued, which is net of a corresponding S l l million receivable from Specti'a Energy. The decrease in the liability 

of approximately $8 million from January 2, 2007 to March 31, 2007, net of the receivable from Specti'a Energy, reflects an increase to pre­

tax income of $2 million, with the remaining decrease in the liability recorded primarily as a reduction lo goodwill. 

Duke Energy has open with the federal jurisdiction tax years 1999 and after, with the exception of tax years for Cinergy or its sub­

sidiaries which are open for years 1997 and after. The majority of material state tax jurisdictions are closed through 2001, with the 

exception of certain refund claims related to the years 1978-2001 and any federal adjustments related lo open federal years. The 

majority of foreign jurisdictions remain open for tax years 2000 and after. 

With the implementation of FIN 48, Duke Energy records, as it relates to taxes, interest expense as Interest Expense, interest 

income as Interest Income, and penalties in Other Income and Expenses in the Consolidated Statement of Operations. 

The effective tax rale for the three months ended March 31, 2007 was approximately 23.1% as compared to the effective tax rate 

of 34.8% for the same period in 2006. The decrease in the effective tax rate is primarily due the recognition of synfuel credits in 2007 of 

approximately $26 million and reduction in the unitary state tax rate in 2007 as a result of the spin-off of Spectra Energy, which reduced 

income tax expense by approximately $22 million. These favorable items were partially offset by the non-deductibility of a charge of 

approximately $21 million related to the distribution of Spectra Energy shares to holders of the convertible notes (see Note 7). 

As of March 31, 2007 and December 31, 2006, approximately $307 million and $357 million, respectively, of current deferred lax 

assets were included in Other within Current Assets on the Consolidated Balance Sheets. At March 31, 2007, this balance exceeded 5% 

of total current assets. 

Excise Taxes. Certain excise taxes levied by state or local governments are collected by Duke Energy from its customers. These 

taxes, which are required to be paid regardless of Duke Energ/s ability to collect from the customer, are accounted for on a gross basis. 

When Duke Energy acts as an agent, and the tax is not required to be remitted if it is not collected from the customer, the taxes are 

accounted for on a net basis. Duke Energ/s excise taxes accounted for on a gross basis and recorded as operating revenues in the 

accompanying Consolidated Statements of Operations for the three months ended March 31, 2007 and 2006 were as follows: 

Three Months Ended Three Months Ended 
March 31, 2007 March 31. 2006 

[in millions) 

Excise Taxes $75 529 

42 



PARTI 

DUKE ENERGY CORPORATION 
Notes To Unaudited Consolidated Financial Statements—(Continued) 

20. Subsequent Events 

For information on subsequent events related to debt and credit facilities, regulatory matters, and commitments and contingencies, 
see Notes 7, 14 and 15, respectively. 
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INTRODUCTION 

Management's Discussion and Analysis should be read in conjunction with the Consolidated Financial Statements. 

On January 2, 2007, Duke Energy Corporation (collectively with its subsidiaries, Duke Energy) completed the spin^jff of its natural 

gas businesses (Spectra Energy Corp. (Spectra Energy), including its wholly-owned subsidiary Spectra Energy Capital, LLC (Spectra 

Energy Capital)), including Duke Energ/s 50% interest in DCP Midstream, LLC (DCP Midstream, formerly Duke Energy Field Services, 

LLC), to shareholders. The results of operations of these businesses are presented as discontinued operations for the Uiree months 

ended March 31, 2006 in the Consolidated Statements of Operations. Assets and liabilifies of entities included in the spin-off of Spectra 

Energy were transferred from Duke Energy on a historical cost basis on the date of the spin-off transaction. No gain or loss was recog­

nized on the distribution of these operations to Duke Energy shareholders. Approximately $20.5 billion of assets, $14.9 billion of liabilities 

(which includes approximately $8.6 billion of debt) and $5.6 billion of common stockholders' equity (which includes approximately $1.0 

billion of accumulated other comprehensive income) were distributed from'Duke Energy as of the date of the spin-off. For additional 

information regarding the impacts of the spin-off on the periods presented in this Form 10-Q, see Note 11 to the Consolidated Financial 

Statements, "Discontinued Operations and Assets Held for Sale". 

Executive Overview 

Net income was relatively fiat from the first quarter of 2006 to first quarter of 2007, refiecting the addition of Cinergy Corp's 

(Cinerg/s) operations due to the April 2006 acquisition and the spin-off of the operations of the natural gas businesses due to the January 

2007 spin-off. Earnings per share (basic and diluted) decreased from the first quarter of 2006 to the first quarter of 2007 primarily due 

to 2007 earnings per share being impacted by the dilutive effect of the issuance of approximately 313 million shares in April 2006 

related to the Cinergy acquisition. 

Income from continuing operations increased from $203 million for the first quarter of 2006 to $349 million for the first quarter of 

2007, primarily due to the addition of Cinergy operati'ons. Total business segment EBIT increased from $461 million to $661 million. The 

Increase for U.S. Franchised Electric and Gas of $215 million was attributed almost entirely to the addition of Cinerg/s regulated Midwest 

operations, with net results In the Carollnas essentially flat quarter over quarter. Segment results for Crescent were down from 

$42 million in first quarter 2006 lo $2 million in first quarter 2007, reflecting the reducfion in ownership from 100% in the first quarter of 

2006 to 50% in tiie first quarter of 2007, as well as lower developed lot and land sales in 2007 as compared to the same period in 

2006. Commercial Power and International Energy both experienced moderately improved quarter over quarter net results. 

The increase in segment EBIT was partially offset by convertible debt costs of approximately $21 million related to the spin-off of 

Spectra Energy, and higher interest expense of $61 million due primarily to the debt assumed from Cinergy. The effective tax rate for the 

first quarter 2007 was favorably impacted by synthetic fuel credits of approximately S26 million and a favorable adjustment of approx­

imately $22 million related to a reduction in the unitary state lax rale following the spin-off of Spectra Energy. 

The decrease In income from discontinued operations from $155 million in first quarter 2006 to $8 million in 2007 reflects primarily 

ttie classification of the results of operations for the natural gas businesses spun off on January 2, 2007 as discontinued operations for 

periods prior to the spin-off. 
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RESULTS OF OPERATIONS 

Results of Operations and Variances (in millions) 

Three Months Ended 

2007 

$3,087 
2,510 

— 
(11) 

566 
54 

164 
2 

454 
105 

349 
8 

$ 357 

IWarch 31 

2006 

$1,620 
1,282 

26 
— 

364 
53 

103 
3 

311 
108 

203 
155 

$ 358 

., 
Increase 

(Decrease) 

$1,467 
1,228 

(26) 

(11) 

202 
1 

61 
(1) 

143 
(3) 

146 
(147) 

$ (1) 

Operating revenues 
Operating expenses 
Gains on sales of investments in commercial and multi-family real estate 
Losses on sales of olher assets and other, net 

Operating income 
Other income and expenses, net 
Interest expense 
Minority inleresl expense 

Income from continuing operations before income taxes 
Income tax expense from continuing operations 

Income from continuing operations 
Income from discontinued operations, net of lax 

Net income 

The following is a summary discussion of the consolidated results of operations and variances, which is followed by a discussion of 

results by segment 

Consol idated Opera t ing Revenues 

Three Months Ended March 31, 2007 as Compared to March 31, 2006. Consolidated operating revenues for the three months 

ended March 31, 2007 increased SI,467 million, compared to the same period in 2006. This change was driven primarily by an approx­

imate $1,460 million increase due to the merger with Cinergy. 

Consol idated Opera t ing Expenses 

Three Months Ended March 31, 2007 as Compared to March 31, 2006. Consolidated operating expenses for the three months 

ended March 31, 2007 increased $1,228 million, compared to the same period in 2006. This change was driven primarily by an approx­

imate $1,235 million increase due to the merger with Cinergy. 

Consol idated Gains on Sales of Investments in Commerc ia l and Mul t i -Fami ly Real Estate 

Consolidated gains on sales of investments in commercial and mufti-family real estate for the three months ended March 31, 2007 

decreased $26 million, compared to the same period in 2006. This decrease was due to the deconsolidation of Crescent in September 

2006 and the subsequent accounting for Duke Energ/s investment in Crescent as an equity method investment. 

Consol idated Losses on Sales of Other Assets and Other, Net 

Consolidated losses on sales of other assets and other, net was a loss of $11 million for the three months ended March 31, 2007 

and $0 for the same period in 2006. The net loss for the three months ended March 31. 2007 was due primarily to Commercial Power's 

sale of emission allowances. 

Consol idated Operat ing Income 

Consolidated operating income for the three months ended March 31, 2007 increased $202 million, compared to the same period 

in 2006. Increased operating income was driven primarily by an approximate $214 million favorable "impact due to the merger with Cin­

ergy. Other drivers to operating income are discussed above. 

Consol idated Other Income and Expenses, Net 

Consolidated other income and expenses, net for the three months ended March 31, 2007 was flat compared to the same period in 

2006. 
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Consol idated In terest Expense 

Consolidated interest expense for the three months ended March 31, 2007 increased $61 million, compared to the same period in 

2006. This increase was due primarily lo the merger with Cinergy. 

Consol idated Income Tax Expense f r o m Cont inu ing Operat ions 

Consolidated income lax expense from continuing operations for the three months ended March 31, 2007 decreased $3 million 

compared to the same period in 2006. The decrease is the result of a lower effective tax rate for the three monttis ended March 31, 

2007 compared to the same period in 2006, offset by higher pre-tax income in the first quarter 2007 compared to the first quarter 

2006. The effective tax rate decreased for the three months ended March 31, 2007 (23%) compared to the same period in 2005 (35%), 

due primarily to the recognition of synfuel credits and reduction in the unitary state tax rate in 2007 as a result of the spin-off of Spectra 

Energy. 

Consol idated Income f rom Discont inued Operat ions, Net of tax 

Consolidated income from discontinued operations, net of tax, for the three months ended March 31, 2007 decreased $147 million, 

compared to the same period in 2005. The decrease primarily relates to the inclusion of 2006 results of after-tax earnings of approx­

imately $271 million related to Duke Energ/s natural gas businesses, including Duke Energ/s 50% ownership interest in DCP Midstream 

and interest expense previously included in Other that directly related lo the natural gas businesses, which were spun off to shareholders 

in January 2007. This was partially offset by approximately $116 million of prior year after-tax losses at former Duke Energy North Amer­

ica (DENA) primarily associated with certain contract terminations, and losses associated with the operations of Duke Energy Merchants, 

LLC. 

Segment Results 

Management evaluates segment performance based on earnings before interest and taxes from continuing operations, after deduct­

ing minority interest expense related to those profits (EBIT). On a segment basis, EBIT excludes discontinued operations, represents all 

profits from continuing operations (both operating and non-operating) before deducting interest and taxes, and is net of the minority inter­

est expense related to those profits. Cash, cash equivalents and short-term investments are managed centrally by Duke Energy, so the 

gains and losses on foreign currency remeasurement, and interest and dividend income on those balances, are excluded from the seg­

ments' EBFF. Management considers segment EBIT to be a good indicator of each segment's operating performance from its continuing 

operations, as it represents the results of Duke Energ/s ownership interest in operations without regard to financing methods or capital 

structures. 

Duke Energ/s segment EBIT may not be comparable lo a similarly titled measure of another company because other entities may 

not calculate EBIT in the same manner. Segment EBIT is summarized in the following table, and detailed discussions follow. 

EBIT by Business Segment (in millions) 

U.S. Franchised Electric and Gas 
Commercial Power 
International Energy 
Crescent 

Total reportable segment EBIT 
Other 

Total reportable segment and other EBIT 
Interest expense 
Interest income and otheri^' 

Consolidated income from continuing operations before income taxes 

(a) ottier includes foreign currency transaction gams and tosses. 

The amounts discussed below include intercompany transactions that are eliminated in the Consolidated Financial Statements. 
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Three Monttis Ended 
March 31, 

2007 

$574 
(9) 

94 
2 

661 
(84) 

577 
(164) 

41 

$454 

2006 

$359 
(26) 
86 
42 

461 
(54) 

407 

(103) 
7 

$311 
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V. .' 
U.S. Franchised Electr ic and Gas 

[in millions, except where noted) 

Operating revenues 
Operating expenses 

Operating income 
Other income and expenses, net 

EBIT 

Duke Energy Carolinas GWh sales'̂ ) 
Duke Energy Midwest GWh sales'̂ '- iw 

(a) Gigawatt-hours (GWh) 
(b) Relates to operations of legacy Cinergy from the date of acquisition and thereafter 

Three IVlonths Ended 
March 31, 

2007 2006 
Increase 

[Decrease) 

$ 2,399 
1,835 

564 
10 

1,292 
938 

354 
5 

$ 574 S 359 

21,542 
16,412 

20.580 

$ 1,107 
897 

210 
5 

$ 215 

962 
16.412 

Three Months Ended 
March 31, 2007 

7.8% 
7.1% 

(3.2)% 
7.1% 

4.7% 
2.1% 

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

three months ended March 31, 2007 compared to the same period in the prior year. The table below excludes amounts related to former 

Cinergy since results of operations of Cinergy are only included from the date of acquisition and thereaffer. 

Increase fdecrease) over prior year 

Residential sales'̂ ' 
General service sales'̂ ) 
Industrial sales'̂ ' 
Wholesale sales 
Total Duke Energy Carolinas sales*"' 
Average number of customers 

(a) Major components of Duke Energy Carolinas' retail sates. 
jb) Consists of all components of Duke Energy Carolinas' sales, including retail sales, and wholesale sales to incorporated municipalities and to public and private util­

ities and power marketers. 

Three Months Ended March 31, 2007 as Compared to March 31, 2006 

Operafing Revenues. The increase was driven primarily by: 

• A $1,066 million increase in regulated operating revenues due to the acquisition of Cinergy 

• A $50 million increase in fuel revenues, driven by increased fuel rates and increased GWh sales for retail cuslomers. Fuel rates 

increased due primarily to higher fuel costs, with the cost of coal being the most significant factor 

• A S27 million Increase related to demand from retail customers, due primarily to continued growth in the number of residential and 

general service customers in Duke Energy Carolinas' service territory. The number of customers in 2007 has increased by approx­

imately 47,000 compared to 2006, and 

• A $22 million increase in GWh sales to retail customers due to favorable weather conditions. Heating degree days for the first quar­

ter of 2007 were approximately 3% higher than the same period in 2006, due primarily to strong winter weather in February 2007. 

Partially offsetting these increases were: 

• A $38 million decrease related to sharing of anticipated merger savings through a rate decrement rider with regulated cuslomers 

in North Carolina and South Carolina, and 

• A $16 million decrease in wholesale power sales, net of the impact of sharing of profits from wholesale power sales with industrial 

customers in North Carolina, due primarily to lower prices in 2007. 

Operating Expenses. The increase was driven primarily by: 

• An $852 million increase in regulated operating expenses due to the acquisition of Cinergy 

• A $35 million increase in fuel expenses due primarily to higher coal costs. Generation fueled by coal accounted for approximately 

51% of total generation during the first quarter of 2007 compared to approximately 47% during the same period in 2006. The 

quantity of coal burned during first quarter 2007 is approximately 12% higher than the same period in 2006, resulting in increased 

47 



PARTI 

expenses of approximately $57 million. This increase is partially offset by a $19 million reimbursement for previously incurred fuel 

expenses resulting from a seltiement betv/een Duke Energy Carolinas and the U.S. Department of Justice resolving Duke Energ/s 

used nuclear fuel litigation against the Department of Energy (DOE). The settlement between the parties was finalized on March 6, 

2007, and 

•A $14 million increase in purchased power expense, due primarily to higher retail demand and scheduled refueling outages. 

Partially offsetting these increases was: 

• A $6 million decrease in regulatory amortization expenses, due to reduced amortization of compliance costs related to North Caro­

lina clean air legislation during the first quarter of 2007 compared to the same period in the prior year. Regulatory amortization 

expenses were approximately $56 million for the three months ended March 31, 2007 as compared to approximately S62 million 

during the same period in 2006. 

Olher Income and Expenses, net The increase resulted primarily from the acquisition of the regulated operations of Cinergy. 

EBIT. The increase resulted primarily from the acquisition of the regulated operations of Cinergy, increased demand from retail cus­

tomers, favorable weather conditions and the DOE settlement. These increases were partially offset by rate reductions due to the merger, 

increased purchased power expense and decreased wholesale power sales. See above for individual discussion of these EBIT drivers. 

Commerc ia l Power 

[rn millions, except where noted) 

Operating revenues 
Operating expenses 
Losses on sales of other assets and olher, net 

Operating income 

Other income and expenses, net 

EBIT 

Actual planl production, GWh 

Proportional megawatt capacity in operation 

Commercial Power includes the operations of former DENA's Midwestern gas-fired generafion assets. Additionally, Commercial 

Power includes former Cinerg/s non-regulated generation in the Midwest, the results of which have been included from the date of acquis­

ition and thereafter. 

Three Months Ended March 31, 2007 as compared lo March 31, 2006 

Operating Revenues. The increase was primarily driven by: 

• A $387 million increase due to the acquisition of Cinerg/s non-regulated generation assets, including the impacts of purchase 

accounting 

• A $52 million increase in revenues from sales from synfuel operations acquired In the Cinergy merger, and 

• A $22 million increase in revenues from former DENA's Midwestern gas-fired generation assets due primarily to higher generation 

volumes in 2007 compared to 2006. 

Parfially offsetting these increases was a $45 million mark-to-market loss on non-qualifying power hedge contracts. 

Operating Expenses. The increase was primarily driven by: 

• A S327 million increase due to the acquisition of Cinerg/s nonfegulated generation assets, including the impacts of purchase 

accounting 

• A S75 million increase due to fuel costs and operating and maintenance expense associated wilh the synfuel operations acquired in 

the Cinergy merger, and 

• A $12 million increase in expenses from former DENA's Midwestern gas-fired generation assets due primarily to higher fuel costs 

from increased generation volumes in 2007 compared to 2006. 
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Thr. 

2007 

$ 432 
436 
(11) 

(15) 
6 

$ (9) 

5,871 
8,100 

50 Months Ended 
March 31, 

2006 

S 16 
41 

(25) 

(11 

$ (26) 

16 
3,600 

Increase 
(Decrease) 

$ 416 
395 
(111 

10 
7 

$ 17 

5,855 
4,500 
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Partially offsetting these increases was a $19 million mark-lo-market gain on non-qualifying fuel hedge contracts. 

Losses on Safes of Other Assets and Other, net During 2007, Commercial Power recognized net losses related to sales of emission 

allowances. 

Other Income and Expenses, net. The increase is driven primarily by equity earnings of unconsolidated affiliates related to invest­

ments acquired in connection with the Cinergy merger in 2006. 

EBIT. Approximately $5 million of the improved EBIT relates to the legacy Cinergy operafions, with the remainder related to the 

former DENA Midwestern operations. EBIT was negatively impacted in the first quarter 2007 by approximately $26 million of net 

mark-to market losses on economic hedges and approximately $23 million of losses related to synfuel operations, which excludes the 

impact of a $26 million Income lax credit recorded as a reduction to income tax expense from continuing operations. 

Three IVlonths Ended 
March 31. 

2007 

$ 245 
165 

80 
19 
5 

$ 94 

4.654 
3,945 

2006 

$ 227 
154 

73 
19 
6 

$ 86 

4,796 
3,914 

Increase 
(Decrease) 

$ 18 
11 

7 
— 
(1) 

$ 8 

(142) 
31 

In ternat iona l Energy 

(In millions, except where noted) 

Operating revenues 
Operating expenses 

Operating income 
Olher income and expenses, net 
Minority interest expense 

EBIT 

Sales, GWh'̂ ' 
Proportional megawatt capacity in operation'^' 

(a) Internati'onal Energ/s continuing operations 

Three Months Ended March 31, 2007 as Compared to March 31. 2006 

Operating Revenues. The increase was driven primarily by; 

• A $11 million increase in Brazil due to higher volumes, higher average energy prices and favorable exchange rates 

• A $5 million increase in Ecuador due to favorable volumes and higher average energy prices as a result of competitor planl out­

ages 

•A $5 million increase in Peru due to higher dispatch, higher prices and increased ownership, and 

• A $5 million increase in Guatemala mainly due lo favorable sales volume and higher average energy prices. 

Partially offsetting these increases was: 

• A $9 million decrease in El Salvador due primarily to decreased sales volume resulting from increased competition. 

Operating Expenses. The increase was driven primarily by: 

•A $11 million increase in Guatemala due to increased fuel costs and higher maintenance costs 

• A $5 million increase in Peru due to increased ownership and higher maintenance costs 

• A $5 million increase in Brazil due primarily lo higher purchased power costs due to lower dispatch, higher regulatory costs, and 

unfavorable exchange rates, and 

• A S4 million increase in Ecuador due primarily to higher fuel costs resulting from increased dispatch. 

Partially offsetting these increases were: 

•A $10 million decrease in El Salvador due to a lower fuel prices and generation, and 

•A S3 million decrease due to the absence of Citrus Trading Corporation (Citrus) litigation costs in the current period as the Citrus 

litigation obligations transferred to Spectra Energy on January 2, 2007. 

EBIT. The increase was due primarily to the favorable average energy prices in Brazil, absence of Citrus liti'gation costs, and favor­

able exchange rales, partially offset by higher fuel costs in Guatemala. 
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Crescen t 

Three Months Ended 

2007 

$ -
— 
— 
— 
2 

— 
— 

$ 2 

March 31, 

2006 
Increase 

(Decrease) 
(In millions) 
$71 

61 
26 

36 
— 
8 
2 

$42 

$(71) 
(61) 
(26) 

(36) 
2 

(8) 
(2) 

$(40) 

Operating revenues 
Operating expenses 
Gains on sales of investments in commercial and multi-family real estate 

Operating income 
Equity in earnings of unconsolidated affiliates 
Other income and expenses, net 
Minority interest expense 

EBIT • _ _ 

In September 2006, Duke Energy completed a joint ventijre transaction at Crescent Resources, LLC (Crescent) and deconsolidated its 

investment in Crescent due to reduction in ownership and its inability to exercise control. Accordingly, the variances in the above table refiect 

the activity for the results for the three months ended March 31, 2007 and represent Duke Energ/s 50% of equity eamings in Crescent, 

whereas the results for Crescent for the three montiis ended March 31, 2006 reflect Crescent as a wholly-owned subsidiary of Duke Energy. 

EBIT. The decrease was due primarily to lower residential developed lot sales, lower land sales and trades, and approximately 

$10 million of interest expense included in Crescent's equity earnings for the three months ended March 31, 2007. 

Other 

Three Months Ended 
March 31, 

2007 

$ 36 
100 

(64) 
(21) 

(I) 

$(84) 

2006 
Increase 

(Decrease) 
(In millions) 
$ 37 $ (1) 

107 

(70) 
12 
(4) 

$(54) 

(7) 

6 
(33) 

3 

$(30) 

Operating revenues 
Operating expenses 

Operating income 
Other income and expenses, net 
Minority interest expense 

EBIT 

Three Months Ended March 31, 2007 as Compared to March 31, 2006 

Operating Expenses. The decrease was driven primarily by $17 million of lower expenses for mutual insurance exit obligations and 

favorable captive insurance loss experience In the current year, partially offset by an approximate $7 million increase in corporate gover­

nance costs due primarily to the merger wilh Cinergy and a $6 million increase in costs to achieve related to the Cinergy merger, due 

primarily lo system integration costs. 

Other Income and Expenses, net The decrease was due primarily lo convertible debt charges of approximately $21 million related 

to the spin-off of Spectra Energy. 

EBIT. The decrease was due primarily to convertible debt charges, increased corporate governance costs and costs to achieve 

related to the Cinergy merger, partially offset by lower expenses for mutual insurance exit obligations and favorable captive insurance 

loss experience in the current year. 

LIQUIDITY AND CAPITAL RESOURCES 

Opera t ing Cash Flows 

Net cash provided by operating activities was $916 million for the three months ended March 31, 2007, compared lo $731 million 

for the same period in 2005, an increase in cash provided of $185 million. This change was driven primarily by: 

• The settlement of the payable to Barclays Bank, PLC (Barclays) (approximately $600 million) in 2006, offset by 
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• Collateral received by Duke Energy {approximately $540 million) during 2006 from Barclays 

• Cash flows period over period were also impacted by the 2005 merger with Cinergy, the deconsolidation of Crescent in 2006 and 

the 2007 spin-off of the natural gas business. 

(For additional information on the above, see Note 11 to the Consolidated Financial Statements, "Discontinued Operations and 

Assets Held for Sale") 

Invest ing Cash Flows 

Net cash used in investing activities was $594 million for the three months ended March 31, 2007 compared to $138 million for the 

same period in 2006, an increase in cash used of $456 million. This change was driven primarily by; 

• An approximate $240 million increase in capital expenditures, primarily due to the Cinergy merger in 2006 

• An approximate $350 million decrease in sales and maturities, net of purchases, of available for sale securities, primarily short-

term investments; partially offset by 

• An approximate $150 million decrease as a result of 2006 investment expenditures, primarily at Crescent, and the 2005 acquis­

ition of the remaining Inleresl in the Bridgeport facility. 

F inancing Cash Flows and L iqu id i ty 

Net cash used in financing activities was $700 million for the three months ended March 31, 2007 compared to $319 million for the 

same period in 2006, an increase in cash used of $381 million. This change was driven primarily by: 

• An approximate $330 million increase in payments for the redemption of long-term debt » 

• An approximate $400 million distribution of cash as a result of the spin-off of Spectra Energy, partially offset by 

• An approximate $250 million increase in net proceeds from the issuance of notes payable and commercial paper, and 

• An approximate $70 million increase in cash due to Uie repurchase of common shares in 2006 

In October 2006, Duke Energ/s Board of Directors authorized the reactivation ofthe previously announced share repurchase plan 

for Duke Energy of up to $500 million of share repurchases after the spin-off of the natural gas businesses had been completed. There 

were no share repurchases from the date of the spin-off of the natural gas businesses through March 31, 2007. 

Significant Financing Activities. During the three months ended March 31, 2007, Duke Energ/s consolidated credit capacity 

decreased by SI,468 million due to the spin-off of the natural gas businesses on January 2, 2007. 

Available Credit Facilities and Restrictive Debt Covenants. Duke Energ/s debt and credit agreements contain various financial and 

other covenants. Failure to meet those covenants beyond applicable grace periods could result in accelerated due dates and/or termination 

of the agreements. As of March 31, 2007, Duke Energy was in compliance with those covenants. In addition, some credit agreements may 

allow for acceleration of payments or termination of the agreements due to nonpayment, or to the acceleration of other significant 

indebtedness of the borrower or some of its subsidiaries. None of the debt or credit agreements contain material adverse change clauses. 

Credit Ratings. Through May 1, 2007, the credit ratings of Duke Energy and its subsidiaries were unchanged from those disclosed in 

"Management's Discussion and Analysis of Financial Condition and Results of Operations—Liquidity and Capital Resources" in Duke 

Energ/s Annual Report on Form lO-K for the year ended December 31, 2006. 

Duke Energ/s credit ratings are dependent on, among other factors, the ability to generate sufficient cash to fund capital and invest­

ment expenditures and dividends, and a disciplined execution of the share repurchase program, while maintaining the strength of its cur-

rerit balance sheet. If. as a result of market conditions or other factors, Duke Energy is unable to maintain its curreni balance sheet 

strength, or if its earnings and cash flow outlook materially deteriorates, Duke Energ/s credit ratings could be negatively impacted. 

A reduction in the credit rating of Duke Energy to below inveslment grade as of March 31, 2007 would have resulted in Duke Energy 

posting additional collateral of up to approximately $375 million, including impacts of Cinergy. The majority of this collateral is related to 

outstanding surety bonds. 

Duke Energy would fund any additional collateral requirements through a combination of cash on hand and tfie use of credit facilities. If 

credit ratings for Duke Energy or its affiliates fall below investinent grade there is likely to be a negative impact on its working capital and terms 

of trade that is nol possible to fully quantify, in addition to ttie posting of additional coilatera! and segregation of cash described above. 

Other Financing Matters. As of March 31, 2007, Duke Energy and its subsidiaries had effective Securities and Exchange Commis­

sion (SEC) shelf registrations for up to $925 million in gross proceeds from debt and olher securities. 
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Of f -Balance Sheet A r rangemen ts 

During the first quarter of 2007, there were no material changes to Duke Energ/s off-balance sheet arrangements olher than the 

off-balance sheet arrangements related to the natural gas businesses, which were spun off on January 2, 2007. For information on Duke 

Energ/s off-balance sheet arrangements, see "Off-Balance Sheet Arrangements" in "Management's Discussion and Analysis of Financial 

Condition and Results of Operations" in Duke Energ/s Annual Report on Form 10-K for the year-ended December 31, 2006. 

Con t rac tua l Obl igat ions 

Duke Energy enters into contracts that require cash payment at specified periods, based on specified minimum quantities and 

prices. During the first quarter of 2007, there were no material changes in Duke Energ/s contractual obligations. For an in-depth dis­

cussion of Duke Energ/s contractija! obligations, see "Contractual Obligations" and "Quantitative and Qualitative Disclosures about Mar­

ket Risk" in "Management's Discussion and Analysis of Financial Condition and Results of Operations" in Duke Energy's Annual Report on 

Form 10-K for the year-ended December 31, 2006. 

New Accoun t ing Standards 

The following new accounting standards have been issued, but have not yet been adopted by Duke Energy as of March 31, 2007: 

Statement of Financial Accounting Standards (SFAS) No. 157. "Fair Value Measurements" (SFAS No. 157). In September 2006, the 

Financial Accounting Standards Board (FASB) issued SFAS No. 157, which defines fair value, establishes a framework for measuring fair 

value in generally accepted accounting principals, and expands disclosures about fair value measurements. SFAS No. 157 does not 

require any new fair value measurements. However, in some cases, the application of SFAS No. 157 may change Duke Energy's current 

practice for measuring and disclosing fair values under other accounting pronouncements that require or permit fair value measurements. 

For Duke Energy, SFAS No. 157 is effective as of January 1, 2008 and must be applied prospectively except in certain cases. Duke 

Energy is currently evaluating the impact of adopting SFAS No. 157, and cannot currently estimate the impact of SFAS No. 157 on its 

consolidated results of operations, cash flows or financial position. 

SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities" (SFAS No. 159). In February 2007, the FASB 

issued SFAS No. 159, which permits entities to choose to measure many financial instruments and certain other items at fair value. For 

Duke Energy, SFAS No. 159 is effective as of January 1, 2008 and will have no impact on amounts presented for periods prior to the 

effective date. Duke Energy cannot currently estimate the impact of SFAS No. 159 on its consolidated results of operations, cash flows 

or tinancial position and has not yet determined whether or not It will choose to measure items subject to SFAS No. 159 al fair value. 

Subsequent Events 

For information on subsequent events related to debt and credit facilities, regulatory matters, and commitments and contingencies 

see Note 7, "Debt and Credit Facilities," Note 14, "Regulatory Matters," and Note 15, "Commitments and Contingencies" to the Con­

solidated Financial Statements, respectively. 

I tem 3. Quant i tat ive a n d Qual i ta t ive Disclosures abou t Marke t Risk 

For an in-depth discussion of Duke Energy's market risks, see "Management's Discussion and Analysis of Quantitative and Qualitative 

Disclosures about Market Risk" in Duke Energ/s Annual Report on Form 10-K for the year ended December 31, 2006. 

In te res t Rate Risk 

Based on a sensitivity analysis as of March 31, 2007, ilwas estimated that if market interest rates average 1% higher (lower) over 

the next twelve months, interest expense, net of offsetting impacts in interest income, would increase (decrease) by approximately 

$9 million. Comparatively, based on a sensitivity analysis as of December 31, 2006, had interest rates averaged 1% higher (lower) in 

2007, it was estimated that interest expense, net of offsetting impacts in interest income, would have increased (decreased) by approx­

imately $3 million. These amounts were estimated by considering the impact of the hypothetical interest rates on variable-rate securities 

outstanding, adjusted for interest rate hedges, short-term investments, cash and cash equivalents outstanding as of March 31, 2007 and 

December 31, 2006. The increase in interest rate sensitivity was primarily due a decrease in cash and short-term investment balances 

and a net increase in commercial paper borrowing. If interest rates changed significantly, management would likely take actions to man­

age its exposure to the change. However, due to tiie uncertainty of the specific actions that would be taken and their possible effects, the 

sensitivity analysis assumes no changes in Duke Energ/s financial structure. 
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PARTI 

I tem 4 . Controls a n d Procedures. 

Disclosure Cont ro ls and Procedures 

Disclosure controls and procedures are controls and other procedures that are designed to ensure that information required to be 

disclosed by Duke Energy in the reports it files or submits under the Securities Exchange Act of 1934 (Exchange Act) is recorded, proc­

essed, summarized, and reported, within the time periods specified by tiie Securities and Exchange Commission's (SEC) rules and forms. 

Disclosure controls and procedures include, without limitation, controls and procedures designed to provide reasonable assurance 

that information required to be disclosed by Duke Energy in tiie reports it tiles or submits under the Exchange Act is accumulated and 

communicated to management, including the Chief Executive Officer and Chief Financial Officer, as appropriate to allow timely decisions 

regarding required disclosure. 

Under the supervision and with the participation of management, including the Chief Executive Officer and Chief Financial Officer, 

Duke Energy has evaluated the effectiveness of its disclosure controls and procedures (as such term is defined in Rule 13a-15(e) and 

J5d-15(e) under the Exchange Act) as of March 31, 2007, and, based upon tiiis evaluation, the Chief Executive Officer and Chief Financial 

Officer have concluded that these controls and procedures are effective in providing reasonable assurance that information requiring dis­

closure is recorded, processed, summarized, and reported within the timeframe specified by the SEC's rules and forms. 

Changes in In terna l Contro l over Financia l Repor t ing 

Under the supervision and with the participation of management, including the Chief Executive Officer and Chief Financial Officer, 

Duke Energy has evaluated changes in intemal control over financial reporting (as such term is defined in Rules 13a-l 5(f) and 15d-l 5(f) 

under Ihe Exchange Act) that occurred during the fiscal quarter ended March 31, 2007 and found no change ttiat has materially affected, 

or is reasonably likely to materially affect, internal control over financial reporting, other than the changes occurring subsequent to tht 

spin-off of Spectra Energy from Duke Energy, as discussed below. 

Subsequent to the spin-off of Spectra Energy, Duke Energy is currently in the process of evaluating any changes Uiat could materi­

ally affect Duke Energ/s internal control over financial reporting. See applicable notes to the Consolidated Financial Slatements for addi­

tional information related to the spin-off of Spectra Energy by Duke Energy. 
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PART W. OTHER INFORMATION 

Item 1. Legal Proceedings. 

For information regarding legal proceedings that became reportable events or in which there were material developments in the first 

quarter of 2007, see Note 14 to tho Consolidated Financial Statements, "Regulatory Matters" and Note 15 to the Consolidated Financial 

Statements, "Commitments and Contingencies." 

Item IA. Risk Factors. 

In addition to the other information set forth in this report, careful consideration should be given to the factors discussed in Part I, 

"Item IA. Risk Factors" in Duke Energ/s Annual Report on Form 10-K for the year ended December 31, 2006, which could materially 

affect Duke Energ/s financial condition or future results. Additional risks and uncertainties not currently known to Duke Energy or that 

Duke Energy currently deems to be immaterial also may materially adversely affect Duke Energ/s financial condition and/or results of 

operations. 

Item 2. Unregistered Sales of Equity Securities and Use'of Proceeds. 

Issuer Purchases of Equity Securities for First Quarter of 2007 

There were no issuer purchases of equity securities during the first quarter of 2007. 

In October 2006, Duke Energ/s Board of Directors authorized the reactivation of the share repurchase plan for Duke Energy of up 

to $500 million of share repurchases after the spin-off of the natural gas businesses had been completed. As of March 31, 2007, the 

dollar value of shares that may yet be purchased under the plan is approximately $1.1 billion. 

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

No matters were submitted to a vote of Duke Energ/s security holders during the first quarter of 2007. 
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PART 

I tem 6. Exhibits 

(a) Exhibits 

Exhibits filed or furnished herewith are designated by an asterisk (*). All exhibits not so designated are incorporated by reference to 

a prior filing, as indicated. Items constituting management contracts or compensatory plans or arrangements are designated by a double 

asterisk ('*). 

Exhibit 
Number 

l O . r • Form of Phantom Stock Award Agreement (filed in Form 8-K of Duke Energy Corporation, March 8, 2007, File No. 1-32853, 

as item 10.011 

10.2* * Form of Performance Share Award Agreement (filed in Form 8-K of Duke Energy Corporation, March 8, 2007, File No. 1-

32853, as item 10.02). 

* 10.3 Amendment No. 1 to the Separation and Distribution Agreement, dated as of December 13, 2006, by and between Duke 

Energy Corporation and Spectra Energy Corp. 

*10.4 Amendment No. 1 to the Transition Services Agreement, dated as of December 13, 2006, by and between Duke Energy 

Corporation and Spectra Energy Corp. 

' 10.5 Amendment No. 2 to the Transition Services Agreement, dated as of Oecember 13, 2006, by and between Duke Energy 

Corporation and Spectra Energy Corp. 

'10.6 ' * Amendment to the Duke Energy Corporation 1998 Long-Term Incentive Plan, dated as of February 27. 2007, by and 

between Duke Energy Corporation and Spectra Energy Corp. 

* 10.7' * Amendment to the Duke Energy Corporation 2006 Long-Term Incentive Plan, dated as of February 27, 2007, by and 

between Duke Energy Corporation and Spectra Energy Corp. 

*31.1 Certification of the Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. 

*31.2 Certification of the Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. 

'32.1 Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002. 

'32.2 Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002. 

The total amount of securities of the registrant or its subsidiaries authorized under any instrument with respect to long-term debt not 

filed as an exhibit does not exceed 10% of the total assets of the registrant and its subsidiaries on a consolidated basis. The registrant 

agrees, upon request of the Securities and Exchange Commission, to furnish copies of any or al! of such instruments to iL 

V. 
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PART 

SIGNATURES 

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be 

signed on its behalf by the undersigned thereunto duly authorized. 

DUKE ENERGY CORPORATION 

Date: May 10, 2007 / s / DAVIO L. HAUSER 

David L. Hauser 
Group Executive and 
Chief Financial Officer 

Date: May 10, 2007 / s / STEVEN K. YOUNG 

Steven K. Young 
Senior Vice President and Controller 
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Exhibi t 10 .3 

Execution Copy 

FIRST AMENDMENT 

TO 

SEPARATION AND DISTRIBUTION AGREEMENT 

THIS FIRST AMENDMENT TO SEPARATION AND DISTRIBUTION AGREEMENT (this "Amendment! is entered into as of January 1, 2007 (the 

"Effective Date"), by and between Duke Energy Corporation, a Delaware corporation {"Duke Energy), and Spectra Energy Corp (f/k/a Gas Spin-

Co, Inc.), a Delaware corporation {"Spectra Energf), each a "Part^' and together, the "Parties". 

R E C I T A L S : 

WHEREAS, the Parties have entered into that certain Separation and Distribution Agreement dated as of December 13, 2006 (the 

"Separation and Distribution Agreement!'); and 

WHEREAS, each Party has determined that it is in the best interests of its stockholders to amend the Separation and Disfi'ibution Agree­

ment as described in this Amendment. 

NOW, THEREFORE, in consideration of the foregoing premises, the mutual promises and covenants hereinafter set forth, and other good 

and valuable consideration, the receipt and sufficiency of which are hereby acknowledged, the Parties, intending to be legally bound, agree, 

effective as of the Effective Date, as follows: 

1. Defmitions. 

All capitalized terms used herein and not otherwise defined herein shall have the respective meanings set forth (or otherwise provided for) 

in the Separation and Distribution Agreement. 

2. Amendment to Modify Schedule 1.1(48) (Duke Energy Group Entities). 

The Schedules to the Separation and Distribution Agreement are hereby amended by: 

(i) adding the following Business Entity to the list of Business Entities listed on Schedule 1.1(48) (Duke Energy Group Entities): "Energy 

Pipelines Internationa! Company"; and 

(ii) deleting the following Business Entity from the list of Business Entities listed on Schedule 1.1(48) (Duke Energy Group Entities): 

"Duke Energy Exchangeco Finance Co.". 

3. Amendment to Modify Schedule l .U104)(a) (Companies Considered PanEnergy Companies). 

The Schedules to the Separation and Distribution Agreement are hereby amended by adding the following item 13 to the list of PanEnergy 

Companies listed on Schedule l.l(104(a) (Companies Considered PanEnergy Companies); 

"13. Energy Pipelines International Company 

" W i l l cease to be an indirect subsidiary of Duke Capital LLC and become a member of the Duke Energy Group." 

4. Amendment to Modify Schedule l . J f i 2 9 ) (Spectra Energy Group Entities). 

The Schedules to the Separation and Distribution Agreement are hereby amended by: 

(i) deleting the following Business Entity from the list of Business Entities listed on Schedule 1.1(129) (Spectra Energy Group Entities): 

"Energy Pipelines International Company"; and 

(ii) adding the following Business Entity to the list of Business Entities listed on Schedule!.1(129) (Spectra Energy Group Entities): 

"Duke Energy Exchangeco Finance Co.". 
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5. Amendment to Modify Schedule 2.5(a) (Certain Spectra Energy Bank and Brokerage Accounts). 

The Schedules to the Separation and Distribution Agreement are hereby amended by: 

(i) adding the following bank account to the list of bank and brokerage accounts listed on Schedule 2.5(a) (Certain Spectra 

Energy Bank and Brokerage Accounts): "SCOTIA—100090404217—WESTCOAST ENERGY INTERNATIONAL INC."; and 

(ii) deleting the following eight bank accounts from the list of bank and brokerage accounts listed on Schedule 2.5(a) (Certain 

Spectra Energy Bank and Brokerage Accounts); (1) "JPMorgan Chase Bank—601807514—PAN SERVICE COMPANY", (2) "JPMorgan 

Chase Bank—9102771194-PAN SERVICE COMPANr, (3) "SCOT1A-100090102113—ZWICK PLUMBING (construction acct)", 

(4) "SCOTIA—100090116114—PATCH POINT (construction accl)", (5) "SCOTIA-100090271411—WL CONSTRUCTION 

(construction acct)", (6) "SCOTIA—100090274615—FLINT FIELD (construction acct)", (7) "SCOTIA—129890013110~TWIN 

RIVERS 1981 LTD. (construction accl)", and (8) "SCOTIA—129890017310—PAUL PAQUEHE & SONS (construction acct)". 

6. Amendment to Modify Schedule 2.5(b} (Duke Energy Bank and Brokerage Accounts Currently Owned by Duke 
Capital Subsidiaries). 

The Schedules to the Separation and Distribution Agreement are hereby amended by; 

(i) adding the fo!Iov;ing two bank accounts to the list of bank and brokerage accounts listed on Schedule 2.5(b) (Duke Energy 

Bank and Brokerage Accounts Currently Owned by Duke Capital Subsidiaries): (1) "JPMorgan Chase Bank—501807514—PAN 

SERVICE COMPANY", and (2) "JPMorgan Chase Bank—9102771194—PAN SERVICE COMPANY"; and 

(ii) adding the following provisions after the list of bank and brokerage accounts listed on Schedule 2.5(b) (Duke Energy Bank 

and Brokerage Accounts Currently Owned by Duke Capital Subsidiaries): 

"Spectra Ene/gy shall reimburse Duke Energy for all payments (i) made out of either of the two JPMorgan Chase Bank bank 

accounts (Accl. Nos. 601807514 and 9102771194) referenced in the list above, and (ii) that relate to the Gas Business. Such 

reimbursement shall occur within one Business Day of Specti'a Energ/s receipt of a bill and, if applicable, reasonable supporting 

documentation, and be by wire transfer to a bank account designated by Duke Energy." 

7. M/sce/faneous. 

All Sections under Article XI of the Separation and Distribution Agreement are hereby incorporated in this Amendment by ttiis refer­

ence, provided that any references in such Sections to the "Agreement" or similar references shall be substituted for references to this 

Amendment. Except as modified herein, the terms of the Separation and Distribution Agreement remain in full force and effect, and all 

references therein to the "Agreement" shall be deemed to mean the Separation and Distribution Agreement as amended by this Amend-

menL Execution of this Amendment by facsimile or other electronic copy of a signature shall be deemed to be, and shall have the same 

effect as, execution by original signature. 

[Signature Page Follows! 



IN WFfNESS WHEREOF, the Parties caused this First Amendment to Separation and Disff-ibution Agreement to be duly executed, all 

effective as of the Effective Date. 

Duke Energy. 

DUKE ENERGY CORPORATION 

By: / $ / DAVID L . HAUSER 

Name; David L. Hauser 

Title; Group Executive and 
Chief Financial Officer 

Spectra Energy: 

SPECTRA ENERGY CORP 

By: / s / V\/lLLIAM S. GARNER, JR. 

Name; William S. Garner. Jr. 

Title; Group Executive, General Counsel and 
Secretary 
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Exhibit 10.4 

Execution Copy 

FIRST AMENDMENT 
TO 

TRANSITION SERVICES AGREEMENT 

THIS FIRST AMENDMENT TO TRANSITION SERVICES AGREEMENT (this "AmendmenD is entered into as of January 1, 2007 ffhe "Effective 

Date"), by and between Duke Energy Corporation, a Delaware corporation ("Duke Energf), and Spectra Energy Corp (fA/a Gas SpinCo, Inc.), a 

Delaware corporation ["Spectra Energy'), each a "Party and together, the "Parties". 

R E C I T A L S : 

WHEREAS, the Parties have entered into that certain Transition Services Agreement dated as of Oecember 13, 2006 (the "Transition Serv­

ices Agreement'); and 

WHEREAS, each Party has determined that it is in the best interests of Its stockholders to amend the Transition Services Agreement as 

described in this Amendment, 

NOW, THEREFORE, in consideration of the foregoing premises, the mutual promises and covenants hereinafter set forth, and olher good 

and valuable consideration, the receipt and sufficiency of which are hereby acknowledged, the Parties, intending lo be legally bound, agree, 

effective as of the Effective Date, as follows: 

1. Definitions. All capitalized terms used herein and not otherwise defined herein shall have the respective meanings set forth (or otherwise 

provided for) in the Transition Services Agreement 

2. Amendment to Defined Terms "Duke Energy Services" and "Spectra Energy Services". Secfion 1 of the Transition Services Agreement is 

hereby amended by deleting the defined terms "Duke Energy Services" and "Spectra Energy Services" in their entireties and substituting in 

tieu thereof the following: 

"Duke Energy Services" shall mean the limited enumerated services described on Schedule A-l, Schedule A-2, Schedule A-3 of the 

Schedules to Transition Services Agreement document attached hereto and each next consecutive Schedule A through and including 

Schedule A-47 included therein. 

"Spectra Energy Services" shall mean the limited enumerated services described on Schedule B-1, Schedule B-2, Schedule B-3 of 

the Schedules to Transition Services Agreement document attached hereto and each next consecutive Schedule B through and 

including Schedule 6-15 included therein. 

3. Amendment to Section 3.1 (a) (Fees). Section 3.1 fa) of the Transition Services Agreement is hereby amended by adding the following clause 

after the words "then the Fee applicable to such Service shall be increased by 10% for the remainder of the applicable Services Term" at 

the end of such Secfion: 

"; provided, further, however, such 10% increase shall not apply to the Fee applicable to any of the Services described on Schedules 

A-3, A-4, A-6, A-7, A-l 1, A-13, A-14, A-16, A-19, A-20. or A-35 of lliis Agreement." 

4. Amendment to Modify Schedule A-22 (Spectra Energy Consolidations Assistance). The Schedules to the Transition Services Agreement are 

hereby amended by deleting the phrase "January 1, 2007 - March 31, 2007" under Part ll of Schedule A-22 (Spectra Energy 

Consolidations Assistance) in its entirety, and substituting in lieu thereof the phrase "January I, 2007—April 30, 2007". 

5. Amendment to Modify Schedule A-26 (Spectra Energy and DCP Midstream Payroll Accounting). The Schedules to the Transition Services 

Agreement are hereby amended by: 

ti) deleting the first sentence of under Part I of Schedule A-26 (Spectra Energy and DCP Midstream Payroll Accounting) in its 

entirety, and substituting in lieu thereof the following: "Until Spectra Energy is functional on PeopleSoft 8.9, Duke Energy will provide to 

Spectra Energy both labor distnbution and payroll tax accrual services, provided that such services shall be limited to data relating lo 

dates or periods on or before March 31, 200 7."; and 



• (ii) deleting the phrase "January 1, 2007—March 31, 2007" under Part 11 of Schedule A-26 (Spectra Energy and DCP Midsti-eam 

Payroll Accounting) in its entirety, and substituting in lieu thereof the phrase "January 1, 2007—April 30, 2007". 

6, Amendment to Modify Schedule A-29 (Spectra Energy Corporate EHS Scientific Services Analytical Services). The Schedules to the 

Transit/on Services Agreement are hereby amended by: 

(i) deleting the last sentence of Section 3) set forth in Part I of Schedule A-29 (Specti'a Energy Corporate EHS Scientific Services 

Analytical Services) in its entirety, and substituting in lieu thereof the following: "Contract employee oversight will be provided by 

Douglas Dodds, who transferred from Duke Energy to Spectra Energy effective 1/1/07."; 

(ii) deleting Section 4) set forth in Part I of Schedule A-29 (Spectra Energy Corporate EHS Scientific Services Analytical Services) in 

its entirety, and substituting in lieu thereof the following; "Pipeline Gas assay analysis and data entry into the Gas Analysis System will 

be provided by a Contract employee under the direction of Douglas Dodds."; and 

(iii) deleting the following sentence under Part HI of Schedule A-29 (Spectra Energy Corporate EHS Scientific Services Analytical 

Services) in its entirely: "Mr. Dodds will be billed at a monthly rate of $7550.". 

7. Amendmenf to Modify Schedule A-36 (DCP Midstream and Spectra Energy IT Financial Systems/, ffie Schedules to the Transition Services 

Agreement are hereby amended by (i) deleting the IO'^ box (titied "Treasury—-TMAN (18)") in the table set forth in Part I of Schedule A-36 

(DCP Midstream and Spectra Energy TT Financial Systems) in its entirety, and (ii) substituting in lieu thereof the following: 

Service 

Corporate Applications—Mainframe Services (82) Continue to provide and support al! 
mainframe services for all DCP Midstream applications residing on the mainframe in 
Chariolte. NC. 

Duration 
[Mo.l 

End 
Date * * 

Spectra 
Energy 
Cost/ 
Month 

DCP 
Midstream 

Cost/ 
Month 

12 12/31/07 $0 $124,737 

Amendment to Modify Schedule A-37[DCP Midstream IT Infrastructure). The Schedules lo the Transition Services Agreement are hereby 

amended by (i) deleting the 8'" box (titled "Server Operations—SAN (DCP Midstream 115/') in the table set forth in Part I of Schedule A-37 

(DCP Midstream IT Infrastructure) in its entirety, and (ii) substituting in lieu thereof the following: 

10. 

11 

Duration 
(Mo.) 

12 

End 
Date 

12/31/07 

Cost/ 
Month 

$59,862 

until 
1/31/07. 

Then 
$17,993 

until 
12/31/07. 

Service 

Server Operations—SAN (DCP Midstream 115): Continuation of services for SAN support as currently 
provided, including the shared EMS NASes (Charlotte and Denver) for all DCP Midstream locations. 
Requires 24x7 monitoring, proactive problem resolution, capacity planning, hardware and software 
maintenance. Continuation of services for all Storage related services. 

Continuation of tape library maintenance services including back-up and restore operations, tape 
retention, disaster recovery, etc. for all DCP Midstream locations. Notwithstanding the foregoing, 
starling 2/1/07, DCP Midstream will lease the server directiy from EMC, and EMC will bill DCP 
Midstream directly for goods and services provided under such lease. 

Amendment to Modify Schedule A-41 (Spectra Energy Email Servicesl The Schedules to the Transition Services Agreement are hereby 

amended by deleting the 2"" box (titled "Litigation Archiving (19)") in the table set forth in Part I of Schedule A-41 (Spectra Energy Email 

Services) in its entirety. 

Amendment to Modify Schedule A-46 (Spectra Energy IT Telecommunications/Network). The Schedules to the Transition Services 

Agreement are hereby amended by deleting the 9"' box (titled "Voice-Conferencing (198)") in the table set forth in Part I of Schedule A-46 

(Spectra Energy IT Telecommunications/Network) in its entirety (the Duke Energy Services identified in that Q'-" box are duplicate of those 

identified in the 8"̂  box of that table). 

Amendment to Add Schedule A-47 (Spectra Energy Chairman's Administrative Support). The Schedules to the Transition Services 

Agreement are hereby amended by adding a new Schedule A-47 thereto in the form attached as Exhibit A to this Amendment. 



12. Amendment to Modify Schedule A-48 (DCP Midstream IT Services). The Schedules to the Transition Services Agreement are hereby 

amended by deleting the 6"' box (titled 'WEB Content Filtering (190)") in the table set forth in Part I of Schedule A-48 (DCP Midstream IT 

Services) in its entirety (the Duke Energy Sen/ices identified in that 6"' box are duplicate of those identified in the 1^' box of that tablel 

13. Amendment to Modify Schedule B-13 (Duke Energy—Telecom, IVorkstat/on, Server Servicesl The Schedules to the Transition Services 

Agreement are hereby amended by deleting the 2"'' box (titled "Deskside support . (R-56y') in the table set forth in Part I of Schedule B-13 

(Duke Energy—Telecom, Workstation, Server Services) in its entirety. 

14. Amendment to Add Schedule 6-15 (IT Consultation Services). The Schedules to the Transition Services Agreement are hereby amended by 

adding a new Schedule B-15 thereto in the form attached as Exhibit B to this Amendment 

15. M/sce/laneous. All Sections under Section 15 of the Transition Services Agreement are hereby incorporated in this Amendment by this 

reference, provided that any references in such Sections to the "Agreement" or similar references shall be substituted for references to this 

Amendment Except as modified herein, the terms of the Transition Services Agreement remain in full force and effect, and all references 

therein to the "Agreement" shall be deemed to mean the Transition Services Agreement as amended by this Amendment Execution of this 

Amendment by facsimile or other electronic copy of a signature shall be deemed to be, and shall have the same effect as, execution by 

original signature. 

ISignature Page Followsl 



IN WITNESS WHEREOF, the Parties caused this First Amendment to Transition Services Agreement to be duly executed, all effective as of 

the Effective Date. 

Duke Energy: 
DUKE ENERGY CORPORATION 

By: / s / DAVID L. HAUSER 

Name: David L. Hauser 

•fitle: Group Executive and 
Chief Financial Officer 

Spectra Energy: 
SPECTRA ENERGY Corp 

By: / $ / V\/iLLiAM S. GARNER, JR. 

f̂ jame: William S. Garner, Jr. 

XiWe: Group Executive, General Counsel and 
Secretary 



EXHIBIT A 

SCHEDULE A-47 

Service Name: SPECTRA ENERGY CHAIRMAN'S ADMINISTRATIVE SUPPORT 

/. SCOPE OF SERVICES 

Administrative Assistance—Duke Energy, via Phyllis Simpson, will provide administrative services to Spectra Energy's Chairman. 

Assistance will be provided to Paul Anderson, the Chairman of Spectra Energy, on an ad-hoc reasonable basis, provided that such 

assistance shall not exceed 10% of Ph/lis Simpson full-time monthly workload at Duke Energy. 

//. SERVICES TERM 

January 1, 2007—March 31, 2007 

III. F E E S 

Administrative Fee; 

$2,490/month, plus applicable expenses 

IV. ADDITIONAL TERfVfS AND CONDITtONS 

None. 

V. CONTACTS 

Service Provider: 

Attn: Julie Janson 

Phone:513-287-3025 

Mobile: 513-315-5417 

Facsimile: 513-287-3810 

E-mail: JuIie.janson@duke-energy.com 

Service Recipient: 

Attn: Trish Rice 

Phone: 713-627-6112 

Mobile: 713-870-3628 

Facsimile: 713-627-4668 

E-mail: trice@duke-energy,com 

mailto:JuIie.janson@duke-energy.com


EXHIBIT B 

SCHEDULE B-15 

Service Name: IT CONSULTATION SERVICES 

I. SCOPE OF SERVICES 

A. IT APPS: Spectra Energy will make Glenn Dally available to Duke Energy, during the term and at the fee provided below, so that Mr. Dally 

can continue to manage a team of application developers who are doing work for Duke Energy and/or its subsidiaries. Mr. Dally transferred 

from Duke Energy to Spectra Energy effective 1/1/07. 

B. IT OPS: Spectra Energy will make Andy Hui available lo Duke Energy, during the term and at tfie fee provided below, so that Mr. Hui can 

continue to work on the Duke Energy Helpdesk assisting employees of Duke Energy and/or its subsidiaries with issues related to migration 

from Lotus Notes to MS Outlook and other IT support issues. Mr. Hui transferred from Duke Energy to Spectra Energy effective 1/1/07. 

II. SERVICES TERM 

A. IT APPS: January 1, 2007—January 25, 2007. 

B. IT OPS: January 1, 2007—January 15, 2007. 

III. FEES 

A, IT APPS: $80.00/hour, plus out-of-pocket expenses. 

B. IT OPS: $61.00/ hour, plus out-of-pocket expenses. 

IV. ADOmONAl TERMS AND CONDITtONS 

Spectra Energy will provide Duke Energy with a statement of services provided, along with associated fees, at time of monthly billing. 

V. CONTACTS 

Service Provider; 

Attn: Steve Graff 

Phone: 713-6274310 

Mobile: 713447-4310 

Facsimile; 713-6274066 

E-mail: swcraft@spectraenergy.com 

Service Recipient: 

Attn; Stan Land 

Phone:713-6274515 

Mobile; 713-204-7397 

Facsimile; 713-6274655 

E-mail: scland@duke-energy.com 

mailto:swcraft@spectraenergy.com
mailto:scland@duke-energy.com


Exhibit 10.5 

Execufion Copy 

SECOND AMENDMENT 
TO 

TRANSITION SERVICES AGREEMENT 

TFIIS SECOND AMENDMENT TO TRANSITION SERVICES AGREEMENT (this "Amendmenf) is entered into as of March 30, 2007 (the 

"Effective Date"), by and between Duke Energy Corporation, a Delaware corporation ("Duke Energf), and Spectra Energy Corp (fA/a Gas Spin-

Co, Inc.), a Delaware corporation ("Spectra Energ/), each a Tart / ' and together, the "Parties". 

R E C I T A L S : 

WHEREAS, the Parties have entered into that certain Transition Services Agreement dated as of December 13, 2006, as amended by that 

certain First Amendment to Transition Services Agreement dated as of January 1. 2007 (as so amended, the "Transition Services Agreemenf); 

and 

WHEREAS, each Party has determined that it is in the best interests of its stockholders to amend the Transition Services Agreement as 

described in this Amendment 

NOW, THEREFORE, in consideration of the foregoing premises, the mutual promises and covenants hereinafter set forth, and other good 

and valuable consideration, the receipt and sufficiency of which are hereby acknowledged, the Parties, intending to be legally bound, agree, 

effective as of the Effective Date, as follows: 

1. Definitions. All capitalized terms used herein and not otherwise defined herein shall have the respective meanings set forth (or otherwise 

provided for) in the Transition Services Agreement. 

2. Amendment to Extend tlie Services Term for Certain Duke Energy Services Described in Schedule A-41 (Spectra Energy Email Services). 

The Schedules to the Transition Services Agreement are hereby amended by deleting the number "3" and the phrase "3/31/07" in the 2"'̂  

box (titled "SameTime (IBM)—Instant Messaging and On-line Meetings (31)) in the table set forth in Part 1 of Schedule A41 (Spectra Energy 

Email Services), and substituting In lieu tiiereof the number "4" and the phrase '4/30/07", respectively, 

3. Amendment to Extend the Services Term for Certain Duke Energy Services Described in Schedule A-47 {Spectra Energy Chairman's 

Administrative Supportl The Schedules to the Transition Services Agreement are hereby amended by deleting the phrase "January 1, 2007 

- March 31, 2007" under Part ll of Schedule A-47 (Spectra Energy Chairman's Administrative Support), and substituting in lieu thereof the 

phrase "January 1. 2007—June 30, 2007". 

4. M/sceffaneous. All Sections under Section 15 of the Transition Services Agreement are hereby incorporated in this Amendment by this 

reference, provided that any references in such Sections to the "Agreement" or similar references shall be substituted for references to this 

Amendment. Except as modified herein, the terms of the Transition Services Agreement remain in full force and effect, and all references 

therein to the "Agreement" shall be deemed lo mean the Transition Services Agreement as amended by this Amendment. Execution of this 

Amendment by facsimile or other electronic copy of a signature shall be deemed to be, and shall have the same effect as, execution by 

original signature. 

[Signature Page Followsl 



V.,.. 

IN WITNESS WHEREOF, the Parties caused this Second Amendment to Transition Services Agreement to be duly executed, all effec­

tive as of the Effective Dale. 

Duke Energy: 

DUKE ENERGY CORPORATION 

By: / s / DAVID L. HAUSER 

Name:P3^id L. Hauser 

Title: Group Executive and 
Chief Financial Officer 

Spectra Energy: 

SPECTRA ENERGY CORP 

By: / s / Vl/lLLIAM S. GARNER, JR^ 

Name:W'll'^m S. Garner, Jr. 

Title: Group Executive, General Counsel and 
Secretary ____^_^__ 



Exhibit 10.6 

AMENDMENT TO 
DUKE ENERGY CORPORATION 

1998 LONG-TERM INCENTIVE PLAN 

The Duke Energy Corporation 1998 Long-Term Incentive Plan (the "Plan") is amended, effective as of February 27, 2007, as follows: 

1. The second sentence of Section 3.1 of the Plan is hereby amended in its entirety to read as follows: 

'The shares of Common Stock to be delivered under the Plan will be made available from authorized but unissued shares of Common 

Stock, treasury stock or shares of Common Stock acquired in the open market." 

This amendment has been signed by an authorized officer of Duke Energy Corporation as of the date specified above. 

DUKE ENERGY CORPORATION 

/ s / Christopher C. Rolfe 

Christopher C. Rolfe 

Group Executive and 

Chief Administrative Officer 



Exhibit 10 .7 

AMENDMENT TO 

DUKE ENERGY CORPORATION 

2 0 0 6 LONG-TERM INCENTIVE PLAN 

The Duke Energy Corporation 2006 Long-Term Incentive Plan (the "Plan") is amended, effective as of February 27, 2007, as follows: 

I. The fourth sentence of Section 3.1 of the Plan is hereby amended in its entirefy to read as follows: 

"The shares of Common Stock to be delivered under the Plan will be made available from authorized but unissued shares of Common 

Stock, treasury stock or shares of Common Stock acquired in the open market." 

This amendment has been signed by an authorized officer of Duke Energy Corporation as of the date specified above. 

DUKE ENERGY CORPORATION 

/ s / Christopher C. Rolfe 

Christopher C. Rolfe 

Group Executive and 

Chief Administrative Officer 



EXHIBIT 31.1 

CERTIFICATION OF THE CHIEF EXECUTIVE OFFICER 
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002 

!, James E. Rogers, certify that: 

1) 1 have reviewed this quarterly report on Form IOQ of Duke Energy Corporation; 

2) Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to 

make the statements made, in light of the circumstances under which such slatements were made, not misleading with respect to the 

period covered by this report; 

3) Based on my knowledge, the financial statements, and other financial Information included in this report, fairly present in all material 

respects the financial condition, results of operations and cash flows of the registi'ant as of, and for, the periods presented in this report; 

4) The registrant's other certifying officers and 1 are responsible (or establishing and maintaining disclosure controls and procedures (as 

defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and interna! control over financial reporting (as defined in Exchange Acts Rules 13a 

- 15(f) and 15d - 15(f)) for the registrant and have: 

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 

supervision, to ensure tiiat material information relating to the registrant, including its consolidated subsidiaries, is made known to us 

by others within those entities, particularly during the period in which this report is being prepared; 

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under 

our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparafion of financial 

statements for external purposes in accordance with generally accepted accounting principles; 

c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about 

the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such 

evaluation; and 

d) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred dunng the registrant's most 

recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) tiiat has materially affected, or is reasonably 

likely to materially affect, the registrant's internal conti'ol over financial reporting; and 

5) The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of Internal control over financial 

reporting, to the registrant's auditors and the audit committee of the registranfs board of directors (or persons performing the equivalent 

functions); 

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are 

reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial informafion; and 

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in ihe registrant's internal 

control over financial reporting. 

Date:May 10, 2007 

/ s / JAMES E. ROGERS 

James E, Rogers 
Chairman, President and 
Chief Executive Officer 



EXHIBIT 31 .2 

CERTIFICATION OF THE CHIEF FINANCIAL OFFICER 
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002 

I, David L. Hauser, certify ttiat; 

1) I have reviewed this quarteriy report on Form 10-Q of Duke Energy Corporation; 

2) Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to 

make the statements made, In light of the circumstances under which such statements were made, not misleading witii respect to ttie 

period covered by this report; 

3) Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material 

respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in ttiis report; 

4) The registrant's other certifying officers and I are responsible for establishing and maintaining disclosure controls and procedures (as 

defined in Exchange Act Rules 13a-l 5(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Acts Rules 13a 

- 15(f) and 15d - 15(0) for the registrant and have: 

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 

supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us 

by others within those entities, particularly during the period in which this report is being prepared; 

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under 

our supervision, lo provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial 

statements for external purposes in accordance with generally accepted accounting principles; 

c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about 

the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such 

evaluation; and 

d) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registranfs most 

recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably 

likely to materially affect, the regisU'anf s internal control over financial reporting; and 

5) The registrant's olher certifying officerfs) and I have disclosed, based on our most recent evaluation of internal control over financial 

reporting, lo the registrant's auditors and the audit committee of the registranfs board of directors (or persons pertorming the equivalent 

functions): 

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are 

reasonably likely to adversely affect the registranfs ability to record, process, summarize and report financial information; and 

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the regisU'anfs internal 

control over financial reporting. 

Date: May 10, 2007 

/ s / DAVID L. HAUSER 

David L. Hauser 
Group Executive and 
Chief Financial Officer 



EXHIBIT 32.1 

CERTIFICATION PURSUANT TO 
18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2O02 

In connection with the Quarteriy Report of Duke Energy Corporation ("Duke Energy") on Form 10-Q for the period ending March 31, 2007 

as filed with the Securities and Exchange Commission on the date hereof (the "Report"), I, James E. Rogers, Chairman, President and Chief 

Executive Officer of Duke Energy, certify, pursuant to 18 U.S.C. section 1350, as adopted pursuant to section 906 of the Sarbanes-Oxley Act of 

2002, ttiat: 

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and 

(2) The information contained in the Report fairiy presents, in al! material respects, the financial condifion and results of operations of Duke 

Energy. 

/ s / JAMES E. ROGERS 

James E. Rogers 
Chairman, President and Chief Executive Officer 

May 10, 2007 



EXHIBIT 32.2 

CERTIFICATION PURSUANT TO 
18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connection with the Quarterly Report of Duke Energy Corporation ("Duke Energ/) on Form 10-Q for the period ending March 31, 2007 

as filed wilh the Securities and Exchange Commission on the date hereof (the "ReporD, I, David L. Hauser, Group Executive and Chief Financial 

Officer of Duke Energy, certify, pursuant to 18 U.S.C. section 1350, as adopted pursuant to section 906 of the Sarbanes-Oxley Act of 2002, 

Ihat: 

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and 

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of Duke 

Energy. 

/ s / Dmo I . HAUSER 

David L. Hauser 
Group Executive and Chief Financial Officer 

May 10, 2007 

V . 
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UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Washington, D.C. 20549 

FORM 8-K 
CURRENT REPORT 

Pursuant to Section 13 or 15(d) ofthe 
Securities Exchange Act of 1934 

Date of Report (Date of earliest event reported): May 29,2007 

DUKE ENERGY CORPORATION 
(Exact Name of Registrant as Specified in its Charter) 

Delaware 001-32853 20-2777218 
(State or Other Jurisdiction (Commission (IRS Employer 

of Incorporation) File Number) Identification No.) 

526 South Church Street, Charlotte, North Carolina 28202 
(Address of Principal Executive Offices, including Zip code) 

(704) 594-6200 
(Registrant's telephone number, including area code) 

Check the appropriate box belovi' if the Form 8-K filing is intended to simultaneously satisfy the filing obligation ofthe 
registrant under any ofthe following provisions: 
D Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.425) 
D Soliciting material pursuant to Rule 14a-l 2 under the Exchange Act (17 CFR 240.14a-12) 
D Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240.14d-2(b)) 
P Pre-commenccmcnt communications pursuant to Rule 13e-4l'c> under the Exchange Act (17 CFR 240. \:^e-4(c)') 
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Item 8.01. Other Events. 

On Tuesday, May 29, 2007, Duke Energy Corporation ("Duke Energy") announced that it had acquired the wind power 
development business of Tierra Energy, a leading wind power development company located in Austin, Texas, from Energy Investors 
Funds. The acquisition included more than 1,000 megawatts of wind assets under development in the Westem and Southwestern 
United States. Three ofthe development projects - a total ofapproximately 240 megawatts - are located in Texas and Wyoming, and 
are anticipated to be in commercial operation by the end of 2008. Duke Energy expects to spend approximately $400 million in 
capital expenditures through 2008 to complete these three development projects. A copy ofthe press release is attached as exhibit 
99.1 and is incorporated herein by reference. 

Item 9.01, Financial Statements and Exhibits. 

(d) Exhibits. 

99.1 Press Release issued by Duke Energy 
Corporation on May 29, 2007 

SIGNATURE 

Pursuant to the requirements ofthe Securities and Exchange Act of 1934, the registrant has duly caused this report to be signed 
on its behalf by the undersigned hereunto duly authorized. 

DUKE ENERGY CORPORATION 

Date: June 1, 2007 By: /s/Steven K. Young 
Name: Steven K. Young 
Title: Senior Vice President and Controller 

Source: Du!<e Energy Holding , 8-K, June 01, 2007 
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Exhibit 99.1 

^ ' ' NEWS RELEASE 

Duke Energy Corporation 
P.O. Box J009 
Charlotte, NC 28201-1009 

May 29.2007 MEDIA CONTACT Mark Craft 
Phone: 513/419-5943 or 

704/382-7364 
24-Hour: 704/382-8333 

ANALYST CONTACT Sean Trauschke 
Phone: 980/373-7905 

Duke Energy Acquires Tierra Energy's Wind Development Business 

CHARLOTTE, N.C. - Duke Energy today announced that it has acquired the wind power development business of Tierra Energy, a 
leading wind power development company located in Austin, Texas, from Energy Investors Funds for an undisclosed amount. The 
purchase includes more than 1,000 megawatts of wind assets under development in the Westem and Southwestem United States. 

Three of the development projects - a total of approximately 240 megawatts - are located in Texas and Wyoming, and are anticipated 
to be in commercial operation by the encTof next year, with additional facilities potentially in operation as early as 2009. The power 
produced will be sold through long-term contracts. 

"As our nation*s appetite for electricity continues to grow, renewable energy will play a larger role in meeting that demand," said 
Duke Energy Chairman, President and CEO, James E. Rogers. "This acquisition supports our strategy to increase our investment in 
renewable energy and national efforts to reduce carbon emissions." 

V_ 

Source: Dul<e Energy Holding , 8-K, June 01, 2007 



The assets become part of Duke Energy Generation Services (DEGS), a Duke Energy subsidiary that focuses on investments in onsite 
energy, commercial and renewable energy assets across North America. 

Six members of Tierra Energy's senior management team are joining DEGS, including David Marks, formerly Tierra Energy 
president. Marks becomes DEGS* senior vice president, business development - wind energy. 

"We're very excited to be involved wilh this environmentally friendly technology and that David and his team are joining us," said 
DEGS President, Wouter van Kempen. "We see wind power as a potential growth opportunity for DEGS, and we plan to spend 
approximately $400 million in capital expenditures through 2008 to complete the first three development projects. We would expect to 
begin seeing eamings from these assets in 2009." 

Duke Energy currently has purchase agreements for wind generation in Indiana and recently installed solar panels at 10 Indiana 
schools. The company also recently issued a request for proposal for renewable energy to help meet growing demand in the Carolinas. 

DEGS develops, owns and operates electric generation for large energy consumers, municipalities, utilities and industrial facilities. 
DEGS specializes in developing innovative and environmentally sound generation solutions using a variety of fuels, including natural 
gas, coal, waste coal and wood, as well as wind and other renewable energy. 

Duke Energy Corp., one ofthe largest electric power companies in the United States, supplies and delivers energy to approximately 
3.9 million U.S. customers. 

Source: Duke Energy Holding , 8-K, June 01, 2007 
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The company has nearly 37,000 megawatts of electric generating capacity in the Midwest and the Carolinas, and natural gas 
distribution services in Ohio and Kentucky. In addition, Duke Energy has more than 4,000 megawatts of electric generation in Latin 
America, and is a joint-venture partner in a U.S. real estate company. 

Headquartered in Charlotte, N.C, Duke Energy is a Fortune 500 company traded on the New York Stock Exchange under the symbol 
DUK. More information about the company is available on the Intemet at: www.duke-energy.com. 

Forward-looking statement 

This release includes forward-looking statements within the meaning of Section 27A ofthe Securities Act of 1933 and Section 21E of 
the Securities Exchange Act of 1934. Forward-looking statements are based on management's beliefs and assumptions. These 
forward-looking statements are identified by terms and phrases such as "anticipate," "believe," "intend," "estimate," "expect," 
"continue," "should," "could," "may," "plan," "project." "predict," "will," "potential," "forecast," and similar expressions. 
Forward-looking statements involve risks and uncertainties that may cause actual results to be materially different from the results 
predicted. Factors that could cause actual results to differ materially from those indicated in any forward- looking statement include, 
but are not limited to: State, federal and foreign legislative and regulatory initiatives, including costs of compliance with existing and 
future environmental requirements; costs and effects of legal and administrative proceedings, settlements, investigations and claims; 
industrial, commercial and residential growth in Duke Energy Corporation's (Duke Energy) service territories; additional competition 
in electric markets and continued industry consolidation; political and regulatory uncertainty in other countries in which Duke Energy 
conducts business; the influence of weather and other natural phenomena on Duke Energy 

Source: Dul<e Energy Holding , 8-K, June 01, 2007 

http://www.duke-energy.com


operations, including the economic, operational and other effects of hurricanes and ice storms; the timing and extent of changes in 
commodity prices, interest rates and foreign currency exchange rates; unscheduled generation outages, unusual maintenance or repairs 
and electric transmission system constraints; 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 general economic conditions; 
declines in the market prices of equity securities and resultant cash ftinding requirements for Duke Energy's defined benefit pension 
plans; the level of credit worthiness of counterparties to Duke Energy's transactions; employee workforce factors, including the 
potential inability to attract and retain key personnel; growth in opportunities for Duke Energy's business units, including the timing 
and success of efforts to develop domestic and intemational power and other projects; the performance of electric generation and of 
projects undertaken by Duke Energy's non-regulated businesses; the effect of accounting pronouncements issued periodically by 
accounting standard-setting bodies; the ability to successt\illy complete merger, acquisition or divestiture plans, including the prices 
at which Duke Energy is able to sell assets; and regulatory or other limitations imposed as a result of a merger. In light of these 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 obligation to publicly update or revise any 
forward-looking statements, whether as a result of new information, future events or otherwise. 

I I I I I I 
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UNITED STATES SECURITIES AND EXCHANGE COMMISSION 
WASHINGTON, D.C. 20549 

FORM 10-K 

' ^ - ' FOR ANNUAL AND TRANSITION REPORTS 
PURSUANT TO SECTION 13 OR 15(d) OF THE 

SECURITIES EXCHANGE ACT OF 1934 
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tHl ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934 
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Indicate by check marft if the registrant is not required lo fife reports pursuant to Section 13 or Section 15(d) of Ihe Exchange Act. Yes D No EJ 

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 
d""ng the preceding 12 months (or for such shorter period Ihat the registrant was required to file such reports) and (2) has been subject io such filing 

ements for the past 90 days. Yes fEl No tD 

Indicate by check mark if disclosure of delinquent filers pursuant lo Item 405 of Regulation S-K is not contained herein, and will not be contained, to the 
best of registranfs knowledge, in definitive proxy or information statements incorporated by reference in Part III of this Fonn 10-K or any amendment to 
this Fomi 10-K. [x] 

Indicate by check mark wtielher the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer (as defined in Rule 12b-2 of the 
Securities Exchange Act of 1934). 
Large accelerated filer D Accelerated filer D Non-accelerated filer [3 
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disclosure format. Part II Hems 4 and 6 and Pari III Hems 10. 11. 12 and 13 have been omitted in accordance with Instruction t(2}(a) and (c). 
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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING INFORMATION 

This document includes forward-looking statements within the meaning of Section 27A of the Securities Act of 1933 and Section 21E ofthe 
Securities Exchange Act of 1934. Forward-looking statements are based on management's beliefs and assumptions. These forward-looking statements 
are identified by temis and phrases such as "anticipate," "believe," "intend," "estimate," "expect," "continue," "should," "could," "may," "plan," "project," 
•predict," "will," "potential," "forecast," and similar expressions. Forward-looking statements involve risks and uncertainties that may cause actual results 
lo be materially different from the results predicted. Factors that could cause actual results to differ materially from those indicated in any forward-looking 
statement include, but are not limited to: 

Slate and federal legislative and regulatory initiatives, including costs of compliance vAth existing and future environmental 
requirements; 
Costs and effects of legal and administrative proceedings, settlements, investigations and claims; 

Industrial, commercial and residenlial growth in Duke Energy Ohio, Inc.'s (Duke Energy Ohio) service territories; 

Additional competition in electric markets and continued industry consolidation; 

The influence of weather and other natural phenomena on Duke Energy Ohio operations, including the economic, operational and olher 
effects of tornadoes, floods, storms and ice storms; 

The liming and extent of changes in commodity prices and interest rales; 

Unscheduled generation outages, unusual maintenance or repairs and electric transmission system constraints; 

The results of financing efforts, including Duke Energy Ohio's ability lo obtain financing on favorable terms, v4iich can be affected by 
various factors, including Duke Energy Ohio's credit ratings and general economic conditions; 
Declines in the market prices of equity securities and resultant cash funding requirements of Duke Energy Ohio for Cinergy's defined 
benefit pension plans; 
The level of credit worthiness of counterparties to Duke Energy Ohio's transactions; 
Employee workforce factors, including the potential inability to allract and retain key personnel; 
Grov^h in opportunities for Duke Energy Ohio's business units, including the liming and success of efforts to develop domestic power and 
other proiects; 

The performance of electric generation facililies; 

The extent of success in connecting and expanding electric markets; and 

The effect of accounting pronouncements issued periodically by accounting standard-setting bodies 
In light of these risks, uncertainties and assumptions, the events described in the forward-looking statements might nol occur or might occur to a 

different extent or at a different time than Duke Energy Ohio has described. Duke Energy Ohio undertakes no obligation lo publicly update or revise any 
forward-looking statements, wtielher as a result of new information, future events or othenAase. 
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PARTI 

l*pm 1. Business 

V ^ iERAL 
Duke Energy Ohio, Inc. (Duke Energy Ohio, formerly The Cincinnati Gas & Electric Company), an Ohio corporation organized in 1837, is a wrholly 

ovmed subsidiary of Cinergy Corp. (Cinergy). Duke Energy Ohio is a combination eleclric and gas public utility company that provides service in the 
southwestern portion of Ohio and through Duke Energy Kentucky, Inc. (Duke Energy Kentucky, fonnerly Union Light. Heat and Power Company) in 
nearby areas of Kentucky. Duke Energy Ohio's principal lines of business include generation, transmission and dislribution of electricity, the sale of 
and/or transporlation of natural gas. and energy marketing. Duke Energy Ohio's principal subsidiary is Duke Energy Kentucky, a Kentucky corporation 
organized in 1901. Duke Energy Kentucky's principal lines of business include generation, transmission and distribution of electricity and the sate of 
arid/or transporlation of natural gas in northern Kentucky. References herein to Duke Energy Ohio includes Duke Energy Ohio and subsidiaries. 

In May 2005, Duke Energy Corporation (Duke Energy) and Cinergy announced (hey had entered into a definitive merger agreement. Closing of Ihe 
transaction occurred in Ihe second quarter of 2006. The merger combined the Duke Energy and Cinergy regulated franchises as well as deregulated 
generation in Ihe Midwestern United Stales. 

In conjunction vA\h the merger vMh Duke Energy, effective with the second quarter ended June 30, 2006, Duke Energy Ohio adopted new business 
segments that management believes aligns the various operations of the merged companies with how Ihe chief operating decision maker vievifs the 
business. Duke Energy Ohio operates the following business segments: Franchised Electric and Gas and Commercial Power. Duke Energy Ohio's chief 
operating decision maker regularly review/s financial information about each of Ihese business segments in deciding how to allocate resources and 
evaluate performance. Each of these business units is considered to be a separate; reportable segment under SFAS No. 131," Disclosures about 
Segments of on Enterprise and Related Information " (See Note 4 to the Consolidated Financial Statements, "Business Segments." for addifional 
information, including financial information about each business uniL) 

Franchised Electric and Gas consists of Duke Energy Ohio's regulated electric and gas transmission and distribution systems including its 
regulated electric generalion in Kentucky. Franchised Electric and Gas plans, constructs, operates and maintains Duke Energy Ohio's transmission and 
distribution systems, wtiich generate, transmit and distribute electric energy to consumers. Franchised Electric and Gas also sells and transports natural 
gas. These electric and gas operafions are subject lo Ihe rules and regulations of Ihe Federal Energy Regulatory Commission (FERC), the Public 
Utilities Commission of Ohio (PUCO), and Ihe Kentucky Public Service Commission (KPSC). 

Commercial Power primarily consists of Duke Energy Ohio's non-regulated generation in Ohio and certain merchant generation assets discussed in 
Note 3, "Transfer of Certain Duke Energy Generating Assets lo Duke Energy Ohio," and the energy markefing and risk management activities 
associaJed with those assets. 

The remainder of Duke Energy Ohio's operations are presented as "Other." While il is not considered a business segment, "Other" for Duke Energy 
Ohio includes certain allocated governance costs. 

Duke Energy Ohio is an Ohio corporation. Its principal executive offices are located at 139 East Fourth Street Cincinnati, Ohio 45202. The 
telephone number is 513-421-9500. Duke Energy Ohio electronically files reports with the Securities and Exchange Commission (SEC), including annual 
reports on Form 10-K, quarterly reports on Form 10-Q, curreni reports on Form 8-K and amendments to such reports. The public may read and copy any 
materials (hat Duke Energy Ohio files with the SEC at the SEC's Public Reference Room at 100 F Street, N.E.. Washington, D.C. 20549. The public may 

1 information on the operation of the Pubfic Reference Room by calling Ihe SEC at 1-800-SEC-0330. The SEC also maintains an internet site that 
V̂  .ns reports, proxy and information statements, and other information regarding issuers Ihat file electronically wilh the SEC at fittp://wv\w.sec.gov. 
A96T(ionaJly, information about Duke Energy Ohio, including its reports filed wflth the SEC, is available through Duke Energy's web site at 
http://wvifw.duke-energy.com . Such reports are accessible al no charge through Duke Energy's web site and are made available as soon as reasonably 
practicable after such material is filed wilh or fumished to Ihe SEC. 

FRANCHISED ELECTRIC AND GAS 
Service Area and Customers 

Franchised Electric and Gas generates, transmits, distributes and sells electricity. Franchised Electric and Gas also transports and sells natural 
gas. Its service area covers about 3,000 square mites vinlh an esfimated population of 2.1 million in southern Ohio, and northern Kentucky. Franchised 
Electric and Gas supplies electric service lo approximately 800,000 residential, commercial and industrial cuslomers over 19,421 miles of distribution 
lines and a 2.320-mile transmission system in Ohio and Kentucky. Franchised Electric and Gas 

http://sec.gov
http://wvifw.duke-energy.com
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provides regulated transmission and distribufion services for natural gas to approximately 500,000 customers via approximately 8,900 miles of gas 
mains (gas dislribufion lines that serve as a common source of supply for more than one service line) and service lines. 

COMMERCIAL POWER 
Service Area and Customers 

Commercial Power owns, operates and manages non-regulated merchant power plants and engages in Ihe wholesale marketing and procurement 
of electric power, fuel and emission allowances related to these plants as well as other contractual positions. Commercial Power's generafion asset fleet 
consists of Duke Energy Ohio's non-regulated generation in Ohio and the five Midwestern gas-fired merchant generation assets that were transferred 
from Duke Energy. Commercial Power's assets are comprised of approximately 7,600 net megawatts of power generation primarily located in Ihe 
Midwestem United States. The asset porttolio has a diversified fuel mix with base-load and mid-merit coal-fired units as well as combined cycle and 
peaking nalural gas-fired units. Most of Ihe generation asset output in Ohio has been contracted through the Rate Stabilization Plan (RSP). See Item 2. 
"Properfies" for further discussion of the generating facilities. 

ENVIRONMENTAL MATTERS 
Duke Energy Ohio is subject lo federal, state and local laws and regulafions with regard lo air and wafer quality, hazardous and solid waste 

disposal and other environmental matters. Environmental laws and regulations affecting Duke Energy Ohio include, but are not limited to: 
The Clean Air Act, as well as slate laws and regulations impacting air emissions, including Slate Implementation Plans related to existing 
and new national ambient air quality standards for ozone and parficulpte matter. Owners and/or operators of air emission sources are 
responsible for oblainino pemriils and for annual comoliance and reDortino. 
The Clean Water Acl which requires permits for facilifies that discharge wastewaters into the environmenL 
The Comprehensive Environmental Response, Compensation and Liability Act, w+iich can require any individual or entity that currently 
ovms or in Ihe past may have owned or operated a disposal site, as well as transporters or generators of hazardous substances sent to a 
disposal site, to share in remediation costs. 
The Solid Waste Disposal Act, as amended by the Resource Conservation and Recovery Act, wtiich requires certain solid wastes, 
including hazardous wastes, lo be managed pursuant to a comprehensive regulatory regime. 
The National Environmental Policy Act. wtiich requires federal agencies to consider potential environmental impacts in their decisions. 
including siting approvals. 

(For more informafion on environmental matters involving Duke Energy Ohio, including possible liability and capital costs, see Notes 5 and 17 to the 
Consolidated Financial Statements, "Regulatory Mailers," and "Commitments and Contingencies," respectively.) 

Except to the exteni discussed in Note 5 to the Consolidated Financial Statements. "Regulatory Matters," and Note 17 to the Consolidated Financial 
Statements, "Commilments and Contingencies," compliance w\\U federal, state and local provisions regulating the discharge of materials into the 
environment, or otherwise protecting the environment, is incorporated into the routine cost structure of our various business units and is not expected to 
have a material adverse effect on the compefitive posifion, consolidated results of operations, cash flows or financial position of Duke Energy Ohio. 

Item IA. Risk Factors. 
The risk factors discussed herein relate specificafiy to risks associated wilh Duke Energy Ohio. 

Duke Energy 0/i/o's franchised electric revenues, earnings and results are dependent on state legislation and regulation that affect 
electric generation, transmission, distribution and related activities, which may limit Duke Energy Ohio's ability to recover costs. 

Duke Energy Ohio's franchised electric businesses are regulated on a cosLof-service/rale-of-return basis subject to the statutes and regulatory 
commission rules and procedures of Ohio and Kentucky. If Duke Energy Ohio's franchised electric earnings exceed the returns established by Ihe slate 
regulatory commissions, Duke Energy Ohio's retail electric rales may be subject to review by the commissions and possible reduction, wtiich may 
decrease Duke Energy Ohio's future earnings. Additionally, if regulatory bodies do not allow recovery of costs incurred in providing sen/ice on a fimely 
basis, Duke Energy Ohio's future earnings could be negatively impacted. 
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Duke Energy Ohio is subject to regulation by FERC and by federal, stale and local authorities under environmental iaws and by state public utility 
nissions under laws regulafing Duke Energy Ohio's businesses. Regulation affects almost every aspect of Duke Energy Ohio's businesses, 

\ .ding, among olher things, Duke Energy Ohio's ability to: take fundamental business management acfions; determine the terms and rates of Duke 
Energy Ohio's transmission and distribufion businesses' services; as well as its regulated generafion business; make acquisitions; issue debt securifies; 
engage in transacfions between Duke Energy Ohio's utilities and other subsidiaries and affiliates; and pay dividends. Changes to these regufalions are 
ongoing, and Duke Energy Ohio cannot predict the future course ol changes in this regulatory environment or the uHimale effect Ihat this changing 
regulatory environment will have on Duke Energy Ohio's business. However, changes in regulafion (including re-regulating previously deregulated 
markets) can cause delays in or affect business planning and transacfions and can substanfially increase Duke Energy Ohio's costs. 

Deregulation or restructuring in the electric industry may result in increased competition and unrecovered costs that could adversely 
effect Duke Energy Ohio's financial condition, results of operations or cash flows and its utilities' businesses. 

Increased compelilton resulfing from deragulalion or restructuring efforts, including from the Energy Policy Act of 2005, could have a significant 
adverse financial impact on Duke Energy Ohio and consequenUy on its results of operafions, financial position, or cash flows. Increased compelifion 
could also result in increased pressure to lower costs, including the cosl of electricity. Retail competifion and the unbundling of regulated energy and gas 
service could have a significant adverse financial impact on Duke Energy Ohio due lo an impairment of assets, a loss of retai! customers, lower profit 
margins or increased costs of capital. Duke Energy Ohio cannot predict the extent and fiming of entry by additional competitors inlo Ihe eleclric markets. 
Duke Energy Ohio cannot predict wlien it will be subject to changes in legislation or regulafion, nor can it predict the impact of these changes on Its 
financial position, results of operations or cash flows. i 

Duke Energy Ohio may be unable to secure long-term power purchase agreements or transmission agreements, which could expose 
Duke Energy Ohio's sales to increased volatility. 

In the future, Duke Energy Ohio may not be able to secure long-term power purchase agreements for its unregulated power generation facililies. If 
Duke Energy Ohio is unable to secure these types of agreements, its sales volumes would be exposed to increased volafilily. Without the benefit of long-
term power purchase agreements, Duke Energy Ohio cannot assure that it will be able lo operate profitably. The inability to secure these agreements 
could materially adversely affect Duke Energy Ohio's resullsand business. 

Competition in the unregulated markets in which Duke Energy Ohio operates may adversely affect the growth and profitability of its 
business. 

Duke Energy Ohio may nol be able to respond in a fimely or effective manner to the many changes designed lo increase compefifion in the 
electricity industry. To the extent competitive pressures increase, the economics of Duke Energy Ohio's business may come under long-term pressure. 

In addition, regulatory changes have been proposed to increase access to electricity transmission grids by ufility and non-utility purchasers and 
sellers of electricity. These changes could continue the disaggregation of many vertically-integrated ufilities into separate generation, transmission, 
distribution and retail businesses. As a result, a significant number of additional compefilors could become acfive in the wholesale power generation 
segment of Duke Energy Ohio's industry. 

Duke Energy Ohio may also face competition from new competitors that have greater financial resources than Duke Energy Ohio does, seeking 
*, jtive opportunities to acquire or develop energy assets or energy trading operations both in the United Slates and abroad. These new compefilors 
ritaV include sophisticated fir>ancial institutions, some of which are already entering Ihe energy trading and marketing sector, and international energy 
players, which may enter regulated or unregulated energy businesses. This compefifion may adversely affect Duke Energy Ohio's ability to make 
investments or acquisitions. 

Duke Energy Ohio operates under the RSP Market Based Standard Service Offer (MBSSO), which provides price certainly for generafion in Ohio 
through December 31. 2008. Duke Energy Ohio has filed for a regulatory extension of the RSP through 2010. Resolufion of this regulatory extension of 
the RSP could have a materially adverse effect on Duke Energy Ohio's financial posifion. results of operations or cash flows. 
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Duke Energy Ohio must meet credit quality standards, if Duke Energy Ohio or its rated subsidiary is unable to maintain an investment 
grade credit rating, it would be required under credit agreements to provide collateral in the form of letters of credit or cash, which may 
materially adversely affect its liquidity. Duke Energy Ohio cannot be sure that it wil l maintain investment grade credit ratings. 

Each of Duke Energy Ohio's or its rated subsidiary's senior unsecured long-term debt is rated investment grade by various rafing agencies. Duke 
Energy Ohio cannot be sure that its senior unsecured long-lenn debt will confinue to be rated inveslment grade. 

If the rating agencies were to rate Duke Energy Ohio or its rated subsidiary below investment grade, Duke Energy Ohio's borrowing costs would 
increase, perhaps significantly. In addifion, Duke Energy Ohio would likely be required to pay a higher interest rale in future financings, and its potential 
pool of investors and funding sources would likely decrease. Any dovmgrade or other event negatively affecting the credit rafings of Duke Energy Ohio 
or its rated subsidiary could also increase Cinergy's need lo provide liquidity in the form of capital contributions or loans to such subsidiaries, thus 
reducing the liquidity and borrowing availability of the consolidated group. 

A downgrade below inveslment grade could also trigger terminafion clauses in some inleresl rate and foreign exchange derivative agreements, 
which would require cash payments. All of these events would likely reduce Duke Energy Ohio's liquidily and profitability and could have a material 
adverse effect on its financial position, results of operations or cash flows. 

Duke Energy Ohio relies on access to short-term money markets and longer'term capital markets to finance its capital requirements and 
support its liquidity needs, and Duke Energy Ohio's access to those markets can be adversely affected by a number of conditions, many of 
which are beyond its control. 

Duke Energy Ohio's business is financed to a large degree through debt and the maturity and repayment profile of debt used to finance 
investments often does not correlate to cash flow/s from its assets. Accordingly, Duke Energy Ohio relies on access lo both short-term money markets 
and longer-term capital markets as a source of liquidily for capital requirements not satisfied by the cash flow from its operations and lo fund investments 
originally financed through debt instruments with disparate maturities. If Duke Energy Ohio is not able lo access capital al compefitive rates, its ability to 
finance its operations and implement its strategy could be adversely affected. 

Market disruptions may increase Duke Energy Ohio's cost of borrowing or adversely affect its ability to access one or more financial markets. Such 
disruptions could include: economic downturns; the bankruptcy ot an unrelated energy company; capital markol conditions generally; market prices for 
electricity and gas; terrorist attacks or threatened attacks on Duke Energy Ohio's facilities or unrelated energy companies; or the overall health of the 
energy industry. Restrictions on Duke Energy Ohio's ability lo access financial markets may also affect its ability lo execute its business plan as 
scheduled. An inability to access capital may limit Duke Energy Ohio's ability to pursue improvements or acquisifions that it may otherwise rely on for 
future grow4h. 

Duke Energy Ohio's parent, Cinergy, maintains revolving credit facilifies to provide back-up for commercial paper programs and/or letters of credit 
al various entities. These facilifies typically include financial covenants v4iich limit the amount of debt that can be outstanding as a percentage of the 
lolal capital for the specific entity. Failure lo maintain these covenants al a particular enfily could preclude that entity from issuing commercial paper or 
letters of credit or borrowing under Ihe revolving credit facifily and could require other of Duke Energy Ohio's affifiates lo immediately pay down any 
outstanding drawn amounts under other revolving credit agreements. 

Puke Energy Ohio is exposed to credit risk of counterparties with whom it does business. 
Adverse economic condifions affecfing, or financial difficuUies of, counterparties with wtiom Duke Energy Ohio does business could impair the 

ability of these counterparties lo pay for Duke Energy Ohio's services or fulfill their contractual obligafions, or cause them to delay such payments or 
obligations. Duke Energy Ohio depends on these counterparties to remit payments on a fimely basis. Any delay or default in payment could adversely 
affect Duke Energy Ohio's cash flows, financial position or results of operations. 

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

Duke Energy Ohio participates in certain employee benefit plans sponsored by its parent, Cinergy. Duke Energy Ohio is allocated costs and 
obligations related lo these plans. Cinergy's costs of providing non-contributor/ defined benefit pension plans are dependent upon a number of factors, 
such as the rates of return on plan assets, discount rates, the level of interest rates used lo measure the required minimum funding levels of the plans, 
future government regulafion and required or voluntary contribufions made lo the plans. While Cinergy complies with the minimum funding requirements 
as of September 30, 2006, Cinergy's qualified pension plans had obligations which exceeded Ihe value of plan assets by approximately $674 million. 
Without sustained growth in the pension investments over 
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firne lo increase the value of plan assets and depending upon the other factors impacfing Cinergy's costs as lisled above, Duke Energy Ohio could be 
•lired to fund its parent's plans w l̂h significant amounts of cash. Such cash funding obligafions could have a material impact on Duke Energy Ohio's 
1 flows, financial posifion or results of operafions. 

Duke Energy Ohio is subject to numerous environmental laws and regulations that require significant capital expenditures, can increase 
its cos( of operations, and which may impact or limit its business plans, or expose it to environmental liabilities. 

Duke Energy Ohio is subject to numerous environmental laws and regulafions affecfing many aspects of its present and future operafions, including 
air emissions (such as reducing NO ̂ ,̂ SO 2 and mercury emissions or potential future control of greenhouse-gas emissions), water quality, wastewater 
discharges, solid waste and hazardous waste. These laws and regulations can result in increased capital, operafing, and other costs. These laws and 
regulations generally require Duke Energy Ohio to obtain and comply wilh a wide variety of environmental licenses, permits, inspections and other 
approvals. Compliance with environmental laws and regulations can require significant expenditures, including expenditures for clean up costs and 
damages arising out of contaminated properfies, and failure to comply vwth environmental regulafions may result in the imposition of fines, penalfies and 
injunctive measures affecting operating assets. The steps Duke Energy Ohio takes fo ensure that its facilifies are in compliance could be prohibitively 
expensive. As a result, Duke Energy Ohio may be required to shut down or alter Ihe operafion of its facilities, which may cause il to incur losses. Further, 
Duke Energy Ohio's regulatory rale structure and its contracts wiiU cuslomers may not necessarily allow it to recover capital costs Duke Energy Ohio 
incurs to comply with new environmental regulations. Also, Duke Energy Ohio may not be able lo obtain or maintain from fime to fime all required 
environmental regulatory approvals for its operating assets or development projects. If there is a delay in obtaining any required environmental 
regulatory approvals, if Duke Energy Ohio fails to obtain and comply with Ihem or if environmental taws or regulations change and become more 
stringent, then the operation of Duke Energy Ohio's facilities or the development of new facilities could be prevented, delayed or become subject to 
additional costs. Although it is nol expected that the costs of complying with current environmental regulations will have a material adverse effect on 
Duke Energy Ohio's cash flows, financial position or results of operafions, no assurance can be made that the costs of complying with environmental 
regulations in the future will not have such an effect. 

There is growing consensus that some form of regulation will be forthcoming at the federal level with respect to greenhouse gas emissions, 
including carbon dioxide (CO ?), and such regulafion could result in Ihe creation of substantial compliance costs. 

In addifion. Duke Energy Ohio is generally responsible for on-site liabilifies. and in some cases off-site liabilifies, associated vwth the environmental 
condifion of Duke Energy Ohio's power generation facilifies and natural gas assets which it has acquired or developed, regardless of when the liabilifies 
arose and v^elher they are known or unknown. In connecfion with some acquisitions and sales of assets. Duke Energy Ohio may obtain, or be required 
to provide, indemnification against some environmental liabilities. If Duke Energy Ohio incurs a material liability, or the olher party lo a transacfion failg to 
meet its indemnification obligafions to Duke Energy Ohio, Duke Energy Ohio could suffer material losses. 

Duke Energy Ohio is involved in numerous legal proceedings, the outcomes of which are uncertain, and resolution adverse to Duke 
Energy Ohio could negatively affect its cash flows, financial condition or results of operations. 

Duke Energy Ohio is subject to numerous legal proceedings. Lifigafion is subject to many uncertainfies and Duke Energy Ohio cannot predict the 
outcome of individual matters with assurance. It is reasonably possible Ihat the final resolufion of some of the matters in vitiich Duke Energy Ohio is 
''- ''Ived could require it lo make addifional expenditures, in excess of established reserves, over an extended period of fime and in a range of amounts 

x)uld have a material effect on its cash flows and results of operations. Similarly, it is reasonably possible that the terms of resolufion could require 
\-_,<e Energy Ohio to change its business pracfices and procedures, which could also have a material effect on its cash flows, financial posifion or 

results of operafions. 

Duke Energy Ohio's results of operations may be negatively affected by sustained downturns or sluggishness in the economy, including 
low levels in the market prices of commodities, all of which are beyond Duke Energy Ohio's control. 

Sustained downturns or sluggishness in the economy generally affect the markets in which Duke Energy Ohio operates and negafively influence its 
operations. Declines fn demand for eleclricily as a result of economic downturns in Duke Energy Ohio's franchised efectric service territories will reduce 
overall electricity sales and lessen Duke Energy Ohio's cash flows, especially as its industrial customers reduce production and, therefore, consumpfion 
of electricity and gas. Although Duke Energy Ohio's franchised electric business is subject to regulated allowable rates of return and recovery of fuel 
costs under a fuel adjustment clause, overall declines in electricity sold as a result of economic downturn or recession could reduce revenues and cash 
flows, thus diminishing results of operations. 
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Duke Energy Ohio also sells electricity inlo the spot market or other compefitive power markets on a contractual basis. Wilh respect to such 
transactions, revenues and results of operations are likely lo depend, in large part, upon prevailing market prices in Duke Energy Ohio's regional 
markets and other competifive markets. These market prices may fluctuate substanfially over relafively short periods of fime and could reduce Duke 
Energy Ohio's revenues and margins and thereby diminish its results of operations. 

Lower demand for the electricity Duke Energy Ohio sells and lower prices for electricity result from multiple factors that affect the markets wtiere it 
sells electricity including: 

weather conditions, including abnormally mild winter or summer weather that cause lower energy usage for heafing or cooling purposes. 

supply of and demand for energy commodifies; 

illiquid markets including reducfions in trading volumes wliicli result in lower revenues and earnings; 

general economic conditions, including downturns in the U.S. or other economies wtiich impact energy consumpfion particularly in which 
sales lo industrial or large commercial cuslomers comprise a significant portion of total sales; 
transmission or transportafion constraints or inefficiencies which impact Duke Energy Ohio's merchant energy operations; 
availability of competifively priced alternafive energy sources, which are preferred by some cuslomers over electricity produced from coal, 
or gas plants, and of energy-efficient equipment which reduces energy demand; 
nalural gas prices; 

abifily lo procure safisfactory levels of fuel supplies and inventory, such as coal and natural gas; 

eleclric generalion capacity surpluses wtiich cause Duke Energy Ohid's merchant energy plants lo generate and sell less electricity at 
lower prices and may cause some plants lo become non-economical lo operate; 
capacity and transmission service into, or out of, Duke Energy Ohio's markets; 

natural disasters, acts of terrorism, wars, embargoes and other catastrophic events to the extent they affect Duke Energy Ohio's operafions 
and markets, as well as the cost and availability of insurance covering such risks; and 
federal, and slate energy and environmental regulafion and legislation. 

Duke Energy Ohio's operating results may fluctuate on a seasonal and quarterly basis. 
Electric power generalion is generally a seasonal business. In most parts of Ihe United Slates and in martlets in which Duke Energy Ohio operates, 

demand for power peaks during the hot summer months, wilh market prices also peaking al Ihat lime. In other areas, demand for power peaks during 
the winter. Further, extreme weather conditions such as heal waves or winter storms could cause these seasonal fluctuations to be more pronounced. 
As a result, in the future, the overall operafing results of Duke Energy Ohio's businesses may fluctuate substantially on a seasonal and quarterly basis 
and thus make period comparison less relevant. 

Certain events in the energy markets beyond Duke Energy Ohio's control could result in new laws or regulations which could have a 
negative impact on Duke Energy Ohio's Cfnancial position, cash flows or results of operations. 

There is growing consensus that some fonm of regulafion will be forthcoming at the federal level with respect to greenhouse gas emissions 
(including CO3). Addifionally, accounting standard setters are evaluafing the accounting and reporting for emission allowances. Resolufion of these 
matters could lead to substantial changes in laws and regulations affecfing Duke Energy Ohio, including new accounfing standards that could change 
the v/ay Duke Energy Ohio is required lo record revenues, expenses, assets and liabilifies. These types of regulations could have a negative impact on 
Duke £nergy Ohio's financial position, cash flows or results of operafions or access lo capital. 

Item 1B. Unresolved Staff Comments. 
None 
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'*em 2. Properties. 

^ ,>ANCHISED ELECTRIC AND GAS 
As of December 31, 2006, Franchised Eleclric and Gas operated two coal-fired stafions with a combined net capacity of 577 megawatts (MW) and 

one combustion turbine (CT) station with a nel capacity of 500 MW. Franchised Electric and Gas also owns three underground storage caverns with a 
total storage capacity of approximately 23 million gallons of liquid propane. The stations and caverns are located in Ohio and Kentucky. 

COMMERCIAL POWER 
As of December 31, 2006, Commercial Power joinfiy owns six coal-fired stafions with a combined net capacity of 3,607, of wtiich Duke Energy Ohio 

operates three. Commercial Power also owns and operates five CT stafions wilh a combined net capacity of 1,500 MW and three combined cycle (CC) 
stations wilh a combined net capacity of 2.480 MW. The stafions are located in Ohio, Illinois, Indiana and Pennsylvania. 

Item 3. Legal Proceedings. 
For information regarding legal proceedings, including regulatory and environmental matters, see Note 5 lo the Consolidated Financial Statements, 

"Regulatory Matters" and Note 17 lo Ihe Consolidated Financial Statements. "Commitments and Confingencies—Lifigafion" and "Commitments and 
Confingencies^-Environmenlal." 

9 
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Hem 5. Market for Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities. 
Cinergy owns all of the common stock of Duke Energy Ohio. \ i \ April 2006, Duke Energy acquired 100 percent of Cinergy's outstanding stock by 

issuing 1.56 shares of Duke Energy common stock in exchange for each outstanding share of Cinergy common stock. This conversion resulted in the 
issuance of approximately 313 million shares of Duke Energy common stock. Duke Energy Ohio anficipates making periodic dividends to provide 
funding support for Duke Energy's dividend. During the three months ended March 31, 2006 and the years ended December 31, 2005 and 2004, Duke 
Energy Ohio paid dividends to its parent, Cinergy, of $102 million, $250 million and $236 milfion. respecfively. Duke Energy is a public registrant trading 
on the New York Stock Exchange under DUK. 

10 
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nem 7. Management 's D iscuss ion and Ana lys is of Financial Condi t ion and Resul ts of Operat ions. 

\ ^ ^ / A D D U C T I O N 

EXECUTIVE OVERVIEW 
Management's Discussion and Analysis should be read in conjuncfion with the accompanying Consolidated Financial Statements and Notes for the 

year ended December 3 1 , 2006. Duke Energy Ohio has reclassified certain prior-year amounts in its Consolidated Financial Statements to conform to 
current presentation (see Note 1 lo the Consolidated Finandal Statements, "Summary of Significant Accounfing Policies" for further details). 

CINERGY MERGER WITH DUKE ENERGY 
On April 3. 2006. in accordance with their previously announced merger agreement, Duke Energy Corporafion (Old Duke Energy) and Cinergy 

merged into wholly owoied subsidiaries of Duke Energy hiolding Corp. (Duke Energy HC), resulfing in Duke Energy HC becoming the parent enfity. In 
connecfion wilh the closing of the merger transacfions, Duke Energy HC changed its name to Duke Energy Corporafion (New Duke Energy or Duke 
Energy) and Old Duke Energy converted into a limited liability company named Duke Power Company LLC (subsequently renamed Duke Energy 
Carolinas. LLC). As a result of the merger transacfions. each outstanding share of Cinergy common slock was converted into 1.56 shares of Duke 
Energy common stock which resulted in the issuance of approximately 313 million shares of Duke Energy common stock. Both Old Duke Energy and 
New Duke Energy are referred to as Duke Energy herein. Duke Energy is a pubfic registrant trading on the New York Stock Exchange under DUK. 

The merger has been accounted for under the purchase method of accounting with Duke Energy treated as the acquirer for accounfing purposes. 
As a result, the assets and liabilifies of Cinergy were recorded at their respecfive fair values as of April 3, 2006. Except for an adjustment related to 
pension and other postretirement benefit obligations, as mandated by Statement of Financial Accounfing Standards (SFAS) No. 8 7 . " Employers' 
Accounting for Pensions" and SFAS No. 106," Employers' Accounting for Posiretirement Benefits Other Than Pensions " {be accompanying 
consolidated financial statements do not reflect any adjustments related to Duke Energy Ohio's regulated operafions that are accounted for pursuant to 
SFAS No. 7 1 , " Accounting for the Effects of Certain Types of Regulation" (SFAS No. 71), which are comprised of Duke Energy Ohio's regulated 
transmission and dislribution, and Duke Energy Kentucky. Under the rate setting and recovery provisions currenfiy in place for Ihese regulated 
operafions w4iich provide revenues derived from cosl, the fair values of the individual tangible and intangible assets and liabilifies are considered to 
approximate their carrying values. 

Based on the market price of Duke Energy common stock during the period, including Ihe two trading days before through the two trading days 
afler May 9, 2005. the dale Duke Energy and Cinergy announced the merger, the transaction was valued al approximately $9.1 billion and resulted in 
goodwill to Duke Energy Ohio of approximately $2.3 billion. The amount of goodwill results from significant strategic and financial benefits expected to 
be realized by Duke Energy including: 

increased financial strength and flexibifily; 

stronger utility business platform; 

greater scale and fuel diversity, as well as improved operational efficiencies for the merchant generafion business; 

broadened electric dislribufion platform; 

V ^. ' • improved reliability and customer service through Ihe sharing of best practices; 

increased scale and scope of the electric and gas businesses wilh stand-alone strength; 

complementary posifions in the Midwestern United Stales (Midwest); 

greater customer diversity; 

combined expertise; and 

significant cosl savings synergies. 

As discussed in Note 1 lo the Consolidated Financial Statements, "Summary of Significant Accounting Pol ides," purchase accounting impacts, 
including goodwill recognition, have been "pushed down" to Duke Energy Ohio, resulting in the assets and liabilities of Duke Energy Ohio being recorded 
at their respective fair values as of April 3, 2006. 

Due to the impact of push-down accounting, Ihe financial statements and certain note presentafions separate Duke Energy Ohio's presentations 
inlo two disfincl periods, the period before the consummation of the merger (labeled "Predecessor") and the period after that dale (labeled "Successor"), 
to indicate the applicafion of different bases of accounting between the periods presented. 

11 
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BASIS OF PRESENTATION 
The results of operations and variance discussion for Duke Energy Ohio is presented in a reduced disclosure format in accordance with General 

inslrucfion {l)(2)(a) of Fonn 10-K. 

RESULTS OF OPERATIONS 
Results of Operations and Variances 
Summary of Results for the nine months ended December 31, 2006 (In millions) 

Nine Months Ended December 31. 

Openating reyeapes^X ••:-̂ '} .,;- :•;:v: ;̂ : 

Operating expenses 

(Losses) gairispn'sales"pf other as&ets and oilier, net 

Operafing income 

dt!ierincorT(e"and%pBnses,riet^^;-: :̂  :^^' ;• 

Interest expense 

Income tax expense from confinuing operafions 

(Loss) income from disconfinued operations, nel of lax 

Cumulative effect of change in'accouriting principle, net of tax 

Net income 

Succes 
sor*'' 

$ 2,261 

2,067 

, (28) 

166 

"•• : :• : ^ • ^ • 3 t : 

81 

41 

(6) 

_ 

$ 55 

Predeces 
sor*'' 

$ 

_ 

1, 

2,029 

1,765 

94. 

358 

v :̂:,̂ ;̂ ^15:;̂ •: 

75 

110 

28 

(3) 

213 

Increase 

$ 232' 

302 

(122) 

(192) 

"-y,}r--B'm 
6 

(69) 

(34) 

3 

$ (158) 

(1) See Note 1 to the Consolidated Financial Statements, "Summary of Significant Accounfing Policies" for additional information on Predecessor and 
Successor reporting. 

Net Income 
The 74 percent decrease in Duke Energy Ohio's Net income for the nine months ended December 31, 2006 compared lo the same period in 2005 

was primarily due lo the following factors: 

Operating Revenues 
Increased Operating Revenues were primarily due lo the following factors: 

An increase in the electric retail distribufion base rales implemented in January 2006; 

The revenues generated by the five Midwest generafing plants contributed in the second quarter of 2006 as part of the 
merger; 
Increased retail operafing revenues from the RSP Market Based Standard Service Offer (MBSSO), primarily due lo its implementafion for 
residential customers in Ohio beginning in Januan/ 2006; and 
Mark-to-markel (MTf^) gains on generafion power hedges in 2006 compared lo losses in 2005. 

These increases were partially offset by temporary rate reducfions due to regulatory approvals as a result of the Duke Energy merger with Cinergy 
and milder weather. 

Operdfmg Expenses 
increased Operafing Expenses were primarily due to the following factors: 

Purchase accounfing depreciation and amortizafion primarily related to fuel, emission allowances and property, planl and equipment 
resulfing from the Duke Energy merger w l̂h Cinergy recorded for the nine months ended December 31. 2006; 
Operafing expenses related lo the five Midwest generafing plants contributed in the second quarter of 2006; 

Higher fuel costs due to higher average coal prices per ton; 

MTM losses on generafion coal fuel hedges in 2006 compared to immaterial gains in 2005; and 

Costs incurred as a result of the Duke Energy merger with Cinergy, including integration costs. 
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{{osses) Gains on Sales of Other Assets and Other, net 
The change in (Losses) Gains on Sales of Olher Assets and Other, nel is due to Ihe decrease in emission allowance sales activity due to less 

\^ j y commodity volatility in power and coal market prices. The decrease is also due to the impacts of purchase accounting resulfing in emission 
allowances being recorded at their esfimated fair values as of April 3, 2006. Prior to the impacts of purchase accounfing. emission allowances had a 
lower carrying value, based on historical costs, resulting in larger gains on sales. 

Income Tax Expense from Continuing Operations 
The decrease in Income Tax Expense from Continuing Operafions was primarily due lo a decrease in Income from Confinuing Operafions Before 

Income Taxes. The decrease ts partially offset by an increase in Duke Energy Ohio's effective tax rate as compared lo prior year due to a June 2005 
change in Ohio Tax Law to eliminate Ihe Ohio Income Tax on corporations and a drop in investment tax credit (ITC) amortizafion due to purchase 
accounfing adjustments Ihat eliminated the non-regulated portion of ITC. 

(Loss) Income from Discontinued Operations, net of lax 
The (Loss) Income from Discontinued Operations, nel of tax, for 2006 and 2005 is primarily related to the markefing and trading operafions, which 

were classified as discontinued operafions in connection with Cinergy's June 2006 announcement to sell its commercial markefing and trading 
businesses, including certain of Duke Energy Ohio's trading contracts, to Forfis Bank S.A./N.V. (Fortis), a Benelux-based financial services group. The 
lower results from (Loss) Income from Discontinued Operafions, net of tax was primarily due to lower, and less profitable, trading acfivity during 2006 as 
compared lo 2005- ; 

Summary of Results for the three months ended March 31 (in millions) 

Predecessor*'' 
20 
06 
$ 96 
78 
26 
20 
8 
30 
68 

^_(2) 
$ 11 

2005 

$ 751 
649 
31 
133 

4 
23 
47 
18 

$ 85 

Increase 

$ 

$ 

212 
132 
(5) 
75 
4 
7 

" 21 
(20) 
31 

Three Months Ended March 31, 

ODerafinp revenues 
Operating expenses 
Gains on sales of olher assets and other, net. 
Operafing income 
Other inoDme and expenses, net 
Interest expense 
Income tax expense from confinuing operafioris • 
(Loss) Income from disconfinued operafions, net of tax 
Net income -

••ee Note 1 to the Consolidated Financial Statements, "Summary of Significant Accounfing Policies" for addifional infonnation on Predecessor 
V^^eporfing. 

Net Income 
The 36 percent increase in Duke Energy Ohio's Net income for Ihe three months ended March 31. 2006 compared to the same period in 2005 was 

primarily due to the following factors: 

Operating Revenues 
Increased operating revenues were primarily due to (he foftowing factors: 

An increase in retail operating revenues from the MBSSO, primarily due to its implementafion for residenfial customers in Ohio beginning in 
January 2006; 
Increased revenues from non-residential cuslomers related lo the timing of collecfion of fuel, purchased power, and emission allowance 
costs; 
MTM gains on generafion power hedges; 
An increase in the average price received per megawatt hour (MWh), primarily due to the return of certain retail customers to full electric 
service; and 
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An increase in retail distribution base rates implemented in January 2006. 

Partially olfsetfing these increases was a decrease due to milder weather in the first quarter of 2006, as compared to 2005. 

Operating Expenses 
Increased operafing expenses were primarily due to Ihe following factors: 

MTM losses on generafion coal fuel hedges; and 

An increase in operafion, maintenance, and olher expenses, including significant merger related costs in the first quarter of 
2006. 

Income Tax Expense from Continuing Operations 
The increase in Income Tax Expense from Confinuing Operations was primarily due to an increase in Income from Continuing Operafions Before 

Income Taxes slightly offset by a decrease in the effecfive tax rate for Ihe three months ended March 31, 2006 as compared to Ihe prior year due to a 
June 2005 change in Ohio Tax Law to eliminate the Ohio Income tax on corporations. 

(Loss) Income from Discontinued OperaUons, net of tax 
The (Loss) Income from Disconfinued Operafions, net of tax, for 2006 and 2005 is primarily related to Ihe markefing and trading operations, which 

were classified as disconfinued operafions in connecfion with Cinergy's June 2006 pnnouncement to sell its commercial markefing and trading 
businesses, including certain of Duke Energy Ohio's trading contracts, lo Fortis. The lower results from (Loss) Income from Disconfinued Operafions, net 
of tax was primarily due lo lower, and less profitable trading acfivity during 2006 as compared to 2005. 

Matters Impacting Future Duke Energy Ohio Results 
Duke Energy Ohio's current strategy is focused on maximizing the returns and cash flows from its current portfolio. Results for Duke Energy Ohio 

are sensitive to changes in power supply, power demand, fuel prices, and weather. Future results for Duke Energy Ohio are subject to volafility due lo 
the over or under-collection of fuel costs since Duke Energy Ohio's RSP MBSSO is not subject to regulatory accounfing pursuant to SFAS No. 71. In 
addifion, the outcome of the remand hearing by Ihe Ohio Supreme Court in regard lo the RSP wilh the PUCO (see Note 5 lo Ihe Consolidated Financial 
Statements. "Regulatory Matters") could affect the current tariff struclure of the RSP. Duke Energy Ohio's future results will also be favorably impacted 
by the reduced impact of purchase accounfing. 

Olher Matters 
Duke Energy Ohio's fixed charges coverage ratio, as calculated using Securities and Exchange Commission guidelines, was 1.9 for the nine 

months ended December 31, 2006, 6.2 times for the three months ended March 31, 2006 and 4.6 limes for the year ended December 31. 2005. 

Item 7A Quantitative and Qualitative Disclosures About Market Risk 

Risk and Accounting Policies 
Duke Energy Ohio is exposed to market risks associated woth commodity prices, credit exposure and interest rates. Management has established 

comprehensive risk management policies to monitor and manage these mart<el risks. The Treasurer of Duke Energy, the ulfimale parent enfity of 
Cinergy, is responsible for Ihe overall governance of managing credit risk and commodity price risk, including monitoring exposure limits, for Duke 
Energy Ohio, a wliolly owned subsidiary of Cinergy. 

Commodily Price Risk 
Duke Energy Ohio is exposed to Ihe impact of market fluctuations in Ihe prices of electricity, coal, natural gas and olher energy-related products 

mari<eted and purchased as a result of its ownership of its non-regulated generation portfolio. Price risk represents the potenfial risk of loss from adverse 
changes in Ihe market price of electricity or other energy commodifies. such as gas and coal. Duke Energy Ohio employs established policies and 
procedures to manage its risks associated w t̂h these market fluctuafions using various commodity derivafives, such as swaps, futures, forwards and 
options. (See Note 1 to the Consolidated Financial Slatements, "Summary of Significant Accounfing Policies" and Note 9 to the Consolidated Financial 
Statements, "Risk Management and Hedging Activifies, Credit Risk, and Financial Instruments.") 
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Validation of a contract's fair value is performed by an internal group independent of Duke Energy Ohio's deal origination areas. While Duke Energy 
uses common industry practices to develop its valuafion techniques, changes in its pricing methodologies or the undertying assumpfions could 

V^. :^^i\. in significantly different fair values and income recognition. 
Generation PodfoHo Risks. Duke Energy Ohio is primarily exposed to market price fluctuafions of wtiolesale power, coal, natural gas and emission 

allowance prices associated with its non-regulated generafion portfolio. Duke Energy Ohio closely monitors the risks associated w/ilh these commodity 
price changes on its future generation operafions and, vMere appropriate, uses various commodity instruments such as electricity, coal and natural gas 
forward contracts to mifigale the effect of such fluctuations on operafions, in addifion to optimizing ihe value of its non-regulated generafion portfolio. The 
portfolio includes generalion assets (power and capacity), fuel, and emission allowances. Modeled forecasts of future generafion output, fuel 
requirements, and emission allowance requirements are based on forward power, fuel and emission allowance markets. The component pieces of the 
portfolio are bought and sold based on this model in order to manage the economic value of the portfolio, wtiere such market transparency exists. The 
generafion portfolio not utilized lo serve nafive load or committed load is subject to commodity price fluctuafions. Based on a sensifivity analysis as of 
December 31, 2006 and 2005, it was estimated that a ten percent price change per mega-vratt hour in wliolesale power prices would have a 
corresponding effecl on Duke Energy Ohio's pre-tax income of approximately $10 million in 2007 and $1 million in 2006, respecfively. Based on a 
sensifivity analysis as of December 31. 2006, it was estimated that a ten percent price change per MMBtu in natural gas prices would have a 
corresponding effecl on Duke Energy Ohio's pre-tax income of approximately $15 million in 2007. The increased exposure to both power and nalural 
gas prices was driven by the 2006 acquisifion of merchant generalion assets from Duke Energy. (See Note 3 to the Consolidated Financial Slatements, 
"Transfer of Certain Duke Energy Generating Assets to Duke Energy Ohio.") 

Normal Purchases and Normal Sales. Duke Energy Ohio enters into other contracts on a limited basis that qualify for the normal purchases and 
sales exception described in paragraph 10 of SFAS No. 133, "Accounting for Derivafive Instruments and Hedging Activities," Derivative Implementafion 
Group Issue C15. "Scope Exceptions: Normal Purchases and Normal Sales Excepfion for Opfion-Type Contracts and Forward Contracts in Electricity," 
and amended by SFAS No. 149," Amendment to Statemenl 133 on Derivative Instruments and Hedging Activifies" (SFAS No. 149). For contracts 
qualifying for the scope exception, no recognifion of the contract's fair value in the Consolidated Financial Statements is required unfil settlement of the 
contract which generally coincides with the physical delivery of the commodity bang bought or sold. 

Trading Contracts. Prior lo the sale of its commercial markefing and trading business, as discussed below, the risk in Ihe trading portfolio was 
measured and monitored on a daily basis uitlizing a Value-at-Risk (VaR) model to determine the potential one-day favorable or unfavorable VaR 
calculation. Duke Energy Ohio's VaR amounts for commodity trading derivatives are not material as a result of the 2006 sale of Cinergy's commerciat 
marketing and trading business, including certain of Duke Energy Ohio's trading contracts, to Fortis, which was ffnalized in the fourth quarter of 2006. 

Credit Risk 
Credit risk represents the loss that Duke Energy Ohio would incur if a counterparty fails lo perform under its contractual obligafions. To reduce 

credit exposure, Duke Energy Ohio seeks to enter into netting agreements with counterparties that permit it to offset receivables and payables with such 
counterparties. Duke Energy Ohio attempts to further reduce credit risk with certain counterparties by entering into agreements Ihat enable it lo obtain 
collateral or to terminate or reset the terms of transacfions after specified time periods or upon the occurrence of credit-related events. Duke Energy 
Ohio may, al fimes, use credit derivatives or olher structures and techniques to provide for third-party credit enhancement of its counterparties' 

ations. 
V.^^^ Where exposed to credit risk, Duke Energy Ohio analyzes the counterparties' financial condifion prior to entering into an agreement, establishes 

credit limits and monitors the appropriateness of those limits on an ongoing basis. 
The following table represents Duke Energy Ohio's distribufion of unsecured credit exposures at December 31, 2006. These credit exposures are 

aggregated by ultimate parent company, include on and off balance sheet exposures, are presented net of collateral, and lake into account contractual 
netfing rights. 

Dislribufion of Enterprise Credit Exposures 
As of December 31. 2006 

% of Total 
InvestmentGnade^ExternallyRated : - ; :• !• ^•' - 58% 
Non-Investment Grade—Externally Rated 3 
Investment Grade^Internaily Rated; , • ; -: ^X.' / -:^ v̂  ;V: V - ' 23v 
Non-Investment Grade—internally Rated 16 

T o t a i V " - • • • • • . - , r ' ^ \ - : :..:•/••'.:••.• r - ; / , : • . • • , : \ ^ . ^ - - - y . - ^ - - ' ' ^ x ^ '•.: ; •:/ ^ i o o % 
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"Externally Rated" represents enterprise relafionships thai have published rafings from al least one major credit rating agency. "Internally Rated" 
represents those relationships which have no rating by a major credit rating agency. For those relationships, Duke Energy Ohio utilizes appropriate risk 
rating methodologies and credit scoring models to develop an internal risk rafing wtiich is intended to map lo an external rafing equivalent. 

Duke Energy Ohio had no net exposure lo any one customer that represented greater than 10% of the gross fair value of trade accounts receivable 
and unrealized gains on mark-to-markel and hedging transactions at December 31, 2006. Based on Duke Energy Ohio's policies for managing credit 
risk, its exposures and its credit and other reserves, Duke Energy Ohio does not anticipate a materially adverse effect on its consolidated financial 
posifion or results of operafions as a result of non-performance by any counterparty. 

During 2006, Cinergy and Duke Energy Ohio sold the commercial marketing and trading business to Fortis, which eliminated Duke Energy Ohio's 
credit, collateral, market and legal risk associated with these trading positions. 

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

Duke Energy Ohio also obtains cash or letters of credit from cuslomers to provide credit support outside of collateral agreements, wtiere 
appropriate, based on its financial analysis of the customer and the regulatory or contractual terms and condifions applicable lo each transaction. 

Collateral amounts held or posted may be fixed or may vary depending on the terms of the collateral agreement and the nature of the underlying 
exposure and cover norma! purchases and norma! sales, hedging contracts, and opfimization contracts outstanding. Duke Energy Ohio may be required 
to return certain held collateral and post additional collateral should price movements adversely impact Ihe value of open contracts or positions. In many 
cases, Duke Energy Ohio's and its counterparties' publicly disclosed credit rafings impact the amounts of additional collateral to be posted. If Duke 
Energy Ohio or its affiliates have a credit rafing downgrade, it could result in reducfions in Duke Energy Ohio's unsecured thresholds granted by 
counterparfies. Likewise, downgrades in credit rafings of counterparfies could require counterparties to post addifional collateral lo Duke Energy Ohio 
and its affiliates. 

Interest Rate Risk 
Duke Energy Ohio is exposed to risk resulfing from changes in interest rates as a result of its issuance of variable and fixed rate debt. Duke Energy 

Ohio manages its inleresl rale exposure by limifing ils variable-rale exposures lo percentages of tolal capitalizafion and by monitoring Ihe effects of 
market changes in interest rales. Duke Energy Ohio manages its exposure to fluctuation in interest rales primarily through entering into interest rate 
swap;;. (See Notes 1, 9, and 15 to the Consolidated Financial Statements, "Summary of Significant Accounting Policies," "Risk Management and 
Hedging Activities, Credit Risk, and Financial Instruments," and "Debt and Credit Facilities.") 

Based on a sensitivity analysis asof December 31, 2006, ilwas estimated that if market interest rates average 1%. higher (lower) in 2007 than in 
2006, interest expense, nel of offsetfing impacts in interest income, would increase (decrease) by approximately $7 million. Comparatively, based on a 
sensifivity analysis as of December 31, 2005, had interest rates averaged 1% higher (lower) in 2006 than in 2005, il was esfimated that inleresl expense, 
nel of offsetfing impacts in interest income, would have increased (decreased) by approximately $6 million. These amounts were estimated by 
considering the impact of the hypothetical interest rates on variable-rale securifies outstanding, adjusted for interest rate hedges, short-term 
investments, cash and cash equivalents outstanding as of December 31, 2006. If interest rates changed significanfiy, management would likely take 
actions to manage its exposure to the change. However, due to the uncertainty of the specific actions that would be taken and their possible effects, the 
sensitivity analysis assumes no changes in Duke Energy Ohio's financial structure. 
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Item 8. Financial Statements and Supplementary Data. 

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

To the Board of Directors and Stockholders of Duke Energy Corporafion: 

We have audited the accompanying consolidated balance sheets of Duke Energy Ohio, Inc. and subsidiaries (the "Company") as of December 31, 
2006 and 2005, and the related consolidated statements of operations, common stockholder's equity and comprehensive income, and cash flow« for the 
nine-month period ended December 31. 2006, the three-month period ended March 31, 2006 and the years ended December 31, 2005 and 2004. Our 
audits also included the financial statement schedule listed in the Index al Item 15. These financial statements and financial statement schedule are the 
responsibility of Ihe Company's management. Our responsibility is to express an opinion on the financial statements and financial statement schedule 
based on our audits. 

We conducted our audits in accordance with the standards of the Public Company Accounfing Oversight Board (United States). Those standards 
require that we plan and perform the audit lo obtain reasonable assurance about whether the financial statements are free of material misstatement. The 
Company is not required lo have, nor were we engaged to perform, an audit of its internal control over financial reporting. Our audits included 
consideration of internal control over financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not for 
the purpose of expressing an opinion on the effecfiveness of the Company's internal control over financial reporting. Accordingly, we express no such 
opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and disclosures in Ihe financial statements, assessing the 
accounfing principles used and significant esfimates made by management, as well as evaluafing the overall financial statement presentafion. We 
believe that our audits provide a reasonable basis for our opinion. 

In ovr opinion, such consolidated financial statements present fairly, in all material respects, the financial posifion of Duke Energy Ohio, Inc. and 
subsidiaries at December 31, 2006 and 2005, and the results of their operafions and their cash flowfs for the periods stated, in conformity vwth accounting 
principles generally accepted in the United States of America. Also, in our opinion, such financial statemenl schedule, when considered in relation to the 
basic consolidated financial statements taken as a whole, presents fairly in all material respects the informafion set forth therein. 

As discussed in Note 1 lo the consolkJaled financial statements, on April 3, 2006, Cinergy Corp., parent company of Duke Energy Ohio. Inc., was 
acquired by Duke Energy Corporation in a transacfion accounted for under the purchase method of accounting. The purchase accounfing impacts of Ihe 
acquisifion have been 'pushed down" to the post-acquisition financial slatements ofthe Company. Consequently, the pre-acquisifion financial 
Statements of Ihe Company (labeled "Predecessor") are not generally comparable lo the financial statements subsequent to the merger (labeled 
"Successor"). 

• ' DELOITTE & TOUCHE LLP 

^.^-wcinnafi, OH 
March 30, 2007 
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DUKE ENERGY OHIO, INC. 
Consolidated Statements of Operations 

(In miHions) 

Operating Revenues 
Non-regulated electric, nalural 
Regulated electric 
Requlaled natural qas 

• Total oberatina revenues 
Operating Expenses 

Natural gas purjchased 
Operafion, maintenance and other 
Fuel used in electric generation 

arid purchased power 
Costs of fuel resold 
Depreciafion and amortizafion 
Propertv and other taxes 

Total ODerattna exoenses 
(Losses) Gains on Sales of Other 

AfiSpts and Otfier. net 
Ooeratina Income 
Other Income and Expenses, net 
Interest Expense 
Income from Continuing 

Ooerations Before Income Taxes 
Incorr ieT^ Expense from 

Continuirid boeraiions 
Income from Continuing 
(Lo^s)lnc;6mefr6m Discontinued 

Onefatioris; net df tax 
Income Before Cumulative Effect 

of Chanae in Accountina 
Cumulative Effect of Change in 

Accbuntmd Principle, net of tax 
Net Income 
Dividends aridPremiums on 

Redembtibn of Preferred and 
Earninas Available for Common 

Successor 
Nine Months 

Ended 

$ 1,235 
638 
388 

2.261 

230 
505 

804 
83 

280 
165 

2.067 

(28 
166 

17 
81 

102 

41 
61 

(6 

55 

— 
55 

— 
$ 55 

Three Montlis 
Ended 

March 31 

S 

, 

$ 

2006 

421 
220, 
322 
963 

232 
173 

196 
44 
68 
68 

781 

26 
208 

8 
30 

186 

68 
118 

(2) 

116 

— 
116 

— 
116 

Predecessor 
Twelve Fitonths 

Ended 

$ 1.387 
613 
780 

2.780 

514 
562 

665 
189 

.271 
213 

2.414 

125 
491 

19 
98 

412. 

157 
255 

46 

301 

(3) 
298 

1 
$ 297 

Twelve Months 
Ended 

$ 1,167 
572 
693 

2.432 

428 
516 

, - 520 
99 

224 
198 

1.985 

8 
455 

13 
90 

378 

145 
233 

^ 
24 

257 

— 
257 

1 
$ 256 

See Notes lo Consolidated Financial Statements 
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DUKE ENERGY OHIO, INC. 

Consolidated Balance Sheets 
(In millions) 

ASSETS . 
Current Assets 
Gash and c a ^ equivalents 
Receivables (net of allowance for doubtful accounts of $5 at December 31, 2006 and $4 al 
Irjventory. •.• . " ' • • -
Assets held for sale 
Unrealized gains on mark-to-market and, hedging transacfions 
Other 

Total current assets 
Investments and Other Assets 
f^esfiicted funds held in tmst -. 
Goodvflll 
Intangible assets 
Unrealized gains on mark-to-market and hedging transactions 
Assets held for sale 
Other 

Total investments and other assets 
Propertv, Plant and Equipment 
Cost 
Less accumulated depreciafion and amortization 

"; Net propertv. plant and equipment 
Requlatorv Assets and Deferred Debits 
D'eierî ed debt expense 
Regulatory assets related to income taxes 
Other 

Total reaulatorv assets and deferred debits 
" *g| Assets 

Successor 
December 31 

2006 

$ 45 
308 
217 
25 
54 

103 
752 

30 
2,348 

732 
27 
18 
22 

3.177 

9,049 
1,914 
7,135 

24 
96 

546 
666 

$ 11.730 

Predecessor 
December 31, 

2005 

$ 10 
422 
178 
_ 

544 
184 

1.338 

58 
— 

105 
180 
— 
28 

371 

7.776 
2,816 

^ ' 4.960 

,30 
79 

463 
572 

$ 7.241 

See Notes to Consolidated Financial Statements 
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DUKE ENERGY OHIO, INC. 

Consolidated Balance Sheets—(Continued) 
(In millions, except per share amount) 

See Notes to Consolidated Financial Statements 

20 

LlABmiTtES AND COMMON STOCKHOLDER'S EQUITY 
Current Liabilities 
Accouri\s payable ^ 
Notes payable and commercial paper 
Taxes accrued : • 
Interest accrued 
Liabilities associated with assets held for sale 
Current maturifies of lonq-temi debt 
Unr^aOied losses oh mark-to-maritei and hedging transacfions 
Other 

Total current liabilities - _ . 
Long-term Debt 
Deferred Credits and Other Ltabilities s 
Deferred income taxes 
Jnveslriient tax_credif, -
Accrued pension and other postrefirement benefit costs 
Regulatory liabinties 
Unrealized losses on mark-to-markel and hedging transactions 
Liabilifies associated with assets held for sale 
Asset refirement obliqalions 
Olher , 

Tolal deferred credits and other liabilities 
CommJtm^iSts and Contingencies 
Cumulative Preferred Stock Not Subiect to Mandatory Redemption 
Cdmmon Stockholder's Equity 
Common slock. $8.50 par value; 120.000,000 shares authorized and 89,663,086 shares outstandmg 

at December 31, 2006 and December 31, 2005 
Adtiifioiial Paid-in capital 
Retained earnings 
Accumulated other comprehensive loss 

Total common stockholder's eguUv 
Total Liabilities and Common Stockholder's Equttv 

Successor 
December 31, 

2006 

$ 411 
274 
301 

27 
25 

105 
46 
94 

„JU83. 
___™__L IZ6 . 

1,475 
19 

331 
167 
29 
18 
41 

161 
2.291 

— 

762 
5,601 

55 
(38) 

. 6.380. 
$ 1.1.730. 

Predecessor 
December 31, 

2005 

' $ ' • • 630 
226 

' ,.> M7a 
24 

- :' ' ' • — 
5 

• •' • - 5 5 2 

215 
. .' • 1-.S3.0 

1.638 

1,061 
; 67 

246 
. 152 

187 
— 
41 
24 

1.778 

20 
• ' - . 

762 
> ^ • 603. 

657 
(47) 

1,975 

. , ' ^ _ — z m 
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DUKE ENERGY OHIO. INC. 

Consolidated Statements of Cash Flows 
(In millions) 

V . . . ' • • 

C A S H F L O W S F R O M K • • 
OPERATirtG ACTIVITIES 
Net income 

' : Adjiistmenls td.irecgndle, net ; 
' ' . iricbme to net cash provided 

Deprecialion and 
-: Losses; (gains) on sales of 
• • eijtiitV-investmerifsand 

Deferred income taxes 
and inveslment tax 

Regulatory asset/liability 
Cumulative effect of 

changes in accounfing 
Contribution to company 

sponsored pension plan 
Accrued pension and 

poslrefiremenl benefit 
(Increase) decrease in; 

Net realized and 
unrealized mark-to-
mari<.el ar)d hedaino 

Receivables 
Inventory 

. Other current assets 
Increase (decrease) \n\ 

Accounts payable 
Taxes accrued 

. Other current fiabifilies 
Regulatory asset/liability 
Other assets 

. Olher liabilities 
Net cash pj-ovided by 

nnerat ina act iv i t ies 
CASH FLOWS FROM 

INVESTING ACTIVITIES 
Capital expenditures 
Purchases of emission 
Sales of emission allowances 
Nel proceeds from the sales 

of equity investments and 
other assets, and sales of 

Notes from affiliate, net 
Withdrawal of restricted funds 

Net cash used i n 
ihvest ino act iv i t ies 

CASH FLOWS FROM 
FINANCING ACTIVITIES 
IssiJance of long-term debt 
Redempfion of long-term 

, Redempfion of prefen-ed 
stock of subsidiaries 

Notes payable and 
. Dividends paid 

Other 
Net cash p rov ided by 

h ised i n l f inanc inr i 
Net Increase (decrease) in 

cash and cash 
Cash and cash equiva lents 

at beQirti l ihq o f Deribd 
Cash and cash equiva lents 

at end of oer iod 
Supplemental D isc losures 

Cash paid for interest, net of 
amount capitalized 
ash'paid for income taxes 

V .^ , i i f i can t non-cash 
Purchase accounting 
Allowance for funds used 

during construction 
fAFUDCV-eouitv 

Successor 

Nine Mon ths Ended 
December 3 1 , 2006 

$ 55 

280 

31 

(120) 
9 

— 

(22) 

30 

(6) 
: • • ^- - , • 1 3 2 

(84) 
:iv:."^--'-39 

: ; (43) 
54 

(63) 
(7) 

128 
(50) 

363 

(391) 
(167) 
AZZ 

32 
. • - ^ 

22 

(366) 

88 
(80) 

-•- , • — 

36 
•-— 

(4) 

• ' ' y ' h ' . ' - ' - < : ¥ ^ M 

37 

a 

$ 45 

$ 103 
r - ' - ) : - ^ lT : 

, \ HM^ 

(2) 

Three Mon ths Ended 
March 3 1 , 2006 

v;.,---^- • - • ' ' ' • { . \ - ^ ^ 3 W B M 0 ^ M & ^ ^ -
• ' - . ' " ' - ' • '•'•-'. '•'" ' • " ' • i : ' - ' : - . ' i ' ' ] ^ ^ i ' - ^ ' ~ '< f ^ - ^ - f i ^ f 
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'-'ir:/U:W--m!Mmk 
7 

''-•••: • . ••• ' / . ; ' • • " ' - : ' "^^: \ fe.^-- -^h^i :C 
"i 

— 
"'"- '. • : ' .'̂  . ' . ] " - ' ^ - ^ . ' - - - . C ^ } ' ' . - ^ ^ 
•''.- -•• ..'/; - ' ' ' - ' . l i i ^ - ^ : : 
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(30) 
10 
56 
68 

(157) 
50 

(78) 
(1) 
17 
— 

116 

(135) 
(162) 
105 

— 
— 
8 

• 

(184) 

141 
(1) 

(21) 
50 

(102) 
(1) 

66 

(2) 

10 

$ 8 

$ 21 
. - ' • ^ ' ^ 

. . : • . • • x : - i • . . - . - • , - ^ " " • . . • . - • - " : — 

(1) 

Predecessor 

Twelve Months Ended 
December 3 1 , 2005 

-':^''-fi^}^'^t^'fl^:^):'^ 

. . . . . . . 1 . . . . . . , , . . - . ..,-..,,.....-.... .2.98.. 
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43 
(125) 

(25) 
(123) 

245 
29 

155 
(31) 
48 
25 

658 

"(434) 
(433) 

• . ; : : . : . : / - • - . : - - . ; - 494-

— 
^-
38 

(335) 

— 
— 

— 
(66) 

(251) 
— 

(317) 

6 

4 

$ 10 

$ 98 
204 

— 

(1) 

Twelve Mon ths Ended 
December 31 , 2004 

n§$m9K^0^^^Mmm 
m^Bmmmm:z'B'̂ -vm^) 

$ 257 
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(20) 
(25) 
(29) 
(39) 

31 
3 

32 
(24) 
93 
15 

. ' 562 

(299) 
(180) 

• • - :63" -

15 
3 

_ 
^ 

(398) 

39 
(110) 

— 
132 

(237) 
— 

• ' (176) 

(12) 

16 

$ 4 

$ 93 
102 

_ 

(1) 



^Transfer: pf genera tin^,a^e;t& 
': from Duke Energy: ;; 

See Notes to Consolidated Finandal Statements 
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Consolidated Statements of Common Stockholder's Equity 
and Comprehensive Income 

(In millions) 

Accumulated Other Comprehensive Loss 

Successor 
Nine Months Ended 
Balance at Apr iU. 2006 

Net income 
Other comprehensive 
; incorhe, net of tax effect 

Cash flow hedges 
Totalconriijrehfensive 

Transfer of generating 
assets from Duke 

Contribution from parent 
company for 

Pension Adjustment— 

Common 
Stock 

762 

Additional 
Paid-in 
Capital 

Retained 

Earnings 

Net Gains (Losses) 
on Cash Flow 

Hedges 

Mmimum 

Pension Liability 
Ari iuslmftnL_ 

SFAS No. 158 
Pension 

Adjustment Total 

4,123 ^ S 
55 

$4 .885^ 
55 

1,462 

16 

(39) 

3 
' 58 

1,423 

FAS 158 transition 
Balance at December 31. 
Predecessor 
Balance at January 1, 2004 . 

$ 

$... 

— 
762 $r 

762 $ 

— 
5.601 

587 $ 

— 
55 

590 

$ 

$ 

— 
(36) 

(23) 

$ 

$ 

— 
— 

... (10) 

$ , 

$ 

{2L 
(2\ 

(2| 
$6,380 

$1,906 
Net.income 
Other comprehensive 

income, net of tax effect 
Cash flow hedges 
Minimum pehslpti 
Total comprehensive 

Gommbn stdd( dividends 
Preferred dividends 
Coritribulion from parent 

257 

(236) 
(1) 

(10) 

257 

4 
^ (10)' 
251 

(236) 
(1) 

coTTioanvfrdm '••• 
nee at December 31. $ 

• , - ^ : — . • • • • " 

762 $ 
> (2) 

585 $ 
— 

510 s 
— 

. ..._L191_ 
, 
$ 

— 
(20) $ 

— 
— 

• {2) 
$1,918 

'Net incoiine 
Other comprehensive 

income, nel of tax effecl 
Cash flow hedges 
Minimum pension 
Total comprehensive 

Common slock dividends 
Preferred dividends 
Conlribufion from parent 

298 

(250) 
(1) 

(13) 

298 

5 
J^^) 
290 

(250) 
(1) 

companv for reallocafion 
Balance at December 31. $ 

— 
762 $ 

18 
603 $ 

— 
657 $ 

— 
, (14). $ 

__ 
(33) $ 

— 18 
- $1,975 

Net income 
Other comprehensive 

income, net of tax effect 
Cash fiow hedges 
Minimum pension 
Tola! comprehensive 

Common stock dividends 

116 

(102) 

116 

118 

Balance al March 31. 2006 $ 762 $ 603 671 f13> $ f32) $ $1,991 

(a) Includes $39 (net of tax benefit of S24) related to deferred losses on terminated cash (low hedges included in Accumufated Other Comprehensive 
Loss. 

(b) Difference in equity balances at March 31, 2006 and April 1, 2006 is due to the application of push-down accounting refiecting Duke Energy's 
merger with Cinergy (see Notes 1 and 2 to the Consolidated Finandal Statements). 

See Notes to Consolidated Financial Statements 
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DUKE ENERGY OHIO, INC. 

Notes To Consolidated Financial Statements 
For the Years Ended December 31, 2006, 2005 and 2004 

1. Summary of Significant Accounting Policies 
Nature of Operations and Basis of Consolidation. Duke Energy Ohio, Inc. (Duke Energy Ohio, formerly The Cincinnati Gas & Electric 

Company), an Ohio corporation organized in 1837, is a wrfioily ovwied subsidiary of Cinergy Corp. (Cinergy). Duke Energy Ohio is a combinafion electric 
and g3S public ufility company that provides service in Ihe southwestern portion of Ohio and through Duke Energy Kentucky, Inc. (Duke Energy 
Kentucky, formeriy Union Light, Heal and Power Company) in nearby areas of Kentucky. Duke Energy Ohio's principal lines of business include 
generafion, transmission and dislribufion of electricity, the sale of and/or transportation of natural gas, and energy marketing. Duke Energy Ohio's 
principal subsidiary is Duke Energy Kentucky, a Kentucky corporation organized in 1901. Duke Energy Kentucky's principal lines of business indude 
generation, transmission and distribufion of electricity as well as the sale of and/or transportation of natural gas. References herein to Duke Energy Ohio 
includes Duke Energy Ohio and ils subsidiaries. In October 2006, Cinergy and Duke Energy Ohio completed the sale of Duke Energy Ohio's trading 
contracts lo Forfis Bank S.A./N.V. (Fortis), a Benelux-based financial services group. See Note 13 for addifional infonnation. 

On April 3, 2006, in accordance with their previously announced merger agreemenL Duke Energy Corporation (Old Duke Energy) and Cinergy 
merged inlo wholly owned subsidiaries of Duke Energy Holding Corp, (Duke Energy HC), resulfing in Duke Energy HC becoming the parent entity. In 
connecfion with the closing of the merger transactions, Duke Energy HC changed its name to Duke Energy Corporation (New Duke Energy or Duke 
Energy) and Old Duke Energy converted into a limited liability company named Duke Power Company LLC (subsequenfiy renamed Duke Energy 
Carolinas, LLC). As a result of the merger transactions, each outstanding share of,Cinergy common stock was converted into 1.56 shares of Duke 
Energy common stock which resulted in the issuance of approximately 313 million shares of Duke Energy common stock. See Note 2 for additional 
informafion regarding the merger. Both Old Duke Energy and New Duke Energy are referred lo as Duke Energy herein. Duke Energy is a public 
registrant trading on Ihe New York Stock Exchange under DUK. 

As a result of Duke Energy's merger vAtU Cinergy, Duke Energy Ohio entered inlo a lax sharing agreement with Duke Energy, vAr\ere the separate 
return method is used to allocate lax expense or benefits to the subsidiaries vitiose investments or results of operafions provide tiiese lax expense or 
benefits. The accounfing for income taxes essentially represents the income taxes that Duke Energy Ohio would incur if Duke Energy Ohio were a 
separate company filing its own lax return. The current tax sharing agreement Duke Energy Ohio has with Duke Energy is substantially the same as the 
lax sharing agreement between Duke Energy Ohio and Cinergy prior to the merger. 

These Consofidated Financial Statements include, after eliminating intercompany transactions and balances, the accounts of Duke Energy Ohio 
and all majority-owned subsidiaries where Duke Energy Ohio has control. 

Predecessor and Successor Reporting. In connecfion with Ihe Duke Energy merger. Duke Energy acquired all of the outstanding common stock 
of Cinergy. The merger has been accounted for under Ihe purchase method of accounfing with Duke Energy treated as the acquirer for accounfing 
purposes. As a result, the assets and liabilities of Cinergy were recorded at their respective fair values as of the merger consummation date. Purchase 
accounting impacts, including goodwill recognition, have been "pushed down" to Duke Energy Ohio, resulfing in the assets and liabilifies of Duke Energy 
Ohio being recorded at their respective fair values as of April 3, 2006 (see Note 2). Except for an adjustment related to pension ar̂ d olher postrefirement 
benefit obligafions, as mandated by Statemenl of Financial Accounting Standards (SFAS) No. 87," Employers' Accounting for Pension s," and SFAS 
No. 106," Employers' Accounting for Posiretirement Benefits Other Than Pensions," the accompanying consolidated finandal statements do not reflect 
any adjustments related to Duke Energy Ohio's regulated operafions that are accounted for pursuant to SFAS No. 7 1 , " Accounting for ihe Effects of 
Certain Types of Regulation " (SFAS No. 71), vi/hich are comprised of Duke Energy Ohio's regulated transmission and distribufion and Duke Energy 
Kentucky. Under the rate seUing and recovery provisions currently in place for these regulated operafions which provide revenues derived from cost, the 
fair values of the individual tangible and intangible assets and fiabilities are considered to approximate their carrying values. 

Duke Energy Ohio's Consolidated Slatements of Operafions subsequent lo the merger include amortization expense relafing to purchase 
accounfing adjustments and depreciation of fixed assets based upon their fair value. Therefore, the Duke Energy Ohio financial data prior lo the merger 
will nol generally be comparable to its financial data subsequent to the merger. See Note 2 for additional information. 

Due to the impact of push-down accounfing, the financial statements and certain note presentations separate Duke Energy Ohio's presentations 
into two distinct periods, the period before the consummation of Ihe merger (labeled "Predecessor") and the period afler that dale (labeled "Successor"), 
to indicate the application of different bases of accounting between the periods presented. 
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Notes To Consolidated Financial Statements—(Continued) 

.̂ _^y The portion of the goodwill resulting from Duke Energy's merger with Cinergy and the related purchase price pushed down to Duke Energy Ohio is 
based on allocafions of goodviflll v\4itch are substantially complete and are based upon estimates of Duke Energy Ohio's fair value relative to the fair 
value of other enfifies acquired. See Note 2 for addifional information. 

Use of Estimates. To conform to generally accepted accounfing principles (GAAP) in the United Stales, management makes esfimates and 
assumpfions Ihat affect Ihe amounts reported in the Consolidated Financial Statements and Notes. Although Ihese esfimates are based on 
management's best available knowledge at the time, actual results could differ. 

Cash and Cash Equivalents. All highly liquid investments wilh original maturifies of three months or less al the date'of purchase are considered 
cash equivalenls. 

Restricted Funds Held in Trust. At December 31, 2006 and 2005, Duke Energy Ohio had approximately $30 million and $58 million, respectively, 
of restricted cash related primarily to proceeds from debt issuances that are held in trust, primarily for Vine purpose of funding future environmental 
expenditures. This amount is reflected in Restricted funds held in trust on Ihe Consolidated Balance Sheets. 

Inventory. Inventory consists primarily of materials and supplies and nalural gas held in storage for transmission and sales commitments; and coal 
held for eleclric generation. Inventory is recorded al the lower of cost or market value, using the average cost method. 

Components of Inventory 

Irtventpry . 

Gas stored for curreni use 
Fuel for use in eleclric producfion 
Olher materials and supplies 

Tolarinventory 

Successor*^* 
December 31, 

2006 

Predecessor*' 
December 31, 

2005 

$ 

$ • -

82 
74 
61 

217 

fin millions) 

71 
58 
49 

178 

(1) See "Predecessor and Successor Reporting" in Note 1 for addifional information on Predecessor and Successor reporting. 

Cost-Based Regulation. Duke Energy Ohio uses the same accounfing poficies and pracfices for finandal reporting purposes as non-regulated 
companies under GAAP. However, sometimes acfions by its regulators, the Federal Energy Regulatory Commission (FERC) and the slate ufility 
commissions, result in accounfing treatment different from Ihat used by non-regulated companies. When this occurs Duke Energy Ohio applies the 
provisions of Statement of Financial Accounting Standard (SFAS) No. 71 , "Accounting for the Effect of Certain Types of Regulation" ( SFAS No. 71 ). 
^•^e economic effects of regulation can result in a regulated company recording assets for costs that have been or are expected to be approved for 

•very from customers or recording liabilities for amounts that are expected to be returned to customers in the rate-setfing process in a period different 
, ^ ^n Ihe period in which Ihe amounts would be recorded by an unregulated enterprise. Accordingly, Duke Energy Ohio records assets and liabilities that 
result from the regulated ratemaking process that would not be recorded under GAAP for non-regulated enfifies. Management confinually assesses 
whether regulatory assets are probable of future recovery by considering factors such as applicable regulatory changes, recent rate orders applicable to 
olher regulated entifies and the status of any pending or potenfial deregulafion legislafion. Based on this confinual assessment, management believes 
Ihe exisfing regulatory assets are probable of recovery. These regulatory assets and liabilifies are primarily classified in the Consolidated Balance 
Sheets as Regulatory Assets and Deferred Debits, and Deferred Credits and Other Liabilifies. Duke Energy Ohio periodically evaluates Ihe applicability 
of SFAS No. 71. and considers factors such as regulatory changes and Ihe impact of competition. If cost-based regulafion ends or compefifion 
increases. Duke Energy Ohio may have lo reduce its asset balances lo reflect a market basis less than cosl and v^ile-off their associated regulatory 
assets and liabilities. (For lurlher information see Note 5.) 

The stale of Ohio passed comprehensive eleclric deregulation legislation in 1999. and in 2000, the Public Utilities Commission of Ohio (PUCO) 
approved a stipulation agreement relating to Duke Energy Ohio's Iransifion plan creafing a Regulatory Transifion Charge (RTC) designed lo recover 
Duke Energy Ohio's generation-related regulatory assets and transifion costs over a ten-year period beginning January 1, 2001. Accordingly, applicafion 
of SFAS No. 71 was discontinued for the generation portion of Duke Energy Ohio's business. Duke Energy Ohio has a RTC balance of approximately 
$331 million and $414 million as of December 31, 2006 and 2005, respectively. 
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Wiich is classified in Other Regulatory Assets and Deferred Debits on the Consolidated Balance Sheets. The RTC resulted from comprehensive 
deregulation legislation passed in the slate of Ohio in 1999 and has been approved by the PUCO lo be recovered over a ten-year period beginning 
January 1, 2001. 

Duke Energy Ohio operates under the Rale Stabilization Plan (RSP) Market Based Standard Service Offer (MBSSO) vA \̂ch was approved by fiie 
PUCO in November 2004, and v^ îich provides price certainty through December 31, 2008. In March 2005, the Office of the Ohio Consumers' Counsel 
(OCC) appealed the PUCO's approval of the MBSSO and in November 2006, the Ohio Supreme Court remanded Ihe PUCO's order approving Ihe 
MBSSO for further evidentiary support and explanation, and to require Duke Energy Ohio to disdose certain confidenfia! commercial agreements 
between an affiliate of Duke Energy Ohio and certain Duke Energy Ohio customers wtiich had been previously requested by the OCC. A hearing on 
remand occurred in March 2007, and a decision Is expected by the third quarter 2007. A major feature of the MBSSO is the Provider of Last Resort 
(POLR) Charge. Duke Energy Ohio has been collecting a POLR charge from non-residential customers since January 1, 2005, and from residential 
customers since January 1, 2006, The POLR charge consists of the following discrete charges: 

Annually Adjusted Component—intended to provide cost recovery primarily for environmental compliance expenditures. This component is 
avoidable (or bypassable) for the first 25% of residenfial load and 50% of non-residenfial load to switch to an alternative electric service 
provider. 
Infrastructure Maintenance Fund Charge—intended to compensate Duke Energy Ohio for commitfing its physical capacity. This charge is 
unavoidable (or non-by-passable). 
System Reliability Tracker—intended lo provide actual cost recovery for capacity purchases, purchased power, reserve capacity, and 
related market costs for purchases lo meet capacity needs. This charge is non-by-passable for residenfial load and by-passable for non­
residential load under certain circumstances. 
Rale Stabilization Charge—intended to compensate Duke Energy Ohio for maintaining a fixed price through 2008. This charge is by-
passable by the first 25% of residential load and 50% of non-residenfial load lo switch. 
Generafion Prices and Fuel Recovery^A maritet price has been estabfished for generalion service. A component of the market price is a 
fuel cosl recovery mechanism that is adjusted quarteriy for fuel, emission allowances, and certain purchased power costs, that exceed the 
amount originally included in the rates frozen in the Duke Energy Ohio transition plan. These new prices were applied lo non-residenfial 
cuslomers beginning January 1, 2005 and lo residential cuslomers beginning January 1, 2006. 
Transmission Cost Recovery—A transmission cost recovery mechanism was established beginning January 1, 2005 for non-residenfial 
cuslomers and beginning January 1, 2006 for residenfial customers. The transmission cosl recovery mechanism is designed to permit 
Duke Energy Ohio to recover certain Midwest Independent Transition System Operator, Inc. (Midwest ISO) charges, all FERC approved 
transmission costs, and all congestion costs allocable to retail ratepayers that are provided service by Duke Energy Ohio. 

Excluding Duke Energy Ohio's deregulated generation-related assets and liabilifies, as of December 31, 2006, Duke Energy Ohio continues to 
meet the criteria lo apply SFAS No. 71. 

Energy Purchases and Fuel Costs. As part of the PUCO's November 2004 approval of Duke Energy Ohio's RSP, a cosl tracking recovery 
mechanism was established to recover costs of retail fuel and emission allowances that exceed the amount originally included in the rates frozen in the 
Duke Energy Ohio transition plan. This mechanism was effective January 1, 2005 for non-residenfial customers and January 1, 2006 for residenlial 
cuslomers. Also, Duke Energy Ohio began ufilizing a tracking mechanism approved by the PUCO for Ihe recovery of system reliability capacity costs 
related to certain spedfied purchases of power. This mechanism was effecfive January 1. 2005 for non-residenlial cuslomers and January 1, 2006 for 
residenfial customers. Because Duke Energy Ohio does not apply SFAS No. 71 lo its generafion operafions, differences between fuel costs billed and 
costs incurred are not recorded as regulatory assets or liabilifies. 

Accounting for Risk Management and Hedging Activities and Financial Instruments. Duke Energy Ohio uses a number of different derivafive 
and non-derivafive instruments in connecfion with its commodity price and interest rale risk management acfivities. including swaps, futures, forwards 
and opfions. All derivative instruments nol designated and qualifying for the normal purchases and normal sales excepfion under SFAS No, 133," 
Accounting for Derivative Instruments and Hedging Activities " (SFAS No. 133), as amended, are recorded on Ihe Consolidated Balance Sheets at their 
fair value as Unrealized Gains or Unrealized Losses on Mark-to-Market and Hedging Transactions. Cash inflows and ouH l̂ows related lo derivafive 
instruments, except those that contain financing elements and 
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•v^^^se related lo olher investing aclivilies, are a component of operating cash flows in the accompanying Consolidated Statements of Cash Flows. Cash 

inflov/s and outflows related lo derivafive instruments containing financing elements are a component of financing cash fiows in the accompanying 

Consolidated Statements of Cash Flows while cash inflows and outflows from derivatives related to invesfing activifies are a component of invesfing 

cash flows in the accompanying Consolidated Statements of Cash Flows. 

Duke Energy Ohio designates alf energy commodity derivafives as either trading or non-lrading. Gains and losses for all derivafive contracts that do 

not represent physical delivery contracts are reported on a nel basis in the Consolidated Statements of Operafions. For each of Duke Energy Ohio's 

physical delivery contracts that are derivafives, Ihe accounting model and presentation of gains and losses, or revenue and expense in Ihe Consolidated 

Statements of Operations is shown below. 

C lass i f i ca t ion of Contract 

Tradir i i i der ivat ives '.: 

Non- t rad ing der ivat ives: 

: \ - C c i s h flow hedge; 

Fair value hedge 

: Normal purchase or sale 

Undesignated 

Duke Energy Ohio 

Accoun t i ng Model 

Mark- lo-market^ 

Accrual ' ' ' 

Accrual*''* 

Accrual'.^* 

Mark-lo-market*^' 

Presentat ion o f Ga ins & Losses o r Revenue & Expense 

Net basis in Non-reqUfef ̂  E!66tnW ISiEfturaf Gas and Other 

Gross basis in the same Slatemerit of Operations category as ihe related . 

hedged item ' - • _ • ' ; 

Gross basis m the same Statement of Operations category as the related 

hedqe'd item 

Gross basis upon settlement in the corresponding Statement of Operations' 

caleqorv based on a>mmod(tv I w e . •,' -" 

Net basis in the related Statemenl of Operafions category for interest rate 

and commodity derivafives 

{a) An accountirvg term used by Duke Energy Ohio to refer to derivative contracts for which an asset or liability is recognized at fair value and the change in the fair value of Ihat asset or 
liability is recognized in the Consolidated Slalements of Operations. This term is applied to trading and undesignated non-trading derivative contracts. As this term is not explicitly 
defined within GAAP, Duke Energy Ohio's application of this term could differ from that of other companies-

(b) An accounling term used by Duke Energy Ohio lo refer to contracts for which there is generally no recognition in the Consolidated Statements of Operations for any changes in fair 
value until the service is provided, the associated delivery period occurs or there is hedge ineffectiveness. As discussed further below, this term is applied to derivative contracts that 
are accounted for as cash flow hedges, fair value hedges, and normal purchases or sales, as well as to non-derivative contracts used for commodity risk management purposes. As 
this term is not explicitly defined within GAAP. Duke Energy Ohio's application of this term could differ from that of Other companies. 

Where Duke Energy Ohio's derivative instruments are subject to a master netting agreement and the criteria of the Financial Accounting Standards Board (FASB) Interpretation (FIN) 
No. 39, • Offsetting of Amounts Related lo Certain Contracls—an Interpretation of Accounting Principles Board (APB) Opinion No. 10 and FASB Statement No. 105 "" {FIN 39), are met, 
Duke Energy Ohio presents its derivative assets and liabilities, and accompanying receivables and payables, on a net basis in the accompanying Consolidated Balance Sheets. 

Casti Flow andFak Value Hedges. Qualifying energy commodity and olherderivaltves may be desigrtated as either a hedge of a forecasted transaction or futtvre cash flows {cash 
hedge) or a hedge of a recognized asset, liability or fimi commitment (fair value hedge). For all hedge contracts, Duke Energy Ohio prepares fonrial documentation of the hedge in 
rdance wilh SFAS No. 133. In addition, at inception and every three months. Duke Energy Ohio formally assesses whether the hedge contract is highly effective in offsetting changes 

-- ̂ ..^^sh flows or fair values of hedged items. Duke Energy Ohio documents hedging activity by transaction type {futuresyswaps) and risk management strategy {commodity price risk/interest 
rate risk). 

Changes in the fair value of a derivative designated and qualified as a cash flow hedge, to the extent effective, are included in the Consolidated Statements of Common Stockholder's 
Equity and Comprehensive Income as Accumulated Olfier Comprehensive Loss (AOCJ) until earnings are affected by the hedged transaction. Duke Energy Ohio discontinues hedge 
accounting prospectively when it has determined tliat a derivative no longer qualifies as an effective hedge, or when it is no longer probable that the hedged forecasted transaction will 
occur. When hedge accounting is discontinued because the derivalive no longer qualifies as an effective hedge, the derivative is subject to the Mark-to-f^arket Model of accounting (MTM 
Model) prospectively. Gains and losses related to discontinued hedges that were previously accumulated in AOCI will remain in AOCI until the underiying contract is reflected in earnings: 
unless il is probable Ihat ttie hedged forecasted transaction will not occur at which time associated deferred amounts in AOCI are immediately recognized in current earnings. 

For derivatives designated as fair value hedges, Duke Energy Ohio recognizes the gain or loss on the derivative instrument, as well as the offsetting loss or gain on the hedged item 
in earnings, to the exlenl effective, in the current period. All derivatives designated and accounted lor as hedges are classified in the same category as the item being hedged in the 
Consolidated Slatements of Cash Flows. In addition, all components ol each derivative gain or loss are included in the assessment of hedge effectiveness. 



Table of Contents 

PART II 
DUKE ENERGY OHIO, INC. 

Notes To Consolidated Financial Statements—(Continued) 

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

Valuafion. When available, quoted market prices or prices obtained through external sources are used lo measure a contract's fair value. For 
contracts with a delivery locafion or duralion for wliich quoted market prices are nol available, fair value is determined based on internally developed 
valuation techniques or models. For derivafives recognized under the MTM Model, valuation adjustments are also recognized in the Consofidated 
Statements of Operafions. 

Goodwill. Duke Energy Ohio evaluates goodwill for potenfial impairment under the guidance of SFAS No. 142, "Goodwill and Other Intangible 
Assets" (SFAS No. 142). Under this provision, goodwill is subject to an annual test for impairment. Duke Energy Ohio has designated August 31 as the 
date it performs the annual review for goodwill impairment for its reporfing units. Under Ihe provisions of SFAS t̂ Jo. 142, Duke Energy Ohio perfomis Ihe 
annual review for goodwill impairment al the reporting unit level, Vi/hich Duke Energy Ohio has determined lo be an operating segment. 

Impaimient tesfing of goodwill consists of a two-step process. The first step involves a comparison of the implied fair value of a reporting unit with 
ils carrying amount. If the carrying amount of the reporting unit exceeds ils fair value, Ihe second step of the process involves a comparison of Ihe fair 
value and carrying value of the goodwill of Ihat reporting unit. If Ihe carrying value of the goodwill of a reporting unit exceeds Ihe implied fair value of that 
goodwill, an impairment loss is recognized in an amount equal to the excess. Additional impairment tests are performed between the annua! reviews if 
events or changes in circumstances make il more likely than not that the fair value.of a reporfing unit is below ils carrying amount. 

Duke Energy Ohio primarily uses a discounted cash flow analysis lo determine fair value. Key assumpfions in Ihe detemiinafion of fair value include 
the use of an appropriate discount rate, estimated future cash flows and an estimated run rates of operafion, maintenance, and general and 
administrafive costs. In esfimafing cash flows, Duke Energy Ohio incorporates expected growih rales, regulatory stability and ability to renew contracts 
as well as other factors into ils revenue and expense forecasts. 

Property, Plant and Equipment. As discussed under "Predecessor and Successor Reporting" above, recorded balances for property, plant and 
equipment exifing as of April 3. 2006 were adjusted to reflect fair values as of that date. Due lo rate setting and recovery provisions currentiy in place for 
regulated operafions, the fair values of property plant and equipment of the regulated operations were considered to approximate Iheir carrying values 
as of Ihe dale of Duke Energy's merger with Cinergy. Accumulated depreciation was nol reset to zero as of the merger dale for the regulated property, 
plant and equipment due primarily lo regulatory reporting implications. Unregulated property, plant and equipment were recorded at respecfive fair 
values arTd accumulated deprecation was reset lo zero as of the merger date. Otherwise, properly, planl and equipment are slated at the lower of 
hislorical cost less accumulated depreciafion or fair value, if impaired. Duke Energy Ohio capitalizes all consfrucfion-related direct labor and matenal 
costs, &s well as indirect construcfion costs. Indirect costs include general engineering, taxes and the cost of funds used during construction. The cosl of 
renewals and betterments Ihat extend the useful life of property, plant and equipment is also capitalized. The cost of repairs, replacements and major 
maintenance projects, which do nol extend the useful life or increase Ihe expected output of property, plant and equipment, is expensed as it is incurred. 
Depreciafion is generally computed over the asset's estimated useful life using the straight-line method. The composite weighted-average depreciation 
rales were 2.7% for 2006, 2.4% for 2005, and 2.6% for 2004. Also, see "Allowance for Funds Used During Construcfion (AFUDC)," discussed below. 

When Duke Energy Ohio refires its regulated property, plant and equipment, it charges the original cost plus the cost of refirement, less salvage i 
value, to accumulated depreciafion and amortizafion. When il sells enlire regulated operafing units, or refires or sells non-regulated properties, the cost 
is removed from Ihe properly account and the related accumulated deprecialion and amorlizafion accounts are reduced. Any gain or loss is recorded in 
earnings, unless otherwise required by the applicable regulatory body. 

Duke Energy Ohio recognizes asset retirement obligations (ARO's) in accordance wilh SFAS No. 143, "Accounling For Asset Retirement 
Obligalions" (SFAS No. 143), for legal obligafions associated vAtb the refirement of long-lived assets that result from the acquisition, construction, 
development and/or normal use of the asset and FIN No. 47." Accounling for Conditional Asset Retirement Obligations " (FIN 47), for condifional ARO's 
in which the fiming or method of setfiemenl are condifional on a future event Ihat may or may nol be within the control of Duke Energy Ohio. Both SFAS 
No. 143 and FIN 47 require that Ihe fair value of a liability for an ARO be recognized in the period in which it is incurred, if a reasonable esfimate of fair 
value can be made. The fair value of the liability is added to the carrying amount of the associated asset. This addifional carrying amount is then 
depreciated over the esfimated useful life of the asset. 
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y Long-Lived Asset Impairments, Assets Held For Sale and Discontinued Operations. Duke Energy Ohio evaluates whether long-lived assets, 
including intangibles bul excluding goodv^nll, have been impaired when circumstances indicate the carrying value of those assets may not be 
recoverable. For such long-lived assels, an impairment exists virhen its canning value exceeds Ihe sum of esfimales of the undiscounted cash flows 
expected to result from the use and eventual disposifion of the asset. When alternafive courses of acfion to recover the carrying amount of a long-lived 
asset are under consideration, a probability-weighted approach is used for developing esfimates of future undiscounted cash flows. If the carrying value 
of the long-lived asset is not recoverable based on Ihese esfimated future undiscounted cash flows, Ihe impairment loss is measured as Uie excess of 
the asset's carrying value over its fair value, such Ihat Ihe asset's carrying value is adjusted to its esfimated fair value. 

h/lanagement assesses the fair value of long-lived assets using commonly accepted techniques, and may use more than one source. Sources to 
determine fair value include, bul are not limited to, recent third party comparable sales, intemally developed discounted cash flow analysts and analysis 
from outside advisors. Significant changes in market condifions resulting from events such as changes in commodity prices or the condifion of an asset, 
or a change in management's intent to utifi2e Ihe asset would generally require management to re-assess the cash flows related to the !ong4ived assets. 

Duke Energy Ohio uses the criteria in SFAS No. 144 "Accounting for the Impairment of or Disposal of Long-Lived Assets" (Sf AS No. 144). to 
determine when an asset Is classified as "held for sale." Upon classificafion as "held for sale," Ihe long-lived asset or asset group is measured at Ihe 
lower of its carrying amount or fair value less cost lo sell, depreciafion is ceased and Ihe asset or asset group is separately presented on the 
Consolidated Balance Sheets- When an asset or asset group meets the SFAS No. 144 critena for classification as held for sale within the Consolidated 
Balance Sheets, Duke Energy Ohio does nol retrospecfively adjust prior period batance sheets to conform to current year presentafion. Historically. 
Duke Energy Ohio classified all "held for sale" amounts as non-current and adjusted their Consolidated Balance Sheets retrospecfively to conform to the 
current presentafion. This change in presentafion has been adopted in order for the Duke Energy Ohio financial statements lo conform lo fiie Duke 
Energy presentafion as a result of push-down accounling. See Note 13 for addifional informafion. 

Duke Energy Ohio uses the criteria in SFAS No. 144 and EITF Issue No. 03-13, "Applying the CondUions in Paragraph 42 of FASB Statement 
No. 144 in Determining Whether to Report Discontinued Operations" (EITF 03-13), to determine whether components of Duke Energy Ohio that are 
being disposed of or are classified as held for sale are required lo be reported as disconfinued operafions in Ihe Consolidated Statements of Operations. 
To qualify as a discontinued operation under SFAS No. 144. the component being disposed of must have clearly disfinguishable operafions and cash 
flows. Additionally, pursuant to EITF 03-13, Duke Energy Ohio must not have significant confinuing involvement in the operafions after the disposal (i.e. 
Duke Energy Ohio must not have the ability to influence the operating or financial policies of the disposed component) and cash flows of Uie operations 
being disposed of must have been eliminated from Duke Energy Ohio's ongoing operafions (i.e. Duke Energy Ohio does nol expect to generate 
significant direct cash flows from acfivities involving the disposed component after the disposal transacfion is completed). Assuming both preceding 
conditions are met, the related results of operafions for the current and prior periods, including any related impaimnenis, are reflected as (Loss) Income 
From Disconfinued Operafions, net of tax, in the Consolidated Slatements of Operafions. If an asset held for sale does not meet the requirements for 
disconfinued operafions classification, any impairments and gains or losses on sales are recorded in confinuing operafions as (Losses) Gains on Sales 
of Other Assets and Other, net, in Ihe Consolidated Statements of Operafions. Impainnents for all olher long-lived assets, excluding goodwill, are 
recorded fn Operafing Expenses in (he Consolidated Statements of Operafions. 

Unamortized Debt Premium, Discount and Expense. Premiums, discounts and expenses incurred wilh the issuance of outstanding long-term 
\ . are amortized over the terms of the debt issues. Any call premiums or unamortized expenses associated with refinancing higher-cost debt 

oofigations to finance regulated assels and operafions are amortized consistent with regulatory treatment of those items, where appropriate. 
Environmental Expenditures. Duke Energy Ohio expenses environmental expenditures related to conditions caused by past operafions that do 

not generate current or future revenues. Environmental expenditures related to operafions that generate current or future revenues are expensed or 
capilafized. as appropriate. Liabilifies are recorded when the necessity for environmental remediafion becomes probable and the costs can be 
reasonably estimated, or when olher potential environmental liabilifies are reasonably estimable and probable. 
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Revenue Recognition. Revenues for eleclric and gas service are recorded when delivered lo customers. Customers are billed throughout the 
month as both gas and electric meters are read. Duke Energy Ohio recognizes revenues for retail energy sales that have nol yet been billed, but wliere 
gas or electricity has been consumed. Given Ihe use of these systems and the fact that cuslomers are billed monthly, Duke Energy Ohio befieves it is 
unlikely that materially different results will occur in future periods when these amounts are subsequently billed. 

Unbilled revenues for Duke Energy Ohio al December 31, 2006 and 2005 were $132 million and $150 million, respectively. 
Allowance for Funds Used During Construction (AFUDC). AFUDC, which represents the estimated debt and equity costs of capital funds 

necessary to finance the construcfion of new regulated facilifies, consists of two components, an equity component and an interest component. The 
equity component is a non-cash item. AFUDC is capitalized as a component of Property, Plant and Equipment cost, with offsetfing credits lo the 
Consolidated Statements of Operations. After construction is completed, Duke Energy Ohio is permitted to recover these costs through inclusion in the 
rate base and in the deprecialion provision. The total amount of AFUDC included in the Consolidated Slatements of Operafions for the nine months 
ended December 31. 2006 was $16 million, which consisted of an after-tax equity component of $2 million and a before-tax interest expense component 
of $14 million. The lota! amount of AFUDC included in the Consolidated Statements of Operafions for the three months ended March 31, 2006 was $4 
million, wliich consisted of an after-tax equity component of $1 million and a before-tax interest expense component of $3 million. The total amount of 
AFUDC included in the Consolidated Statements of Operations was $8 million in 2005. v^ich consisted of an after-tax equity component of $1 million 
and a before-tax interest expense component of $7 million. The total amount of AFUDC included in the Consolidated Statements of Operafions was $6 
million in 2004, which consisted of an after-lax equity component of $1 million and a before-tax interest expense component of $5 million. 

Accounling For Purchases and Sales of Emission Allowances. Duke Enei"gy Ohio recognizes emission allowances, which do not have an 
expirafion date, in earnings as they are consumed or sold. Gains or losses on sales of emission allowances for non-regulated businesses are presented 
on a nel basis in (L-osses) Gains on Sales of Olher Assets and Olher, nel, in the accompanying Consolidated Statements of Operations. For regulated 
businesses that do provide for direct recovery of emission allowances, any gains or losses on sales of recoverable emission allowances are included in 
the rate structure of the regulated enfity and are deferred as a regulatory asset or liability. Future rates charged to retail customers are impacted by any 
gain or loss on sales of recoverable emission allowances and, therefore, as the recovery of Ihe gain or loss is recognized in operafing revenues, the 
regulatory asset of liability related lo the emission allowance activity is recognized as a component of Fuel Used in Eleclric Generafion and Purchased 
Power in the Consolidated Statements of Operations. Purchases and sales of emission allowances are presented gross as invesfing acfivities on Ihe 
Consolidated Statements of Cash Flows. See Note 1, "Conforming Changes in Accounfing and Reporting" for additional information. 

Income Taxes. As a result of Duke Energy's merger with Cinergy, Duke Energy Ohio entered into a tax sharing agreement with Duke Energy, 
where the separate return method is used to afiocale benefits to the subsidiaries whose investments or results of operafions provide these tax benefits. 
The accounfing for income taxes essenlially represents the income taxes that Duke Energy Ohio would incur if Duke Energy Ohio were a separate 
company fifing its own lax return. The curreni lax sharing agreement Duke Energy Ohio has with Duke Energy is substanfially the same as the lax 
sharing agreement between Duke Energy Ohio and Cinergy prior to the merger. 

Management evaluates and records confingent tax liabilities and related inleresl based on the probabifity of ulfimalely sustaining the lax deductions 
or income positions. Management assesses the probabilities of successfully defending the tax deducfions or income positions based upon statutory, 
judicial or administrative authority. 
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, Hxcise Taxes. Certain excise taxes levied by state or local governments are collected by Duke Energy Ohio from its customers. These taxes, 
wiirch are required lo be paid regardless of Duke Energy Ohio's ability to collect from Ihe customer, are accounted for on a gross basis. When Duke 
Energy Ohio acts as an agent, and the tax is not required to be remitted if it is nol collected from the customer, the taxes are accounted for on a net 
basis. Duke Energy Ohio's excise taxes accounted for on a gross basis and recorded as revenues in the accompanying Consolidated Statements of 
Operations for nine months ended December 31, 2006, the three months ended March 31, 2006 and the twelve months ended December 31, 2005 and 
2004 were as follows: 

Successor*'* 
Nine Months Ended 
December 31, 2006 

Predecessor*^' 
Three f^/Ionths Ended Twelve Months Ended Twelve Months Ended 

March 31. 2006 December 31. 2005 December 31. 2004 
(in millions) 

. $ 7 7 . : - H ^ - - - \ V > H ; ^ ^ - / ' - " I ' . .̂  ••;.•• ̂ ••":?v.^$- 38 $ 115 $ 108 

(1) See "Predecessor and Successor Reporting" in Note 1 for addifional informafion on Predecessor and Successor reporting. 

Segment Reporting. As a result of the merger vAth Duke Energy, effective in the second quarter of 2006. Duke Energy Ohio adopted new 
business segments, and the segment performance measure has been changed to earnings before interest and taxes (EBIT) from confinuing operafions. 
As a result, certain prior period amounts have been retroactively adjusted to conform to the new segment presentafion and measures. 

SFAS No. 131. "Disclosures about Segments of an Enterprise and Related Information" (SEAS No. 131). establishes standards for a public 
company lo report financial and descriptive informafion about ils reportable operafing segments in annual and interim financial reports. Operating 
segments are components of an enterprise about which separate financial informafion is available and evaluated regulariy by Ihe chief operating 
decision maker in deciding how lo allocate resources and evaluate performance. Two or more operafing segments may be aggregated inlo a single 
reportable segment provided aggregafion is consistent vAth Ihe objecfive and basic principles of SFAS No. 131, if Ihe segments have similar economic 
characteristics, and the segments are considered similar under criteria provided by SFAS No. 131. There is no aggregafion within Duke Energy Ohio's 
defined business segments. SFAS No. 131 also'establishes standards and related disclosures about the way the operafing segments were determined, 
products and services, geographic areas and major customers, differences between the measurements used in reporting segment information and those 
used in the general-purpose financial slatements, and changes in the measurement of segment amounts from period to period. The descripfion of Duke 
Energy Ohio's reportable segments, consistent with how business results are reported internally to management and the disclosure of segment 
infonnafion in accordance with SFAS No. 131, are presented in Note 4. 

Cumulative Effect of Changes in Accounting Principles. As of December 31, 2005, Duke Energy Ohio adopted the provisions of FIN 47. In 
accordance with Ihe transition guidance of this standard, Duke Energy Ohio recorded a net-of-tax cumulafive effect adjustment of approximately $3 
million. 

Conforming Changes in Accounting and Reporting, Emission Allowance Accounting. Effecfive with the merger between Duke Energy and 
' gy, Duke Energy Ohio classifies emission allowances as Intangible Assets in Ihe accompanying Consolidated Balance Sheets and includes cash 

V from purchases and sales of emission allowances as invesfing acliviUes. Historically, Duke Energy Ohio classified emission allowances as 
m^ijhlory and Other non-current assets in the Consolidated Balance Sheets, presented revenues from sales of emission allowances as operafing 
revenues and Ihe cost of emission allowances sold as cost of fuel resold in the Consolidated Statements of Operafions and presented cash flows from 
purchases and sales of emission allowances as operafing activifies in the accompanying Consolidated Slatements of Cash Flows. The classification of 
Inventory or Other non-current assets was determined by the emission allowances vintage year. Duke Energy Ohio changed ils method of accounfing 
for emission allowances in connection vifllh their application of push-dovm accounling in order to conform to the accounfing policies of Duke Energy. As a 
result of this change in classification, gains or losses on sales of emission allowances are presented on a net basis in (Losses) Gains on Sales of Other 
Assels and Other, net in the accompanying Consolidated Statements of Operations and purchases and sales of emission allowances are presented 
gross as invesfing acfivifies on the Consolidated Slatements of Cash Flours. 
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Duke Energy Ohio recorded the change in accounfing policy in accordance v/ith SFAS No. 154, "Accounling Changes and Error Corrections—a 
Replacement of Accounling Principles Board (APB) Opinion No. 20 and SFAS No. 3. "SFAS No. 154 requires that a change in accounfing policy be 
made through retrospective applicafion of the new policy lo all prior periods presented. This change does not impact income from continuing operations, 
nel income, total assets, or cash flows from financing activifies as previously presented. A summary of the financial statement items affected by the 
retroactive applicafion of this change in accounfing principle is as follou^: 

Successor*^' 
Nine Months 

Ended 

December 31, 
?nnfi 

Predecessor*^' 

Three Months 
Ended 

March 31, 
200e 

Twelve Months 
Ended 

December 31, 
2005 

JotM operating Revenues 
Before reclassification of emission allowances 
Effect of emission allowance reclassification 
Afler reclassificafion of emission allowances 
Tola! Operating Expenses 

Before reclassification of emission allowances 
Effect of emission allowance reclassificafion 
Afler reclassification of emission allowances 
(Losses) Gains on Sales of Other Assets and Other, 

Before reclassificafion of emission allowances 
Effect of emission allowance reclassificafion 
After reclassifjcalion of emission allowances 

$ 

$ 

$ 

$ 

$ 

$ 

2,381 
- (120) 
2^61 

2,216 
(149) 
2,067 

1 
(29) 

, (28) 

$ 

$ 

$ 

$ 

$ 

$ 

fin 

1,007 
(44) 
963 

799 
(18) 
781 

26 
26 

fin millions) 

2,943 
(163) 

2.780 

Twelve Months 
Ended 

December 31, 
2004 

2.438 
(6) 

2,432 

2.452 
(38) 

1,987 
(2) 

2.414 1,985 

125 
$ 125 

(1) See "Predecessor and Successor Reporting" in Note 1 for additional informafion on Predecessor and Successor reporting. 

Successor"' 
December 31, 

2006 
(in millions) 

Predecessor*^' 
December 31, 

2005 

Inventory 

Before reclassification of emission allowances 
Effect of emission allowance reclassification 
Afler reclassificafion of emission allowances 
Other Assets' - . ' ' 

Before reclassification of emission allowances 
Effecl of emission allowance reclassification 
Afler reclassification of emission allowances 
Intangible Assets 

Before reclassificafion of emission allowances 
Effect'of emiSsioh allowdnce teclassificatibn 
After reclassificafion of emission allowances 

372 
il55) 

217 

362 
(3401 

22 

237 
495 
732 

226 
J48) 
178 

47 
i l9 ) 

28 

38 
67̂  

105 

(1) See "Predecessor and Successor Reporting" in Note 1 for additional informafion on Predecessor and Successor reporting. 
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V . Successor*'' 
Nine Months 

Ended 

December 31, 

Predecessor*' 

Three Months 
Ended 

March 31, 
2006 

Twelve Months 
Ended 

December 31, 
2005 

Twelve Months 
Ended 

December 31, 
2004 

Gash Flovys frorn^Operatlng Activities 

Before reclassification of emission allowances 
Effecl of emissioif allowance reclassificafion 
Afler reclassificafion of emission allowances 
Cash Flpyyrs from InvestingActlvitfes^ 

Before reclassification of emission allowances 
Effect of emission allowance reclassificafion 
After reclassificafion of emission allowances 

$ 

$ 

$ 

$ 

334 
29 
363 

(337) 
(29) 
(366) 

(in millions) 

59 
57 

116 

(127) 
_i57) 

im) 

ns) 

$ 

$ 

$ 

$ 

719 
(61) 
658 

(396) 
61 

(335) 

$ 

$ 

$ 

$ 

445 
117 
562 

(281) 
(117) 
(398) 

(1) See "Predecessor and Successor Reporting" in Note 1 for additional informafion on Predecessor and Successor reporting. 
Assets Held for Sale. When a determination is made that a long-lived asset or asset group should be classified as an asset "held for sale" pursuant 

to SFAS No. 144 the long-lived asset or asset group is presented on the Consolidated Balance Sheet with Ihe current and non-current portions 
separately presented based upon their previous classificafion (prior to meeting the "held for sale" criteria). Prior period balance sheets are not 
retrospecfively adjusted for curreni period assets held for sale to conform lo the current year presentation. Historically, Duke Energy Ohio classified all 
"held for sale" amounts as non-current and adjusted their Consolidated Balance Sheets retrospecfively to conform lo the current presentafion. This 
change in presentation has been adopted in order for Ihe Duke Energy Ohio financial statements lo conform to the Duke Energy presentafion as a result 
of push-down accounfing. See Note 13 for addifional information. 

Reclassifications and Revisions. The financial slatements have been reclassified lo conform with Duke Energy's formal Certain other prior 
period amounts hav^been reclassified to conform to current year presentation. Such reclassificafions include the reclassificafion of income from 
confinuing operafions from Duke Energy Ohio's commercial markefing and trading business to discontinued operations. See Note 13 for additional 
informafion. 

As a result of the merger v^th Duke Energy, effecfive in the second quarter of 2006, Duke Energy Ohio adopted new business segments, and the 
segment pedormance measure has been changed lo earnings before interest and taxes (EBIT) from confinuing operations. As a result, certain prior 
period amounts have been retroactively adjusted lo conform lo the new segment presentation ahd measures. See Note 4 for further discussion of 
segments. 

New Accounting Standards. The following new accounfing standards were adopted by Duke Energy Ohio during the year ended December 31. 
\, and the impact of such adoption, if applicable, has been presented in the accompanying Consofidated Financial Statements: 
'^'" 'FASB Staff Position (FSP) No. FIN 46(R)-6. "Determining the Variability to Be Considered In Applying FASB Interpretation No. 46(R) (FSP No. FIN 
46(R)-6)." In April 2006, the FASB staff issued FSP No. FIN 46{R)-6 to address how to detennine the variability to be considered in applying FIN 46(R). 
" Consolidation of Variable Interest Entities ." The variability that is considered in applying FIN 46(R) affects the determination of Vi4iether the enfity is a 
variable interest entity (VIE), which interests are variable interests in the enfity. and w/hich party, if any, is the primary beneficiary of the VIE. The 
variability affects the calculafion of expected losses and expected residual returns. This guidance is effecfive for all enfifies v^th which Duke Energy Ohio 
first becomes involved or exisfing enfifies for which a reconsiderafion event occurs after July 1, 2006. The adoption of FSP No. FIN 46(R)-6 did nol have 
a material impact on Duke Energy Ohio's consolidated results of operations, cash flows or financial position. 

SFAS No. 158, "Employer's Accounting for Defined Benefit Pension and Other Postretirement Plans, an amendment of FASB Statements No. 87. 
88. 106, and 132(R)"(SFAS No. 158). In October 2006. the FASB issued SFAS No. 158, which changes Ihe recognifion and disclosure provisions and 
measurement dale requirements for an employer's accounfing for defined benefit pension and other postrefirement plans. The recognition and 
disclosure provisions require an employer lo (1) recognize the funded status of a benefit plan—measured as the difference between plan assels at fair 
value and the benefit obligation—in its statement of financial posifion, (2) recognize as a component of OCl, net of tax, Ihe gains or losses and prior 
service cosis or credits that arise during the period but are not recognized as components of nel periodic benefit cost, and (3) disclose in the notes to 
financial statements certain additional 
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informafion. SFAS No. 158 does not change the amounts recognized in the income statement as nel periodic benefit cost. Duke Energy Ohio is required 
to inifially recognize the funded status of its allocated portion of Cinergy's defined benefit pension and olher postretirement plans and to provide Ihe 
required additional disclosures as of December 31, 2006 (see Note 18). Retrospective applicafion is not permitted. The adoption of SEAS No. 158 
recognition and disclosure provisions resulted in an increase in total assets of approximately $33 million (consisfing of an increase in regulatory assels of 
$31 million and an increase in deferred tax assets of $2 million), an increase in total liabilifies of approximately $35 million and a decrease in 
accumulated other comprehensive loss, net of tax, of approximately $2 million as of December 31, 2006. The adoption of SFAS No. 158 did nol have 
any material impact on Duke Energy Ohio's consolidated results of operafions or cash flows. 

Under the measurement date requirements of SFAS No. 158, an employer is required to measure defined benefit plan assets and obligafions as of 
the date of the employer's fiscal year-end statement of finandal posifion (witii limited exceptions). Historically, Duke Energy Ohio has measured its plan 
assels and obligafions up to three months prior to the fiscal year-end, as allowed under the authorilaUve accounfing literature. The measurement date 
requirement is effecfive for the year ending December 31, 2008, and eariy appfication is encouraged. Duke Energy Ohio intends lo adopt the change in 
measurement date effective January 1, 2007 by remeasuring plan assels and benefit obligafions as of Ihat date, pursuant to the transition requirements 
of SFAS No. 158. Net periodic benefit cost for the Ihree-monfii period between September 30, 2006 and December 31. 2006 will be recognized, nel of 
tax, as a separate adjustment of retained earnings as of January 1, 2007. Addifionally, changes in plan assels and plan obligalions between 
September 30. 2006 and December 31, 2006 not related lo net periodic benefit cost will be recognized, net of tax, as an adjustment to OCl. 

Staff Accounling Bulletin (SAB) No. 108, "Considering the Effects of Prior Year t<i4isstatements When Quantifying Misstatements in Current Year 
Financial Statements" (SAB No. 108) . In September 2006, the SEC staff issued SAB No. 108, which provides interpretive guidance on how Ihe effects 
of the carryover or reversal of prior year misstatements should be considered in quanfifying a current year misstatement. Traditionally, there have been 
two widely-recognized approaches for quanfifying the effects of financial statement misstatements. The income statement approach focuses primarily on 
the impact of a misstatement on the income statement—-including the reversing effect of prior year misstatements—bul its use can lead to Uie 
accumulation of misstatements in the balance sheet. The balance sheet approach, on the other hand, focuses primarily on the effect of correcting the 
period-end balance sheet wilh less emphasis on the reversing effects of prior year errors on the income statemenL The SEC staff befieves Ihat 
registrants should quanfify errors using both a balance sheet and an income statement approach (a "dual approach") and evaluate wliether either 
approach results in quanfifying a misstatement that, when all relevant quanfitalive and quafilafive factors are considered, is material 

SAB No. 108 was effective for Duke Energy Ohio's year ended December 31, 2006. SAB No. 108 pemiits exisfing public companies to inifially 
apply its provisions either by (i) restafing prior financial statements as if the "dual approach" had always be^n used or (ii), under certain circumstances, 
recording the cumulative effect of inifially applying Ihe "dual approach" as adjusfinents to the carrying values of assels and liabilities as of January 1, 
2006 with an offsetting adjustment recorded to the opening balance of retained earnings. Duke Energy Ohio has historically used a dual approach for 
quanfifying idenfified financial statement misstatements. Therefore, Ihe adopfion of SAB No. 108 did not have any material impact on Duke Energy 
Ohio's consolidated results of operations, cash flows or financial position. 

The following new accounting standards were adopted by Duke Energy Ohio during the year ended December 31, 2005 and the impact of such 
adopfion. if applicable, has been presented in the accompanying Consolidated Financial Statements: 

SFAS No. 153, "Exchanges of Nonmonetary Assets—an amendment of APB Opinfon No. 29" (SFAS No. 153). In December 2004, the FASB 
issued SFAS No. 153 wliich amends APB Opinion No. 29," Accounling for Nonmonetary Trdnsactions ," by eliminating the exception to the fair-value 
principle for exchanges of similar producfive assets, which were accounted for under APB Opinion No. 29 based on the book value of the asset 
surrendered wilh no gain or loss recognifion. SFAS No. 153 also eliminates APB Opinion No. 29's concept of culmination of an earnings process. The 
amendment requires that an exchange of nonmonetary assets be accounted for at fair value if the exchange has commercial substance and fair value is 
determinable within reasonable limits. Commercial substance is assessed by comparing the entity's expected cash flows immediately before and after 
the exchange. If Ihe difference is significant, the transaction is considered lo have commercial substance and should be recognized at fair value. SFAS 
No. 153 is effective for nonmonetary transacfions occurring on or after July 1, 2005. The adopfion of SFAS No. 153 did not have a material impact on 
Duke Energy Ohio's consolidated results of operafions, cash fiows or financial position. 

FASB Interpretation No.fFIN) 47 "Accounling for Conditional Asset Retirement Obligalions" (FIN 47). In March 2005, the FASB issued FIN 47, 
viliich clarifies the accounting for conditional asset refirement obligalions as used in SFAS No. 143. A condifional asset refirement obligafion is an 
uncondifional legal obligafion to perform an asset refirement activity in which the fiming and (or) method of setfiemenl are 
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lifional on a future event that may or may not be vinthin the control of Ihe enfity. Therefore, an enfity is required to recognize a liability for the fair 
"^vaiOe of a condifional asset refirement obligafion under SFAS No. 143 if the fair value of Ihe liability can be reasonably esfimated. The provisions of FIN 

47 were effecfive for Duke Energy Ohio as of December 3 1 . 2005, and Ihe adopfion of FIN 47 did nol have a material impact on Duke Energy Ohio's 
consolidated results of operafions, cash flows or financial posifion. 

The following new accounfing standards were adopted by Duke Energy Ohio during the year ended December 3 1 , 2004 and Ihe impact of such 
adopfion, if applicable, l ias been presented in Ihe accompanying Consolidated Financial Statements: 

F IN 46. "Consolidation of Variable Interest Entities". In January 2003. the FASB issued FIN 46 vA^]ch requires the primary beneficiary of a variable 
interest entity's acfivifies lo consolidate the variable interest enfity. FIN 46 defines a variable interest enfity as an entity in vi4iich the equity investors do 
not have substanfive voting rights and there is not sufficient equity at risk for the enfity to finance its acfivifies without addifional subordinated financial 
support. The primary beneficiary absorbs a majority of the expected losses and/or receives a majority of the expected residual returns of the variable 
interest entity's acfivifies. In December 2003, the FASB issued FIN 46 (Revised December 2003) , " Consolidation of Variable Interest Entit ies—an 
Interpretation of ARB No. 5 1 " (FIN 46R), which supersedes and amends Ihe provisions of FIN 46. While FIN 46R retains many of the concepts and 
provisions of FIN 46, i l also provides addifional guidance and addifional scope exceptions, and incorporates FASB Staff Posifions related to the 
applicafion of FIN 46. 

The provisions of FIN 46 applied immediately to variable interest enfifies created, or interests in variable interest enfifies obtained, after January 31 , 
2003, Vifhile the provisions of FIN 46R were required lo be applied to those entities, except for special purpose entities, by the end of Ihe first reporting 
period ending after March 15, 2004 (March 31 , 2004 for Duke Energy Ohio). For variable interest enfifies created, or interests in variable interest entities 
obtained, on or before January 3 1 , 2003, FIN 46 or FIN 46R was required to be applied to special-purpose enfifies by Ihe end of the first reporting period 
ending after December 15, 2003 (December 3 1 , 2003 for Duke Energy Ohio), and was required to be applied lo all other non-special purpose enfities by 
the end of the first reporting period ending afler March 15, 2004 (March 3 1 , 2004 for Duke Energy Ohio). Duke Energy Ohio did not consolidate any 
entifies as a result of Ihe adoption of FIN 46R. 

Various changes and clarificafions to Ihe provisions of FIN 46 have been made by the FASB since its original issuance in January 2003. While nol 
anticipated al this l ime, any additional clarifying guidance or further changes lo these complex mles could have an impact on Duke Energy Ohio's 
Consofidated Financial Statements. 

FSP No. FAS 10g-1, "Application of FASB Statement No. 109, 'Accounting for Income Taxes, ' to the Tax Deduction on Qualified Production 
Activities Provided by the American Jobs Creation Act o f 2004" (FSP No. FAS 109-1) . On October 22, 2004. Ihe President signed the American Jobs 
Creafion Act of 2004 (the Act). The Act provides a deduction for income from qualified domestic producfion acfivifies, which will be phased in from 2005 
through 2010. 

Under the guidance in FSP No. FAS 109-1, v^ i ch was issued in December 2004. the deducfion will be treated as a "special deducfion" as 
described in SFAS No. 109 , " Accounting for Income Taxes" (SFAS No. 109). As such, for Duke Energy Ohio, the special deducfion had no material 
impact on deferred tax assets and liabilities exisfing at Ihe enactment date. Rather, the impact of this deduction is reported in the periods in which the 
deducfions are claimed on Ihe tax returns. For the nine months ended December 3 1 , 2006, Ihe three months ended March 31 , 2006, and the year ended 
•" "ember 3 1 , 2005, Duke Energy Ohio recognized a benefit ofapproximately $2 million, $1 million and $2 mill ion, respecfively, relating to the deducfion 

qualified domestic activifies. 
V _ - - ' The following new accounfing standards have been issued, but have not yet been adopted by Duke Energy Ohio as of December 3 1 , 2006: 

SFAS No. 155. "Accounling for Certain Hybrid Financial Instruments—an amendment of FASB Statements No. 133 and 140" (SFAS No. 155). In 
February 2006, Ihe FASB issued SFAS No. 155. which amends SFAS No. 133," Accounting for Derivative Instruments and Hedging Act ivi t ies" and 
SFAS No. 140," Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities . "SFAS No. 155 allows financial 
instruments that have embedded derivafives to be accounted for at fair value at acquisifion, at issuance, or when a previously recognized financial 
instrument is subject lo a remeasurement (new basis) event, on an instrument-by-instrument basis, in cases in which a derivafive would otherwise have 
lo be bifurcated. SFAS No. 155 is effective for Duke Energy Ohio for all financial instruments acquired, issued, or subject lo remeasurement after 
January 1. 2007, and for certain hybrid financial instruments that have been bifurcated prior to the effecfive date, for which the effect is lo be reported as 
a cumulafive-effect adjustment to beginning retained earnings. Duke Energy Ohio does not anficipale the adopfion of SFAS No. 155 wifi have any 
material impact on its consolidated results of operafions. cash flows or financial position. 
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SFAS No. 156, "Accounting for Sen/icing of Financial Assels—an amendment of FASB Statemenl No. 140" (SFAS No. 156). In March 2006. Ihe 
FASB issued SFAS No. 156, which amends SFAS No. 140." Accounting for Transfers and Servicing of Financial Assets and Extinguishments of 
LiabilUies ." SFAS No. 156 requires recognition of a servicing asset or fiabifity when an enfily enters into arrangements lo service financial instruments in 
certain situations. Such servicing assets or servicing liabilities are required lo be initially measured at fair value, if practicable. SFAS No. 156 also allows 
an enfily to subsequently measure its servicing assels or servicing liabilities using either an amortization method or a fair value method. SFAS No. 156 is 
effecfive for Duke Energy Ohio as of January 1, 2007, and must be applied prospecfively, except that w\iere an enfity elects to remeasure separately 
recognized exisfing arrangements and reclassify certain available-for-sale securifies to trading securifies, any effects must be reported as a cumulative-
effect adjustment to retained earnings. Duke Energy Ohio does not anficipale Ihe adoption of SFAS No. 156 will have any material impact on ils 
consolidated results of operafions. cash flows or financial posifion. 

SFAS No. 157, "Fair Value Measurements" (SFAS No. 157). In September 2006, the FASB issued SFAS No. 157, which defines fair value, 
establishes a framework for measuring fair value in GAAP, and expands disclosures about fair value measurements. SFAS No. 157 does not require 
any new fair value measuremenls. However, in some cases, the applicafion of SFAS No. 157 may change Duke Energy Ohio's current pracfice for 
measuring and disclosing fair values under other accounfing pronouncements that require or permit fair value measurements. For Duke Energy Ohio, 
SFAS No. 157 is effective asof January 1, 2008 and must be applied prospectively except in certain cases. Duke Energy Ohio is currently evaluating the 
impact of adopfing SFAS No. 157, and cannot currently estimate Ihe impact of SFAS No. 157 on its consolidated results of operations, cash flows or 
financial posifion. 

SFAS No. 159, 'The Fair Value Option for Financial Assets and Financial LiabilUies" (SFAS No. 159). In February 2007, the FASB issued SFAS 
No. 159. Vitiich permits entifies to choose lo measure many financial instruments and certain olher ilems at fair value. For Duke Energy Ohio, SFAS 
No. 159 is effective as of January 1, 2008 and will have no impact on amounts presented for periods prior lo the effecfive date. Duke Energy Ohio 
cannot currently esfimate the impact of SFAS No. 159 on ils consolidated results of operafions. cash flows or financial posifion and has not yet 
determined whether or not it will choose to measure items subject to SFAS No. 159 al fair value. 

FIN 48, ''Accounting for Uncertainty in Income Taxes—an interpretation of FASB Statemenl No. 109'' (FIN 48). In July 2006 the FASB issued FIN 
48, which provides guidance on accounfing for income lax posifions about which Duke Energy Ohio has concluded there is a level of uncertainty vAlh 
respect to the recognifion in its financial slalements. FIN 48 prescribes a minimum recognifion threshold a tax posifion is required to meet Tax posifions 
are defined very broadly and include not only lax deductions and credits bul also decisions not to file in a parficular jurisdiction, as well as the taxability 
of transacfions. Duke Energy Ohio will implement this new accounling standard effective January 1, 2007. The implementafion will impact q,variety of 
balance sheet line items, including Deferred income taxes. Taxes accrued. Goodwill, and Other Liabififies. Upon implementafion of FIN 48, Duke Energy 
Ohio vAW reflect interest expense related lo taxes as inleresl expense, in Olher Income and Expenses, net in the Consolidated Statement of Operafions. 
In addifion, accounfing for this standard after January 1, 2007 w\\\ involve an evaluafion to determine if any changes have occurred that would impact the 
exisfing uncertain tax posifions as well as determining w/hether any new tax positions are uncertain. Any impacts resulting from the evaluafion of existing 
uncertain lax posifions or from the recognition of new uncertain lax posifions would impact income tax expense and interest expense in Uie Consofidated 
Statement of Operafions, vi4lh offsetfing impacts to the balance sheet line items described above. Duke Energy Ohio is sfili in the process of revlevwng 
the impacts of this standard and expects that the Goodviall adjustment w\\\ be immaterial. 

FSP No. AUG AIR'1, "Accounting for Planned Major Maintenance Activities" (FSP No. AUG AIR~1). In September 2006, the FASB Staff issued FSP 
No. AUG AIR-1. This FSP prohibits the use of Ihe accrue-in-advance method of accounfing for planned major maintenance acfivifies in annual and 
interim financial reporfing periods. If no fiabifity is required to be recorded for an asset refirement obligafion based on a legal obligation for which the 
event obligafing the enfity has occurred. The FSP also requires disclosures regarding the method of accounfing for planned major maintenance activifies 
and the effects of implemenfing the FSP. The guidance in this FSP is effecfive for Duke Energy Ohio as of January 1, 2007 and will be applied 
retrospecfively for all financial statements presented. Duke Energy Ohio does nol anficipale the adopfion of FSP No. AUG AIR-1 will have any material 
impact on its consolidated results of operations, cash fiows or financial position. 

EITF Issue No. 06-3, "How Taxes Collected from Customers and Remitted to Governmental Authorities Should Be Presented in the Income 
Statement (That Is, Gross versus Net Presentation)" (EITFNo. 06-3). In June 2006, the EITF reached a consensus on EITF No. 06-3 to address any tax 
assessed by a governmental authority Ihat is directly imposed on a revenue-producing transacfion between a seller and a customer and may include, 
but are nol limited lo, sales, use, value added, and some excise taxes. For taxes within the 
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' 3's scope, the consensus requires that enfities present such taxes on either a gross (i.e. included in revenues and costs) or net (i.e. exclude from 
re^Jenues) basis according to Iheir accounfing policies, which should be disclosed. If such taxes are reported gross and are significant, enfities should 
disclose the amounts of those taxes. Disclosures may be made on an aggregate basis. The consensus is effecfive for Duke Energy Ohio beginning 
January 1. 2007. Duke Energy Ohio does not anficipale the adoption of EITF No. 06-3 wifl have any material impaci on its consolidated results of 
operations, cash Uovjs or financial position. 

2. Duke Energy/Cinergy Merger 
Duke Energy Ohio consolidates assets and liabilifies from acquisitions as of the purchase date, and includes earnings from acquisitions in 

consolidated earnings after the purchase dale. Assets acquired and liabilifies assumed are recorded al esfimated fair values on the date of acquisifion. 
The purchase price minus Ihe esfimated fair value of the acquired assets and liabilifies for entifies acquired that meet the definition of a business as 
defined in EITF Issue No. 98-3, "Determining Whether a Nonmonetary Transaction Involves Receipt of Producfive Assets or of a Business" (EITF 98-3), 
is recorded as goodwill. The allocation of Ihe purchase price may be adjusted if addifional, requested information is received during the allocation period. 
w4iich generally does nol exceed one year from Ihe consummation date, however, it may be longer for certain income lax i lems. 

On April 3. 2006, the previously announced merger between Duke Energy and Cinergy was consummated (see Note 1 for addifional informafion on 
the merger, purchase accounfing and Predecessor and Successor reporting). For accounfing purposes, the effech've dale of Ihe merger was April 1 , 
2006. The merger combines Ihe Duke Energy and Cinergy regulated franchises as well as deregulated generafion in the Midwestem United States 
(Midwest). See Note 5 for discussion of regulatory impacts of the merger. In connecfion wi lh the merger, Duke Energy issued 1.56 shares of Duke 
Energy common stock for each outstanding share of Cinergy common slock, v ^ i ch resulled in the issuance of approximately 313 million shares of Duke 
Energy common stock. Based on the market price of Duke Energy common stock during the period, including the two trading days before, through the 
two trading days after. May 9, 2005, the dale Duke Energy and Cinergy announced the merger, the transacfion is valued at approximately $9.1 billion 
and has resulted in goodwifi recorded at Duke Energy Ohio of approximately $2.3 billion. 

The amount of goodwill results from significant strategic and financial benefits expected to be realized by Duke Energy including: 
increased financial strength and flexibility; 

stronger ufility business platform; 

greater scale and fuel diversity, as well as improved operafional efficiencies for the merchant generation business; 

broadened eleclric distribution platform; 

improved reliability and customer service through the sharing of best practices; 

increased scale and scope of the eleclric and gas businesses wilh stand-alone strength; 

complementary posifions in Ihe MidwesI; 

greater customer diversity; 

combined experfise; and 

'••̂  -̂  • significant cosl savings synergies. 

As discussed in Note 1. purchase accounting impacts, including goodwill recognifion. have been "pushed down" to Duke Energy Ohio, resulting in 
the assels and liabififies of Duke Energy Ohio being recorded at their respective fair values as of April 3. 2006. 
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Purchase price allocation and goodwill 
The following table summarizes the differences between the fair values and the carrying values of the Duke Energy Ohio assels and liabilifies al Ihe 

date of acquisition. 

(in millions) 
Purchase:price-v" .";.•-,/••.' ";::•' "-••"-/•••; "•"••'". •..":..:;•'••̂ : '-^f'-AJ'"-'.'"*.^-'>:--' -;"":t->^: '̂:--r\ ^^::\'V}^ • •V::-^;;/-V>';-V;V.,.•:/.;-^^;7:;:V^H^^^ 

Total purchase price ,. . . , . _ , , , , . ............-^, ... I, i^S85_ 
.. ".,-.Less'IDUl<eEh0rgy"Otild rietbopk:vaIue;atacquisitiOn'^P;^/-'; ":^"-;"•^ :V '̂v-;;;:v>.;v< :̂'-v-\;v;.':/'̂ :-'-jv;-'\̂  

Excess purchase price , . ,. , . , . . . .:.., , . ..,. .,;, ,, . , ,$.,.2.8p4 
Fair-value.afJjustfpenfS;tp assets acqulired.":-" .V"̂ •"̂ /"-̂ '•;̂ .̂̂ : ".:v-:-".".:/"" \.:?;;•• ;-j"::;;.b:\""/̂ ^̂ ^ "•V-'/̂ -rL;-:̂ V:.\l\?>i'r'̂ -̂ u^<'y/̂ ^̂  

Curreni assels ,_^.. ... . , . . .^,,..C^);.,, 
:.""••• vProperty; plant >ahd e(!juipitient*^"V"'-:,"-.';'' "/r^V.^.-; '̂:'v'':''>:,-'y'̂ i:i''̂ .:^^^ 

Intangibles . . . , . , . , , . . .(75^1 . , , 
^ y ;•-"Regulatoryasselsahddefferreddebits^-r"^ '̂ v̂-̂ :X'':'/:-:'̂ '-̂  ^^i^yX/'r-'.^y-lcX^^^X 
Fair value adjustments to fiabilities assumed ,_ , , ..,., 

-Current liabilities "":•.•.:••..-'; •.- '̂  V.-":"'c":;." .-:':--.' ••• ;;^->-.^^ ^>^''':"-'^'"'^iO-^l^^ 
Accrued pension and post-retirement benefit costs ; , , , ,,,... .. .1^,1. 

• ";••' Deferffedtaxes.-.' . [ • ' . • ' ' ;-"•:•:•;•"-•"-•-:->- ";'̂ ^"- '/ ^•ry^y-y•-•'̂ X '̂:̂ ^ \̂•-:•M•:'•y'•:̂  .;>"•;..j'v ;̂;;-,;̂ ;̂ ":''--:-:̂ "̂"-:,; -; '̂-"-'---:r-"^^i?'̂ ^-r''-v^^ 
Other non-current liabilifies 120 

: .•:• ':'i.€:--- ' " ••-v'---;"^^"-^ :V;•• r^X-H--.̂ -;̂ ::̂ -• ly- ' • : xy^^^::':-,:M''''-:r 
Goodwill $ 2.348 

(1) Allocafion of purchase price lo Duke Energy Ohio was based on relative fair value of enfifies acquired (including Duke Energy Ohio) compared lo a 
total purchase price of $9.115 million for Cinergy. See Note 1 for addifional informafion. 

(2) Amounts recorded for regulated property, plant, and equipment by Duke Energy Ohio on the acquisition dale include approximately $1,510 million 
related lo accumulated depreciafion of acquired assets. 
Goodwill recorded by Duke Energy Ohio as of December 31, 2006 resuUing from Duke Energy's merger with Cinergy is $2,348 million. As of 

December 31, 2006, the allocation of goodv r̂il! to Duke Energy Ohio and to the reporting units within Duke Energy Ohio was substanfially complete, wilh 
approximately $1,148 million and $1,200 million being allocated to the Franchised Electric and Gas and Commercial Power segments, respectively (see 
Note 10). 

The following unaudited consolidated pro fomna financial results for Duke Energy Ohio are presented as if the merger with Duke Energy had 
occurred al the beginning of each of the periods presented: 

Unaudited Consolidated Pro Forma Results (Predecessor) 
Three Months 

Ended 
March 31, 

?nnfi 

Twelve Months 
Ended 

December 31, 
2nnR 

(in millions) 
$ 966 $ 2,793 Operafing revenues ' V •-.,•--̂  . - - r ' - " - : • ' : ' l : . . : ' \ - / ^ - - . . . - / - • 

Income from confinuing operafions 88 133 
N e t I n c o m e . •^;":.;v.;-;;^.-;;:.;•. 8 6 1 7 6 
Earnings available for common stockholder 86 175 

Pro fomia results for the nine months ended December 31, 2006 are nol presented since the merger occurred at the beginning of the period 
presented, Addifionally, pro forma results do not include any significant transactions completed by Duke Energy Ohio other than the impaci of Cinergy's 
merger wilh Duke Energy. The pre-lax impacts of purchase accounfing on the results of operations of Duke Energy Ohio were approximately $117 
million during the nine months ended December 31, 2006. 

Prior to consummafion of the merger, certain regulatory approvals were received from the stale utility commissions and Ihe FERC. See Note 5 for a 
discussion ofthe regulatory impacts of the merger. 
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. ransfer of Certain Duke Energy Generat ing Assets to Duke Energy Oh io 
^ "̂  In April 2006, Duke Energy contributed to Duke Energy Ohio its ownership interest in five plants, representing a mix of combined cycle and peaking 
plants, with a combined capacity of 3.600 megawatts (MWs). as follows: 

Generat ing Plant Locat ion 

Fayette Fayette County, Pennsylvania ^ 
Hanging Rock Lawrence County. Ohio 
t^ee .̂J: V LeeCounly, Illinois 
Vermillion Vermillion County, Indiana 
Washington Washington County. Ohio 

3,600 
The transaction was effecfive in April 2006 and was accounted for at Duke Energy's net book value for these assets. The enfifies holding these 

generating plants, w/hich were indirect subsidiaries of Duke Energy, were first distributed to Duke Energy, which then contributed them to Cinergy which, 
in turn, contributed them to Duke Energy Ohio. In the final step, the entities were then merged into Duke Energy Ohio. 

In connection with Ihe contribution of these assets, Duke Energy Ohio assumed certain related liabilifies. In particular, Duke Energy Ohio assumed 
from Duke Energy all payment, performance, and other obligafions of Duke Energ^l, wilh respect to certain deferred lax liabilifies related to the assets. 
Duke Energy Ohio also assumed pre-lax deferred losses associated wilh contracts formerly designated as cash Row hedges of forecasted power sales 
and gas purchases from Duke Energy's Midwestern generafion fleet. See Note 9 for addifional informafion. The following table summarizes this 
transaction for Duke Energy Ohio: 

Asse ts l^eceived 
Generating Assets 
Other Assets 

Total Assets Received 
Liabi l i t ies Assumed 

Deferred Tax Liabilifies 
• • • O t h e r - ; ' 

Tolal Liabi l i t ies Assumed 
Cont r ibu ted Capital f rom Duke Energy 

The following unaudited consolidated pro forma financial results for Duke Energy Ohio are presented as if the contribution of the Duke Eriei-gy 
nenerating assets lo Duke Energy Ohio had occurred al the beginning of each of Ihe periods presented 

j ud i t ed Consol idated Pro Forma Resul ts (Predecessor) 

(in m 

$ 

$ 

l".-
$ 
$; ^ 

illtons) 

1.563 
77 

1,640 

174 
"- 4 

178 
'1.462 

Three Months 
Ended 

March 31, 
2006 

$ 971 
106 
104 
104 

Twelve Months 
Ended 

December 31, 
?nn=; 

(in millions) 
$ 2,951 

222 
266 
265 

Twelve Months 
Ended 

December 31, 
2004 

$, " 2.603 
200 
224 
223 

Operating revenues 
Income from continuing operafions 
Nel income 
Earnings available for common stockholder 

These pro forma results do nol include any significant transacfions completed by Duke Energy Ohio other than the impact of the transfer of Ihe 
ownership inleresl in the five plants as discussed above. As part of this transaction, Duke Energy agreed to reimburse Duke Energy Ohio, on a quarterly 
basis, through April 2016 in Ihe event of certain cash shortfalls related to the perfomiance o f the five 
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plants. During the third quarter of 2006. Duke Energy reimbursed Duke Energy Ohio $1.9 million for certain cash shortfalls that occurred during the 
second quarter 2006. However, in the fourth quarter 2006, Duke Energy Ohio returned Ihe $1.9 million to Duke Energy based on the performance ofthe 
five plants in the third quarter 2006. Based on the assessment of the performance of the five plants during the fourth quarter 2006, Duke Energy Ohio 
did not incur certain cash shortfalls related to the performance of the five plants thus no cash setfiemenl was required from Duke Energy. Duke Energy 
Ohio accounts for any payments from or return of payments to Duke Energy in ils Common Stockholder's Equity as Addifional paid-in capital. 

4. Business Segments 

In conjunction wilh the merger vwlh Duke Energy, effecfive wflth the second quarter of 2006, Duke Energy Ohio adopted business segments that 
management believes align the various operafions of Duke Energy Ohio wilh how Ihe chief operafing decision maker views Ihe business. Prior period 
segment infonnafion has been recast to conform lo the new segment structure. Accordingly, Duke Energy Ohio has the followring reportable business 
segments: 

Franchised Electric and Gas consists of regulated eleclric and gas transmission and distribufion systems and its regulated electric 
generafion in Kentucky, and 
Commercial Power primarily consists of Duke Energy Ohio's non-regulated generafion in Ohio, the merchant generafion assels transferred 
from Duke Energy as discussed in Note 3, and the energy risk manacjement activities associated with Ihose assets. 

Duke Energy Ohio's chief operating decision maker regularly reviews financial information about each of these business units in deciding how to 
allocate resources and evaluate performance. Both of Ihe business units are considered reportable segments under SFAS No. 131. There is no 
aggregation vwihin Duke Energy Ohio's defined business segments. 

Prior lo Ihe merger wilh Duke Energy. Duke Energy Ohio operated Ihe following two business units, which were both considered reportable 
segments under SFAS No. 131: Regulated and Commercial. Regulated consisted of Duke Energy Ohio's regulated electric and gas transmission and 
dislribution systems. Commercial managed Duke Energy Ohio's wholesale generation and energy marketing and trading acfivifies. 

Franchised Eleclric and Gas plans, constructs, operates and maintains Duke Energy Ohio's generation, transmission and distribution systems and 
delivers gas and eleclric energy lo consumers. These businesses are subject lo cost of service rate making where rates to be charged to customers are 
based on prudenfiy incurred costs over a test period plus a reasonable rate of return. 

Commercial Power owns, operates and manages non-regulaled merchant power plants and engages in the wholesale markefing and procurement 
of eleclric power, fuel and emission allowances related to these plants. In October 2006. Duke Energy completed the sale of Commercial Power's 
energy markefing and trading acfivities to Fortis. As a result, the operafions of Commercial Power's energy marketing and trading activities are classified 
in (Loss) Income from Disconfinued Operations, nel of tax, in the Consolidated Statements of Operations. 

The remainder of Duke Energy Ohio's operations is presented as "Olher." While il is nol considered a business segment. "OUier" for Duke Energy 
Ohio includes certain allocated governance costs. 

Management evaluates segment performance based on EBIT. On a segment basis. EBIT excludes disconfinued operafions and represents all 
profits from confinuing operafions (both operafing and non-operafing) before deducfing interest and taxes. Cash, cash equivalents, and short-term 
investments are managed centrally by Cinergy and Duke Energy, so the inleresl and dividend income on those balances are excluded from the 
segments' EBIT. 

Transactions between reportable segments are accounted for on the same basis as unaffiliated revenues and expenses in the accompanying 
Consolidated Financial Statements. 
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Segment EBIT/ 
Consolidated 

Earnings 
from Continuing 

Successdrf^*-' , 
Nine rnonths Ended 
f^ran(ii!se(J:E!ectricahd Gas 
Commercial Flower 
:.̂  .• Total rfepbrtable segments 

Olher 

Unaffiliated 
Revenues 

$ 1.027 
1,234 
2.261 

Intersegment 
Revenues 

$ -
1 
1 

Total 
Revenues 

$ 1.027 
1,235 
2,262 

Operations before 
I n rnmo Tavf»<; 

fin millions) 

$ 130 
93 

223 
(56) 

and 
Amortization 

"$ 160 
120 
280 

Investment 
Expenditures 

$ 198 
193 
391 

Segment 
Assets*"^'*' 

$ 5,381 
6,349 

11,730 

Eliminations and reclassificafions (1) (1) 
Interest expense 
Interest incbfiie-arid other 

Total consolidated 
Predecessor''^' 
Ttiree Mdriths Ended March 31, 
Franchised Electric and Gas 
COntiriierfcî J Power 

$ 

$. 

— 

2,261 

543 
420 

$ 

$ 

— 

— 

1 

$ 

$ 

" t 

2,261 

543 
421 

$ 

$ 

(81) 
16 

102 

80 
166 

$ 

$ 

— 

280 $ 

50 $ 
18 

— 

391 

75 
60 

$ 

— 

11.730 

Total reportable seamenls 
Other . ; ; . • ; • : 
Eliminations and reclassifications 

963 1 

(1) 

964 

(1) 

246 
(39) 

68 135 

Ihtereist expense .. 
Interest income and olher 

;; Total consolidated • 
Iwelve Months tnded 
Francfjisecf Electric arid Gas 
Commercial Power 

• • . $ . 

.$r 

- > -

963 $ 

.•i.sei $ 
1,219 

— 

-— 

169 

$ 

$ 

— 

963 

1.561 
1,388 

$ 

$ 

(30) 
9 

' 186 

219 
371 

$ 

$ 

— 

m 
183 
88 

$ 

$ 

— 

135 V .-. 

2 3 2 , , $ ; 
202 

, - ' ' • 

3,93^ 
3.309 

, Total reportable segments 
Ottier 
^''nilnations and reclassificafions 

2.780 169 

(169) 

2.949 

(169) 

590 
(97) 

271^ 434 7.241 

est expense 
..est iricome and olher 

Tolal consolidated 
Twelve Months Ended 
Franchised Electric and Gas 
Commercial Power 

$ 

5, 

— 

2.780 $ 

1.427 $ 
1,005 

— 

_ 

163 

$ 

$ 

— 

2.780 

1.427 
1,16a 

$ 

$ 

(98) 
17 

412 

256 
280 

$ 

$ 

— 

271 $ 

146 $ 
•78 

— 

434 $ 

159 $ 
140 ' 

— 

7.241 

3,448 
2.784 

Total reportable segments 
OUier 
Eliminafions and reclassificafions 

2.432 163 2.595 

(163) (163) 

536 
(79) 

224 299 6.232 

Interest expense 
Interest income and olher 

Total consofidated 
• • $ • 

— 

2.432 $ 

— 

$ 

— 

2.432 _ $ 

(90) 
11 

378 $ 

— 

224 $ 

• — 

299 $ 

— 

6,232 

(a) Segment results exclude results of entifies classified as discontinued operations. 
(b) Includes assets held for sale. 
(c) See Note 1 for addifional information on Predecessor and Successor reporting. 
(d) Amounts include goodwill recorded as of December 31, 2006 resulfing from Duke Energy's merger with Cinergy in the amount of $2,348 million. 

Franchised Electric and Gas has been allocated $1,148 million. Commercial Power has been allocated $1,200 million. 
All of Duke Energy Ohio's revenues are generated and ils long-lived assets are invested domesfically. 
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5. Regulatory Matters 
Regulatory Assets and Liabilities. Duke Energy Ohio's regulated operafions are subject to SFAS No. 71. Accordingly, Duke Energy Ohio records 

assets and liabilifies that result from the regulated ratemaking process that would not be recorded under GAAP for non-regulated enfifies. (For further 
informafion see Note 1.) 

Duke Energy Ohio's Regulatory Assets and Uabilities: 

Successor^'! Predecessor*'' 

As of December 31, 

2006 2005 

Recovery/Refun 
d 

Period Ends 

Net regulatory asset related lo income taxes "'' 
AccnJed pen'siOri .and piost retirement'^' 
Regulatory Transifion Charges (RTC) 
Capitai:reiatdd'rfistributioii_co$ts''* 
Unamortized costs of reacquiring debt'''' 
Post-tn^sen/ice'carrylhg.cost^'and deferred operating expense 
Hedge costs and other deferrals 
-Qthiar-.^'" : • r ^ ' : : ' ^ : / ' • { / . - ^ . - . i ^ : - • -

Tolal Regulatory Assets 

Rdaulatorv Liabililie^^^'^l '-/ 

Removal costs''^' 
Other • 

Tolal Regulatory Liabilities 

96 
147 
331 

29 
12 

6 
7 

26 

654 

158 
9 

167 

(in millions) 

79 

414 
35 
13 
4 

10 

555 

149 
3 

(g) 

2010 
2009' 

2065 
2033 

(9) 

152 

(1) See Note 1 for additional informafion on Predecessor and Successor reporting. 
(a) All regulatory assets and liabilifies are excluded from rate base unless othervî 'se noted. 
(b) Included in f^egulatory Assels and Deferred Debits on the Consolidated Balance Sheets. 
(c) Included in rate base. 
(d) Included in Regulatory Liabilifies on the Consolidated Balance Sheets. 
(e) Recovery/refund is over the life of the associated asset or fiabilily. 
(f) Liability is exfinguished over the lives of the associated assets. 
(g) Recovery/Refund period currenfiy unknov^n. 
(h) Includes $31 million related to adoption of SFAS No. 158 (see Note 18) and $116 million related to impacts of purchase accounfing as a result of 

Duke Energy's merger wilh Cinergy (see Note 2). 
(i) Recovered via revenue rider. 

Regulatory Merger Approvals. As discussed in Note 1 and Note 2, on April 3, 2006, the merger between Duke Energy and Cinergy was 
consummated lo create a nev̂ ŷ formed company, Duke Energy Holding Corp. (subsequenfiy renamed Duke Energy Corporafion). As a condifion lo Ihe 
merger approval, the PUCO and the Kentucky Public Service Commission (KPSC) required that certain merger related savings be shared wilh 
consumers in Ohio and Kentucky, respecfively. The commissions also required Duke Energy Ohio and Duke Energy Kentucky to meet additional 
condifions. Key elements of these conditions include; 

The PUCO required that Duke Energy Ohio provide (i) a rale reduction of approximately $15 million for one year to facilitate economic 
development in a time of increasing rates and market prices (ii) a reduction of approximately $21 million lo ils gas and eleclric consumers 
in Ohio for one year, vM\ both credits beginning January 1, 2006. In April 2006, the OCC filed a Nofice of Appeal with the Supreme Court 
of Ohio, requesfing the Court remand the PUCO's merger approval for a full evidentiary hearing. The OCC alleged that the PUCO 
improperiy failed lo: (i) sel the matter for a full evidenfiary hearing; (ii) consider evidence regarding the transfer of certain Duke Energy 
generafing assets lo Duke Energy Ohio; and (iii) lift the slay on discovery. Duke Energy Ohio and the OCC setUed this matter and in June 
2006, Ihe Court granted Ihe OCC's motion to dismiss. As of December 31, 2006, Duke Energy Ohio has returned $14 million and $20 
million, respecfively, on each of Ihese rate reductions. 
The KPSC required that Duke Energy Kentucky provide $8 million in rate reductions to its customers over five years, ending when new 
rales are established in the next rate case after January 1, 2008. As of December 31, 2006. Duke Energy Kentucky has returned $1 million 
to customers on Uiis rate reduction. 
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\ ^ ^ • FERC the merger without condifions. In January 2006, Public Citizen's Energy Program. Cifizens Acfion Coalition of Indiana. Inc., Ohio 
Partners for Affordable Energy and Southern Alliance for Clean Energy requested rehearing of the FERC approval, fn February 2006, the 
FERC issued an order granling rehearing of FERC's order for further considerafion. On February 5, 2007. after further consideration, the 
FERC issued an order dismissino the reouesl for a rehearino. 

Franchised Electr ic and Gas. Rate Related Information. The KPSC approves rates for retail electric and gas sales within the state of Kentucky. 
The PUCO approves rates and market prices for retail electric and gas sales within Ohio. The FERC approves rates for electric sales lo wliolesale 
customers served under cost-based rates. 

Duke Energy Ohio Electric Rate Filings. Duke Energy Ohio operates under a RSP, vitiich includes a MBSSO approved by the PUCO in November 
2004. In March 2005. the OCC appealed the PUCO's approval of the MBSSO to Ihe Supreme Court of Ohio and the court issued its decision in 
November 2006. It upheld Ihe MBSSO in virtually every respect but remanded to the PUCO on two issues. The Court ordered the PUCO to support a 
certain porfion of its order wilh reasoning and record evidence and to require Duke Energy Ohio to disclose certain confidenfia! commercial agreements 
between an affiliate of Duke Energy Ohio and certain Duke Energy Ohio customers w/hich had been previously requested by the OCC. Duke Energy 
Ohio has complied with Ihe disclosure order. Such confidential commercial agreements are relafively common in the jurisdiction and the PUCO has not 
allowed producfion of such agreements in past cases in which Uie PUCO was presented with a settlement agreement on the basis that they are 
irrelevant. A hearing on remand occurred in March 2007 and a decision is expected in the third quarter 2007. Duke Energy Ohio cannot predict the 
outcome of this proceeding. 

On August 2, 2006. Duke Energy Ohio filed an applicafion wilh the PUCO to Smend ils MBSSO. The proposal provides for continued eleclric 
system reliability, a simplified market price structure and clear price signals for customers, while helping to mainlain a stable revenue stream for Duke 
Energy Ohio. The applicafion is pending and Duke Energy Ohio cannot predict Ihe outcome of this proceeding. 

Duke Energy Ohio's MBSSO includes a fuel clause recovery component vi^ich is audited annually by the PUCO. In January 2006, Duke Energy 
Ohio entered inlo a settlement resolving all open issues idenfified in the 2005 audit. The PUCO approved the settlement in February 2006. Duke Energy 
Ohio does not expect the agreement to have a material impaci on its consolidated results of operations, cash flows or financial posifion. 

In addition to the fuel clause recovery component. Duke Energy Ohio's MBSSO includes a reserve capacity component known as the System 
Reliability Tracker, and an Annually Adjusted Component to recover certain incremental environmental, tax and homeland security costs. In 2006, Duke 
Energy Ohio filed an applicafion requesfing lo modify each of these components. Afler the Ohio Supreme Court issued ils remand order in the MBSSO 
appeal, the PUCO issued an order permitting Duke Energy Ohio to confinue lo charge its exisfing mari<et prices (except for the System Reliability 
Tracker which was reset to $0) v/ith true-up to actual costs to be decided at a later date. In the meantime, considerafion of Duke Energy Ohio's filing to 
amend the MBSSO is suspended pending the outcome of the remand case. Duke Energy Ohio does not expect a significant change, if any, to the 
MBSSO components but cannot predict Ihe outcome of the cases. The PUCO is expected to decide all of these matters in 2007. 

Du^ce Energy Kentucky Electric Rate Case. In May 2006, Duke Energy Kentucky filed an applicafion for an increase in its base electric rates. The 
application, vA^\ch sought an increase of approximately $67 million in revenue, or approximately 28 percent, lo be effecfive in January 2007, was filed 
pursuant to Ihe KPSC's 2003 Order approving Ihe transfer of 1,100 MW of generating assets from Duke Energy Ohio to Duke Energy Kentucky. Duke 
"" --^rgy Kentucky also sought lo reinstitute ils fuel cosl recovery mechanism which had been frozen since 2001, and has proposed to refresh tfie pricing 

e back-up power supply contract to reflect current market pricing. In Ihe fourth quarter of 2006, Duke Energy Kentucky reached a settlement 
\ . ^ . ^emen t in principle with all parties to this proceeding resolving afi Ihe issues raised in Ihe proceeding. Among olher things. Ihe settlement agreement 

provided for a $49 million increase in Duke Energy Kentucky's base electric rales and reinstitution of Ihe fuel cost recovery mechanism. In December 
2006, the KPSC approved the setfiemenl agreement. 

Duke Energy Kentucky Gas Rate Cases. In 2002. the KPSC approved Duke Energy Kentucky's gas base rate case which included, among olher 
things, recovery of costs associated vAtb an accelerated gas main replacement program. The approval authorized a tracking mechanism to recover 
certain costs including depreciafion and a rale of return on the program's capital expenditures. The Kentucky Attorney General appealed lo the Franklin 
Circuit Court the KPSC's approval of the tracking mechanism as well as the KPSC's subsequent approval of annual rate adjustments under this tracking 
mechanism. In 2005. both Duke Energy Kentucky and the KPSC requested that the court dismiss these cases. At the present fime, Duke Energy 
Kentucky cannot predict the fiming or outcome of this lifigafion. 
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In February 2005, Duke Energy Kentucky filed a gas base rate case wfllh the KPSC requesfing approval to confinue the tracking mechanism and for 
a $14 million annual increase in base rates. A portion of Ihe increase is attributable lo recovery of the current cost of the accelerated main replacement 
program in base rales. In December 2005, Ihe KPSC approved an annual rale increase of $8 million and re-approved Ihe [racking mechanism through 
2011. In February 2006, Ihe Kenlucky Attorney General appealed the KPSC's order lo the Franklin Circuit Court, claiming that the order improperiy 
allows Duke Energy Kentucky to increase its rates for gas main replacement costs in between general rate cases, and also claiming that Ihe order 
improperiy allows Duke Energy Kentucky to earn a return on invesfinent for the costs recovered under the tracking mechanism which permits Duke 
Energy Kenlucky lo recover its gas main replacement costs. At this fime, Duke Energy Kenlucky cannot predict the outcome of this lifigation. 

Olher In April 2005, the PUCO issued an order opening a statewide investigation into riser leaks in gas pipefine systems throughout Ohio. The 
investigation followed four explosions since 2000 caused by gas riser leaks, including an April 2000 explosion in Duke Energy Ohio's service area. In 
November 2006, the PUCO Staff released the expert report, which concluded thai certain types of risers are prone lo leaks under various condifions, 
including over-tightening during inifial inslallafion. The PUCO Staff recommended Ihat natural gas companies confinue to monitor Ihe situafion and study 
Ihe cause of any further riser leaks to determine v^ether further remedial acfion is warranted. Duke Energy Ohio has approximately 87,000 of Ihese 
risers on its dislribufion system. If the PUCO orders natural gas companies to replace all of these risers, Duke Energy Ohio estimates a replacement 
cost of $35 million. At this fime, Duke Energy Ohio cannot predict Ihe outcome or the impact of the statevwde Ohio investigation. 

In April 2006. the FERC issued an order on the Midwest ISO's revisions to its Transmission and Energy Markets Tariffs regarding its Revenue 
Sufficiency Guarantee (RSG). The FERC found that the MidwesI ISO violated Ihe tariffs v4ien it did nol charge RSG costs to virtual supply offers. The 
FERC, among other things, ordered Ihe MidwesI ISO to recalculate the rale and make refunds lo cuslomers, v̂ t̂h inleresl, to reflecl the correct allocafion 
of RSG costs. Duke Energy Shared Services, on behalf of Duke Energy Ohio, filed a Request for Rehearing, and in October 2006, the FERC issued an 
order which, among other things, granted rehearing on the issue of refunds. The FERC slated Ihat il would nol require recalculation of Ihe rates and. as 
such, refunds are no longer required. As a result, Duke Energy Ohio does nol believe that this issue will have a material effect on ils consolidated results 
of operafions, cash flov/s, or financial posifion. 

FERC To Issue Eleclric Reliability Standards. Consistent wilh reliability provisions of the Energy Policy Acl of 2005, on July 20, 2006, FERC issued 
its Final Rule certifying North American Eleclric Reliability Corporation (NERC) as the Electric Reliability Organizafion (ERO). NERC has filed over 100 
proposed reliability standards with FERC. FERC's proposed acfion to approve a large number of these standards w l̂l result in those standards becoming 
mandatory and enforceable for the 2007 peak summer season. Other reliability standards will become mandatory and enforceable thereafter. Duke 
Energy Ohio does not believe that the issuance of these standards will have a material impaci on ils consolidated results of operafions, cash fiows, or 
financial posifion. 

6. Joint Ownership of Generating and Transmission Facilities 
Duke Energy Ohio, Columbus Southern Power Company, and Dayton Power & Light jointly own electric generating units and related transmission 

facilifies in Ohio. Duke Energy Ohio and Wabash Valley Power Association, Inc joinfiy own Ihe Vermillion generating station in Indiana. 
As of December 31, 2006, Duke Energy Ohio's share in joinfiy-owned planl or facilifies were as follows: 

Duke EnergyOli iQ-. ..: 
Production: 

Miami Fort Station (Units 7 and sy*' 
W.C. Beckjord Stafion (Unit 6)"*' 
J.M. Stuart S t a t i o n ' " ' * ' ' * : - -
Conesville Station (Unit 4)'^"''' 

; W.M. ZimmerStation'^' ; ;• ̂  
Killen Slation'^^^' 

;; ; ' Vermillic)n:3tafiojY''^;,: : \ ; . 
Transmission 

Duke Energy Kentucky ;' . • 
Production: 
^ East Bend Station"'; •• \ '-

Ownership 
Share 

• ' ' . ' - : ' ' " • ' . ' - ' • • " , : . . " ; ' - . " 

-B4.oy(yyy-: 
37.5 

: : - 39:0: .: 
40.0 

-v;'sy./;-46:5 n-̂ ^ 
33.0 

-:- ' :X.y^7M:y-yy 
Various 

Property, Plant, 
and 

FnurnmRnt 

::.,$:v/: . - - 3 3 0 ; • 
46 

. • ^ • : \ : ^ ^ - . - - . • 4 2 0 . : 

81 
- ^••v1,315.-

210 
%:;>•--:^^:.-:--i97-v; 

88 

Accumulated 

Depreciation 
millions) 

^•^-:$-v,^-;v-.^v-147;:-/: 
32 

v.;^i.v;:-,>j:79;V;^. 
52 

:.v; • \ r . / :4Q2 -• 
122 

• v / . c . : - • : - - . : • : - " - . ^ 3 4 . - •̂ 

47 

Construction 

. • $ -

Work 
in Progress 

•197 
3 

•^153 
28 

• 10 
44 

• • ' — 

'1 

69;o 423 217 

(a) Stafion is not operated by Duke Energy Ohio. 

(b) Included in Commercial Power segment 

(c) Included in Franchised Electric and Gas segment 
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Duke Energy Ohio's share of revenues and operafing costs of the above jointly owned generafing facilifies are included within the corresponding 
^trt'e on the Consolidated Statements of Operations. 

7. Income Taxes 
The follov^ing details Ihe components of income tax expense from continuing operafions: 

Income Tax Expense from Continuing Operations 

Successor*'' 

Nine Months 
Ended 

December 31,2006 

Predecessor'' 

Gu^r'erilin.cWmetaxes 

Federal 
' • : ]^ i^mu>i tMi .^ 'UU- ••-- . 

Total current income taxes 
Deferred mcdme. tax^s 

Federal 

Total deferred income 
inyesfnient.taxfci'edif amortization 
Total income lax expense from 

continuing pReralipns 
T6talinciDi)i0,ta)< (benefit) 
: expense'frdrhcfisfcoiitinijed '-
Total income tax benefit from 

cumulafive effect of change in 
Tdt^i .irf(xkpe.tg)^ Oiî 'ens^^ .; .; 

bresehfMfr) Cohsblidaied -" . 

139 
22 

161 

(100) 
(18) 

[118) 
i?) 
41 

(3) 

38 

Three Months 
Ended 

March 31, 2006 

$ 

$ 

Twelve Months 
Ended 

December 31, 2005 
fin millions) 

55 
6 

61 

11 
(3) 
8 

(1) 

68 

in 

67 

$ 

$ 

188 
13 

201 

(47) 
8 

(39) 
(5) 

157 

27 

(2) 

1S2 

Twelve Months 
Ended 

December 31, 2004 

76 
15 
91 

60 
JI) 
59 
i5) 

145 

14 

159 

' •' See Note 1 for additional information on Predecessor and Successor reporfing. 

v^jconcil iation of Income Tax Expense at the U.S. Federal Statutory Tax Rate to the Actual Tax Expense from Continuing Operations 
(Statutory Rate Reconciliation) 

Successor"' 
Nine Months 

Ended 

Decemher 31 2006 

$ 36 

3 

6 
(2) 
(2) 

$ 41 

40.2% 

Predecessor^'' 
Three Months Twelve Months 

Ended Ended 

March 31 2006 Dficemher 31. 2005 
(in millions) 

^r:ilS:ife'-^'SS^^^l65>W^^ 

2 14 

ZZZZ^^ZZZZ^Z-Z 

$ 68 $ 157 

^ 3^e% 38 1% 

Twelve Months 
Ended 

npr.pmhPr :i1 2004 

;S-^^C-iftpi;3iJSî i 
9 • 

$ 145 

38.4% 

Income-tax expense; computed 
at tiie st^fcitdry.rate of 35%. 

State income tax, net of 
federal income tax effecl 

.pei^redatip^^rid other PP 
• relatied differeiices 
ITC amortization 

' Other:I'tenisJnet' 

Tola! income tax expense 
from continuing 

Effective Tax Rates 

(1) See Note 1 for additional informafion on Predecessor and Successor reporting. 
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The decrease in income tax expense from confinuing operafions was primarily due to a decrease in income from confinuing operations before 
income taxes for the nine months ended December 31, 2006 compared to the predecessor three months ended March 31, 2006 and twelve months 
ended December 31, 2005 and December 31, 2004. The increase in the effecfive tax rate for the nine months ended December 31, 2006 as compared 
to prior periods is primarily related lo a change in state income tax apportionment. 

Net Deferred Income Tax Liability Components 

Deferred credits, and oltier liabilifies 
Olher 

.Total defended incbni^ tax assets 

Investments and other assets 
Accelerated depreciafion rates ; : : r 
Regulatory assets and deferred debits 

/Total d6feWed.!nc6rtie,taxiiabitiiies,^^ • 

Tolal net deferred income tax liabilifies 

Successor"' Predecessor*" 

As of December 31 

2006 

( 
$ 112 

66 

178 

(72) 

(252 

- ••• ;(1,632) 

$ (1,454) 

, 
2005 

in millions) 
$ , 

$ 

86 
20 

^ 108 

(43) 
(951) 
(169) 

(1.163) 

(1,055) 

(1) See Note 1 for addifional information on Predecessor and Successor reporting. 

Net Deferred Income Tax Liabilities 

Successor Predecessor*'' 

As of December 31, 

2006 2005 

Current defqrr.ed tax assets, included in ottier curreot asset^; 
Non-current deferred tax liabilifies 

Total n^t deferred income tax liabilifies : 

|in millions) 

LL475) 

fl.454) 

^̂ *̂̂ ^̂ :̂:6.: 
(1,061) 

(1,055)-

(1) See Note 1 for additional information on Predecessor and Successor reporfing. 
Although the outcome of lax audits is uncertain, management believes that adequate provisions for income and olher taxes, such as sales and use, 

franchise, and properly, have been made for potenfial liabilifies resulfing from such matters. As of December 31, 2006, Duke Energy Ohio has total 
provisions of approximately $26 million for uncertain tax posifions, as compared lo approximately $28 million as of December 31, 2005. 

8. Asset Retirement Obligations 
In June 2001, the FASB issued SFAS No. 143, which was adopted by Duke Energy Ohio on January 1, 2003 and addresses financial accounting 

and reporting for legal obligafions associated v̂ filh the refirement of tangible long-lived assets and the related asset refirement costs. The standard 
applies lo legal obligafions assodated with the refirement of long-lived assets that result from the acquisition, construcfion, development and/or normal 
use of the asset. SFAS No. 143 requires that Ihe fair value of a liability for an asset retirement obligation be recognized in the period in v^ich il is 
incurred, if a reasonable estimate of fair value can be made. The fair value of the liability is added to the carrying amount of the associated asset. This 
addifional carrying amount is then depreciated over the life of the asset. The liability increases due to the passage of time based on the fime value of 
money unfil the obligafion is setfied. Subsequent to the inifial recognifion. the liability is adjusted for any revisions to the expected value of Ihe retirement 
obligation {with corresponding adjustments to property, plant, and equipment), and for accrefion of the liability due lo the passage of fime. Additional 
depreciafion expense is recorded prospecfively for any property, planl and equipment increases. 

Asset retirement obfigations at Duke Energy Ohio relate primarily to the retirement of gas mains, asbestos abatement at certain generafing stations 
and closure and post-closure acfivities of landfills. In accordance with SFAS No. 143, Duke Energy Ohio idenfifies 
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fin assets that have an indeterminate life, and thus the fair value of the refirement obligation is not reasonably esfimable. These assets include 
N.urismission pipelines. A fiabilily for Ihese asset refirement obfigations will be recorded when a fair value is determinable. 

Upon adoption of SFAS No. 143, Duke Energy Ohio's regulated electric and regulated natural gas operafions classified removal costs for property 
that does not have an associated legal retirement obligation as a regulatory liability, in accordance vwlh regulatory treatment under SFAS No. 71 . Duke 
Energy Ohio does not accrue the esfimated cost of removal when no legal obligafion associated vwth retirement or removal exists for any of our non-
regulated assels (including Duke Energy Ohio's general ion assets). The total amount of removal costs included in Regulatory Liabilities on the 
Consolidated Balance Sheets was $158 million and $149 mill ion aso f December 3 1 , 2006 and 2005, respectively. 

The adopfion of SFAS No. 143 had no impact on the income of the regulated electric and gas operafions. as the effects were offset by the 
establishment of regulatory assets and liabilifies pursuant to SFAS No. 71 . 

As a result of the adopfion of FIN 47 in 2005. net property, plant and equipment decreased by approximately $7 million, regulatory liabilifies 
decreased by approximately $27 million, and ARO liabilities increased by approximately $39 million. The adopfion of FIN 47 had no impact on Ihe 
income of the regulated electric operations, as Ihe effects were offset by the establishment of regulatory assets-and liabilifies pursuant to SFAS No. 7 1 . 
For obligations related to other operations, a before lax cumulafive effecl adjustment of approximately $5 million was recorded in the fourth quarter of 
2005 as a reduction in eamings (see Note 1). 

The pro forma effects of adopting FIN 47. including the impact on the balance sheet and net income are not presented due to the immaterial 
impact 

The asset retirement obligation is adjusted each period for any liabilities incurred or settled during the period, accrefion expense and any revisions 
made to the estimated cash fiows. 

Reconci l ia t ion of Asset Ret i rement Obl igat ion L iab i l i t y 

Successor* ' ' " • • " . . • ' • • , • •̂••:" ;̂ ;•"̂ •̂ ;:•̂ ••?'-''v;̂ ^̂ ĵ;;•>••;•:••̂ •.̂ ^̂ ^̂  •,':•'•'-''• ' j \ - , : ^U ' ' ' - - :U : ^ -KUU- : i -U ' - -
Balance as of April 1, 2006 .. .. , ^ 4 1 
Aipcretion" expense - •-.•"•v"':."^;:::-/^"4-Mii:vu/\;^ 
Revisions in esfimated cash fiows (2) 
Balanfceas of December 31 ,2006 ' • .••^:'-rU'UU^US^UUX 
Predecessor* ' ' 
Balance as of January 1 . 2005. :.•:••'•• ^^,;:;-.?:->:^;'-;AM*^g;K;4-C'-!'^ 
Adopfion of FIN 47 39 
Ba lanceaso f .December3 l . 2005 V;^>-^^^--•"^:''^t#^^v%^i;;S^^^ 
Accretion expense . . ^ . - . . , . 1 
Revisions in esfimlated cash fiows ' l'---.^ •̂:̂ "l̂ •:''̂ v"•v •̂S•S??^%>i;;•":̂ ^^ ' W U - i y / : ^ ' :U ' - :U^y 
Balance as of March 3 1 . 2006 $41 

v See Note 1 for additional information on Predecessor and Successor reporting. 

9. Risk Management and Hedging Act iv i t ies, Credi t R isk , and Financial Ins t ruments 
Duke Energy Ohio is exposed lo the impact of market fluctuafions in the prices of electricity, coal, natural gas and other energy-related products 

marketed and purchased as a result of its ownership of ils non-regulated generafion portfolio. Exposure to interest rale risk exists as a result of the 
issuance of variable and fixed rate debt. Duke Energy Ohio employs established poficies and procedures to manage its risks associated v^'th Ihese 
market fiuctuations using various commodity and financial derivative instruments, including swaps, futures, forwards and options. 
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Duke Energy Ohio's Derivative Portfolio Carrying Value as of December 31, 2006 

Maturity 
in 2007 

$ -
8 

$ 8 

Maturity 
in 2008 

$ -
(2) 

$ • (2) 

Maturity 
in 2009 

ffn mtllions) 
$ -

2 
$ 2 

Maturity 
in 2010 

and 
Thereafter 

$ (2). 

$ ' (2) 

Total 
Carrying 

Value 

$ (2) 
8 

, $ - 6 

As5et/(Liability) 

Hedging • ' 
Undesignated 
Total ; _ _ = ^ ^ = -

The amounts in the table above represent the combination of amounts presented as assets and (liabilifies) for unrealized gains and tosses on mark-
to-market and hedging transactions on Duke Energy Ohio's Consolidated Balance Sheets, excluding approximately $43 million of derivative assels and 
$43 million of derivafive liabilifies presented as assets and liabilifies held for sale at December 31, 2006 (see Note 13). 

As part of the merger v/ith Duke Energy on April 3, 2006, Duke Energy Ohio acquired certain generafion assets from Duke Energy, represenfing 
approximately 3,600 megawatts of power generafion and those assels were added lo Duke Energy Ohio's non-regulated generation portfolio. Al! 
derivatives related lo the Midwestern generafion fieet are included in Duke Energy Ohio's Consolidaled Balance Sheets at December 31, 2006. Duke 
Energy Ohio also assumed approximately $63 million of pre-tax deferred losses ($39 million, net of lax) associated wilh contracts formerly designated as 
cash flow hedges of forecasted power sales and gas purchases from Duke Energy's Midwestern generafion fleet. These contracts were sold by Duke 
Energy in 2005 and the deferred losses remain on the Consolidated Balance Sheet in AOCI unfil the related hedged transactions (gas purchases and 
pov/er sales) occur. As of December 31. 2006, $30 milfion of pre-tax deferred net losses on derivafive instruments related lo commodity cash flow 
hedges were accumulated on Ihe Consolidated Balance Sheet in AOCI, and are expected to be recognized in earnings during the next 12 months. (See 
Note 1 and Note 2 for further details on the completed merger and Note 3 for details on the transfer of generalion assels.) 

Trading and Undesignated Derivative Contracts. Trading. Duke Energy Ohio has been exposed lo the impact of market fluctuafions in the prices 
of nalural gas, eleclricily and olher energy-related products marketed and purchased as a result of proprietary trading activifies. In June 2006, Cinergy 
sold ils commercial markefing and trading business, including certain of Duke Energy Ohio's trading contracts, lo Forfis. The results of this trading 
activity has been refiected in (Loss) Income from Disconttnued Operafions, net of lax in the Consolidated Statements of Operafions. In October 2006, 
the sale transacfion was completed and Duke Energy Ohio entered into a series of Total Return Swaps (TRS) with Fortis (see Note 13). As of 
December 31. 2006. the remaining power and gas trading contract assets and liabilifies and offsetfing TRS were classified as Assels held for sale and 
Liabilifies associated with assets held for sale in the Consolidaled Balance Sheets. 

Undesignated. In addifion. Duke Energy Ohio uses derivative contracts to manage Ihe market risk exposures that arise from commodity price risk 
associated with ils future producfion from its non-regulaled generalion fieel. For those contracts serving as economic hedges to manage price risk 
associated wilh the generalion portfolio, Duke Energy Ohio is subject to earnings volafilily associated with mari^-lo-market gains and losses from 
changes in the value of the derivative contracts. 

Normal Purchases and Normal Sales Exception. Duke Energy Ohio has applied the normal purchases and normal sales scope exception, as 
provided in SFAS No. 133 and interpreted by Derivafive Implementafion Group Issue C15, "Scope Exceptions: Normal Purchases and Normal Sales 
Exception for Opfion-Type Contracts and Forward Contracts in Electricity," and amended by SFAS No. 149, "Amendment of Statement 133 on 
Derivative Instruments and Hedging Acfivifies," lo certain contracts involving the purchase and sale of electricity at fixed prices in future periods. These 
contracts, which relate primarily to the delivery of eleclricily over the next 8 years, are not Included in the table above. 

Interest Rate (Fair Value or Cash Flow) Hedges, Changes in inleresl rates expose Duke Energy Ohio to risk as a result of its issuance of variable 
and fixed rate debt. Duke Energy Ohio manages its interest rate exposure by limiting its variable-rale exposures lo percentages of tolal capitalizafion 
and by monitoring Ihe effects of market changes in interest rates. Duke Energy Ohio also enters inlo interest rale swaps lo manage and mifigale interest 
rate risk exposure. 

Duke Energy Ohio has an outstanding inleresl rale swap agreement that decreased the percentage of variable rate debt Under the provisions of 
the swap, wliich has a nofional amount of $100 million. Duke Energy Ohio pays a fixed rate and receives a variable rale through October 2007. This 
swap qualifies as a cash flow hedge under the provisions of SFAS No. 133. As the temis of the swap agreement mirror the temns of the debt agreement 
thai it is hedging, we anficipale that this swap v̂ nll confinue to be effecfive as a hedge. Changes in fair value of this swap are recorded in AOCI. 
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.^^^ Duke Energy Ohio's recognized interest rate derivalive ineffectiveness was not material lo its consolidaled results of operafions, cash fiows or 
financial posifion for the nine month period ended December 3 1 , 2006 and the predecessor three months ended March 3 1 . 2006 and Ihe twelve monlhs 
ended December 3 1 , 2005 and December 3 1 , 2004. As of December 31 , 2006, $4 million of pre-tax deferred net gains on derivative instruments related 
to interest rate cash flow hedges were accumulated on Ihe Consolidated Balance Sheets in a separate component of Common stockholder's equity, in 
AOCI , and are expected lo be recognized in earnings during Ihe next twelve monlhs as the hedged transactions occur. However, due lo the volafility of 
the commodifies markets, the corresponding value in AOCI will likely change prior to its reclassificafion inlo earnings. 

Credi t Risk. Where exposed to credit risk, Duke Energy Ohio analyzes Ihe counterparties' financial condifion prior to entering into an agreement, 
establishes credit limits and monitors the appropriateness of those limits on an ongoing basis. 

Duke Energy Ohio's industry has historically operated under negotiated credit lines for physical delivery contracts. Duke Energy Ohio frequently 
uses master collateral agreements to mifigale certain credit exposures. The collateral agreements provide for a counterparty lo post cash or letters of 
credit lo Ihe exposed parly for exposure in excess of an estabfished threshold. The threshold amount represents an unsecured credit limit, determined in 
accordance v/ilh the corporate credit policy. Collateral agreements also provide that the inability to post collateral is sufficient cause to terminate 
contracts and liquidate all positions. 

Collateral amounts held or posted may be fixed or may vary depending on the terms of Ihe collateral agreement and the nature of the underlying 
exposure and cover trading, normal purchases and normal sales, hedging contracts, and opfimization contracts outstanding. Duke Energy Ohio may be 
required to return certain held collateral and post addifional collateral should price movements adversely impact the value of open contracts or posifions. 
In many cases. Duke Energy Ohio's and its counterparties' publicly disclosed credit rafings impact the amounts of addifional coflateral to be posted. 
Likewise, dov^ngrades in credit rafings of counterparties could require counterparties lo post addifional collateral to Duke Energy Ohio and its affiliates. 

Duke Energy Ohio also obtains cash or letters of credit from customers to provide credit support outside of collateral agreements, where 
appropriate, based on its financial analysis of the customer and the regulatory or contractual terms and condifions appficable lo each transacfion. 

Included in Olher Curreni Assets in the Consofidated Balance Sheets as of December 3 1 , 2006 and December 3 1 , 2005 are collateral assets of 
approximately $58 million and $118 million, respecfively, v^tiich represents cash collateral posted by Duke Energy Ohio v^^th other third parties. Included 
in Other Curreni Liabilifies in the Consolidated Balance Sheets as of December 3 1 . 2006 and December 3 1 , 2005 are collateral liabilifies of 
approximately $27 million and $177 million, respecfively, which represents cash collateral posted by other third parties to Duke Energy Ohio. This 
decrease in cash collateral posted by olher third parties to Duke Energy Ohio is primarily due the sale of the commercial markefing and trading business 
lo Forfis in 2006. 

Financial Inst ruments. The fair value of financial instruments, excluding derivafives included elsev^tiere in this Note, is summarized in the 
following table. Judgment is required in interpreting market data to develop Ihe esfimates of fair value. Accordingly, Ihe esfimates determined as of 
December 31 . 2006 and 2005. are not necessarily indicative of the amounts Duke Energy Ohio could have realized in current markets. 

Financial Instruments 

As of December 31 , 
2006 

(Successor)*'' 
Book Approximate 
Value Fair Value 

2005 
(Predecessor)*'' 

Book Approximate 
Value Fair Value 

fin millions) 
$1,881 •: ^^$- V ; -1,872l• •-;^: >^1vg43 $ 1.657 Long-term debt*^' .: • - ; .' 

(1) See Note 1 to the Consolidaled Financial Statements for addifional information on Predecessor and Successor reporting. 
(2) Includes current maturifies. 

The fair value of cash and cash equivalenls, accounts receivable, restricted funds held in trust, accounts payable and notes payable and 
commercial paper are not materially different from their carrying amounts because of the short-term nature of these instruments or because the slated 
rates approximate market rales. 
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10. Goodwill and Intangibles 
As discussed further in Note 2, in April 2006, Duke Energy and Cinergy consummated their merger, which resulled in Duke Energy Ohio recording 

goodwill of approximately $2.3 billion. Duke Energy Ohio had no goodwill prior to this date. Duke Energy Ohio evaluates the impairment of goodwill 
under the guidance of SFAS No. 142 and no impairment of goodv f̂lll has occurred. The following table shows the changes in goodwill for the nine monlhs 
ended December 31. 2006: 

Carrying Amount of Goodwill 

Commercial Power 
Franchised Electnc & Gas 

, total Goodwill 

Balance at 
April 1, 

2006 

$ 1,111 
1,062 

$ 2.173 

Successor" 

Changes 
(in millions) 

$ 89 
86 

$ 175'̂ ^ 

Balance at 

December 31. 

1,200 

2.348 

(1) See Note 1 for additional infonnafion on Successor reporting. 
(2) The approximate $175 million increase in goodwill resulfing from the merger between Duke Energy and Cinergy refiects efforts to finalize valuafions 

and related allocafions of goodwill. As of December 31, 2006. Ihe allocafion of goodwill lo Duke Energy Ohio and lo Ihe reporfing unils within Duke 
Enerav Ohio was substanfially complete (see Notes 2 and 4). 

Intangible Assets 
Effective with the merger between Duke Energy and Cinergy, Duke Energy Ohio's emission allowances are classified as and accounted for as 

Intangible assets under SFAS No. 142. The predecessor amounts also have been reclassified lo show this presentation. Emission allowances were 
previously included in Inventory and Other non-current assets. See Note 1 for more information on this confonning change in accounfing policy. 

The carrying amount and accumulated amorfization of intangible assels are as follows: 

Emissior)allovv'arices :.:.U:^U:':. '• '^/-U''- :/: 
Gas, coal, and power contracts 
O t h e r . •":• • ' ' . • • ^ ' ] • ' \ ' . y ' : : : ' . / . j y [ ' [ ] - j : : : v . : 

Total intangible assets 

Accumulated amortizatibh---gas, co^l, and 00wer contracts 
Accumulated amorfization—other 

Total accumulated amortfzaiion \^ 

Total intangible assets, net 

Successor*" 
December 31, 

2nOfi 
(i 

:$:•-.• U^ ^455' 
274 

>U.,U;-:.-.-• ••:,r 

776 

U - U U . , : { 4 1 ) 
(3) 

:: r: U(44) 

$ 732 

Predecessor*'' 
December 31, 

.2005 
n millions) 

$ 

• ' U U 67: •:':-:: 
29 

^:-:.::--"\:^viB>,v;.l 

114 

u:U-(7y:u::_ 
(2) 

: - : :U-U(Q) ' : -X^ 

105 

Weighted 

i 9 yrs. 
UUU::7 :yrs . 

(1) See Note 1 for additional infonnation on Predecessor and Successor reporting. 
(2) Emission allowances do nol have a contractual term or expiration date. 

Carrying values of emission allowances sold or consumed during the nine months ended December 31, 2006, three months ended March 31. 2006, 
and twelve months ended December 31, 2005 and 2004 were as follows: 

$267 

Successor*' 
Nine Months 

Ended 
December 31, 
—_2QQB 

Three Months 
Ended 

March 31, 
2006 

:$36 

Predecessor M) 

Twelve Months 
Ended 

December 31, 
2005 

(in millions) 

Twelve Months 
Ended 

December 31, 
2QD4 

$227 V .$75 

1) See Note 1 for addifional informafion on Predecessor and Successor reporting. 
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^ Amorlizafion expense for intangible assels for the nine months ended December 31, 2006, three months ended March 31, 2006 and twelve months 
ended December 31, 2005 and 2004 was as follows: 

Successor^* 

Nine Months 
Ended 

December 31, 
2006 

Predecessor*'' 

Three Months Twelve Months Twelve Months 
Ended Ended Ended 

March 31, December 31, December 31, 
2006 2005 2004 

(in millions) 
'$M-'^: y <.:'•'. . •'". ••"• r. •"•'•••' .•••"--V;^" • U : f u " ^ : u u . ' ' : W U ' ^ i - r u - i 

(1) See Note 1 for additional information on Predecessor and Successor reporfing. 
The table below shovifs the expected amortizafion expense for the next five years for intangible assels as of December 31, 2006. The expected 

amortization expense includes esfimates of emission allowances consumption and estimates of consumpfion of commodifies such as gas and coal 
under exisfing contracts. The amorfization amounts discussed below are estimates. Actual amounts may differ from these estimates due lo such factors 
as changes in consumpfion patterns, sales or impairments of emission allowances or other intangible assets, addifional intangible acquisitions and other 
events. 

2007 2008 2009 2010 2011 
(in millions) 

Amdrtization expense:. • • '''•-:'•'•^- • '•'-•':' •'•''• - - -""""•• •.•$204/\:;.^-.-$::g8---^{:i!^;*-^|'>^ 

Intangible Liabilities 
Duke Energy Ohio has net intangible liabilifies of $134 million as of December 31. 2006 associated writh its MBSSO and olher power sale contracts, 

vA\\cY\ are $95 million and $39 millien, respecfively, that will be recognized in earnings over their contractual lives. Intangible fiabiltfies are classified as 
Other Deferred Credits and Other Liabilities on the Consolidated Balance Sheets. The amounts expected to be recognized in earnings over the next five 
years are as follows: 

Amoiitzation'-v.; •,•',-••• " •••••\- '--•.-'-•• - U ^ ' .•"'•'•''.-•"."''' ^-^-V:--;/-,.---."., •; 

telated Party Transactions 
"" ' Duke Energy Ohio engages in related party transactions. These transactions are generally performed at cost and in accordance vî th the applicable 
stale and federal commission regulations. Balances due lo or due from related parties included in the Consolidated Balance Sheets as of December 31, 
2006 and December 31. 2005 are as follows: 

2007 

$:>45- • 

2008 

; - $ v 7 3 ^ v 

2009 
(in millions) 

uu:$^mu:^~ 

2010 

•^•;$rvtf#^ 

2011 

Urim4 

Successor'' 
December 31, 

2006 

$ 1 
%:^rUiy^mm 
$ -

Predecessor"' 
December 31, 

2005 
(in millions) 
UUU-U:.-^U:/y::y^4Q 

$ -
U'::-'^u:um>,^^UU2M 

$ 30 

Current assets-'•".-.•••-• "•.•.-•• 
Non-current assets 
Current liabilities :.••::'• :•';"-•• • -
Non-current liabilifies 

(1) See Note 1 for additional information on Predecessor and Successor reporting. 
Duke Energy Ohio is allocated its proportionate share of corporate governance and other costs by a consolidated affiliate of Duke Energy. Duke 

Energy Ohio is also allocated its proportionate share of other corporate governance costs from a consolidated afliliate of Cinergy. Corporate governance 
and other shared services costs are primarily allocafions of corporate costs, such as human resources, legal and accounfing fees, as well as other third 
parly costs. 
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The expenses associated wilh certain allocated corporate governance and other service costs for Duke Energy Ohio for the nine months ended 
December 31. 2006. for the three monlhs ended March 31, 2006 and Iwelve months ended December 31, 2005 and December 31, 2004 were as 
follows: 

Corporate goyefnance and shared serVicesVexpenses 

Successor**' 
Nine Months 

Ended 

$ 290i 

Predecessor* 
Three Months 

Ended 
klarch31, 

?nnfi 

Twelve Months 
Ended 

December 31, 
9nnq 

$ 
(in millions) 

99 $ 370 

Twelve Months 
Ended 

December 31, 
or\r\A 

$ 286 

(1) See Note 1 for additional information on Predecessor and Successor reporting. 
See Note 18 for detail on expense amounts allocated from Cinergy to Duke Energy Ohio related to Duke Energy Ohio's participafion in Cinergy's 

qualified and non-qualified defined benefit pension plans and health care and insurance benefils. Additionally, Duke Energy Ohio has been allocated 
accrued pension and other postrefirement benefit obligafions from Cinergy of approximately $393 million at December 31, 2006 and approximately $248 
million at December 31, 2005. See Note 18 for additional informafion. The above amounts have been classified in the Consolidated Balance Sheets as 
follows: 

Successor*'' 
December 31, 

2006 

Other current liabilifies ," 
Accrued pension and olher poslrefiremenl benefit costs 
Other deferred credits and other liabilities 

91 
381 

Predecessor*'' 
December 31, 

2005 
(in millions) 

246 

(1) See Note 1 for addifional information on Predecessor and Successor reporfing. 
Addilionafiy. certain trade receivables have been sold by Duke Energy Ohio to Cinergy Receivables Company. LLC (Cinergy Receivables), an 

unconsolidated entily formed by Cinergy. The proceeds obtained from the sales of receivables are largely cash bul do include a subordinated note from 
Cinergy Receivables for a portion of the purchase price. This subordinated note is classified by Duke Energy Ohio as Receivables in the Consolidated 
Balance Sheets and was approximately $133 million and $177 million as of December 31, 2006 and December 31, 2005. respecfively (see Note 12). 

See Note 3 for a discussion of amounts paid to Duke Energy Ohio as a result of the agreement between Duke Energy and Duke Energy Ohio 
related lo Duke Energy's contribution of ils ovmership interests in five plants to Duke Energy Ohio. 

Duke Energy Ohio parficipales in a money poo! with Duke Energy and other Duke Energy subsidiaries. As of December 31, 2006 and 2005, Duke 
Energy Ohio was in a payable position of $274 million and $114 million, respectively, classified within Notes payable and commercial paper in the 
accompanying Consolidated Balance Sheets. See Note 15 for further discussion of the money pool arrangement. 

12. Sales of Accounts Receivable 
Accounts Receivable Securitization. Duke Energy Ohio sells certain of Iheir accounts receivable and related collections through Cinergy 

Receivables a bankruptcy remote, special purpose enfity. Cinergy Receivables is a wholly owned non-consolidated limited liability company of Cinergy. 
As a result of the securitizafion, Duke Energy Ohio sells, on a revolving basis, nearly all of their retail accounts receivable and related collections. The 
securitizafion transacfion was structured to meet Ihe criteria for sale treatment under SFAS No. 140. 

The proceeds obtained from the sales of receivables are largely cash bul do include a subordinated note from Cinergy Receivables for a portion of 
the purchase price (typically approximates 25 percent of the tolal proceeds). The note is subordinate lo senior loans that Cinergy Receivables obtain 
from commercial paper conduits controlled by unrelated financial insfitufions which is Ihe source of funding for Ihe subordinated note. 

This subordinated note is a retained interest (right lo receive a specified portion of cash flows from the sold assels) under SFAS No. 140 and is 
classified within Receivables in Ihe accompanying Consolidated Balance Sheets. In addition, Cinergy's investment in Cinergy 
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s^^jivables constitutes a purchased beneficial interest (purchased right to receive specified cash fiows, in our case residual cash flows), which is 
s^ordinale lo the retained interests held by Duke Energy Ohio. 

The carrying values of the retained interests are detemnined by allocafing the carrying value of the receivables between Ihe assets sold and the 
interests retained based on relative fair value. The key assumpfions in estimating fair value are credit losses, the selecfion of discount rates, and 
expected receivables turnover rale. Because (a) the receivables generally turnover in less than two monlhs, (b) credit losses are reasonably predictable 
due to Duke Energy Ohio's broad customer base and lack of significant concentrafion. and (c) the purchased beneficial interest is subordinate to all 
retained interests and thus would absorb losses first. Ihe allocated bases of the subordinated notes are not materially different than their face value. 
Interest accrues to Duke Energy Ohio on the retained interests using the accretable yield method, which generally approximates the slated rate on the 
notes since the allocated basis and Ihe face value are neariy equivalent. An impairment charge is recorded against the carrying value of both the 
retained interests and purchased beneficial interest v^enever it is determined that an other-than-temporary impaimient has occurred (which is unlikely 
unless credit losses on the receivables far exceed the anficipated level). 

The key assumptions used in esfimafing the fair value are as follows: 

Years Ended 
December 31. 

2006 2005 2004 
Anficipated credit loss rale : ' 0.8% 0.8% .9% 
Discount rate on expected cash flows 7.4% 5.7% 3 8% 
fReceivable^turrioverrate,-- ;:':; • r ; : - ^ 12.7% 13.0% 13>1% 

The hypothetical effect on the fair value of the retained interests assuming both a 10% and a 20% unfavorable vanation in credit losses or discount 
rates is nol material due to the short turnover of receivables and historically low credit loss history. 

Duke Energy Ohio retains servicing responsibilifies for ils role as a collecfion agent on the amounts due on Ihe sold receivables. However, Cinergy 
Receivables assumes the risk of collecfion on the purchased receivables without recourse lo Duke Energy Ohio in the event of a loss. While no direct 
recourse lo Duke Energy Ohio exists, it risks loss in the event collections are nol sufficient lo allow for full recovery of its retained interests. No servicing 
asset or liability is recorded since the servicing fee paid lo Duke Energy Ohio approximates a market rale. 

The following table shows the gross and nel receivables sold, retained interests, sales, and cash fiows during the periods ending: 

Successor in 

Nine Months 
Ended 

D'^^P'nfihpr 31 

Predecessor* 
Three Months 

Ended 
March 31, 

?nnfi 

(in millions) 
V ..tvabies sold as of period end 
Less: Retained interests 

Net receivables sold as of period ehd. 

Sales during period 

Receivables sold 
Loss recognized on sale 

$:ly 

$u-

$ - U 

i.-. 

-UU^yro 
133 

•.-:U:'-237 

Vl i982 
29 

1,935 

13 

Twelve Months 
Ended 

December 31, 
-ynn*; 

453 
177 

Twelve Months 
Ended 

December 31, 
?nn<i 

868 
12 

276 

2,636: 
35 

Cash flows duripgi period 

Cash proceeds from sold receivables*^' ^.?. , -.,.,.1.9351 $ .919 . . . 1 . , , , ^ . , . . . ?^5— 
Gbliectionfees received"':"-".';;;".\'•"::.''.',• '."•: '• .'\y'U^'' 'i'UU',:-'^;^.:•::•'••-•• r-::--_ ;. --.^rTf'-';: ̂ :̂ s=-;/1#î ;-S:̂ ^^^^^ 
Return received on retained interests 13! 8 14 
" ' See Note 1 for additional informafion on Predecessor and Successor reporting. 
'^' Cash flows from the sale of receivables are reflected within Operafing Aclivilies on the Consolidaled Slatements of Cash Flows. 

2,253 
25 

2,213 
ux:2 

10 
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13. Discontinued Operations and Assets Held for Sale 
In June 2006, Cinergy sold ils commercial markefing and trading businesses, including certain of Duke Energy Ohio's trading contracts, to Fortis, a 

Benelux-based financial services group. In October 2006, the sale was completed. Cash proceeds attributable to the Duke Energy Ohio trading 
contracts were approximately $32 million on a pre-tax basis and Duke Energy Ohio recorded an approximate $3 million pre-tax loss on Ihe sale. Results 
of operations for these trading contracts, have been reflected in (Loss) Income from Discontinued Operafions, net of tax, including prior periods for Duke 
Energy Ohio. 

In October 2006, in connecfion wilh this transaction, Duke Energy Ohio entered into a series of TRS with Fortis, which are accounted for as mark to 
market derivatives. The TRS offsets the net fair value of the contracts being sold to Forfis. The TRS will be cancelled for each underlying contracts as 
each is transferred to Fortis. All economic and credit risk associated with the contracts has been transferred to Fortis as of the dale of the sale through 
the TRS. As of December 31. 2006, approximately 70% of the contracts have been novated by Fortis. At December 31, 2006, contracts with a net fair 
value of approximately $43 million remain in Assels Held for Sale and represent contracts that have yet to be novated by Fortis. 

The follovwng tables reflecl the assets and liabilifies held for sale, the results of operations, and the income (loss) on disposal related to invesfinenls 
accounted for as disconfinued operafions for the nine monlhs ended December 31, 2006, three monlhs ended March 31, 2006, and twelve months 
ended December 31. 2005 and 2004: 

Successor*'' 
Nine Months 

Ended 

December 31, 
2fl0fi 

Predecessor"' 

Three Months 
Ended 

March 31, 
2006 

Twelve Months 
Ended 

December 31, 
2005 

F?evenue"s./:•-;".•"..:•,.!.•• :•. 
Operating Income (Loss) 

Income (Loss) Before Taxes ; 
Income Tax Expense (Benefit) 
Income (Loss) from Discontinued Operations, netof 

Net Loss on Dispositions 

Pre-tax Ibss'pn disposifion^ 
Income lax benefit 
Loss on disposifions. net of lax 
Tolal Income (Loss) from Discontinued 

(6) 
iZ) 
U) 

(3) 
il) 
12) 
i6) 

(in mil.tlons) 
i:9/̂  

m n) 

1M 

73 
27 

(2) 46 

i2) 

(1) See Note 1 for additional informafion on Predecessor and Successor reporting. 

Assets Held for Sale. 

Current assets 
Other assets 

Tolal Assets Held for Sale 
Ltabilities Associated with Assets Held for Sale 

Current liabilities 
OUier :• 

Total Liabilities Associated with Assets Held for Sale 

(1) See Note 1 for addifional information on Predecessor and Successor reporting. 

53 

Twelve Months 
Ended 

December 31, 
2004 

'^CrUu^^^UaZ 

U U . U U U M 
14 

$ U U h U U M 

\ : . - , " - . ; " . / • • • \ - • / • % - • " . " • 

$ 46 

Successor*'' 
December 31, 

2006 

$ 25 
18 

$ 43 

$ 25 
IS 

$ 43 

(in mi 

$ 

Pre 
De 

lions) 

$ 

$ 

$ 

i „ 

:UUl-r'':U 
24 

decessor"' 
cember31, 

2005 

— 

— 

— 
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Estimated 
Useful Life 

(Years) 
— 

. 8 - 1 0 0 
1 2 - 75 
2 5 - 45 

.8V100 . 
6 - 4 0 
— 

6 - 4 8 
' 

Si jccessor*'' 
December 31, 

$ 

$ 

2006 

Predecessor^'* 
December 31, 

2005 
(in millions) 
53 

3,124 
1,347 

108 

3,593 
202 

' 576 
46 

9,049 
(1,569) 

(345) 
7,135 

$ . 45 

2,314 
1,253 

115 

3,510 
195 

• 296 
48 

' 7.776 
(1,113) 
(1.703) 

$ 4.960 

'roperty, Plant and Equipment 

L^nd ^•::.W.(''U-:.:.-l 
Plant—Regulated 

Eleciric.generalion, distrtbufion and transmission*^"*'* 
Nalural gas transmission and dislribufion*^' 

.'; Other bUildini^s and irriprovements*"* 
Plant—Unregulated 

; Eleclric gen^railoii. dislribufion and transmission*^* 
Equipment 
Cofistrtj6tidri in process. 
Olher 
total property; ptjanl and equipment ., 
Total accumulated depreciafion—regulated*'''*''' 
Total accumulated deprec] a fieri—unregulated**'"''' 
Tola! nel property, plant and equipment 

(a) Includes capitalized leases: $69 million for 2006 and $60 million for 2005. 
(b) Includes accumulated amortization of capitalized leases: $3 million for 2006 and $3 million for 2005. 
(c) Under purchase accounting, due lo rale setting and recovery provisions currently in place for regulated operafions. the fair values of property plant 

and equipment for the regulated operafions were considered to approximate their carrying values as of Ihe dale of Duke Energy's merger with 
Cinergy. Accumulated deprecialion was nol resel lo zero for the regulated property, planl and equipment as of the merger date due primarily lo 
regulatory reporting implicafions. Unregulated property, plant and equipment was recorded al respecfive fair values and accumulated deprecafion 
was reset to zero as of the merger dale. For additional informafion see Notes 1. 2 and 3. 

(d) Balance as of December 31, 2006 includes approximately $200 million of accumulated depreciafion associated with the transfer of certain 
generating assets to Duke Energy Ohio from Duke Energy (see Note 3). 

(e) in January 2006. Duke Energy Ohio completed Ihe transfer of an approximate 69% ownership interest in Ihe East Bend Stafion and one generafing 
stafion to Duke Energy Kentucky. These assels were transferred at their net book value of approximately $397 million and are classified as 
unreoulated assets by Duke Enerav Ohio, however these assels were oreviouslv classified bv Duke Enerqv Kentucky as reoulated assels. 

See Note 1 for additional information on Predecessor and Successor reporting. 
• ^ ^ Capilafized interest, which includes the interest expense component of AFUDC, amounted to $14 million for Ihe nine monlhs ended December 31. 
2006, $3 million for the three monlhs ended March 31. 2006. $7 million for the year ended December 31, 2005. and $5 million for the year ended 
December 31, 2004. 

15. Debt and Credit Facilities 

Summary of Debt and Related Terms 

Unsecured debt 
Capital leases 
Other debt*'* 
Money Pool 
Unamorfized debt discount and premium, net . 
Tolal debt 
Current maturifies of long-lenn debt 
Short-term notes payable and commercial paper 
Tbtaflorig-temidebt .. ,.; 

(a) Includes $398 million of Duke Energy Ohio pollution control bonds as of December 31, 2006 and 2005. As of December 31. 2006 and 2005, $131 
million and $179 million, respectively, was secured by first and refunding mortgage bonds and $12 million and $12 million, respecfively, was 
secured bv a letter of credit. 

(1) See Note 1 for additional information on Predecessor and Successor reporting. 

Weighted 
-

Averaqe 

5.8% 
5.3% 
4 ,1% 
5.4% 

Year Due 

2007 - 2036 
2008-2015 
2011-2039 

December 31, 
Successor" 

$ • 

$-

) 
Predecessor" 

(in millions) 
• 1,445 

54 
424 
274 
J42) 

2,155 
(105) 
(274) 

1,776 

• • • $ 

$ 

) 

1,330 
48 

413 
114 
(36) 

1.869 
{5} 

(226) 
•1,638-: 
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As of December 31, 2006, approximately $96 million of pollufion control bonds, which are short-term obligafions by nature, were classified as long-
term debt on the Consolidaled Balance Sheets due lo Duke Energy Ohio's intent and ability lo ufilize such borrowings as long-term financing. Cinergy's 
credit facilifies with non-cancelable terms in excess of one year as of the balance sheet date give Duke Energy Ohio the ability to refinance these short-
term obligafions on a long-term basis. Asof December 31. 2005, $112 million of pollufion control bonds, v^tiich are short-term obligafions by nature, were 
classified as a component of Notes payable and commercial paper on the Consolidated Balance Sheets. 

Unsecured Debt. In August 2006, Duke Energy Kentucky issued approximately $77 million principal amount of fioating rate tax-exempt notes due 
August 1, 2027. Proceeds from the issuance were used to refund a like amount of debt on September 1, 2006 outstanding al Duke Energy Ohio. The 
Duke Energy Ohio debt was assumed by Duke Energy Kenlucky as part of Ihe recent transfer of generafing assets from Duke Energy Ohio to Duke 
Energy Kenlucky. Approximately $27 million of the floafing rate debt was swapped to a fixed rale concurrent uath closing. 

Money Pool. Duke Energy Ohio partidpales wilh Duke Energy and other Duke Energy subsidiaries in a money pool arrangement to better manage 
cash and working capital requirements. Under this arrangement, those companies wilh short-term funds provide short-temi loans lo affiliates 
participating under this an-angement. Prior to the merger, Duke Energy Ohio participated in a similar money pool arrangement wilh Cinergy and other 
Cinergy subsidiaries. The amounts outstanding under this money pool arrangement are shown as a component of Notes payable and commercial paper 
on the Consolidated Balance Sheets. The amounts outstanding were $274 million as of December 31, 2006, $222 million as of March 31, 2006 and 
$114 million as of December 31, 2005. The change in the money pool from fvlarch 31, 2006 to December 31, 2006 is refiected as a $52 million cash 
inflow in Notes payable and commercial paper within Net cash provided by (used io) financing acfivifies on the Consolidaled Statements of Cash Flows. 
The change in the money pool from December 31, 2005 to March 31, 2006 is reflected as a $108 million cash inflow in Notes payable and commercial 
paper within Net cash provided by (used in) financing activifies on the Consolidated Slatements of Cash Flows. The change in Ihe money pool from 
December 31, 2004 lo December 31. 2005 is refiecled as a $66 million cash outflow in Notes payable and commercial paper wfllhin Net cash provided 
by (used in)financing acfivifies on the Consolidaled Statements of Cash Flows. The change in the money pool from December 31, 2003 to December 
31. 2004 is reflected as a $3 million cash inflow in Notes from affiliate, nel within Nel cash used in invesfing acfivifies and a $131 million cash inflow in 
Notes payable and commercial paper walhin Net cash provided by (used in) financing activifies on the Consolidated Statements of Cash Flows. 

Floating Rate DebL Unsecured debt and other debt included approximately $451 million of fioafing-rate debt as of December 31. 2006 and $390 
million as of December 31, 2005. Floating-rale debt is primarily based on commercial paper rates or a spread relafive to an index such as a London 
Interbank Offered Rale for debt denominated In U.S. dollars. As of December 31, 2006, the weighted-average interest rate associated v̂ flth fioafing-rate 
debt was approximately 4.2%. 

Maturities, Call Options and Acceleration Clauses. 

Annual Maturities as of December 31, 2006 

(in millions) 
2007 ^ $ 105 
2008 126 
2009 • " 26 
2010 5 
2 0 1 1 ;••.• .• .•• - ^ v - - ^ • . " ; • . - ^ U - - . . • ' • - • • " ' ' : : ' y - 3 0 

Thereafter 1,589 
Total !ong-term,debt(incIuding:current maturities),--^;^\^>^^^.:::\ $ 1.881 

Duke Energy Ohio has the ability under certain debt facililies lo call and repay the obligation prior lo its scheduled matunly. Therefore, the actual 
fiming of future cash repayments could be materially different than the above as a result of Duke Energy Ohio's ability lo repay these obligafions prior lo 
Iheir scheduled maturity. 

55 



Table of Conlents 

PART It 
DUKE ENERGY OHIO, INC. 

Notes To Consolidated Financial Statements—(Continued) 

V_ , - Available Credit Facilities and Restrictive Debt Covenants, Duke Energy Ohio receives support for ils short-term borrovwng needs from its 
parent enfity, Cinergy, whose short-term borrowings consist primarily of unsecured revolving lines of credit and sale of commercial paper. During June 
2006. Cinergy and its subsidiaries, including Duke Energy Ohio, amended their multi-year syndicated $2.0 billion revolving credit facility to extend the 
expiration dale from September 2010 to June 2011. lo reduce costs, and lo confonn the terms to those found in the legacy Duke Energy facililies. In 
November 2006. Ihe credit facility was decreased from $2.0 billion to $1.5 billion. This credit facility contains an opfion allovî 'ng borrowing up to the full 
amount of the facility on the day of initial expiration for up to one year and contains a covenant requiring the debf-to-tolai capitalizafion ratio to not 
exceed 65% for Cinergy and certain of ils subsidiaries, including Duke Energy Ohio. The credit facility also contains a $500 million borrow/ing sub limit for 
Duke Energy Ohio, and a $100 million borrov f̂lng sub fimil for Duke Energy Kentucky. 

The issuance of commercial paper, letters of credit and olher borrovflngs reduces the amount available under the available credit facilities. 
Cinergy's credit agreement contains various financial and other covenants; however, Cinergy's credit agreement does not include material adverse 

change dauses or any covenants based on credit ratings, failure to meet those covenants beyond applicable grace periods could result in accelerated 
due dates and/or lemninalion of Ihe agreements. As of December 31, 2006. Cinergy was in compliance with Ihose covenants. In addifi'on. some credit 
agreements may allow for acceleration of payments or tenninalion of Ihe agreements due lo nonpayment, or to the acceleration of other significant 
indebtedness of the borrower or some of ils subsidiaries. None of the debt or credit agreements contain material adverse change clauses. 

16. Common and Preferred Slock , 
Cinergy owns all of the common stock of Duke Energy Ohio, tn April 2006, Duke Energy acquired 100 percent of Cinergy's outstanding slock for 

1.56 shares of Duke Energy common stock per outstanding share of Cinergy common stock. This conversion resulled in the issuance of approximately 
313 milfion shares of Duke Energy common stock. See Note 2 for addifional informafion. 

In April 2006. Duke Energy Ohio filed a pefition with the FERC for a declaratory ruling that its payment of dividends out of its paid-in capital account, 
using the balance transferred from the retained earnings account, resulfing from purchase accounting arising from the Duke Energy/Cinergy merger, 
would not violate section 305(a) of the Federal Power Act, which generally precludes the payment of dividends out of paid-in capital. Such a ruling was 
necessary because purchase/push-dov^i accounting reset retained earnings lo zero as of April 3, 2006, thus potenfially precluding Duke Energy Ohio 
from using pre-merger retained earnings lo pay dividends. Without this approval. Duke Energy Ohio's abifily lo pay dividends would have 
been constrained to earnings since April 3, 2006. In May 2006, the FERC issued an order approving Duke Energy Ohio's petifion. 

In March 2006. Duke Energy Ohio redeemed all outstanding shares of its $16.98 million notional amount 4% Cumulative Preferred Stock and its 
$3.5 million nofional amount 4.75% Cumulafive Preferred Slock at a price of $108 per share and $101 per share, respectively, plus accrued and unpaid 
dividends. 

17. Commitments and Contingencies 

General Insurance 
Effective wilh the date of the merger between Duke Energy and Cinergy, Duke Energy Ohio carries, either directly or through Duke Energy's 

' \ ^y'ive insurance company, Bison Insurance Company Limited, insurance and reinsurance coverages consistent wilh companies engaged in similar 
commercial operations with similar type properfies. Duke Energy Ohio's insurance coverage includes (1) commercial general public liability insurance for 
liabilities arising to third parties for bodily injury and property damage resulting from Duke Energy Ohio's operafions; (2) workers' compensafion liability 
coverage to required statutory limits; (3) automobile liatjility insurance for all owned, non-owned and hired vehicles covering liabilities to fiiird parties for 
bodily injury and property damage; (4) insurance policies in support of the indemnificafion provisions of Duke Energy Ohio's by-laws and (5) property 
insurance covering Ihe replacement value of all real and personal property damage, excluding eleclric transmission and distribufion lines, including 
damages arising from boiler and machinery breakdowns, earthquake, flood damage and extra expense. All coverages are subject lo certain deductibles, 
terms and condifions common for companies with similar types of operations. 
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Duke Energy Ohio also maintains excess liability insurance coverage above the established primary limits for commercial general liability and 
aulomobile liability insurance. Limits, terms, conditions and deducfibles are comparable lo those carried by olher companies with similar types of 
operations. 

The cost of Duke Energy Ohio's general insurance coverages confinued lo fluctuate over the past year reflecfing the changing condifions of the 
insurance markets. 

Environmental 
Duke Energy Ohio is subject to federal, stale and local regulafions regarding air and water quality, hazardous and solid waste disposal and other 

environmental matters. These regulafions can be changed from fime to fime, imposing new obligations on Duke Energy Ohio. 
Remediafion acfivifies. Like others in Ihe energy industry, Duke Energy Ohio and its affiliates are responsible for environmental remediation at 

various contaminated sites. These include some properties Ihat are part of ongoing Duke Energy Ohio operations, sites formeriy owned or used by Duke 
Energy Ohio enfifies, and sites ov^oied by third parties. Remediation typically involves management of contaminated soils and may involve groundwater 
remediafion. Managed in conjunction with relevant federal, slate and local agencies, acfivifies vary virilh site conditions and locafions, remedial 
requirements, complexity and sharing of responsibility. If remediafion acfivifies involve statutory joint and several liability provisions, strict liability, or cosl 
recovery or conlribufion actions, Duke Energy Ohio or its affiliates could potenfially be held responsible for contamination caused by olher parfies. In 
some instances, Duke Energy Ohio may share fiabilily associated wnlh contaminafipn with other potentially responsible parties, and may also benefit 
from insurance policies or contractual indemnifies that cover some or all cleanup costs. All of these sites generally are managed in the normal course of 
business or affiliate operations. Management believes that completion or resolufion of Ihese matters w\\\ have no material adverse effect on Duke Energy 
Ohio's consolidaled results of operafions, cash flows or financial position. 

Clean Water Acl The U.S. Environmental Protection Agency's (EPA's) final Clean Water Act Section 316(b) rule became effecfive July 9, 2004. 
The rule established aquatic prolecfion requirements for exisfing facilifies thai v^ t̂hdraw 50 million gallons or more of water per day from rivers, streams, 
lakes, reservoirs, esluaries, oceans, or olher U.S. waters for cooling purposes. Coal-fired generafing facilifies in vi^iich Duke Energy Ohio is either a 
whole or partial owner are affected sources under that rule. On January 25. 2007. the U.S. Court of Appeals for the Second Circuit issued its opinion in 
Riverkeeper. Inc. v. EPA , Nos. 04-6692-ag(L) et. al. (2d Cir. 2007) remanding most aspects of EPA's rule back to the agency. The court effectively 
disallowed those portions of the rule most favorable lo industry, and the decision creates a great deal of uncertainly regarding future requirements and 
their timing. Although Duke Energy Ohio is still unable fo estimate costs to comply with the EPA's rule, it is expected that costs will increase as a result 
of the court's decision. The magnitude of any such increase cannot be estimated al this fime. 

Clean Air Mercury Rule (CAMR) and Clean Air Interstate Rule (CAIR). The EPA finalized ils CAMR and CAIR in May 2005. The CAMR limits tolal 
annual mercury emissions from coal-fired power plants across the United States through a two-phased cap-and-trade program. Phase 1 begins in 2010 
and Phase 2 begins in 2018. The CAIR limits lolal annual and summertime nilrogen oxides (NOx) emissions and annual sulfur dioxide (SO2) emissions 
from electric generafing facilifies across Ihe Eastern United States through a two-phased cap-and-lrade program. Phase 1 begins in 2009 for NO^ and 
in 2010 for SO 2 • Phase 2 begins in 2015 for both NOx and SO 2 • 

Duke Energy Ohio currenfiy esfimates that it w\\\ spend approximately $325 million between 2007 and 2011 lo comply v îlh Phase 1 of CAMR and 
CAIR at plants that Duke Energy Ohio owns or partially owns bul does not operate. Duke Energy Ohio currenfiy esfimales that any addifional costs il 
mighl incur to comply wilh Phase 1 of CAMR or CAIR above the $325 million will have no material adverse effect on its consolidated results of 
operafions, cash flows or financial posifion. Duke Energy Ohio currenfiy esfimates Ihat it will not incur any significant costs for complying with Phase 2 of 
CAIR and is currently unable lo esfimate the cost of complying with Phase 2 of CAMR. Duke Energy Ohio receives parfial recovery of depreciafion and 
financing costs related to environmental compliance projects for 2005-2008 through ils rate stabilization plan. 

Extended Environmental Activities, Accruals. Included in Other Curreni Liabilifies and Other Deferred Credits and Olher Liabilities on the 
Consolidaled Balance Sheets were lolal accruals related to extended environmental-related activifies of approximately $8 million for each year ending 
December 31, 2006 and 2005. These accruals represent Duke Energy Ohio's provisions for costs associated wilh remediafion activities at some of ils 
curreni and former sites, as well as other relevant environmental confingent liabilifies. Management believes that complefion or resolufion of these 
matters will have no material adverse effect on Duke Energy Ohio's consolidated results of operafions, cash fiows or financial posifion. 
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jatfon 
^ " ^ New Source Review (NSR). In 1999-2000, the U.S. Jusfice Department, acfing on behalf of the EPA, filed a number of complaints and nofices of 
violafion against multiple utilities across the country for alleged violafions of the NSR provisions of the Clean Air Act (CAA). Generally, the government 
alleged that projects performed at various coal-fired units were major modificafions, as defined in the CAA, and thai the utilities violated the CAA when 
they undertook those projects vwlhoul obtaining permits and installing emission controls for SO?, NOx and particulate matter. 

In November 1999, the United States brought a lawsuit in Ihe United States Federal District Court for the Southern District of Indiana against Duke 
Energy Ohio alleging various violafions of Ihe CAA. Specifically, Ihe lawsuit alleges that Duke Energy Ohio violated the CAA by not obtaining Prevenfion 
of Significant Deterioration, Non-Attainment NSR and Ohio's Slate Implementafion Plan (SIP) permits for various projects at Duke Energy Ohio's owned 
and co-owned generating stalions. Addifionally, the suit claims that Duke Energy Ohio violated an Administrative Consent Order entered into in 1998 
between Ihe EPA and Cinergy relafing lo alleged violafions of Ohio's SIP provisions goveming particulate matter al Unit 1 at Duke Energy Ohio's W.C-
Beckjord Stafion. The complaints seek (1) injunctive relief to require installation of pollufion control technology on various generafing units al Duke 
Energy Ohio's W.C. Beckjord and Miami Fori Stations and, (2) unspecified civil penalties in amounts of up to $27,500 per day for each violafion. Duke 
Energy Ohio asserts that there were no CAA violations because the appficable regulafions do not require permitfing in cases where the projects 
undertaken are "routine" or olhenwse do not result in a net increase in emissions. In addition, three northeast states and two environmental groups have 
intervened in Ihe case. 

In August 2005. the district court issued a ruling regarding the emissions test that it will apply to Duke Energy Ohio at Ihe trial of the case. Contrary 
to Duke Energy Ohio's argument. Uie district court ruled that in determining whether a project was projected to increase annual emissions, it would not 
hold hours of operation constant. However, the district court subsequenfiy certified the matter for interiocutory appeal to the Seventh Circuit Court of 
Appeals. In August 2006, the Seventh Circuit upheld the district court's opinion. Cinergy has petitioned the U.S. Supreme Court for a writ of certiorari, 
which is pending. This issue is before the U.S. Supreme Court in another NSR case involving an affiliate, Duke Energy Carofinas, LLC. and we do not 
expect further dispositive legal proceedings in this case unfil after the Supreme Court ruling. 

In March 2000. the United Stales also filed in the United States District Court for the Southern District of Ohio an amended complaint in a separate 
lawsuit alleging violations of the CAA regarding various generafing stations, including a generafing stafion operated by Columbus Southern Power 
Company (CSP) and jointly-ovmed by CSP, The Dayton Power and Light Company (DP&L). and Duke Energy Ohio. This suit is being defended by CSP 
(Ihe CSP case). In April 2001, the United Slates District Court for the Southern District of Ohio in that case ruled that the Government and the 
intervening plaintiff environmental groups cannot seek monetary damages for alleged violafions that occurred prior to November 3. 1994; however, they 
are entitled lo seek injuncfive relief for such alleged violafions. Neither party appealed that decision. This matter was heard in trial in July 2005. A 
decision is pending. 

In addifion, Duke Energy Ohio has been informed by DP&L thai in June 2000, (he EPA issued a Nofice of Violafion (NOV) to DP&L for alleged 
violafions of CAA requirements at a stafion operated by DP&L and joinfiy-ovmed by DP&L, CSP. and Duke Energy Ohio. The NOV indicated the EPA 
may (1) issue an order requiring compliance wilh the requirements of the Ohio SIP, or (2) bring a civil acfion seeking injunctive relief and civil penalties of 
up to $27,500 per day for each violation. In September 2004, Marilyn Wall and the Sierra Club brought a lawsuit against Duke Energy Ohio, DP&L and 

" ^ for alleged violations of the CAA at this same generafing stafion. This case is currently in discovery in front of the same judge who has the CSP 

---^ ll is not possible to predict wilh certainly whether Duke Energy Ohio will incur any liability or to esfimate the damages, if any. that Duke Energy Ohio 
mighl incur in connecfion wilh these matters. 

Section 126 Petitions. In March 2004, the state of North Carolina filed a pefition under Section 126 of the CAA in which il alleges that sources in 13 
upwind stales, including Ohio, significantly contribute to North Carolina's non-attainment wilh certain ambient air quality standards. In August 2005, Ihe 
EPA issued a proposed response to the petition. The EPA proposed lo deny the ozone portion of Ihe petifion based upon a lack of conlribufion to air 
quality by Ihe named stales. The EPA also proposed to deny Ihe particulate matter portion of the petifion based upon the CAIR Federal Implementafion 
Plan (FIP). that would address the air quality concerns from neighboring stales. On April 28. 2006. the EPA denied North Carolina's pefition based upon 
the final CAIR FIP described above. North Carolina has filed a legal challenge to the EPA's denial. 

Carbon Dioxide Litigation. In July 2004, the slates of Connecticut. New York, California, lovra. New Jersey. Rhode Island, Vermont, Wisconsin, and 
the Cily of New York brought a lawsuit in the United Slates District Court for Ihe Southern District of New York against 
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Cinergy. American Electric Power Company. Inc.. American Electric Power Sen/ice Corporation, The Southern Company, Tennessee Valley Authority, 
and Xcel Energy Inc. A similar lawsuit was filed in the United States District Court for the Southern District of New York against the same companies by 
Open Space Institute. Inc., Open Space Conservancy, Inc., and The Audubon Society of New Hampshire. These lawsuits allege that the defendants' 
emissions of carbon dioxide (CO 2) from the combusfion of fossil fuels al electric generafing facilifies contribute to global warming and amount to a 
public nuisance. The complaints also allege Ihat the defendants could generate the same amount of electricity while emitting significantly less CO 2 - The 
plaintiffs are seeking an injunction requiring each defendant lo cap ils CO 2 emissions and then reduce them by a specified percentage each year for al 
least a decade. In September 2005, the district court granted the defendants' mofion to dismiss the lawsuiL The plainfiffs have appealed this ruling to the 
Second Circuit Court of Appeals. Oral argument was held before the Second Circuit Court of Appeals on June 7, 2006. 

It is not possible to predict wilh certainty whether Duke Energy Ohio will incur any liability or to estimate the damages, if any, that Duke Energy Ohio 
might incur in connection vAlh this matter. 

Zimmer Generating Station (Zimmer Station) Lawsuit In November 2004, a cifizen of the Village of Moscow, Ohio, the tovm adjacent lo Duke 
Energy Ohio's Zimmer Station, brought a purported class action in Ihe Uniled Slates District Court for the Southern District of Ohio seeking monetary 
damages and injunctive relief against Duke Energy Ohio for alleged violafions of the CAA, the Ohio SIP, and Ohio laws against nuisance and common 
law nuisance. The plainfiffs have filed a number of additional notices of intent lo sue and two lawsuits raising claims similar to those in the original claim. 
One lawsuit was dismissed on procedural grounds, and the remaining two have been consolidated. On December 28, 2006, the District Court certified 
this case as a class action. Limited discovery on class definition confinues. Al this fime, Duke Energy Ohio cannot predict whether Ihe outcome of this 
mailer w l̂l have a material impact on its consolidated financial position, cash fiows or results of operafions. Duke Energy Ohio intends lo defend this 
lawsuit vigorously in court. 

Manufactured Gas Plant (MGP) Sites. Duke Energy Ohio has performed site assessments on certain of ils sites where MGP activifies are believed 
lo have occurred al some point in the past and have found no imminent risk to the environment. At this fime, Duke Energy Ohio cannot predict whether 
invesfigation and/or remediation unl! be required in the future at any of these sites. 

Ontario, Canada Lawsuit Duke Energy Ohio understands that a class action lawsuit was filed in Superior Court in Ontario. Canada against Duke 
Energy Ohio and approximately 20 olher utility and power generafion companies alleging various claims relafing to environmental emissions from coal-
fired power generation facilifies tn Ihe United States and Canada and damages of approximately $50 billion, with continuing damages in the amount of 
approximately $4 billion annually. Duke Energy Ohio understands that the lawsuit also claims enfitlemenl to punitive and exemplary damages in the 
amount of $1 billion. Duke Energy Ohio has not yet been served in this lawsuit; however, if served, Duke Energy Ohio intends lo defend this lawsuit 
vigorously in court. Al this fime, Duke Energy Ohio is nol able to predict whether resolufion of this matter would have a material effect on its consolidated 
financial position, cash flows or results of operafions. 

Hurricane Katrina LawsuiL In April 2006. Cinergy was named in Ihe third amended complaint of a purported class acfion lawsuit filed in Ihe Uniled 
Stales District Court for the Southern District of Mississippi. Plaintiffs claim that Cinergy, along wilh numerous other ufilifies, oil companies, coal 
companies and chemical companies, are liable for damages relating lo losses suffered by victims of Hurricane Katrina. Plainfiffs claim that defendants' 
greenhouse gas emissions contributed to Ihe frequency and intensity of storms such as Hurricane Katrina. In October 2006, Cinergy was served wilh 
this lawsuit and subsequenfiy filed a motion to dismiss. Prior to a ruling on Ihat motion, in December 2006 plainfiffs filed a motion for leave lo file a fourth 
amended complaint to sel forth additional claims, add addifional parties and to subsfitute proper parties for improperly named defendants. Specifically, 
plaintiffs seek to replace holding companies, such as Cinergy, wilh Iheir operating company subsidiaries, such as Duke Energy Ohio. It is no( possible lo 
predict with certainly vi^iether Duke Energy Ohio will incur any liability or lo esfimate the damages, if any, that Duke Energy Ohio might incur in 
connection with this matter. 

Asbestos-related Injuries and Damages Claims. Duke Energy Ohio has been named as defendant or co-defendant in lawsuits related to asbestos 
at its eleclric generafing stations. Currenfiy, there are fewer than 10 pending lawsuits. In these lawsuits, plaintiffs claim to have been exposed to 
asbestos-containing products in the course of their work as outside contractors. The plaintiffs further claim that as the property owner of the generating 
stations, Duke Energy Ohio should be held liable for their injuries and illnesses based on an alleged duty lo warn and protect them from any asbestos 
exposure. The impaci on Duke Energy Ohio's financial posifion, cash flows, or results of operations of these cases lo date has not been material. As 
Duke Energy Ohio has been named in fewer than 10 cases, it has virtually no settlement history for asbestos cases. Thus, Duke Energy Ohio is nol able 
lo reasonably esfimate the range of potential loss from curreni or future lawsuits. However, potential judgments or setfiemenls of exisfing or future claims 
could be material to Duke Energy Ohio. 
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Other Litigation and Legal Proceedings. Duke Energy Ohio and its subsidiaries are involved in other legal, lax and regulatory proceedings arising in 
f̂Te^ordinary course of business, some of wliich involve substanfial amounts. Management believes that Ihe final disposition of these proceedings will not 
have a material adverse effecl on Duke Energy Ohio's consolidaled results of operafions, cash flows or finandal position. 

Duke Energy Ohio has exposure lo certain legal matters that are described herein. As of December 31, 2006, Duke Energy Ohio has recorded 
immaterial reserves for Ihese proceedings and exposures. Duke Energy Ohio expenses legal costs related to the defense of loss contingencies as 
incurred. 

Other Commitments and Contingencies 
Olher. Duke Energy Ohio enters inlo various fixed-price, non-cancelable commitments to purchase or sell power (tolling arrangements or power 

purchase contracts) that may or may not be recognized on the Consolidated Balance Sheets. 

Operating and Capital Lease Commitments 
Duke Energy Ohio leases assets in several areas of its operations. Consolidated rental expense for operafing leases were $20 million for the nine 

months ended December 31. 2006, $7 million for the three months ended March 31, 2006, $30 million for the year ended December 31, 2005 and $36 
million for the year ended December 31, 2004, which is included in Operafion, Maintenance and Olher on the Consolidaled Statements of Operafions. 
Capitalized lease obligations are dassified as debt on the Consolidated Balance Sheets (see Note 15). Amortizafion of assets recorded under capital 
leases was induded in Depredafion and Amortization on the Consolidated Statements of Operations. The following is a summary of future minimum 
lease payments under operating leases, which al inception had a noncancelable term of more than one year, and capital leases as of December 31, 
2006: 

2007 
2008 
20()9 
2010 
2011 ; -̂ . 
Thereafter 
total fijtui'e minimium lease payments 

Operat 

mm .̂ 
MUUi : t 

fU?UUt 

ing 

(in mi 

^̂ muu 16 

m^m 
9 

U M Q U U 
28 

illions) 

u^m 
-V/i-iS."-',--•"•.'-', 

UUu4 

Capital 

uuuys 7 
'UMU^ 

7 
uuim^3 

21 

msm^Mim m 
18. Employee Benefit Obligations 

Cinergy Retirement Plans. Duke Energy Ohio parficipales in qualified and non-qualified defined benefit pension plans as well as other posl-
menl benefit plans sponsored by Cinergy. Cinergy allocates pension and other post-refirement obligations and costs related to Ihese plans to Duke 

V ^.gyOhio. 
Upon consummafion of Ihe merger wilh Duke Energy, Cinergy's benefil plan obfigations were remeasured. Cinergy updated the assumpfions used 

to determine their accrued benefit obligafions and prospective net periodic benefit/post-refirement costs to be allocated lo Duke Energy Ohio. As a 
resull, the discount rale used to determine net periodic benefit cosl to be allocated lo Duke Energy Ohio by Cinergy changed from 5.50% to 6.00% in 
2006. 
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Duke Energy Ohio adopted the disclosure and recognition provisions of SFAS No. 158, effecfive December 31, 2006. The following table describes 
the total incremental effecl of the adoption of SFAS No. 158 on individual line items in the Duke Energy Ohio December 31, 2006 Consolidated Balance 
Sheet, including AOCI. 

Duke Energy Ohio 

Accrued perisioh and olher postrefirement benefit costs 
Regulatory Assets 
Defeyredlncdni.a tax assels 
Accumulaled other comprehensive loss, net of tax 
Total Fiecdgnized /: 

Before 
Application of 
SFAS No. 158 

£ (358) 
116 

i242) 

Adjustment 
(in millions) 
$ (35) 

31 
2 
2 

$ -

After 
Application of 
SFAS No. 158 

$. ,(393) 
147 

2 
2 

$ ' (242) 

(a) Includes approximately $9 million related to pension benefits in Olher Current Liabilifies and approximately $3 million related lo other post-
employment benefils in Other vvithin Deferred Credits and Olher Liabilifies on the Consolidated Balance Sheets at December 31, 2006. 

Qualified Pension Plans 
Cinergy's quafified defined benefit pension plans cover substanfially all Uniled Slates employees meefing certain minimum age and service 

requirements. Cinergy's qualified defined benefil pension plans use a final average earnings formula. Under a final average eamings fonnula, a plan 
participant accumulates a retiremeni benefil equal lo a percentage of their highest 3-year average eamings, plus a percentage of the their highest 3-year 
average earnings in excess of covered compensafion per year of participation (maximum of 35 years), plus a percentage of their highest 3-year average 
earnings fimes years of parfidpalion in excess of 35 years. The pension plans' assets consist of investments in equity and debt securifies. 
• Actuarial gains and losses are amortized over the average remaining service period of the active employees. The average remaining service period 
of the active employees covered by the refirement plan is 12 years. Cinergy determines the market-related value of plan assets using a calculated value 
thai recognizes changes in fair value of the plan assets over five years. Cinergy uses a September 30 measurement dale for its defined benefit 
retirement plans. 

Duke Energy Ohio's Qualified Pension Plan Pre-Tax Nel Periodic Pension Benefit costs as allocated by Cinergy were as follows: 

Successor*' ( i i 

Nine Months 
Ended 

December 31, 
2nofi 

Predecessor"' 

Qualified;Pens;iori Etenefits |ZJ. 2(^ 

Three Months 
Ended 

March 31, 
2nnfi 

(in millions) 

Twelve Months 
Ended 

December 31, 
2005 

13 

Twelve Months 
Ended 

December 31, 
2Q04 

$̂̂  15 

(1) See Note 1 for additional information on Predecessor and Successor reporting. 
(2) Includes immaterial amounts refiecled in (Loss) Income From Discontinued Operafions, net of tax, in the Consolidated Statements of 

Operafions. 
The fair value of Cinergy's plan assets was $1,302 million as of September 30, 2006 and $1,169 million as of September 30, 2005. The projected 

benefitobligalionfortheplanswas$l,976millionasof September 30, 2006 and $1,751 million as of September 30, 2005. The accumulated benefil 
obligation for Ihe plans was $1,688 million at September 30. 2006 and $ 1,535 million al September 30, 2005. The accrued pension liability as allocated 
by Cinergy to Duke Energy Ohio and recognized in Accrued pension and other poslrefiremenl benefit costs within the Consolidated Balance Sheets al 
December 31, 2006 and 2005 was $246 million and $162 million, respectively. 

Duke Energy Ohio contributed approximately $22 million. $18 million and $33 million for the nine months ended December 31, 2006 and Ihe years 
ended December 31, 2005 and 2004, respecfively, to ihe legacy Cinergy qualified pension plans. No amounts were contributed to the legacy Cinergy 
quafified pension plans for the three months ended March 31, 2006. 
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ified Pension Plans—Amounts Recognized in Accumulated Other Comprehensive Loss and Regulatory Assets Consist of: 

Asof 
December 31, 2006 

f?e^UfaiofyAsseis;.-v,;:; •[. ••"-::••.•. " "'•• •;!•'•- '••> .••/• ';:f i-v.•••"•• V-"'•-::••: "̂ -v: - : "VUU^-
Accumulated Other Comprehensive Income . . . , . , 
v:^'-'"Def^fed.ln{ibMe1tak"assetV.'- •'••" • " r ' . : •• "\'''-'U ''>'''U-::ii'~^-:'U''" ••••''̂ •:-'\ 

Prior service cost 
•'..-.'Nfet actuarial loss••-•• ••''/ •.-•'•;...•. --'- U^: '•.•UUy.; - •.•--. . \ U U - • : ' : U U U U U U U U j : ' : , ^ - : -
Net amount recognized—Accumulaled olher comprehensive loss 

An immaterial amount in AOCI will be recognized in net periodic pension costs in 2007. 

Assumptions Used for Cinergy*s Pension Benefits Accounting 

m 
M 
U f 
i_ 

(in millions) 
tt: 

W 
':':-4:i 
_2 

2006 

Benefit pbligatioris 
Discount rate 
Salary increase'; -_ • 
Net Periodic Benefit Cost 
Discbunirate''y:^ . - / ; > ; ' : 
Salary increase 
Expected long-lenn rale of return on pla.ri assets 

5.75 
5.00 

5.50-
5.00 
8.50 

2005 
fpercentaqes) 

5.75 
4.O0 

5.75 
4 00 
8.50 

2004 

6 25 
4.00 

6 25 
4 00 
8.50 

(a) Discount rale for Successor was 6.00% for Ihe nine months ended December 31. 2006. Discount rate for Predecessor was 5.50%. 5.75% and 
6.25% for Ihe three monlhs ended March 31, 2006 and the years ended December 31, 2005 and 2004. respecfively (see Note 1 for addifional 
information on Predecessor and Successor reoortina). 

Non-Qualified Pension Plans 
In addition, Cinergy also maintains, and Duke Energy Ohio participates in. non-qualified, non-contributory defined benefit retirement plans (plans 

that do not meet Ihe criteria for certain fax benefits) that cover officers, certain other key employees, and non-employee directors. There are no plan 
assets. The projected benefit obligafion for Ihe plans was $114 million as of September 30, 2006 and $147 million as of September 30, 2005. Tlie 

imulaled benefil obligafion for the plans was $109 million at September 30, 2006 and $132 million at September 30, 2005- The accrued pension 
ly as allocated by Cinergy to Duke Energy Ohio and recognized in Accrued pension and other postretirement benefil costs within the Consolidated 

^:=Lirince Sheets at December 31, 2006 and 2005 was $6 million and $10 million, respecfively, and as recognized in Other Curreni Liabilifies VkOlhin the 
Consolidated Balance Sheet at December 31. 2006 was $2 million. 

Duke Energy Ohio's Non-Quafified Pension Plan pre-tax Net Periodic Pension Benefil Costs as allocated by Cinergy were as follows: 

Successor*'' 
Nine Months 

Ended 

nor^ rnhpr 1\A 

Predecessor*' 

Noh-Quattfied ffension*'* Ui\i 

Three Months 
Ended 

March 31 , 
9nnfi 

(in millions) 

Twelve Months 
Ended 

December 31, 
9nn*; 

Twelve Months 
Ended 

December 31, 
- ?nn4 

$' 

(1) See Note 1 for additional informafion on Predecessor and Successor reporfing. 
(2) Includes immaterial amounts refiected in (Loss) Income From Discontinued Operations, nel of lax, in the Consolidaled Statements of 

Operafions. 
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Non-Qualified Plans—Assumptions Used for Cinergy's Pension Benefils Accounting 
2006 2005 2004 

5.75 
5.00 

5.50-
5.00 

(percentaqes) 

5 75 
4.00 

5.75 
4.00 

6.25 
4,00 

6.25 
4.00 

Benefit Obligations 
Discount rate 
Salary increase 
Net Periodic Benefit Cost 
Discoiirtt rate^ 
Salary increase 

(a) Discount rate for Successor was 6.00% for the nine months ended December 31, 2006. Discount rate for Predecessor was 5.50%, 5.75% and 
6.25% for the three monlhs ended March 31, 2006 and the years ended December 31. 2005 and 2004, respecfively (see Note 1 for additional 
information on Predecessor and Successor reoortina). 

Other Post-Retirement Benefit Plans 
Duke Energy Ohio participates in olher posiretirement benefit plans sponsored by Cinergy. Cinergy provides certain health care and life insurance 

benefils to refired United States employees and their eligible dependents on a contributory and non-contributory basis. These benefils are subject to 
minimum age and service requirements. The health care benefits include medical coverage, dental coverage, and prescripfion drug coverage and are 
subject to certain limitafions, such as deducfibles and co-payments. These benefit costs are accrued over an employee's acfive service period to the 
dale of full benefits eligibility. The nel unrecognized transition obligation is amorfized over approximately 20 years. Actuarial gains and losses are 
amortized over the average remaining service period of the acfive employees. The average remaining service period of the active employees covered by 
the plan is 13 years. There are no plan assets. The accumulated olher post-refirement benefit obligafion for the plans was $497 million as of 
September 30, 2006 and $414 million as of September 30, 2005. The accrued olher post-refirement liability as allocated by Cinergy lo Duke Energy 
Ohio and recognized in Accrued pension and olher poslrefiremenl benefit costs within the Consolidated Balance Sheets at December 31, 2006 and 
2005 was $129 milfion and $74 million, respectively and as recognized in Other Curreni Liabilifies wnlhin the Consolidaled Balance Sheet at 
December 31, 2006 was $7 million. 

Duke Energy Ohio's Other Post-Retirement Plan pre-lax Nel Periodic Benefil costs as allocated by Cinergy were as follows: 

Successor"' 
Nine Months 

Ended 

por iamhpr ."̂ j 

Predecessor*' 

Othei- p6strefiremenF' :9l̂  

Three Months 
Ended 

March 31, 
?nn6 

(in millions) 

Twelve Months 
Ended 

December 31, 
^nnt; 

8. 

Twelve Months 
Ended 

December 31, 

(1) See Note 1 for additional information on Predecessor and Successor reporting. 
(2) Includes immaterial amounts reflected in (Loss) Income From Discontinued Operafions. nel of tax, in the Consolidated Statements of 

Operafions. 

Duke Energy Ohio recognized regulatory assets and AOCI related to its olher post-refirement benefit plans of approximately $4 million and zero, 
respecfively, within the Consolidated Balance Sheet as of December 31, 2006. 

Assumptions Used in Cinergy*s Other Postretirement Benefits Accounting 

2006 2005 2004 

Benefit Obligations" •-". "• • ' "U : - / : ' - - ' / - \ \ . ':y':-i:'':/-"-<-y-UU 
Discount rale 
Salary-iricrease--" "••". ••"•"..^:- :-••,•. ••••v;̂ :'':>.; •";•;-•">;: 
Net Periodic Benefit Cost 
Discount rate" \ 
Salary increase 
Expected jbng-tenri rate of return on plan assets " / .-

(a) Discount rate for Successor was 6.00% for the nine months ended December 31, 2006. Discount rate for Predecessor was 5.50%, 6.00% and 
6.75% for the three months ended March 31, 2006 and the years ended December 31, 2005 and 2004, respectively (see Note 1 for additional 
infonnafion on Predecessor and Successor reoorfino). 

5.75 
U i H i M 

5-50. •: 
N/A 

v-.-^?NW'-

(percentaqes) 

5.50 
. :U.:-yi i fAu\-: : 

: 5;5(} 
N/A 

. " i - - : " ^ : : : . > N / A •.••••" 

5.75 
V ^ U H I ^ 

• v:6.25 
N/A 

^̂  A N/A 
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.)ther Income and Expenses, net 
"^-"^ The components of Other Income and Expenses, nel on Ihe Consolidaled Statements of Operafions for the nine months ended December 31, 
2006, three months ended March 31, 2006 and the years ended December 31 2005 and 2004 are as follows: 

Successor"^ 
Nine Months 

Ended 

pAr f f^hr r "̂ "̂  

Predecessor*' 

17 

Three Mon ths 
Ended 

March 3 1 , 

( in mi l l i ons) 

$ ^ 8 
1 

(1) 
$ 8 

Twelve Months 
Ended 

December 3 1 , 
?r>n«; 

$ 17 
1 
1 

$ 19 

Twelve Mon ths 
Ended 

December 3 1 , 

$ 10 
. 1 

2 
$ • 13 

linodine/fEiibehseV : ' > 

Interest income $ 
AFiJDCi.::^;'7y: ;.•••.•",:.•.;; •••.::-,. 
o ther 
Tbi&i;^":-^i----.-.:-v.- •••:X'"". i - ' - - - - / - $ 
(1) See Note 1 for additional informafion on Predecessor and Successor reporfing". 

20. Subsequent Events 
For informafion related to subsequent evenis related to regulatory matters and commitments and confingencies, see Notes 5 and 17. respectively. 

21. Quarterly Financial Data (Unaudited) 

2006; 

operating revenues 
Operafing iric^rrie 
Net income (loss) 

Predecessor" ' 

First Quarter 

$ 963 
208 
116i 

Second 
Quarter 

$ 

First 
Quarter 

$ 751 
133 

85 

696 
41 
(7) 

Successor* 
Th i rd 

Quarter 

(in mi l l ions) 

$ 776 
90 
60 

Predecessor*'* 

Second Th i rd 
Quarter Quarter 

(in mi l l ions) 

$ 550 $ 590 
76 89 
54 63 

1) 

Fourth 
Quarter 

$ 789 
35 

2 

Four th 
Quarter 

$ 889 
193 
96 

Tota l 

$2,261 
166 

55 

Total 

$2,780 
491 
298 

2005v::;i\:;-"-^ 
Operating revenues 
OperEitihg iricome 
Net income 

(t) See Note 1 for additional informafion on Predecessor and Successor reporting. 
During the first quarter 2006, Duke Energy Ohio recorded the following unusual or infrequently occurring item: approximately $12 million in 

integration costs related to the merger of Duke Energy and Cinergy. 
During the second quarter 2006, Duke Energy Ohio recorded the following unusual or infrequenfiy occurring items: approximately $2 million in 

integration costs related to the merger of Duke Energy and Cinergy; a temporary rale reduction of $16 million due lo merger approval obtained from 
PUCO related to the merger between Duke Energy and Cinergy and approximately $51 million in pre-tax impacts of purchase accounfing adjustments 
which are included in the results of operafions. 

Dunng the third quarter 2006. Duke Energy Ohio recorded Ihe following unusual or infrequently occurring ilems: approximately $7 million in 
integration costs related to the merger of Duke Energy and Cinergy; a temporary rate reduction of $10 million due lo merger approval obtained from 
PUCO related lo the merger between Duke Energy and Cinergy and approximately $20 milfion in pre-lax impacts of purchase accounfing adjustments 
vdiich are included in the results of operations. 

During the fourth quarter 2006, Duke Energy Ohio recorded the follov^ng unusual or infrequently occurring ilems: approximately $4 million in 
inlegrafion costs related to Ihe merger of Duke Energy and Cinergy; a temporary rate reduction of $8 million due to merger approval obtained from 
PUCO related to the merger between Duke Energy and Cinergy and approximately $46 milfion in pre-tax impacts of purchase accounfing adjustments 
which are included in the results of operations. 
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Balance at 
Beginning 
o fP 

$ 

$ . 

$ 

$ 

$ 

$ 

$ 

$ 

enod 

• ' 5 

4 
28 
26 
63 

4 
' 4 

28 
29 
65 

4 
1 

24 
a 

37 

6 
2 

35 
8 

51 

Add iti 

Charged lo 

~ 

$ 

L 

$ 

f 
$ 

$ 

h 

Expense 

1 
4 
3-
6 

14 

1 
2 

— 
• 5 

8 

1 
3 
8 

18 
30 

1 
1 
4 

— 
6 

ions 
Charged to 

Other 
Accounts 

(In millions) 

$ • 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

~ 

— 
— 
— 

— 
_̂  
.— 
.— 

1 
— 
5 
6 

— 
— 
— 
— 

Deductions'" 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

3 
3 
5 

13 
24 

2 
— 
a 

10 

1 
1 
4 
2 
8 

3 
2 

15 
__ 
20 

Balance at 

$ 

1 

$ 

$ 

$ 

£ 

End of 
Period 

3 
5 

?6 
19 
53 

5 
4 

28 
26 
63 

4 
4 

28 
29 
65 

4 
1 

24 
8 

37 

Successor*'* 
Nine Months Ended December 31, 2006: 

Injuries and damages 
Allowance for doubtful accounts 
Uncertain tax provisions'^* -
Other*" 

Predecessor''I 
Three Months Ended Marctt 31.2006: 

Injunes and damages 
Allowance for doubtful accounts 
Uncertain tax provisions*^' 
Other*" 

Year Ended December 31, 2005: 
Injuries and damages 
Allowance fordout^tful accounts-
Uncertain tax provisions*^' 
Other*"' 

Year Ended December 31, 2004': 
Injunes and damages 
Allowance for doubtftjl accounts 
Uncertain lax provisions*^' 
Other*"' 

(1) See Note 1 for addifional informafion on Predecessor and Successor reporting. 
(2) Prindpally cash payments and reserve reversals. 

(3) Induded in Taxes accrued and Interest accrued within Current Liabilifies on the Consolidaled Balance Sheets. 

(4) Principally environmental and other reserves, induded in Unrealized gains on mark-lo-market and hedging transactions within Curreni Assets and 
Investments and Other Assets, Unrealized losses on mark-to-market and hedging transacfions within Curreni Liabilities and Other vvathin Deferred 
Credits and Other Liabilifies on the Consolidated Balance Sheets. 
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Item 9. Changes in and Disagreements wilh Accountants on Accounting and Financial Disclosure. 
None. 

U.:< r̂n 9A. Controls and Procedures. 

Disclosure Controls and Procedures 
Disclosure controls and procedures are controls and olher procedures ihat are designed to ensure that information required to be disclosed 

by Duke Energy Ohio in the reports il files or submits under the Securifies Exchange Acl of 1934 (Exchange Acl) is recorded, processed, summarized, 
and reported, within the fime periods specified by the Securifies and Exchange Commission's (SEC) rules and fonms. 

Disdosure controls and procedures include, without limitation, controls and procedures designed to provide reasonable assurance that informafion 
required lo be disdosed by Duke Energy Ohio in the reports it files or submits under the Exchange Act is accumulated and communicated to 
management, including the Chief Executive Officer and Chief Finandal Officer, as appropriate to allow fimely dedsions regarding required disclosure. 

Under the supervision and wilh Ihe participafion of management induding the Chief Executive Officer and Chief Financial Officer, Duke Energy 
Ohio has evaluated Ihe effectiveness of its disclosure controls and procedures (as such term is defined in Rule 13a-15{e) and 15d-15(e) Under the 
Exchange Act) as of December 31. 2006. and. based upon this evaluation, the Chief Execufive Officer and Chief Financial Officer have concluded that 
these controls and procedures are effecfive in providing reasonable assurance that information requiring disdosure is recorded, processed, summarized, 
and reported vAthm the timeframe specified by the SEC's rules and forms. 

Changes in Internal Control over Financial Reporting 
Under the supervision and wilh the participation of management, including the Chief Execufive Officer and Chief Financial Officer, Duke Energy 

Ohio has evaluated changes in internal control over financial reporting (as such lemti is defined in Rules 13a-15(f) and 15d-15(f) under the Exchange 
Act) that occurred during ihe fiscal quarter ended December 31, 2006 and. other than the Duke Energy and Cinergy merger discussed below, found no 
change that has materially affecled. or is reasonably likely to materially affect, internal control over financial reporting. 

On April 3, 2006, the previously announced merger between Duke Energy and Cinergy was consummated. Duke Energy is in process of integrating 
Cinergy's operations and has included Cinergy's activity in its evaluafion of internal control over finandal reporting pursuant to Secfion 404 of the 
Sarbanes-Oxley Acl of 2002. See Notes 1, 2. 4 and 5 to Ihe Consolidaled Financial Slatements for addifional informafion relafing to the merger. 
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Item 14. Principal Accounting Fees and Services. 
The following table presents fees for professional services rendered by Deloitte & Touche LLP, and the member finns of Deloitte Touche Tohmatsu 

and their respecfive affiliates (collectively. "Deloitte") for Duke Energy Ohio for the nine months ended December 31. 2006, the three months ended 
March 31. 2006, and the twelve months ended December 31, 2005: 

Successor*" 
Nine Months 

Ended 

December 31, 
?nofi 

$ 1.2 
0.2 

$ 1.4 

Predc 

Three Months 
Ended 

March 31. 
2006 

(In Millions) 
$ 0.4 

01 
0.1 

$ 0.6 

cesser*' 

Twelve Months 
Ended 

December 31, 

$' 

$ 

2005 

1.2 
02 
02 
1.6 

Audit Fees*" 
Audit-Related Fees*"* 
Tax Eees* '̂ 
Total Fees: 

(1) See Note 1 for additional information on Predecessor and Successor reporting. 
(a) Audit Fees are fees billed or expected to be billed by Deloitte for professional services for the audit of Duke Energy Ohio's consolidated financial 

statements included in Duke Energy Ohio's annual report on Form 10-K and review of financial statements included in Duke Energy Ohio's quarterly 
reports on Form 10-Q, services that are normally provided by Deloitte in connecfi'on with statutory, regulatory or other filings or engagements or any 
other service performed by Deloitte lo comply wilh generally accepted audifing standards and include comfort and consent letters in connecfion wilh 
SFC filinn<; and f inanrinn transar.tinnR 

(b) Audit-Relaled Fees are fees billed by Deloitte for assurance and related services that are reasonably related to the perfomiance of an audit or 
review of Duke Energy Ohio's financial slatements. including assistance with acquisifions and divestitures and internal control reviews. 

(c) Tax Fees are fees billed by Deloitte for tax return assistance and preparation, tax examination assistance, and professional services related to lax 
planning and tax strategy. 
To safeguard the confinued independence of the independent auditor, the Duke Energy Audit Committee adopted a policy that provides that the 

independent public accountants are only permitted to provide services to Duke Energy Ohio that have been pre-approved by the Duke Energy Audit 
Committee. Pursuant to the policy, detailed audit services, audit-related services, lax services and certain other services have been specifically pre-
approved up lo certain fee limits. In the event that the cost of any of these sen/ices may exceed the pre-approved limits, the Duke Energy Audit 
Committee must pre-approve Ihe service. All other services that are not prohibited pursuant lo the SEC's or olher applicable regulatory bodies' rules of 
regulations must be specifically pre-approved by the Duke Energy Audit Committee. All services performed in 2006 by the independent pubfic 
accountant were approved by the Duke Energy Audit Committee pursuant to its pre-approval policy. 
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Item 15. Exhibits, Financial Statement Schedules. 
(a) Consolidaled Finandal Statements. Supplemental Financial Data and Supplemental Schedule included in Part 11 of this annual report are as 

)ws: 

Consolidated Financial Statements 

Consolidated Slatements of Operafions for the Nine Months Ended December 31, 2006, Three Monlhs Ended March 31, 2006 and Ihe Years Ended 
December 31, 2005 and 2004 

Consofidated Balance Sheets as of December 31. 2006 and 2005 

Consolidated Statements of Cash Flov̂ re for the Nine Monlhs Ended December 31. 2006. Three Months Ended March 31. 2006, and the Years Ended 
December 31, 2005 and 2004 

Consolidated Statements of Common Stockholder's Equity and Comprehensive Income for the Nine Months Ended December 31. 2006, Three 
Monlhs Ended March 31, 2006 and the Years Ended December 31, 2005 and 2004 

Notes lo Ihe Consolidaled Financial Statements 

Quarterly Finandal Data (unaudited, included in Note 21 to the Consolidaled Finandal Statements) 

Consolidaled Financial Statement Schedule 11—Valuation and Qualifying Accounts and Reserves for the Nine Months Ended December 31, 2006, 
Three Months Ended March 31. 2006 and the Years Ended December 31, 2005 and 2004 

Report of Independent Registered Public Accounfing Firm 

All other schedules are omitted because they are not required, or because the required informafion ts induded in the Consolidaled Financial 
Slatements or Notes. 

(c) Exhibits—See Exhibit Index immediately following Ihe signature page. 
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SIGNATURES 

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this report to 
be signed on its behalf by the undersigned, thereunto duly authonzed. 

Dale: March 30, 2007 

DUKE ENERGY OHIO. INC. 
(Registrant) 
By: /s/ JAMES E. ROGERS 

James E. Rogers 
Chief Execufive Officer 

Pursuant lo the requirements of the Securities Exchange Acl of 1934, this report has been signed below by the following persons on 
behalf of the registrant and in the capacities and on the date indicated. 

(i) /s/JAMES E.ROGERS 

James E. Rogers 
Chief Executive Officer (Principal Executive Officer) 

(ii) /s/ DAVID L. HAUSER 

David L. Hauser 
Group Execufive and Chief Financial Officer (Principal Financial Officer) 

(iii) /s/ STEVEN K. YOUNG 

Steven K. Young 
Senior Vice President and Controller (Principal Accounfing Officer) 

Date: March 30, 2007 
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EXHIBIT INDEX 

^ Exhibits filed herewith are designated by an asterisk ('). All exhibits not so designated are incorporated by reference to a prior filing, as indicated. 

Exhibit 

4.1.1 

4.1.2 

3 1 
Amended Articles of Incorporation of Duke Energy Ohio, Inc. effecfive October 23, 1996 (filed with Form 10-Q of Duke Energy Ohio, Inc. 
(formeriy The Cincinnafi Gas & Electric Company) for the quarter ended September 30. 1996, File No. 1-1232). 

3.1.1 Amended Articles of Consolidafion, effective October 1, 2006 (filed with Form 10-Q of Duke Energy Ohio, Inc. (fomnerly The Cindnnafi 
Gas & Eleclric Company) for the quarter ended September 30, 2006, File No. 1-1232). 

3.2 Regulafions of Duke Energy Ohio, Inc., as amended on July 23, 2003 (filed with Form 10-Q of Duke Energy Ohio, Inc. (formerly The 
Cincinnafi Gas & Electric Company) for the quarter ended June 30, 2003, File No. 1-1232). 

4.1 Original Indenture (First Mortgage Bonds) between Duke Energy Ohio, Inc. and The Bank of New York (as Tmstee) dated as of 
August 1, 1936 (filed wflth Registration Statement of Duke Energy Ohio, Inc. (formerly The Cincinnafi Gas & Electric Company) File No. 2-
2374). 
Fourteenth Supplemental Indenture between Duke Energy Ohio, Inc. and The Bank of New York dated as of November 2, 1972 (filed 
wilh Regislrafion Statemenl of Duke Energy Ohio, Inc. (fonmeriy The Cincinnati Gas & Eleclric Company) File No. 2-60961). 
Thirty-third Supplemental Indenture between Duke Energy Ohio, Inc. and The Bank of New York dated as of September 1, 1992 (filed 
with Registrafion Statement of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Eleclric Company) File No. 2-53578). 

4.1.3 Thirty-fourth Supplemental Indenture between Duke Energy Ohio, Inc. and The Bank of New Yorit dated as of October 1, 1993 (filed with 
Form 10-Q of Duke Energy Ohio, Inc. (fonnerly The Cincinnafi Gas & Electric Company) for the quarter ended September 30, 1993, File 
No. 1-1232). 

4.1.4 Thirty-fifth Supplemental Indenture between Duke Energy Ohio, Inc. and The Bank of New York daled as of January 1, 1994 (filed wilh 
Registration Statement of Duke Energy Ohio, Inc. (formeriy The Cincinnafi Gas & Electric Company) File No. 2-52335). 

4.1.5 Thirty-sixth Supplemental Indenture between Duke Energy Ohio, Inc. and The Bank of New York dated as of February 15. 1994 (filed 
with Regislrafion Statement of Duke Energy Ohio, Inc. (formerly The Cincinnafi Gas & Electric Company) File No. 2-52335). 

4.1.6 Thirty-seventh Supplemental Indenture between Duke Energy Ohio, Inc. and The Bank of New Yori< dated asof October 14, 1996 (filed 
with Form 10-K of Duke Energy Ohio, Inc. (formerly The Cincinnafi Gas & Electric Company) for the year ended December 31.1996, File 
No. M232). 

4.1.7 Thirty-eighth Supplemental Indenture behveen Duke Energy Ohio, Inc. and Tbe Bank of New York dated as of February 1, 2001 (filed 
with Form 10-Q of Duke Energy Ohio. Inc. (formeriy The Cincinnafi Gas & Electric Company) for the quarter ended March 31, 2001, File 
No. 1-1232). 

4.1.8 Thirty-ninth Supplemental Indenture dated asof September 1, 2002, between Duke Energy Ohio. Inc. and The Bank of New York, as 
Trustee (filed wilh Form 10-Q of Duke Energy Ohio, Inc. (formeriy The Cincinnafi Gas & Electric Company) for the quarter ended 
September 30. 2002. File No. 1-1232). 
Loan Agreement between Duke Energy Ohio. Inc. and the County of Boone, Kentucky dated as of February 1, 1985 (filed wfith Form 10-K 
of Duke Energy Ohio, Inc. (fonnerly The Cindnnafi Gas& Electric Company) for Ihe year ended December 31. 1984, File No. 1-1232). 

4.3 Repayment Agreement between Duke Energy Ohio, Inc. and The Dayton Power and Light Company daled as of December 23, 1992 
(filed w\[h Form 10-K of Duke Energy Ohio, Inc. (formeriy The Cincinnafi Gas & Electric Company) for the year ended December 31, 
1992. File No. 1-1232). 
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4.4 Loan Agreement between Duke Energy Ohio, Inc. and the County of Boone. Kentucky dated as of January 1, 1994 (filed with form 10-K 
of Duke Energy Ohio, Inc. (fonnedy The Cindnnafi Gas & Electric Company) for Ihe year ended December 31, 1993, File No. 1-1232). 

4.5 Loan Agreement between Duke Energy Ohio, Inc. and the Slale of Ohio Air Quality Development Authority daled as of December 1, 
1985 (filed with Form 10-Kof Duke Energy Ohio, Inc. (formeriy The Cincinnafi Gas & Eleclric Company) for the year ended December 
31. 1998, File No. 1-1232). 

4.6 Loan Agreement between Duke Energy Ohio, Inc. and the Stale of Ohio Air Quality Development Authority daled as of September 13, 
1995 (filed wilh Form 10-Q of Duke Energy Ohio, Inc. (formerly The Cincinnafi Gas & Eleclric Company) for the quarter ended September 
30, 1995, File No. 1-1232). 

4.7 Loan Agreement between Duke Energy Ohio, Inc. and Ihe Slate of Ohio Water Development Authority dated as of January 1, 1994 (flled 
with the Form 10-K of Duke Energy Ohio, Inc. (formeriy The Cincinnafi Gas & Electric Company) for the year ended December 31, 1993, 
File No. 1-1232). 

4.8 Loan Agreement between Duke Energy Ohio, Inc. and Ihe Stateof Ohio Air Quality Development Authority daled asof January 1, 1994 
(filed with the Fonn 10-K of Duke Energy Ohio, Inc. (fonneriy The Cincinnafi Gas & Electric Company) for the year ended December 31, 
1993. File No. 1-1232). 

4.9 Loan Agreement between Duke Energy Ohio, Inc. and the State of Ohio Air Quality Development Authority daled August 1, 2001 (filed 
wilh the Form 10-Q of Duke Energy Ohio, Inc. (formeriy The Cincinnafi Gas & Eleclric Company) for the quarter ended September 30, 
2001, File No. 1-1232). • 

4.10 Original Indenture (Unsecured Debt Securifies) between Duke Energy Ohio, Inc. and The Fifth Third Bank daled as of May 15, 1995 
(filed wilh the regislrafion statement on Form 8-A. filed on Ju!v24. 1995, File No. 1-1232). 

4.10.1 First Supplemental Indenture between Duke Energy Ohio, Inc. and The Fifth Third Bank daled as of June 1, 1995 (filed with Ihe Form 10-
O of Duke Enerqv Ohio. Inc. (formerly The Cincinnafi Gas & Electric Companv) for the quarter ended June 30. 1995, File No. 1-1232). 

4.10.2 Second Supplemental Indenture between Duke Energy Ohio. Inc. and The Fifth Third Bank daled as of June 30, 1995 (filed wilh the 
regislrafion statement on Form 8-A, filed on July 24, 1995, File No. 1-1232). 

4.10.3 Third Supplemental Indenture between Duke Energy Ohio, Inc. and The Fifth Third Bank daled as of October 9, 1997 (filed wilh the Form 
10-Q of Duke Energy Ohio, Inc. (formeriy The Cincinnafi Gas & Electric Company) for the quarter ended September 30, 1997, File No. 1-
12.32^ 

4.10.4 Fourth Supplemental Indenture between Duke Energy Ohio, Inc. and The Fifth Third Bank dated as of April 1, 1998 (filed with the Form 
10-Q of Duke Energy Ohio, Inc. (formeriy The Cincinnafi Gas & Eleclric Company) for the quarter ended March 31, 1998, File No. 1-
1232). 

4.10.5 Fifth Supplemental Indenture between Duke Energy Ohio, Inc. and The Fifth Third Bank dated as of June 9. 1998 (filed with the Form 10-
Q of Duke Energy Ohio, Inc. (formerly The Cincinnafi Gas & Eleclric Company) for Ihe quarter ended June 30, 1998. File No. 1-1232). 

4.10.6 Sixth Supplemental Indenture between Duke Energy Ohio, Inc. and The Fifth Third Bank daled as of September 15, 2002 (filed with the 
Form 10-Q of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Eleclric Company) for the quarter ended September 30, 2002, File 
No. 1-1232). 

4.10.7 Seventh Supplemental Indenture between Duke Energy Ohio, Inc. and The Fifth Third Bank daled as of June 15, 2003 (filed wilh the 
Form 10-Q of Duke Energy Ohio, Inc. (formeriy The Cindnnafi Gas & Electric Company) for the quarter ended June 30, 2003, File No. 1-
1232). 

4.11 Loan Agreement between Duke Energy Ohio, Inc. and the Ohio Air Quality Development Authority daled as of September 1, 2002 (flled 
with the Fomi 10-Q of Duke Energy Ohio, Inc. (formerly The Cindnnafi Gas & Eleclric Company) for the quarter ended September 30, 
2002. File No. 1-1232). 
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2 

4.13 

10.1 

10.2 

10.2.1 

10.3 

10.4 

10.4.1 

10.4.2 

10.5 

10.5.1 

10.6 

uo:6.̂  

Loan Agreement between Duke Energy Ohio, Inc. and the Ohio Air Quality Development Authority daled as of November 1, 2004, 
relating lo Series A (filed vwth Ihe Form 8-K of Duke Energy Ohio, Inc. (formeriy The Cincinnafi Gas & Electric Company), filed on 
November 19, 2004, File No. 1-1232). 
Loan Agreement between Duke Energy Ohio, Inc. and the Ohio Air Quality Development Authority dated as of November 1, 2004, 
relating to Series B (filed with Ihe Form 8-K of Duke Energy Ohio. Inc. (formeriy The Cincinnati Gas & Eleclric Company), filed on 
November 19. 2004, File No. 1-1232). 
Employment Agreement dated February 4, 2004, among Cinergy Corp., Duke Energy Ohio, Inc.. and Duke Energy, Indiana, Inc.. and 
James E. Rogers (filed with Form 10-K of Duke Energy Ohio. Inc. (formeriy The Cincinnati Gas & Electric Company) for the year ended 
12/31/03. File No. 1-1232). 
Amended and Restated Employment Agreement dated October 11, 2002, among Cinergy Corp.. Services, Duke Energy Ohio. Inc., and 
Duke Energy Indiana. Inc., and William J. Grealis (filed with Fonn 10-K of Duke Energy Ohio, Inc. (formeriy The Cincinnafi Gas & Eleclric 
Companv) for Ihe vear ended 12/31/02. File No. M232). 
Amended Employmenl Agreement effective December 17, 2003 to Employment Agreement dated October 11,2002, among Cinergy 
Corp., Sen/ices. Duke Energy Ohio, Inc.. and Duke Energy Indiana, Inc., and William J. Grealis (filed with Form 10-K of Duke Energy 
Ohio, Inc. (formedy The Cindnnafi Gas & Electric Company) for the year ended 12/31/03, File No. 1-1232). 
Amended and Restated Employment Agreement daled October 1, 2002, among Cinergy Corp., Services, Duke Energy Ohio, Inc., and 
Duke Energy Indiana, Inc.. and Donald B. Ingle, Jr. (filed with Form 10-K of Duke Energy Ohio, Inc. (formeriy The Cincinnafi Gas & 
Eleclric Company) for the vear ended 12/31/02. File No. 1-1232). 
Amended and Restated Employment Agreement dated September 12, 2002, among Cinergy Corp., Services, Duke Energy Ohio. Inc., 
and Duke Energy Indiana, Inc., and Michael J. Cyrus (filed v^lh Form 10-K of Duke Energy Ohio. Inc. (formerly The Cincinnafi Gas & 
Eledric Comoany) for the vear ended 12/31/02. File No. 1-1232). 
Amended Employment Agreement effecfive December 17, 2003 to Employment Agreement dated September 12, 2002, among Cinergy 
Corp., Services, Duke Energy Ohio. Inc., and Duke Energy Indiana, Inc., and Michael J. Cyrus (filed vinth Form 10-K of Duke Energy 
Ohio. Inc. (formedv The Cincinnafi Gas & Eleclric Company) for the vear ended 12/31/03. File No. 1-1232). 
Form of amendment lo employment agreement, adopted and effecfive December 14, 2005, between Services and each of Michael J. 
Cyrus and James L. Turner (filed wnlh Form 10-K of Duke Energy Ohio. Inc. (formeriy The Cincinnafi Gas & Electric Company) for Ihe 
vear ended 12/31/02. File No. 1-1232). 
Amended and Restated Employmenl Agreement dated September 24, 2002, among Cinergy Corp., Services, Duke Energy Ohio. Inc., 
and Duke Energy Indiana. Inc., and James L. Turner (filed vyith Fonn 10-K of Duke Energy Ohio, Inc. (formerly The Cincinnafi Gas & 
Electric Company) for the vear ended 12/31/03. File No. 1-1232). 
Amended Employment Agreement effecfive December 17, 2003 to Employment Agreement dated September 24. 2002, among Cinergy 
Corp.. Services, Duke Energy Ohio, Inc., and Duke Energy Indiana. Inc.. and James L. Turner (filed wrtth Form 10-K of Duke Energy 
Ohio. Inc. (formerly The Cincinnafi Gas & Electric Company) for the vear ended 12/31/03. File No. 1-1232). 
Employment Agreement dated November 15, 2002, among Cinergy Corp., Duke Energy Ohio, Inc., and Duke Energy Indiana, Inc. and 
Marc E- Manly (filed wilh Form 10-K of Duke Energy Ohio, Inc. (formerly The Cindnnafi Gas & Electric Company) for Ihe year ended 
12/31/03, File No. M232). 
Amended Employmenl Agreement effecfive December 17, 2003 to Employment Agreement dated November 15, 2002, among Cinergy 
Corp., Duke Energy Ohio, Inc., and Duke Energy Indiana, Inc., and Marc E. Manly (filed wilh Form 10-K of Duke Energy Ohio, Inc. 
(formeriv The Cincinnafi Gas & Electric Company) for the vear ended 12/31/03. File No. 1-1232). 
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10.7 

10.8 

10.9 

10.10 

10.11 

10.12 

10.13 

M2 
'23.1 
*31.1 
'31.2 
'32.1 
'32.2 

Deferred Compensafion Agreement between Duke Energy Ohio, Inc. and Jackson H. Randolph daled January 1, 1992 (filed wilh Form 
10-Kof Duke Energy Ohio. Inc. (formerly The Cincinnafi Gas & Eleclric Company) for the year ended 12/31/92, File No. 1-1232). 
Split Dollar Insurance Agreement, effecfive as of May 1, 1993, between Duke Energy Ohio, Inc. and Jackson H. Randolph (filed with 
Form 10-Kof Duke Enerqv Ohio, Inc. (formeriv The Cincinnafi Gas & Electric Companv) for the year ended 12/31/94, File No. 1-1232). 
Amended and Restated Supplemental F^efirement Income Agreement between Duke Energy Ohio, Inc. and Jackson H. Randolph dated 
January 1. 1995 (filed with Form 10-K of Duke Energy Ohio, Inc. (formerly The Cindnnafi Gas & Electric Company) for the year ended 
12/31/95. File No. 1-1232). 
Amended and Restated Supplemental Execufive Refirement Income Agreement between Duke Energy Ohio, Inc. and certain execufive 
officers (filed wilh Form 10-K of Duke Energy Ohio, Inc. (formerly The Cincinnafi Gas & Eleclric Company) for Ihe year ended 12/31/97, 
File No. 1-1232). 
Asset Purchase Agreement by and among Duke Energy Indiana. Inc. and Duke Energy Ohio, Inc. and Allegheny Energy Supply 
Company, LLC, Allegheny Energy Supply Wheafiand Generafing Facility, LLC and Lake Acquisifion Company, L.L.C, daled as of May 6, 
2005 (filed wiUi Form 10-Q of Duke Energy Ohio, Inc. (formeriy The Cincinnafi Gas & Electric Company) for Ihe quarter ended June 30, 
2005, File No. 1-1232). 
$2,000,000,000 Amended and Restated Credit Agreement among Ihe registrant, such subsidiaries, the banks listed therein, Barclays 
Bank PLC, as Administrative Agent, and JPMorgan Chase Bank, N.A., as Syndication Agent (filed with Form 10-Q of Duke Energy Ohio, 
Inc. (formerly The Cincinnafi Gas & Electric Comoany) for the Quarter ended June 30. 2006. File No. 1-1232). 
Keepwel! Agreement, daled April 10, 2006, between Duke Capital LLC and Duke Energy Ohio. Inc. (filed wilh Fomi 10-K of Duke Energy 
Ohio, Inc. (fonnerly The Cindnnafi Gas & Eleclric Company), filed on April 14, 2006, File No. 1-1232). 
Compulation of Ratio of Earnings to Fixed Charges. 
Consent of Independent Registered Public Accounfing Firm. 
Certification of the Ctiief Execufive Officer Pursuant lo Secfion 302 of the Sarbanes-Oxley Acl of 2002. 
Certification of the Chief Financial Officer Pursuant lo Secfion 302 of the Sarbanes-Oxley Acl of 2002. 
Certificafion Pursuant lo 18 U.S.C. Section 1350, as Adopted Pursuant to Secfion 906 of the Sarbanes-Oxley Act of 2002. 
Certificafion Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant lo Secfion 906 of the Sarbanes-Oxley Act of 2002. 

The total amount of securifies of the registrant or ils subsidiaries authorized under any instrument wilh respect lo long-term debt nol filed as an 
exhibit does not exceed 10% of the tola! assets of the registrant and its subsidiaries on a consolidated basts. The registrani agrees, upon request of the 
Securifies and Exchange Commission, to furnish copies of any or all of such instruments lo it. 
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Exhibit No. 12 

COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES 

The rafio of earnings lo fixed charges is calculated using the Securities and Exchange Commission guidelines. 

Successor* ' ' 
Nine mon ths 

ended 

Dprpmhpr 31 

Three mon ths 
ended 

March 31 , 
?no6 

Twelve mon ths 
e n d e d 

December 3 1 , 
7005 

f i n m i 

Predecessor**' 
Twelve m o n l h s 

ended 
December 3 1 , 

2004 
l l ions) 

Twelve mon ths 
ended 

December 3 1 , 
2003 

Twelve mon ths 
ended 

December 31 , 
2007 

Earnirigsas defined for fixed 
•̂  bhai-descalculafidn : •• 
Add: 

; ;•; Prela)c in<^rne:!from 
'̂  -̂; continij in^ 5>pera 

Fixed charges 

D0ducL r - ^ ; . > ; ; ^ ^N .< "•". • 

Interest capitalized*^' 

t o t a l earnings; (as defined for the 
Fixed Charges calculafion). 

Fixed charges: 

• •Interest dr> debt, including 
• - •,tapitaIizeb'p6rtiohs 

Esfimate of inleresl within 
rental pynense 

Tola! fixed charges 

Rafio of earnings to fixed 
charges 

$ 

$ 

$ ' ' • • • • 

102 

100 

14 

188 

95 

5 

100 

1.9 

$ 

$ 

$ 

$ 

186 

35 

3 

218 

33 

2 

35 

6.2 

$ 

$ ' 

• $ " • 

$ 

412 

114 

7 

519 

105 

9 

114 

4.6 

$ 

$ 

$ 

, , 378 

106 

5 

479 

95 

11 

106 

4.5 

$ 

$ 

$ 

$ 

460 

134 

9 

' 5 8 5 ' 

124 

10 

,134 

4.4 

$' 

$ . • 

$ ' 

$ 

- 406 

113 

8 

'U " 511 

~ 104 

9 

113 

4.5 

(a) Excludes equity costs related to AFUDC that are induded in Other Income and Expenses in the Consolidated Statements of Operations. 

(1) See Note 1 for additional infonnation on Predecessor and Successor reporfing. 
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EXHIBIT 23.1 

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

We consent to Ihe incorporation by reference in Duke Energy Ohio, Inc.'s Regislrafion Statement Nos. 333-112574 and 333-103200 of our report 
dated March 30, 2007 (which expresses an unqualified opinion on Ihe Company's consolidaled finandal statements and includes an explanatory 
paragraph referring lo the Company's applicafion of "push-down accounting" effective April 1, 2006), appearing in this Annual Report on Form 10-K of 
Duke Energy Ohio, Inc. for the year ended December 31, 2006. 

/s/ DELOITTE & TOUCHE LLP 
Cincinnafi, Ohio 
March 30. 2007 
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EXHIBIT 31.1 

CERTIFICATION OF THE CHIEF EXECUTIVE OFFICER 
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002 

I. James E. Rogers, certify that: 
I have reviewed this annual report on Form 10-K of Duke Energy Ohio, Inc.; 
Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to slate a material fact necessary to make Ihe 
statements made, in light of (he circumstances under which such slatements were made, nol misleading with respect to the period covered by this 
rROnr)' 

3) Based on my knowledge, the finandal statements, and other finandal information included in this report, fairly present in all material respects the 
financial condition, results of operafions and cash flows of the registrant as of. and for, the periods presented in fiiis report; 

4) The registrant's other certifying officers and I are responsible for establishing and maintaining disdosure controls and procedures (as defined in 
Exchange Act Rules 13a-15(e)and 15d-15(e))for the registrant and have: 
a) Designed such disclosure controls and procedures, or caused such disdosure controls and procedures lo be designed under our supervision, 

to ensure Ihat material informafion relafing to the registrant, including its consolidated subsidiaries, is made known lo us by others within 
those enfifies. particularly durina the oeriod in w^ich this report is beina oreoared: 

b) Evaluated the effectiveness of the regislrant's disclosure controls and procedures and presented in this reporl our conclusions about Ihe 
effecfiveness of the disdosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and 

c) Disdosed in this reporl any change in Ihe registrant's internal control over finandal reporting that occurred during the regislrant's most recent 
fiscal quarter (Ihe regislrant's fourth fiscal quarter in Ihe case of an annual report) Ihat has materially affected, or is reasonably likely lo 
materially affect. Ihe reaislrant's internal control over financial reoortina: and 

5) The registrant's olher cerfifying officer(s) and 1 have disclosed, based on our most recent evaluation of internal control over financial reporting, to the 
registrant's auditors and the audit committee of the registrant's board of directors (or persons perfomninq the equivalent funcfions): 

i 

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably 
likely to adversely affect the registrant's ability lo record, process, summarize and report financial informafion; and 

b) Any fraud, whether or nol material, that involves management or other employees who have a significant role in Ihe regislrant's internal 
control over financial reporting. 

Date: March 30, 2007 

/s/ JAMES E. ROGERS 
James E. Rogers 

Chief Execufive Officer 



EXHIBIT 31.2 

CERTIFICATION OF THE CHIEF FINANCIAL OFFICER 
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002 

I, David L. Hauser, certify thai; 
1) I have reviewed this annual report on Fonn 10-K of Duke Energy Ohio, Inc.; 
2) Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to slate a material fact necessary to make the 

statement.^ made, in light of the circumstances under which such statements were made, nol misleading wilh respect lo the period covered by this 
report; 

3) Based on my knowledge, the financial statements, and other financial information induded in this reporl. fairiy present in all material respects Ihe 
finandal condifion, results of operations and cash flows of Ihe registrant as of, and for, the periods presented in this report; 

4) The registrant's other cerfifying officers and 1 are responsible for establishing and maintaining disclosure controls and procedures (as defined in 
Exchange Act Rules 13a-15(e)and 15d-15(e)) for the registrant and have: 
a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures lo be designed under our supervision, 

lo ensure that material informafion relafing to Ihe registrant, including its consolidated subsidiaries, is made known to us by others within 
Ihose entifies. oarficularlv durina the oeriod in which this report is beina oreoared; 

b) Evaluated Ihe effecfiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the 
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluafion; and 

c) Disclosed in this report any change in the regislrant's internal control over finandal reporting thatoccun-ed during the registrant's most recent 
fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to 
materially affect, the reaislrant's interna! control over financial reoortina: and 

5) The registrant's olher cerfifying officer(s) and I have disclosed, based on our most recent evaluation of internal conlro! over financial reporfing, lo the 
registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent functions); 
a) Al! significant deficiencies and materia! weaknesses in the design or operation of internal control over financial reporting w4iich are reasonably 

likely lo adversely affect the registrant's ability lo record, process, summarize and report financial informafion; and 
b) Any fraud, v^tielher or not material, that involves management or other employees who have a significant role in the registrant's internal 

control over financial reporting. 

Dale: March 30. 2007 

Is! DAVID L. HAUSER 
David L. Hauser 

Group Execufive and 
Chief Finandal Officer 



CERTIFICATION PURSUANT TO 
18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connecfion with the Annual Reporl of Duke Energy Ohio, Inc. ("Duke Energy Ohio") on Form 10-K for the period ending December 31, 2006 as 
' with the Securities and Exchange Commission on the date hereof (Ihe "Report"), I, James E. Rogers, Chief Execufive Officer of Duke Energy Ohio, 

y, pursuant lo 18 U.S.C. section 1350, as adopted pursuant lo secfion 906 of Ihe Sarbanes-Oxley Act of 2002, IhaL 
"̂  (1) The Report fully complies with Ihe requirements of secfion 13(a) or 15(d) of Ihe Securifies Exchange Act of 1934; and 

(2) The infonnafion contained in the Report fairiy presents, in all material respects, the finandal condifion and results of operafions of Duke 
Energy Ohio. 

/s/ JAMES E. ROGERS 
James E. Rogers 

Chief Executive Officer 
March 30. 2007 



EXHIBIT 32.2 

CERTIFICATION PURSUANT TO 
18 U.S.C. SECTION 1350. 

AS ADOPTED PURSUANT TO 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connecfion with the Annual Report of Duke Energy Ohio, Inc. ("Duke Energy Ohio") on Fonn 10-K for the period ending December 31, 2006 as 
filed with the Securities and Exchange Commission on the dale hereof (the "Report"), 1, David L. Hauser, Group Executive and Chief Financial Officer of 
Duke Energy Ohio, certify, pursuant to 18 U.S.C. section 1350, as adopted pursuant lo secfion 906 of the Sarbanes-Oxley Act of 2002, that: 

(1) The f^eporl fully complies wilh the requirements of section 13(a) or 15(d) of the Securifies Exchange Acl of 1934; and 
(2) The information contained in the Reporl fairly presents, in all material respects, the financial condifion and results of operations of Duke 

Energy Ohio. 

/s/ DAVID L. HAUSER 
David L. Hauser 

Group Execufive and Chief Financial Officer 
• March 30. 2007 

Created by lOKWizard www.lOKWizard.comSource: Duke Energy Ohio, In, 10-K, April 02, 2007 

http://www.lOKWizard.comSource
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UNITED STATES SECURITIES AND EXCHANGE COMMISSION 
WASHINGTON, D.C. 20549 

FORM 10-Q 

(Mark One) 

ta QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934 
For the quarterly period ended March 31, 2007 or 

D TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934 
For the transifion period from to 

Commission file number 1-1232 

DUKE ENERGY OHIO, INC. 
(Exact Name of Registrant as Specified rn its Charter) 

Ohio 31-0240030 
(State or Olher Jurisdiction of Incorporation) (IRS Employer Identification No.) 

139 East Fourth Street 
Cincinnafi, OH 45202 

(Address of Principal Executive Offices) (Zip code) 

513-421-9500 
(Registrant's telephone number, including area code) 

Indicate by check mark whether the registrant (1) has filed ail reports required to be filed by Secfion 13 or 15(d) of the Securities Exchange Act of 1934 
during the preceding 12 monlhs (or for such shorter period Ihat the registrants were required to file such reports), and (2) has been subject to such filing 
requirements for the past 90 days. Yes lEl No CD 

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer (as defined in Rule 12b-2 of the 
Securifies Exchange Acl of 1934). 
Large accelerated filer D Accelerated filer D Non-accelerated filer IU 

' ""ale by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of Ihe Securifies Exchange Act of 1934). 
I N o IH] 

All of (he registrant's common stock is indireclly ovvned by Duke Energy Corporafion (File No. 1-32853) which is a reporting company under the 
Securifies Exchange Act of 1934, as amended. 

The registrant meets the conditions set forth in General Instructions H(1)(a) and (b) of Form 10-Q and is therefore filing this form with the reduced 
disclosure formal specified in General Instrucfions H(2) of Forni 10-Q. 
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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING INFORMATION 

This document includes forward-looking statements within the meaning of Section 27A of the Securifies Act of 1933 and Secfion 21E of the 
Securifies Exchange Act of 1934. Fonward-Iooking statements are based on management's beliefs and assumpfions. These forward-looking statements 
are idenfified by terms and phrases such as "anticipate," "believe," "intend," "estimate," "expect," "confinue," "should," "could," "may," "plan," "project," 
"predict," "v^ill," "potenfial," "forecasL" and similar expressions. Forward-looking statements involve risks and uncertainties that may cause actual results 
lo be materially different from the results predicted. Factors that could cause actual results lo differ materially from those indicated in any forward-looking 
statement include, bul are not limited lo: 

Stale and federal legislative and regulatory inifiatives, including costs of compliance wilh existing and future environmental 
requirements; 
Stale and federal legislative and regulatory inifiatives that affect cosl and inveslment recovery, have an impaci on rate structures, and 
affect the speed at and degree to v/hich compefifion enters the eleclric and natural gas industries; 

Costs and effects of legal and administrative proceedings, setfiemenls, invesfigafions and claims; 

Industrial, commercial and residenfial growth in Duke Energy Ohio, Inc.'s (Duke Energy Ohio) service territories; 

Additional compefifion in electric markets and confinued industry consolidation; 

The influence of weather and other nalural phenomena on Duke Energy Ohio operations, including the economic, operational and olher 
effects of tornados and other natural phenomena; 

The timing and exteni of changes in commodity prices and interest rates; 

Unscheduled generafion outages, unusual maintenance or repairs and electric transmission system constraints; 

The results of financing efforts, including Duke Energy Ohio's ability to obtain financing on favorable terms, Vi^ich can be affected by 
various factors, including Duke Energy Ohio's credit rafings and general economic conditions; 
Dedines in the market prices of equi^ securifies and resultant cash funding requirements of Duke Energy Ohio for Cinergy's defined 
benefil pension plans; 

The level of credit worthiness of counterparties to Duke Energy Ohio's transactions; 

Employee workforce factors, including the potential inabifity to attract and retain key personnel; 

Grovi4h in opportunifies for Duke Energy Ohio's business units, including the timing and success of efforts lo develop domesfic power and 
olher proiects; 
The perfomiance of eleclric generation facilifies; 

The exlenl of success in connecfing and expanding electnc markets; and 

The effect of accounfing pronouncements issued periodically by accounfing standard-setfing bodies. 
In light of these risks, uncertainfies and assumptions, the evenis described in the forward-looking statements might nol occur or might occur to a 

different extent or at a different time than Duke Energy Ohio has described. Duke Energy Ohio undertakes no obligafion to publicly update or revise any 
fonward-look ing slatements, whether as a result of new informafion, future events or otherwise. 
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PART I. FINANCIAL INFORMATION 

DUKE ENERGY OHIO, INC. 
CONSOLIDATED STATEMENTS OF OPERATIONS 

(Unaudited) 
(In miUions) 

Item 1. Financial Statements. 

Operating Revenues 
Non-regulated electnc and olher 

, Regulated eleclric . ' . 
Regulated nalural qas 
• ^ Total ooeratina revenues 

Operatmg Expenses 
Natural, gas purchased 
Operafion, maintenance and other 
Euel used in electric generation and purchased power 
Costs of fuel resold 
Depreciation and amortization : 
Propertv and other taxes 

Total oDeratlnaexoenses 
(Losses) Gains on Sales of Olher Assets and Olher. net 
Operating Income 
Other Income and Expenses, net 
Interest Expiense ^ : 
Income fronri Continuinq Operations Before Income Taxes 
Income Tax Expense frohfContiriuIriq Operations 
Income from Continuing Operations 
• ^s from Discontinued O^erfitidns, net of tax 

ncome 

Successor 

Three Months Ended 
March 31, 

2007 

" " ' " " ' " " " • ' " $ " " " 

$ 

346 
231 
339 
916 

235 
185 
225 

20 
93 
73 

83t 
(11) 
74 

9 
23 
60 
23, 
37 

37 

Predecessor 

Three Months Ended 
March 31, 

2006 

, 220 
322 
963 

232 
173 

- ' 196 
44 

- 68 
68 

• • 7 f t1 

26 
208, 

8 

186 
' ' ' • 68 ' 

118 , 

m $ 116 

See Notes to Unaudited Consolidated Financial Statements 
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PARTI 

DUKE ENERGY OHIO, INC. 
CONSOLIDATED BALANCE SHEETS 

(Unaudited) 
(In millions) 

Successor 

Total current assets 

March 31, 
2007 

596 

December 31, 
2006 

' A S S E T S ' \ W - : . ; s . : : - u - .-".;:•.,;.:;•• v :"..•;.-.•;•"..- "•/;••:•.•;..•, :;•-/-..:-•, J V : - : " ' ^ \ ,;.:.. ••.;•'.:.-:, •-::.; ' ,^A^- ' • : / • y ^ ~ • u • • ' t ^ : . : ^ : r u U : ^ : : - : ; : ; : 
Current Assets 

Casti and cash equivalents $ 21 $ 45 
Receivables (nel of allowance for doubtful accounis of $5 at March 31, 2007 and December 31, 2006) 241 308 

^ ; Inventory 153 • - 217 
Assels held for sale 21 25 

: Unrealized gains on mark-to-market and hedging transacfions 28 ' 54 
Olher , 132 117 

766 
Investments and Other Assets 

., Restricted funds held in trust 
Goodvk Î! 
Intangible assets 
Unrealized gains on mark-lo-market and hedging transacfions 
Assets held for sale 
Other 

20 
2,350 

668 
15 
30 
23 

30 
2,348 

732 
27 
18 
21 

Total investments and other assets 
Propertv, Plant and Equipment 

: Cost 
Less accumulated depreciafion and amortization 

Net orooertv olant and equipment 
Regulatory Assets and Deferred Debits 
I; v: Deferred debt expense 

Regulatory assets related to income taxes 
btfier 

Total requlatorv assets and deferred debits 
•Total Assets:.. : 

3.106 

9.174 
1.978 
7.196 

23 
96 

505 ~ 
624 

:-r ' . U \ - - % ; 11,522./-^^-.::;.$ 

3.176 

9.049 
1,914 
7.135 

24 
96 

5 0 -

i 
U^UI^^T^. 

See Notes to Unaudited Consolidated Financial Statements 

4 
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DUKE ENERGY OHIO. INC. 
CONSOLIDATED BALANCE SHEETS—(Continued) 

(Unaudited) 
(In millions, except per-share amounts) 

Successor 

March 31, 
2007 

December 31, 
2006 

LIABILITIES AND. COMMON STOCKHOLDER'S EQUITY 
Current Ljabjlities 
•^Aa^unlspdyable::f:': •.:, ' ŷ  . 

Notes payable and commercial paper 
taxe$: accrued 
Interest accrued 

V tliabiliiies associated vwth assets held for sate 
Current maturities of long-tenn debt 
unrealized Ibsses on mark-to-mari<et and hedging transactions 
Other 

531. 
47 

168 
23 
21 

106 
43 
84 

408 
274 
301, 

27 
25 

105 
46 
99 

Total cun-ent liabilifies 1.023 ± 2 ^ 
Long-term Debt 1,774 1.776 
Deferi-ed Credits and Other Liabilities 

Deferred income taxes 
Investment tax.credit 
Accrued pension and other postrefirement benefit costs 
Regulatory liabilities 
Unrealized losses on mark-to-markel and hedging transactions 
Uabilities associated vAth assets held for sale 
Asset retirement obligations 

,437 
18 

393 
174 

19 
30 
42 

191 

1,475 
19 

381 
167 
29 
18 
41 

159 
Total deferred credits and other liabilifies 

V Total common stockholder's eouitv 

2.304 

6.421 

2.289 
Commitments and Contintjencies 
Common Stockholder's Equity 

Comriionstdck; $8.50 par value; 120,000,000 stiares'authorized and 89,663,086 shares dijtstanding at March 
.31.ibb7bndDeceniber31,2006 ' ' ' ' 
Additional paid-in capital 
Retained earnings 

ccumulaled other comprehensive loss „ 

762 
5,605 

68 
(34) 

'762 
5.601 

55 
(38) 

6.380 
Total Liabilities and Common Stockholder's Equity $ 11,522 11.730 

See Notes to Unaudited Consolidated Financial Statements 

PARTI 
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PARTI 

DUKE ENERGY OHIO. INC. 
CONSOLIDATED STATEMENTS OF CASH FLOWS 

(Unaudited) 
(In millions) 

Successor 

Three Months Ended 
March 31. 2007 

Predecessor 

Three Months Ended 
March 31. 2006 

CASH FLOWS FROM OPERATING ACTIVITIES 
Net income 
Adjustmehts.tb i-ecohaie net income to net cash provided,by operating 

Depreciation and amortizafion 
_ Losses (gainsjon sales of equity investments and ottier assets 
Deferred income taxes 

. Regulatory asset/liability amorfizafion 
Accrued pension and postretirement benefit costs 
(!ncrease):decrease in 

37 

93 
11 

(20) 
8 

11 

116 

68 
(26) 

7 
7 

Net realized and unrealized mark-lo-market and hedging transactions 
Receivables 
Inventory 
Olhei-'current assets-

Increase (decrease) in: 
Accounis ^ay&fcle 
Taxes accrued 

• Olfier current liabilifies 
Regulatory asset/liability deferrals 
Other assetS: ::.-
Olher liabilifies 
- Net cash orbvided bv ooeratina activifies 

CASH FLOWS FROM INVESTING ACTIVITIES 
Capital exiJenditiires :; 
Purchases of emission allowances 
Sales of emission allowances 
Withdrawal of restricted funds held in trust 

. • Net cash used in Invesfino activities 
CASH FLOWS FROM FINANCING ACTIVITIES 

Issuance:of long-term debt 
Redempfion of long-term debt 
Redemption of preferred stock of subsidiaries 
Notes payable and commercial paper 
Dividends paid 
Olher 

Net cash (used in) provided bv financiha activities 
Net decrease in cash and cash equivalents 
Casfi and casfi equivalents at Ijeglnning of period 
Cash and cash equivalents at end of period $ 

25 
67 
64 

(14) 

149 
(124) 

(11) 
(4) 
44 
(3) 

333 

(147) 
(14) 
22 
11 

f128) 

_ 
(2) 
— 

(227) 
_ 
— 

(229Vr. 
(24) 

; •• : 4 5 ; - : - - • - - • . • 

21 

(30) 
10 
56 
68 

(157) 
50 

(78) 
(1) 
17 
— 

116 

(135) 
(162) 
105 

8 
f184) 

141 
(1) 

(21) 
50 

(102) 
(1) 

• - U ' ^ y U ^ ^ •."•XV--66";" 
(2) 

. w : .••-.• • ^ . • : - - ; : : - ; ; : ; . - i o -

$ 8 

Supplemental Disclosures 
Significant non-cash transactions: 

Purchase accounting adjusUnentsr w 
Allowance for funds used during construcfion (AFUDC) - equity component 

See Notes lo Unaudited Consolidated Financial Statements 

6 
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PARTI 

DUKE ENERGY OHIO, INC. 
CONSOLIDATED STATEMENTS OF COMMON STOCKHOLDER'S EQUITY AND COMPREHENSIVE INCOME 

(Unaudited) 
(In mtllions) 

Accumulated Other Comprehensive 
Income (Loss) 

Three Months Ended March 31. 2007 
Balance at December 31.2006 

Net Gains Minimum Total 
Pension SFAS No. Common 

Additional Retained (Losses) on Liability 158 
Common Paid-in Casti Flow Stockholder's 

Stock Capital Earnings Hedges Adjustment Adjustment Equity 

Net income _,._.,.. 
Ottier cOilipi'eheTisiy^'ihcbme, nel of 

taxef febto f l$^)v" - " ' • 
Cash flow hedges 

762 $ 5.601 $ 55 
37 

.(:36).„. $. m IL 6.380 
37 

Total compfetiehsive income. 
F'ush-dovm accounting adjustments 
Adbptibnpf SFAS N b ; i ; 1 5 ^ 

Netincome. 
Other oorifii^fetiengiv^jrtcome 

Minimum pension liability 
> Cash fiow hedgesV''>->-i^^ 

116 

41 
4 

; rneasiirembnt date brbvisibn ' ' 
Balance at March 31. 2007 $ 

— 
762 $ 

_ 
5.605 $ 

(4) 
.88 _ $ 

— 
{32)_ $ 

„ 

$ 
— 
(2) $ 

(4) 
6.421 

Predecessor 
Balahce*at December 3 l , 2005 $ 762 $ 603 $ 657 

$ • 
(14) $ (33) $ _ $ 1.975 

116 

Tot^I cornprehensive incbhie: 
"dividends on common stock 
ance at March 31. 2006 $ 762 $ 603 $ 

(102) 
671 $ (13) $ (32) $ _ $ 

118 
(102) 

1.991 

See Notes to Unaudited Consolidated Financial Statements 
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PARTi 

DUKE ENERGY OHIO, INC. 
Notes To Consolidated Financial Statements 

(Unaudited) 

1. Basis of Presentation 
Nature of Operations and Basis of Consolidation. Duke Energy Ohio, Inc. (Duke Energy Ohio), an Ohio corporation organized in 1837, is a 

wholly-owned subsidiary of Cinergy Corp. (Cinergy). Duke Energy Ohio is a combination eleclric and gas public ufilily company that provides service in 
the southwestern portion of Ohio and through Duke Energy Kentucky, Inc. (Duke Energy Kenlucky) in nearby areas of Kentucky. Duke Energy Ohio's 
principal lines of business include generafion, transmission and distribution of electricity, the sale of and/or transportation of natural gas, and energy 
markefing. Duke Energy Ohio's principal subsidiary is Duke Energy Kenlucky, a Kentucky corporafion organized in 1901. Duke Energy Kenlucky's 
principal lines of business include generation, transmission and distribution of eleclricily as well as the sale of and/or transportafion of natural gas. 
References herein to Duke Energy Ohio includes Duke Energy Ohio and its subsidiaries. In October 2006, Cinergy and Duke Energy Ohio completed 
the sale of Duke Energy Ohio's trading contracts to Fortis Bank S.A./N.V. (Fortis), a Benelux-based financial services group. See Note 9 for addifional 
informafion. 

On April 3, 2006, Duke Energy Corporafion (Old Duke Energy) and Cinergy merged into wholly-owned subsidiaries of Duke Energy Holding Corp. 
(Duke Energy HC), resulting in Duke Energy HC becoming the parent entity. In connecfion with the closing ofthe merger transacfions, Duke Energy HC 
changed its name to Duke Energy Corporafion (New Duke Energy or Duke Energy) and Old Duke Energy converted into a limited liability company 
named Duke Power Company LLC (subsequently renamed Duke Energy Carolinas, LLC effecfive October 1, 2006). As a result of the merger 
transactions, each outstanding share of Cinergy common stock was converted into 1.56 shares of common slock of New Duke Energy, which resulled in 
the issuance of approximately 313 million shares of Duke Energy common stock. See Note 2 for addifional informafion regarding the merger. Both Old 
Duke Energy and New Duke Energy are referred to as Duke Energy herein. 

As a result of Duke Energy's merger wilh Cinergy, Duke Energy Ohio entered into a tax sharing agreement v^th Duke Energy, where the separate 
return method is used lo allocate tax expense or benefils lo the subsidiaries v^ose invesfinenls or results of operafions provide these tax expense or 
benefils. The accounling for income laxes essenlialfy represents the income taxes that Duke Energy Ohio would incur if Duke Energy Ohio were a 
separate company filing its own lax return. The current tax sharing agreement Duke Energy Ohio has wilh Duke Energy is substanfially fiie same as the 
lax sharing agreement between Duke Energy Ohio and Cinergy prior to the merger. 

These Consolidated Financial Statements include, after eliminafing intercompany transacfions and balances, the accounts of Duke Energy Ohio 
and all majority-owned subsidiaries where Duke Energy Ohio has control. 

Predecessor and Successor Reporting. In connection with the Duke Energy merger, Duke Energy acquired all of the outstanding common stock 
of Cinergy. The merger has been accounted for under the purchase method of accounfing walh Duke Energy treated as the acquirer for accounfing 
purposes. As a resull, the assets and liabilifies of Cinergy were recorded at their respecfive fair values as of the merger consummafion dale. Purchase 
accounting impacts, including goodvvi!! recognifion, have been "pushed down" to Duke Energy Ohio, resulting in the assets and liabilifies of Duke Energy 
Ohio being recorded at their respective fair values as of April 3, 2006 (see Note 2). Except for an adjuslmenl related to pension and other postrefirement 
benefit obligafions, as mandated by Statement of FinanciaJ Accounling Standards (SFAS) No, 87," Employers'Accounting for Pension s," and SFAS 
No. 106," Employers'Accounting for Postrefirement Benefits Other Than Pensions," the accompanying consolidated financial statements do not refiect 
any adiustments related to Duke Energy Ohio's regulated operafions that are accounted for pursuant to SFAS No. 71 , " Accounting for the Effects of 
Certain Types of Regulation " (SFAS No. 71), which are comprised of Duke Energy Ohio's regulated transmission and dislribution and Duke Energy 
Kenlucky. Under the rate setting and recovery provisions currently in place for these regulated operations v/hich provide revenues derived from cost, the 
fair values of the individual tangible and intangible assels and liabilifies are considered lo approximate their carrying values. 

Duke Energy Ohio's Consolidated Statements of Operations subsequent to the merger include amortization expense relafing to purchase 
accounfing adjustments and deprecialion of fixed assels based upon their fair values. Therefore, the Duke Energy Ohio financial data prior to the merger 
will not generally be comparable to ils financial data subsequent lo the merger. See Note 2 for addifional informafion. 

Due lo the impact of push-dov^^ accounfing, the financial slatements and certain note presentafions separate Duke Energy Ohio's presentations 
inlo two distinct periods, the period before the consummafion of the merger (labeled "Predecessor") and the period after Ihat dale (labeled "Successor"), 
to indicate the applicafion of different basis of accounfing between Ihe periods presented. 
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PARTI 
DUKE ENERGY OHIO. INC. 

Notes To Consolidated Financial Statements—(Continued) 
(Unaudited) 

These Consolidaled Financial Statements reflect all normal recurring adjusfinents that are, in the opinion of management, necessary to fairly 
present Duke Energy Ohio's financial position and results of operafions. Amounts reported in the interim Consolidated Statements of Operafions are not 
necessarily indicalive of amounts expected for the respecfive annual periods due to the effects of seasonal temperature variafions on energy 
consumption, the timing of maintenance on electric generating units, changes in mark-to-market (MTM) valuafions, changing commodity prices, and 
other factors. These Consolidaled Financial Slatements and other informafion included in this quarterly report should be read in conjunction wifii the 
Consolidated Financial Statements and Notes in Duke Energy Ohio's Form 10-K for the year ended December 31,2006. 

Use of Estimates. To confonn to generally accepted accounting principles (GAAP) in the Uniled States, management makes esfimates and 
assumpfions that affect Ihe amounts reported in the Consolidated Financial Statements and Notes. Although these estimates are based on 
management's best available knowledge at the fime. actual results could differ. 

Reclassifications. The financial statements for periods prior to the merger have been reclassified to conform with Duke Energy's format. Certain 
olher prior period amounts have been reclassified to confomn to the presentafion for the current period. Such redassifications indude the reclassification 
of income from confinuing operations from Duke Energy Ohio's commercial marketing and trading business to disconfinued operafions. 

fiegutafion. Duke Energy Ohio uses Ihe same accounting policies and practices for financial reporting purposes as non-regulaled companies 
under GAAP. However, sometimes acfions by its regulators, the Federal Energy Regulatory Commission (FERC) and the stale ufility commissions, 
result in accounting treatment different from Ihat used by non-regulated companies. When this occurs Duke Energy Ohio applies the provisions of SFAS 
No. 71. The economic effects of regulation can result in a regulated company recording assets for costs that have been or are expected to be approved 
for recovery from customers or recording liabilities for amounts Ihat are expected to be returned to customers in the rate-setting process in a period 
different from the period in which the amounts would be recorded by an unregulated enterprise. Accordingly, Duke Energy Ohio records assets and 
liabilities that result from Ihe regulated ratemaking process that would nol be recorded under GAAP for non-regulated enlilies. Management confinually 
assesses v\/helher regulatory assels are probable of future recovery by considering factors such as applicable regulatory changes, recent rate orders 
appficable to olher regulated entifies and the status of any pending or potenfial deregulation legislation. Based on this confinual assessment, 
management believes the existing regulatory assets are probable of recovery. These regulatory assels and fiabilifies are primarily classified in the 
Consolidated Balance Sheets as Regulatory Assets and Deferred Debits, and Deferred Credits and OUier Liabilifies. Duke Energy Ohio periodically 
evaluates the applicability of SFAS No. 71, and considers factors such as regulatory changes and the impact of competifion. If cost-based regulation 
ends or compefifion increases. Duke Energy Ohio may have lo reduce ils asset balances to reflect a market basis less than cosl and write-off their 
associated regulatory assels and liabilities. 

The state of Ohio passed comprehensive electric deregulafion legislafion in 1999, and in 2000, Ihe Public Uliiiltes Commission of Ohio (PUCO) 
approved a sfipulation agreement relating to Duke Energy Ohio's transition plan creafing a Regulatory Transition Charge (RTC) designed to recover 
Duke Energy Ohio's generation-related regulatory assels and transition costs over a ten-year period beginning January 1, 2001. Accordingly, application 
of SFAS No. 71 was discontinued for the generafion portion of Duke Energy Ohio's business. Duke Energy Ohio has a RTC balance of approximately 
$310 million and $331 million as of March 31, 2007 and December 31, 2006, respecfively, which is classified In Other Regulatory Assets and Deferred 

its on the Consolidated Balance Sheets. The RTC resulled from comprehensive deregulafion legislation passed in the state of Ohio in 1999 and has 
K 1 approved by the PUCO to be recovered over a ten-year period beginning January 1, 2001. 

2. Duke Energy/Cinergy Merger 
On April 3. 2006, the merger between Duke Energy and Cinergy was consummated (see Note 1 for additional information on Ihe merger, purchase 

accounfing and Predecessor and Successor reporting). For accounting purposes, Ihe effecfive dale of Uie merger was April 1, 2006. The merger 
combines the Duke Energy and Cinergy regulated franchises as well as deregulated generation in the Midwestern United States (Midwest). 
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As discussed in Note 1 above, purchase accounfing impacts, including goodwill recognition, have been "pushed dowoi" to Duke Energy Ohio, 
resulfing in the assets and liabilifies of Duke Energy Ohio being recorded at their respective fair values as of April 3,2006. The following unaudited 
consolidated pro forma financial results for Duke Energy Ohio are presented as if the merger wilh Duke Energy had occurred at the beginning of the 
period presented: 

Unaudited Consolidated Pro Forma Results (Predecessor) 

Three Months 
Ended 

March 31, 
2006 

(in millions) 
Operafing>evenues - $ 966 
Income from confinuing operafions ' $88 
Netincome':' $86 

These pro forma results do not include any significant transactions completed by Duke Energy Ohio other than the impact of Cinergy's merger wilh 
Duke Energy. 

Prior to consummafion of the merger, certain regulatory approvals were received from the slate ufility commissions and Ihe FERC. See Note 12 for 
a discussion of the regulatory impacts of the merger. 

3. Transfer of Certain Duke Energy Generating Assels to Duke Energy Ohio 
In Apnl 2006, Duke Energy contributed lo Duke Energy Ohio ils ovmership interest in five plants, represenfing a mix oi combined cycle and peaking 

plants, wilh a combined capacity of 3,600 megawatts (MW). The transacfion was effective in April 2006 and was accounted for at Duke Energy's net 
book value for these assets. The enfities holding these generafing plants, which were indirect subsidiaries of Duke Energy, were first distributed to Duke 
Energy, which then contributed them to Cinergy which, In turn, contributed them to Duke Energy Ohio. In Ihe final step, the entifies were then merged 
into Duke Energy Ohio. 

The following unaudited consolidated pro fonria financial results for Duke Energy Ohio are presented as if the conlribufion of Ihe Duke Energy 
generafing assets to Duke Energy Ohio had occurred al the beginning of the period presented: 

Unaudited Consolidaled Pro Forma Results (Predecessor) 

Three Months 
Ended 

March 31, 
2006 

( i n m i l l i o n s ) 
O p e r a f i n g " r e v e n u e s -•".•"::•..;-:.'• ^ '̂'"""':;.''.• •;-----^^ "• • •"••••• ".^:;•^;:^^".$:••:V;•••?•^"•J"••971 
I n c o m e f r o m c o n t i n u i n g o p e r a t i o n s $ 1 0 6 
N e t i n c o m e ". •̂.•;-: .".. "• ::C::,^.'^^V:v "•';:•":.••-•"•": -'•''•"•- U---. .:/UU-̂ 'l̂ -̂U-U^m 

These pro fomia results do nol include any significant transactions completed by Duke Energy Ohio other than the impact of the transfer of the 
ovioiership inleresl in the five plants as discussed above. As part of this transaction, Duke Energy agreed to reimburse Duke Energy Ohio, on a quarteriy 
basis, through April 2016 in the event of certain cash shortfalls related to Ihe performance of Ihe five plants. Based on the assessment of the 
performance of the five plants during the first quarter 2007, Duke Energy Ohio did not incur any qualifying shortfalls related to the performance of the five 
plants thus no cash reimbursement was required from Duke Energy. Duke Energy Ohio accounts for any payments from or return of payments to Duke 
Energy in Common Stockholder's Equity as an adjustment to Additional paid-in capital. 

10 
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4. Preferred Stock 
In March 2006, Duke Energy Ohio redeemed all outstanding shares of ils $16.98 milfion nofional amount 4% Cumulafive Preferred Stock and its 

$3.5 million notional amount 4.75% Cumulative Preferred Stock at a price of $108 per share and $101 per share, respectively, plus accrued and unpaid 
dividends. 

5. Inventory 
Inventory consists primarily of materials and supplies; nalural gas held in storage for transmission and sales commilmenls; and coal held for electric 

generafion. Inventory is recorded at the lower of cost or market value, using the average cost method. 

March 31, 
2007 

m. 

:^K-

hum 
67 

"̂;:-lM 

Successor*^^ 

December 31, 
2006 

(in millions) 
'UUi-t%'}U 

uu-^umu 

u:'-'n 
74 

WUM. 

W-m 

•- ;Gas^stbr^ed,fbr current use" ;•• .:;..• . U U - ' U ^ . ' U - :/••^•••^:•• ••̂ \"-.":-'̂ "-'̂ ':-̂ '"-vv^^^ 
Fuel for use in electric generalion 
Materfa/s and supplies • • • ''•-' ^;''--'" " ': "••̂ " •" U^V-U:-. ' • •U ' - i ' ' \ ,UX' ' ' ' ' - ' 'UU\UUUUU'yuyUUvU 

' :• Total Inventory " U- ;"•.•,/.' ••"-••' " :•• "-- "-':.- :'U'iyU^<:>'-'yUryU\lU^y'UUUUUU 

(a) See Note 1 for additional information on Predecessor and Successor reporting. 

6. Debt and Credit Facilities 
Duke Energy Ohio receives support for its short-term borrowing needs from its parent enfity, Cinergy, vtliose short-term borrov^ngs consist primarily 

of unsecured revolving lines of credit and commercial paper. Cinergy and its subsidiaries, including Duke Energy Ohio, has a mulfi-year syndicated $1.5 
^'"'ion revolving credit facility with an expiration date of June 2011. This credit facility contains an option allowing borrov^nng up to the full amount of the 

ly on the day of initial expirafion for up lo one year and contains a covenant requiring the debt-lo-total capitalization rafio to not exceed 65% for 
V ..,.orgy and certain of its subsidiaries, including Duke Energy Ohio. The credit facility also contains a $500 million borrowing sub limit for Duke Energy 

Ohio and a $100 million borrov^ng sub limit for Duke Energy Kenlucky. 
The issuance of commercial paper, letters of credit and other borrowings reduces the amount available under the available credit facility. 
Cinergy's credit agreement contains various financial and other covenants; however, Cinergy's credit agreement does not include any covenants 

based on credit ratings. Failure to meet those covenants beyond appficable grace periods could result in accelerated due dates and/or termination of the 
agreement. As of March 31, 2007, Cinergy was in compliance wilh those covenants. In addifion, some credit agreements may allow for acceleration of 
payments or termination of the agreements due to nonpayment, or the accelerafion of other significant indebtedness of the borrower or some of its 
subsidiaries. None of the debt or credit agreements contain material adverse change clauses. 

Duke Energy Ohio participates wilh Duke Energy and other Duke Energy subsidiaries in a money pool arrangement lo better manage cash and 
working capital requirements. Under this arrangement, those companies with short-term funds may provide short-term loans to affifiates participating 
under this arrangement. Prior to the merger, Duke Energy Ohio participated in a similar money pool arrangement with Cinergy and other Cinergy 
subsidiaries. As of March 31, 2007 and December 31, 2006, Duke Energy Ohio was in a payable posifion of $47 million and $274 million, respectively, 
classified vvnthin Notes payable and commercial paper in Ihe accompanying Consolidated Balance Sheets. During the three monlhs ended March 31, 
2007. Ihe $227 million change in the money pool is reflected as a cash outflow in Notes payable and commercial paper within Net cash (used in) 
provided by financing activifies on the Consolidaled Statements of Cash Flows. During the three months ended March 31, 2006, the $50 mrllion change 
in the money pool is reflected as a cash inflow in Notes payable and commercial paper Vî thin Net cash (used in) provided by financing acfivities on the 
Consolidated Statements of Cash Flows. 

As of March 31, 2007 and December 31, 2006, approximately $96 million of pollufion control bonds, which are short-lemi obligafions by nature, are 
classified as Long-term Debt on the Consolidated Balance Sheets due lo Duke Energy Ohio's intent and ability to 
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utilize such borroviings as long-term financing. Cinergy's credit facilifies with non-cancelable terms in excess of one year as of the balance sheet date 
give Duke Energy Ohio the ability to refinance these short-term obligafions on a long-tenm basis. 

7. Employee Benefit Obligations 
Duke Energy Ohio participates in pension and olher poslrefiremenl benefil plans sponsored by Cinergy. Cinergy's qualified defined benefit pension 

plans cover substantially all Uniled States employees meefing certain minimum age and service requiremenls. Funding for the qualified defined benefit 
pension plans is based on actuarially determined contribufions, the maximum of v/hich is generally the amount deductible for tax purposes and Ihe 
minimum being that required by the Employee Refirement Income Security Acl of 1974, as amended. The pension plans' assets consist of investments 
in equity and debt securities. In addifion, Cinergy sponsors non-qualified pension plans (plans that do not meet the criteria for certain tax benefits) that 
cover officers, certain olher key employees, and non-employee directors. Cinergy also provides certain health care and life insurance benefits to refired 
United Stales employees and their eligible dependents. These benefits are subject to minimum age and service requiremenls. The health care benefits 
include medical coverage, dental coverage, and prescripfion dmg coverage and are subject to certain limitations, such as deducfibles and co-payments. 

There were no qualified pension benefil contribufions for either the three months ended March 31, 2007 or March 31, 2006. Duke Energy 
anficipates that it will make lolal contributions of approximately $315 million to the legacy Cinergy qualified pension benefit plans In 2007. 

Duke Energy Ohio's net periodic benefit costs as allocated by Cinergy were as follows: 

Successor'^* Predecessor*^' 

Three Months Three Months 
Ended - Ended 

March 31, March 31. 
2007 2006 

(in millions) 

UUW 
$ 

u " $; 

Qualified Pension Benefits . • ; V ^ $ ; • : ^ -
Non-Qualified Pension $ 
Ottier Posfi-efirement • ' . , ; ? : • -$: ^:, ^ 

(a) See Note 1 for addifional informafion on Predecessor and Successor reporting. 

Upon consummation of the merger with Duke Energy, all defined benefit plan obligafions were remeasured. Cinergy updated Ihe assumptions used 
lo determine their accrued benefit obligafions and prospecfive net periodic benefit cost to be allocated to Duke Energy Ohio. 

See Note 15 for a discussion of the effect of adoption of SFAS No. 158, "Employer's Accounting for Defined Benefit Pension and Other 
Postretirement Plans, an amendment of FASB Statements No. 87, 88, 106. and 132(R)"(SFAS No. 158) .Also, refer to Note 14 for a discussion of the 
amounts in the Consolidated Balance Sheets related to allocated accrued pension and other postrefirement benefit obligalions from Cinergy. 

12 
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8. Goodwill and Intangibles 
Duke Energy Ohio evaluates the impairment of goodwill under the guidance of SFAS No. 142, "Goodwill and Other Intangible Assets" {SFAS 

No. 142). As discussed further in Nole 2, in April 2006, Duke Energy and Cinergy consummated the merger, which resulled in Duke Energy Ohio 
recording goodviil! of approximately $2.4 billion. The follov/ing table shows the changes in goodwill for the three monlhs ended March 31, 2007: 

Carrying Amount of Goodwill 

Business Segment: 
Cornmercia! Power 
Franchised Electric & Gas 

Total Goodwill 

Balance at 
December 31, 

2006 

$"'""'"^'i2oo'' 
ymum-:xmm 
muum4^H 

Successor"' 

Changes 

.J'OjniJpns) _ 

u<::f;^umu 

Balance at 
March 31, 

2007 

" $ V502 
mk-mAM 
UgfM^M^ 

(a) See Note t for addifional information on Predecessor and Successor reporting. 

The carrying amount and accumulated amortizafion of intangible assets are as follows: 

Successor*^ 

March 31, 
2007 

December 31, 
2006 

Emission allowances 
Gas, coal, and power contracts 
Other 

Total gross carrying amount 

Accumulated amortization—gas, coal, and power contracts 
Accumulated amortization—olher 

Tolal accumulated amortization 

total-intangible assets, net 

444^ 
274 

(in rnillipns) 
:^95:: 
274 
Urf^ 

4X: 

$ 

$ 

^"rm'Z^^ 

(53) 
(3) 

m) 
668 

UU^U^ 

$• 

$ 

>X-^^76: 

(41) 
(3) 

(44) 

732 

(a) See Note 1 for additional information on Predecessor and Successor reporting. 

The carrying value of emission allowances sold or consumed for Duke Energy Ohio were as follows: 

la/" See Nole 1 for additional infonnafion on Predecessor and Successor reporting. 
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Successor 

Three Months 
Ended 

March 31, 
2007 

Predecessor^^' 

Three Monlhs 
Ended 

March 31, 
2006 

(in millions) 

W U v U U : : ^ 36 
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Amortizafion expense for intangible assets for the three months ended March 31, 2007 and 2006 was as follows: 

Successor*^' 

Three Months 
Ended 

March 31, 
2007 

12 

(a) See Note 1 for additional information on Predecessor and Successor reporfing. 

PredecessoH^' 

Three Months 
Ended 

March 31, 
2006 

[in millions) 

Duke Energy Ohio has net intangible fiabilifies v^hich are associated wilh ils Market-Based Standard Service Offer (MBSSO) and other power sale 
contracts and will be recognized in earnings over their contractual lives. The carrying amount of these liabilifies as of March 31, 2007 and December 31, 
2006 is as follows: 

Successor*^' 

March 31, 
2007 

December 31, 
2006 

MBSSO;- .-
Olher power sale contracts 

Total intahgible liabilifies 

(in millions) 
95 , • $ 
35 

$ > 130. 

(a) See Nole 1 for addifional informafion on Predecessor and Successor reporting. 

Approximately $4 million was amorfized to income during the three months ended March 31, 2007. Intangible liabilifies are classified as Other 
Deferred Credits and Other Liabififies on the Consolidated Balance Sheets. 

9. Discontinued Operations and Assets Held for Sate 
The following table summarizes the results classified as Loss from Discontinued Operafions, net of tax, in the accompanying Consolidated 

Statements of Operafions. 

Predecessor*^' 

Operating Income 

95 
39 

134 

Operating 

Revenues 

Pre- Income 
tax Tax 

Loss Benefit 

Loss From 
Discontinued 

Operafions, 
Net of Tax 

Three MonthsEhded March 31, 2006 ; : - ; 

Commercial Power 

(a) See Note 1 for additional informafion on Predecessor and Successor reporting. 

14 

(in millions) 

(3) $ • (1) (2) 
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The followfing table presents the carrying values of the major classes of assets and associated liabilities held for sale in the Consolidaled Balance 
Sheets as of March 31, 2007 and December 31, 2006. 

Successor*^' 

March 31, December 31, 
2007 2006 

,__ , _̂  (inmillions) 
Assets' "̂  ••. . • " • ' • • • • • " '•'•''•'-••''^''.-{•^''^••U:'XUU\-'U'UyU^f^ 

Curreni assets $ 21 $ 25 
^".•".-btherassets'":• -.• ' ' - ' • • • : ' i i : ' ; ^ U ^ ' U U - U U U u y U ^ : U : U U M ^ S : ^ 

Total Assets- "••-'••, ^•^-r'^ - •7:v;\^'^^:v"">^•^•'V^;:•>^^^^ 

Liabilities"-,. '•'•'•• ~U . 'Uu ' ' ' ' ' 'UyU ' . - : : : y iUUpUUUUUUUUU' 'U^ 
Current liabilifies $ 21 
Other liabilifies '•" -'y- ^-TU^'':Uyy-U/U'--UyKUUUUUUPUUUU:Uy'-^^^^ 

Total Liabilities " •' ": : • • ' ' '~ : : ' ' r ' ' 'U- ' : \^ 'U- : - : , :~U. :UUHyUUUUUUUUUUW^'U' \^^^ 

mt 

K 
m 

MMMM 

'mum 

(a) See Nole 1 for addifional information on Predecessor and Successor reporfing. 

In June 2006, Cinergy sold ils commercial marketing and trading businesses, including certain of Duke Energy Ohio's trading contracts, to Fortis, a 
Benelux-based financial services group. In October 2006, the sale was completed. Cash proceeds attributable to the Duke Energy Ohio U âding 
contracts were approximately $32 million on a pre-tax basis and Duke Energy Ohio recorded an approximate $3 million pre-tax loss on the sale. The 
"*^ults of operations for these trading contracts have been presented as discontinued operations for the three months ended March 31, 2006 in the 

impanying Consofidated Statements of Operations. 
~- ^ In October 2006, in connecfion wilh this transaction, Duke Energy Ohio entered into a series of Total Return Svraps (TRS) with Fortis, which are 
accounted for as mark lo market derivatives. The TRS offsets the net fair value of the contracts being sold to Fortis. The TRS will be cancelled for each 
underlying contracts as each is transferred to Fortis. All economic and credit risk associated with the contracts has been transferred to Fortis as of the 
date of Ihe sale through the TRS. As of March 31, 2007, approximately 95% of the contracts have been novated by Fortis. At March 31, 2007. contracts 
wilh a net fair value of approximately $51 million remain in Assets held for sale and represent contracts that have yet to be novated by Fortis. 

10. Business Segments 
Duke Energy Ohio operates the foliovwng business unils: Franchised Electric and Gas and Commercial Power. Duke Energy Ohio's chief operafing 

decision maker regularly reviews financial informafion about each of these business units in deciding how to allocate resources and evaluate 
pertormance. Both ofthe business unils are considered reportable segments under SFAS No. 131," Disclosures about Segments of an Enterprise and 
Related Information." There is no aggregafion within Duke Energy Ohio's defined business segments. 

The remainder of Duke Energy Ohio's operafions are presented as "Other." While it is not considered a business segment. Other primarily includes 
certain allocated governance costs. 

Accounting policies for Duke Energy Ohio's segments are the same as Ihose described in the Notes lo Ihe Consolidated Financial Statements in 
Duke Energy Ohio's Annual Report on Form 10-K for the year ended December 31, 2006. Management evaluates segment performance based on 
earnings before interest and laxes from continuing operations (EBIT). 

On a segment basis, EBIT excludes disconfinued operafions and represents all profits from confinuing operations (both operating and non-
operating) before deducfing interest and taxes. Cash, cash equivalents, and short-term invesfinenls are managed centrally by Cinergy and Duke Energy, 
so the interest and dividend income on Ihose balances are excluded from the segments' EBIT. 

Transactions between reportable segments are accounted for on Ihe same basis as unaffiliated revenues and expenses in the accompanying 
Consolidated Financial Slatements. 
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Business Segment Data' (a) 

Unaffiliated Intersegment Total Segment EBIT/ 
Revenues Revenues Consolidated Income 

Revenues from Continuing 
Operations Before 

Income Taxes 

Depreciation 
and 

Amortization 

Successor*^': .;,v 
Three Months Ended March 31,2007 

(in millions) 

Franchised Electric and Gas " , : 
Commercial Power 
Totai reportable segments : v 
Olher 
Interest expense 
Interest income and other 
Total consolidaled ' 

' :-:u : ' ^ u 

. : . - $ . . . • 

. v-57o:-
346 
916r-

916; 

- : 1 - -.-

: - $ . : . 

'~~ : V 

;.-".—" '. 

:'.— 

.;, $, , : 

: $ . • 

570 
346 
916 

916 

$ 

$ 

79 
13 
92 

(18) 
(23) 

9 
6D 

$ 

$ 

53 
40 
93 

93 

Predecessor*"' 
Three Months Ended March 31, 2006 
Franchised Eleclric and Gas 
Commercial Power -

542 
421 

542 
422' 

80 
166. 

50 
M 
68 Total reportable segments 

Other : 
Eliminafions 

963 J 

(1) 

964. 

(1) 

246 

Interest expense: 
Interest income and other 
Total consolidated $-. 

. „ . : • , . 

963:: ::: $:̂  .-: 

'.:. 

- — • , : . . . " . . . $ • . " " 

. . — : • 

: 963- . . ' . $ ^ . -

:. : umu: 
9 

.J •.:.^ . 186:.^:: :-'U%UK 

uuu^ 
? m 

(a) Segment results exclude results of disconfinued operafions. 

(b) See Nole 1 for addifional infonnafion on Predecessor and Successor reporting. 

Segment assets in the following table exclude all intercompany assets. 

Segment Assets 

SuccessoH^' 

(a) See Nole 1 for additional information on Predecessor and Successor reporfing. 
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March 31, 
2007 

December 31, 
2006 

Franchised Electric and Gas . 
Commercial Power 

Total reportable segments/consolidated assets: 

(in millions) 
5,307; ;:̂  $ • :/ 5i3iB1 
6,215 6,349 

$;M 1,522, 11,730 
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11. Risk Management Instruments 
The follovifing table shows the carrying value of Duke Energy Ohio's derivative portfolio as of March 31, 2007, and December 31, 2006. 

Derivative Portfolio Carrying Value (in millions) 

Successor*^' 

March 31, December 31, 
2007 2006 

Heclging::\./" - ' • '-•-UU •umUM^'XUimiXuUUmiU^^^ 
Undesignated (18) 8 

T o t a l ;-••-•"•••,-•• • •"• - • ' •• --̂  ••'--''••Xyi--'Utmuuuu:uu'uu:i:Wm 

(a) See Note 1 for additional informafion on Predecessor and Successor reporting. 

The amounts in the table above represent the combinafion of assets and (liabilities) for unrealized gains and losses on mark-to-markel and hedging 
transactions on Duke Energy Ohio's Consolidated Balance Sheets, excluding approximately $51 million of derivative assels and $51 million of derivafive 
liabilities which were transferred to assets and fiabilifies held for sale. See Nole 9 for addifional informafion. 

The $26 million decrease in the undesignated derivafive portfolio fair value is due primarily to unrealized mark-to-market losses Vi'ithin Commercial 
Power, primarily as a result of higher power prices. This was partially offset by unrealized mark-to-market gains on coal derivafives within Commercial 
Power. 

Credit Risk. Included in Other Current Assets in the Consolidated Balance Sheets as of March 31, 2007 and December 31, 2006 are collateral 
assets of approximately $62 million and $58 million, respectively, vi4iich represents cash collateral posted by Duke Energy Ohio witii third parties. 
Included in Other Curreni Liabilities in the Consofidated Balance Sheets as of March 31, 2007 and December 31, 2006 are collateral liabilities of 
approximately $8 million and $27 million, respecfively, vdiich represents cash collateral posted by third parties to Duke Energy Ohio. This decrease in 

h collateral posted by third parties to Duke Energy Ohio is primarily due tho sale of the commercial marketing and trading business to Fortis in 2006. 

^t^-r Regulatory Matters 
Regulatory Merger Approvals. As discussed in Note 1 and Note 2, on April 3. 2006, the merger between Duke Energy and Cinergy was 

consummated to create a nevî y formed company. Duke Energy Holding Corp. {subsequently renamed Duke Energy Corporation). As a condifion to the 
merger approval, the Public Ufilifies Commission of Ohio (PUCO), and the Kentucky Public Service Commission (KPSC) required that certain merger 
related savings be shared v '̂ith consumers in Ohio and Kenlucky, respecfively. The commissions also required Duke Energy Ohio and Duke Energy 
Kentucky lo meet additional condifions. Key elements of these condifions include: 

The PUCO required that Duke Energy Ohio provide (i) a rate reducfion of approximately $15 million for one year to facilitate economic 
development in a time of increasing rates and market prices (ii) a reduction of approximately $21 million to ils gas and electric consumers 
in Ohio for one year, v îlh both credits beginning January 1, 2006. Duke Energy Ohio returned $6 million and $4 million in Ihe first quarter of 
2006, respecfively, on each of these rate reductions. During the first quarter of 2007 Duke Energy Ohio retumed $2 million and an 
immaterial amount, respectively, on each of these rate reducfions. As of March 31, 2007, Duke Energy Ohio has completed its merger 
related rale reducfion and filed a report with Ihe PUCO to terminate Ihe merger credit riders. 

The KPSC required that Duke Energy Kenlucky provide $8 million in rate reducfions lo ils customers over five years, ending when new 
rates are established in the next rate case after January 1, 2008. As of March 31, 2007, Duke Energy Kentucky had returned approximately 
$2 million to cuslomers on this rate reduction. Of this amount, approximately $1 million of the rate reducfion was passed through lo 
customers during the three months ended March 31, 2007. 
The FERC approved Ihe merger vwlhout condifions. 
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Rate Related Information. The KPSC approves rates for retail electric and gas sales v^thin the state of Kentucky. The PUCO approves rales and 
martlet prices for retail eleclric and gas sales within Ohio. The FERC approves rates for electric sales to wholesale customers served under cost-based 
rales. 

Duke Energy Ohio Eleclric Rale Filings. Duke Energy Ohio operates under a Rale Stabilization Plan (RSP), which includes a MBSSO approved by 
the PUCO in November 2004. In March 2005, the Office of the Ohio Consumers' Counsel (OCC) appealed the PUCO's approval ofthe MBSSO to Ihe 
Supreme Court of Ohio and the court issued ils decision in November 2006. It upheld the MBSSO in virtually every respect but remanded the MBSSO 
back to the PUCO on two issues. The Court ordered the PUCO to support a certain portion of its order vA\U reasoning and record evidence and lo 
require Duke Energy Ohio to disclose certain confidential commercial agreements vyith other parties previously requested by the OCC. Duke Energy 
Ohio has complied with the disclosure order. Such confidential commercial agreements are relatively common in the jurisdiction and the PUCO has not 
allowed producfion of such agreements in past cases in v^iich the PUCO was presented wilh a setfiemenl agreement on the basis that they are 
irrelevant. A hearing on remand has concluded and Duke Energy Ohio expects a Commission Order before the end of the year. 

On August 2, 2006, Duke Energy Ohio filed an applicafion wilh the PUCO to amend its MBSSO through 2010. The proposal provides for continued 
electric system reliability, a simplified market price structure and clear price signals for cuslomers, while helping lo maintain a stable revenue stream for 
Duke Energy Ohio. The applicafion is pending and Duke Energy Ohio cannot predict the outcome of this proceeding. 

Duke Energy Ohio's MBSSO includes a fuel clause recovery component which is audited annually by the PUCO. In April 2007 Duke Energy Ohio 
entered into a setfiemenl resolving all open issues idenfified in the 2006 audit wilh some, but nol all of the parties. The PUCO set the setfiemenl for 
hearing which has been completed. A PUCO decision is expected before the end of the year. Duke Energy Ohio does not expect the agreement to have 
a material impact on its consolidated results of operations, cash flows or financial posifion. 

In addifion to the fuel clause recovery component, Duke Energy Ohio's MBSSO includes a reserve capacity component knovm as the System 
Reliability Tracker (SRT), and an Annually Adjusted Component (AAC) to recover changes in environmental, tax and homeland security costs. In April 
2007, Duke Energy Ohio entered a sfipulation resolving all issues related to the 2006 SRT audit and applicafion to amend the 2007 AAC market price. 
The sfipulation included some, bul nol all of the parfies. A hearing was held regarding the sfipulation. Duke Energy Ohio expects a Commission decision 
before the end of the year. Duke Energy Ohio does not expect a significant change, if any lo the MBSSO components but cannot predict the outcome of 
the cases. 

Duke Energy Kentucky Electric Rate Case. In May 2006, Duke Energy Kentucky filed an application for an increase in ils base electric rates. The 
applicafion, w4iich sought an increase of approximately $67 million in revenue, or approximately 28 percent, to be effecfive in January 2007, was filed 
pursuant to the KPSC's 2003 Order approving Ihe transfer of 1,100 MW of generating assets from Duke Energy Ohio to Duke Energy Kenlucky. in Ihe 
fourth quarter of 2006, Duke Energy Kentucky reached a setfiemenl agreement in principle with all parties to this proceeding resolving all issues raised 
in the proceeding. Among olher Ihings, the setfiemenl agreement provided for a $49 million increase in Duke Energy Kentucky's base electric rates and 
reinsfitution of the fuel cosl recovery mechanism. In December 2006, the KPSC approved the setfiemenl agreemenL The settlement agreement also 
provided for Duke Energy Kentucky to obtain KPSC approval for a back-up power supply plan. In January 2007, Duke Energy Kenlucky filed a back-up 
power supply plan with the KPSC. The plan provided for Duke Energy Kenlucky to purchase back-up power through bilateral contracts for scheduled 
outages. Duke Energy Kentucky will recover these costs through base rates. The plan provided for Duke Energy Kentucky lo purchase back-up power 
through the Midwest Independent System Operator, Inc. (Midwest ISO) energy markets for unscheduled outages. Duke Energy Kenlucky will recover 
these costs through its fuel adjustment clause. The KPSC issued an order in March 2007 approving Duke Energy Kentucky's back-up power supply 
plan. 
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Duke Energy Kentucky Gas Rate Cases. In 2002, the KPSC approved Duke Energy Kenlucky's gas base rale case vitiich included, among other 
things, recovery of costs associated wilh an accelerated gas main replacement program. The approval authorized a tracking mechanism to recover 
certain costs including depreciafion and a rale of return on the program's capital expenditures. The Kentucky Attorney General appealed to the Franklin 
Circuit Court the KPSC's approval of the tracking mechanism as well as Ihe KPSC's subsequent approval of annual rate adjustments under this tracking 
mechanism. In 2005, both Duke Energy Kentucky and the KPSC requested that Ihe court dismiss Ihese cases. At the present fime, Duke Energy 
Kentucky cannot predict the fiming or outcome of this lifigafion. 

In February 2005, Duke Energy Kentucky filed a gas base rate case vwth the KPSC requesting approval to confinue Ihe tracking mechanism and for 
a $14 million annual increase in base rates. A portion of the increase is attributable to recovery of the current cost of the accelerated main replacement 
program in base rales. In December 2005, Ihe KPSC approved an annual rale increase of $8 mrllion and re-approved the tracking mechanism through 
2011. In February 2006, the Kenlucky Attorney General appealed the KPSC's order to ihe Franklin Circuit Court, claiming that the order improperly 
allows Duke Energy Kenlucky to increase ils rates for gas main replacement costs in between general rale cases, and also claiming that the order 
improperly allows Duke Energy Kentucky lo earn a return on investment for the costs recovered under the tracking mechanism vi^ich permits Duke 
Energy Kenlucky to recover its gas main replacement costs. At this fime, Duke Energy Kentucky cannot predict the outcome of this litigafion. 

Olher. In April 2005, Ihe PUCO issued an order opening a statevwde investigation into riser leaks in gas pipeline systems throughout Ohio. The 
invesfigation followed four explosions since 2000 caused by gas riser leaks, including an April 2000 explosion in Duke Energy Ohio's service area. In 
November 2006, the PUCO Staff released an expert report, which concluded that certain types of risers are prone to leaks under various conditions, 
including over-tightening during initial installation. The PUCO Staff recommended that nalural gas companies confinue lo monitor the situafion and study 
the cause of any further riser leaks to determine whether further remedial action is warranted. Duke Energy Ohio has approximately 87,000 of these 
risers on its dislribution system. If the PUCO orders natural gas companies to replace all of these risers, Duke Energy Ohio estimates a replacement 
cost of $35 million. At this lime, Duke Energy Ohio cannot predict the outcome or the impact of the statewide Ohio investigation. 

In April 2006. Ihe FERC issued an order on the Midwest ISO revisions to its Transmission and Energy Markets Tariffs regarding its Revenue 
Sufficiency Guarantee (RSG). The FERC found that the Midwest ISO violated the tariffs when tt did not charge RSG costs to virtual supply offers. The 
FERC, among olher things, ordered the Midwest ISO to recalculate the rale and make refunds lo cuslomers, wilh interest, to reflect the correct allocafion 
of RSG costs. Duke Energy Shared Services, on behalf of Duke Energy Ohio, filed a Request for Rehearing, and in October 2006, the FERC issued an 
order which, among other things, granted rehearing on the issue of refunds. The FERC slated that it would not require recalculafion of the rates and. as 
such, refunds are no longer required. As a result, Duke Energy Ohio does not believe that this issue will have a material effect on its consolidated results 
of operafions, cash flows, or financial posifion. 

FERC To Issue Electric Reliability Standards. Consistent with reliability provisions of the Energy Policy Act of 2005, on July 20, 2006. FERC issued 
its Final Rule certifying North American Electric Reliability Corporafion (NERC) as the Electric Reliability Organizalion. NERC has filed over 100 
proposed reliability standards with FERC. On March 16, 2007, FERC issued a fina! rule establishing mandatory, enforceable reliability standards for the 
nation's bulk power system. In the final rule, FERC approved 83 of the 107 mandatory reliability standards submitted by the NERC. FERC will consider 

"emaining 24 proposed standards for approval once Ihe necessary criteria and procedures are submitted. In the interim, compliance wilh Ihese 24 
V dards Is expected to confinue on a voluntary basis as good ufility practice. Duke Energy Ohio does nol believe that the issuance of these standards 

w77f have a material impact on its consolidated results of operations, cash flows, or financial position. 
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Environmental 
Duke Energy Ohio is subject to federal, state and local regulations regarding air and water quality, hazardous and solid waste disposal and other 

environmental matters. These regulafions can be changed from time to fime, imposing new obligalions on Duke Energy Ohio. 
Remediation activities. Like others in the energy industry, Duke Energy Ohio and its affiliates are responsible for environmental remediation at 

various contaminated sites. These include some properties that are part of ongoing Duke Energy Ohio operations, sites fonnerly ovi'ned or used by Duke 
Energy Ohio entities, and sites ovmed by third parties. Remediafion typically involves management of contaminated soils and may involve groundwater 
remediation. Managed in conjunction v̂ nlh relevant federal, state and local agencies, activifies vary wilh site conditions and locafions, remedial 
requirements, complexity and sharing of responsibility. If remediation acfivifies involve statutory joint and several liability provisions, strict fiabilily, or cost 
recovery or contribution acfions, Duke Energy Ohio or ils affiliates could potentially be held responsible for contamination caused by olher parties. In 
some instances, Duke Energy Ohio may share liability associated v^lh contamination wilh olher potenfially responsible parties, and may also benefit 
from insurance policies or contractual indemnities that cover some or all cleanup costs. All of these sites generally are managed in the normal course of 
business or affiliate operations. Management believes that completion or resolution of these matters will have no material adverse effect on Duke Energy 
Ohio's consolidated results of operations, cash flows or financial posifion. • 

Clean Water AcL The U.S. Environmental Protecfion Agency's (EPA's) final Clean Water Act Secfion 316(b) njle became effecfive July 9, 2004. 
The rule established aquatic protection requiremenls for existing facilities that withdraw 50 million gallons or more of water per day from rivers, streams, 
lakes, reservoirs, esluaries, oceans, or other U.S. waters for coofing purposes. Coal-fired generafing facilifies in which Duke Energy Ohio is either a 
wliole or parfial owner are affected sources under that rule. On January 25, 2007, the U.S. Court of Appeals for Ihe Second Circuit issued its opinion in 
Riverkeeper, Inc. v. EPA , Nos. 04-6692-ag(L) et. al. (2d Cir. 2007) remanding most aspects of EPA's mle back to the agency. The court effectively 
disallowed those porfions of the rule most favorable to industry, and the decision creates a great deal of uncertainty regarding future requirements and 
their fiming. Although Duke Energy Ohio is sfill unable to esfimate costs to comply with the EPA's rule, it is expected that costs will increase as a result 
of the court's decision. The magnitude of any such Increase cannot be esfimated at this time. 

Clean Air Mercury Rule (CAMR) and Clean Air Interstate Rule (CAIR). The EPA finalized its CAMR and CAIR in May 2005. The CAMR limits total 
annua) mercury emissions from coal-fired power plants across the Uniled Stales through a two-phased cap-and-trade program. Phase 1 begins in 2010 
and Phase 2 begins in 2018. The CAIR limits lolal annual and summerfime nitrogen oxides (NOx) emissions and annual sulfur dioxide (SO2) emissions 
from eleclric generating facilifies across the Eastern United Stales through a two-phased cap-and-trade program. Phase 1 begins in 2009 for NO^ and 
in 2010 for S02 . Phase 2 begins in 2015 for both NO^ and S02 . 

Duke Energy Ohio currenfiy estimates that it will spend approximately $325 million between 2007 and 2011 to comply with Phase 1 of CAMR and 
CAIR al plants that Duke Energy Ohio owns or partially ov^^s bul does not operate. Duke Energy Ohio currently esfimates that it will not incur any 
significant costs for complying vvilh Phase 2 of CAIR and is currently unable to esfimate the cost of complying wilh Phase 2 of CAMR. Duke Energy Ohio 
receives partial recovery of depreciafion and financing costs related lo environmental compliance projects for 2005-2008 through ils rate stabilizafion 
plan (see Note 12). 

Extended Environmental Activities and Accruals. Included in Olher Current Liabilities and Other Deferred Credits and Other Liabilities on the 
Consolidated Balance Sheets were total accruals related to extended environmental-related acfivifies of approximately $8 million as of March 31, 2007 
and December 31, 2006. These accruals represent Duke Energy Ohio's provisions for costs associated wilh remediafion activities at some of its current 
and former sites, as well as other relevant environmental confingent liabilifies. Management believes thai completion or resolution of these matters v^ll 
have no material adverse effecl on Duke Energy Ohio's consolidaled results of operafions, cash flows or financial posifion. 
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Litigation 
New Source Review (NSR). In 1999-2000, the U.S. Jusfice Department, acfing on behalf of the EPA, filed a number of complaints and nofices of 

violafion against mulfiple ufilifies across the country for alleged violafions of the NSR provisions of the Clean Air Act (CAA). Generally, the govemment 
alleged Uiat projects performed at various coal-fired units were major modifications, as defined in the CAA, and that the ufilifies violated the CAA when 
they undertook those projects vwlhout obtaining pemiits and installing emission controls for SO2, NO,; and particulate matter. 

In November 1999. the Uniled Slates brought a lawsuit in the United States Federal District Court for the Southend District of Indiana against Duke 
Energy Ohio alleging various violafions of the CAA. Specifically, the lawsuit alleges that Duke Energy Ohio violated the CAA by not obtaining Prevenfion 
of Significant Deterioration, Non-Attainment NSR and Ohio's State Implementafion Plan (SIP) permits for various projects at Duke Energy Ohio's ovmed 
and co-oviffied generafing stafions. Additionally, (he suit claims that Duke Energy Ohio violated an Administrafive Consent Order entered into in 1998 
between the EPA and Cinergy relafing to alleged violations of Ohio's SIP provisions governing particulate matter at Unit 1 at Duke Energy Ohio's W.C. 
Beckjord Stafion. The complaints seek (1) injunctive relief lo require inslallafion of pollution control technology on various generating unils at Duke 
Energy Ohio's W.C. Beckjord and Miami Fort Stalions and, (2) unspecified civil penalties in amounts of up to $27,500 per day for each violation. Duke 
Energy Ohio asserts that there were no CAA violafions because the applicable regulafions do not require permitting in cases where the projects 
undertaken are "routine" or olherwise do not result in a net increase in emissions. I.n addition, three norfiieast states and two environmental groups have 
intervened in the case. 

In August 2005, Ihe district court issued a ruling regarding the emissions test that it vAW apply to Duke Energy Ohio al the trial of the case. Contrary 
to Duke Energy Ohio's argument, the district court ruled that in determining v^^ether a project was projected to increase annual emissions, it would not 
hold hours of operation constant. However, the district court subsequently cerfified the matter for interiocutory appeal to the Seventh Circuit Court of 
Appeals. In August 2006, the Seventh Circuit upheld the district court's opinion. Cinergy has pelifioned the U.S. Supreme Court for a writ of certiorari. In 
light of the Supreme Court's recent ruling in Environmental Defense, et al v. Duke Energy, et al, finding that Ihe Fourth Circuit vras incorrect in 
upholding an hourly emissions increase test, the Supreme Court denied Cinergy's pefition for a writ of certiorari. The case v̂ oll return to the district court 
for trial. 

In March 2000, the United Stales also filed in the United States District Court for the Southern District of Ohio an amended complaint in a separate 
lawsuit alleging violafions of the CAA regarding various generafing stations, including a generafing stafion operated by Columbus Southern Power 
Company (CSP) and joinlly-ovmed by CSP, The Dayton Power and Light Company (DPSL), and Duke Energy Ohio. This suit is being defended by CSP 
(tVie CSP case). In April 2001, Ihe Uniled States District Court for the Southern District of Ohio in Ihat case ruled that the Government and the 
intervening plainfiff environmental groups cannot seek monetary damages for alleged violations that occurred prior to November 3,1994; however, fiiey 
are entitled io seek injuncfive relief for such alleged violations. I^either party appealed that decision. This matter was heard in trial in July 2005. A 
decision is pending. 

In addition, Duke Energy Ohio has been informed by DP&L that in June 2000, the EPA issued a Notice of Violation (NOV) to DP&L for alleged 
' • '-^lions of CAA requirements at a station operated by DP&L and jointly-owned by DP&L, CSP, and Duke Energy Ohio. The NOV indicated the EPA 

;1) issue an order requiring compliance with Ihe requirements of the Ohio SIP, or (2) bring a civil acfion seeking injuncfive relief and civil penalties of 
VH .lO $27,500 per day for each violafion. In September 2004, Marilyn Wall and the Sierra Club brought a lawsuit against Duke Energy Ohio, DP&L and 
CSP for alleged violafions of the CAA at this same generafing stafion. This case is currently in discovery in front of the same judge vA\o has the CSP 
case. 

It is not possible to predict vAth certainly whether Duke Energy Ohio vwll incur any liability or to esfimate the damages, if any, Ihat Duke Energy Ohio 
might incur in connecfion with Ihese matters. 

Section 126 Petitions. In March 2004, the slate of North Carolina filed a pefition under Section 126 of the CAA in which il alleges that sources in 13 
upwind stales, including Ohio, significantly contribute to North Carolina's non-attainment with certain ambient air quality standards. In August 2005, the 
EPA issued a proposed response lo the petition. The EPA proposed to deny the ozone portion of the petifion based upon a lack of conlribufion lo air 
quality by the named slates. The EPA also proposed to deny the particulate matter portion of the petition based upori Ihe CAIR Federal Implementation 
Plan (FIP). that would address Ihe air quality concerns from neighboring states. On April 28, 2006, the EPA denied North Carolina's petition based upon 
the final CAIR FIP described above. North Carofina has filed a legal challenge to the EPA's denial. 
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Carbon Dioxide Litigation. In July 2004, the slates of Connecticut, New York, California, Iowa, New Jersey, Rhode Island, Vermont, Wisconsin, and 
the City of New York brought a lawsuit in the United Slates District Court for the Southern District of New York against Cinergy, American Electric Power 
Company, Inc., American Eleclric Power Service Corporation, The Southern Company, Tennessee Valley Authority, and Xcel Energy Inc. A similar 
lawsuit was filed in the Uniled States District Court for the Southern District of New York against the same companies by Open Space Institute, Inc., 
Open Space Conservancy. Inc., and The Audubon Society of New Hampshire. These lawsuits allege that the defendants' emissions of carbon dioxide 
(CO 2) from the combusfion of fossil fuels at eleclric generating facilifies contribute to global warming and amount to a public nuisance. The complaints 
also allege that the defendants could generate the same amount of electricity w/hile emitting significantly less CO 2. The plaintiffs are seeking an 
injunction requiring each defendant to cap its CO 2 emissions and then reduce them by a specified percentage each year for at least a decade. In 
September 2005. the district court granted the defendants' mofion to dismiss the lawsuit. The plainfiffs have appealed this ruling lo the Second Circuit 
Court of Appeals. Oral argument was held before the Second Circuit Court of Appeals on June 7. 2006. 

It is not possible to predict v̂ fith certainty whether Duke Energy Ohio will incur any liability or to estimate Ihe damages, if any, that Duke Energy Ohio 
might incur in connecfion vvilh this matter. 

Zimmer Generating Station (Zimmer Stafion) LawsuiL In November 2004, a cifizen of the Village of Moscow, Ohio, the town adjacent to Duke 
Energy Ohio's Zimmer Stafion, brought a purported class acfion in the United Slates District Court for the Southern District of Ohio seeking monetary 
damages and injunctive relief against Duke Energy Ohio for alleged violafions of the CAA, the Ohio SIP, and Ohio laws against nuisance and common 
law nuisance. The plaintiffs have filed a number of additional nofices of intent to sue and two lawsuits raising claims similar to those in the original claim. 
One lawsuit was dismissed on procedural grounds, and the remaining two have been consolidated. On December 28, 2006, the District Court certified 
this case as a class action. Limited discovery on class definition continues. At this time, Duke Energy Ohio cannot predict v r̂hether the outcome of this 
mailer Vi/ill have a material impaci on ils consolidaled financial position, cash flows or results of operations. Duke Energy Ohio intends to defend this 
lawsuit vigorously in court-

Manufactured Gas Plant (MGP) Sites. Duke Energy Ohio has performed site assessments on certain of ils sites where MGP acfivities are believed 
lo have occurred al some poinl in the past and have found no imminent risk lo the environment. Al this fime, Duke Energy Ohio cannot predict whether 
investigafion and/or remediation will be required in the future al any of these sites. 

Ontario, Canada Lawsuit Duke Energy Ohio understands that a class action lawsuit was filed in Superior Court in Ontario, Canada against Duke 
Energy Ohio and approximately 20 other ufility and power generalion companies alleging various claims relafing to environmental emissions from coal-
fired power generalion facilifies in the United States and Canada and damages of approximately $50 billion, with confinuing damages in the amount of 
approximately $4 billion annually. Duke Energy Ohio understands Ihat Ihe lawsuit also claims enfifiement lo punitive and exemplary damages in the 
amount of $1 billion. Duke Energy Ohio has not yet been served in this lawsuit; however, if served, Duke Energy Ohio intends to defend this lawsuit 
vigorously in court. At this time, Duke Energy Ohio is not able to predict whether resolution of this matter would have a material effect on its consolidated 
financial position, cash flows or results of operations. 

Hurricane Kalrina LawsuiL In April 2006, Cinergy was named in the third amended complaint of a purported class action lawsuit filed in the United 
Stales District Court for the Southern District of Mississippi. Plaintiffs claim that Cinergy, along v^th numerous other utilifies, oil companies, coal 
companies and chemical companies, are liable for damages relafing lo losses suffered by victims of Hurricane Katrina. Plaintiffs claim that defendants' 
greenhouse gas emissions contributed to the frequency and intensity of storms such as Hurricane Katrina. In October 2006, Cinergy was served with 
this lawsuit and subsequently filed a motion to dismiss. Prior lo a ruling on that mofion, in December 2006 plainfiffs filed a motion for leave lo file a fourth 
amended complaint to set forth additional claims, add addifional parties and lo subsfitute proper parties for improperly named defendants. Specifically, 
plainfiffs seek to replace holding companies, such as Cinergy, with their operafing company subsidiaries, such as Duke Energy Ohio. II is not possible to 
predict with certainty wtielher Duke Energy Ohio will incur any liability or lo esfimate the damages, if any, that Duke Energy Ohio might incur in 
connecfion wilh this mailer. 
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Asbestos-related Injuries and Damages Claims. Duke Energy Ohio has been named as defendant or co-defendant in lawsuits related to asbestos 
at ils eleclric generating stations. Currenfiy, there are fewer than 10 pending lawsuits. In Ihese lawsuits, plaintiffs claim lo have been exposed to 
asbestos-containing products in the course of their work as outside contractors. The plainfiffs further daim that as the properly owner of the generating 
stafions, Duke Energy Ohio should be held liable for their injuries and illnesses based on an alleged duty to warn and protect them from any asbestos 
exposure. The impact on Duke Energy Qtiio's financial posifion, cash flows, or results of operations of these cases to date has nol been material. As 
Duke Energy Ohio has been named in fewer than 10 cases, it has virtually no settlement history for asbestos cases. Thus, Duke Energy Ohio is not able 
to reasonably estimate the range of potential loss from current or future lawsuits. However, potential judgments or setfiemenls of exisfing or future claims 
could be material to Duke Energy Ohio. 

Other Litigation and Legal Proceedings. Duke Energy Ohio and ils subsidiaries are involved in olher legal, lax and regulatory proceedings arising in 
the Ordinary course of business, some of vitiich involve substantial amounts. Management believes Ihat the final disposition of these proceedings will not 
have a material adverse effect on Duke Energy Ohio's consolidaled results of operations, cash flows or financial posifion. 

Duke Energy Ohio has exposure to certain legal mailers Ihat are described herein. As of March 31, 2007, Duke Energy Ohio has recorded 
immaterial reserves for Ihese proceedings and exposures. Duke Energy Ohio expenses legal costs related to the defense of loss confingencies as 
incurred. 

Other Commitments and Contingencies 
Other Duke Energy Ohio enters into various fixed-price, non-cancelable commilmenls lo purchase or sell power (tolling arrangements or power 

purcfiase contracts) that may or may not be recognized on the Consolidated Balance Sheets. 

14. Related Party Transactions 
Duke Energy Ohio engages in related party transacfions. These transacfions are generally performed at cost and in accordance with the applicable 

slate and federal commission regulations. Balances due lo or due from related parties included in the Consolidated Balance Sheets as of March 31, 
2007 and December 31, 2006 are as follov^fs: 

Successor*^' 

March 31, December 31, 
2007 2006 

(in millions) 
ntassets"*^, $ 64 • $• 51 

V^.^current assets'^' $ — $ 1 
Current liabilities'"' $ (268) $ (196) 
Net deferred lax liabilifies^''' $ (1.414) $ (1,454) 

(a) See Note 1 for additional information on Predecessor and Successor reporting. 

(b) Of the balance at March 31, 2007, approximately $36 million is classified as Receivables and $28 million is classified as Other curreni assets on Ihe 
Consolidaled Balance Sheels. The balance at December 31, 2006 is classified as Receivables on the Consolidaled Balance Sheets. 

(c) The balance al December 31, 2006 is classified as Olher non-current assets on Ihe Consolidated Balance Sheets. 

(d) The balance at March 31, 2007 is classified as Accounis payable on the Consolidated Balance Sheets. Of the balance at December 31, 2006, 
approximately ($95) million is classified as Accounis payable and ($101) million is classified as Taxes accrued on Ihe Consolidaled Balance Sheets. 

(e) Of the balance al March 31, 2007, approximately ($1,437) million is classified as Deferred income laxes and $23 million is classified as Other 
current assets on Ihe Consolidaled Balance Sheets. Of the balance al December 31, 2006. approximately ($1,475) million is classified as Deferred 
income laxes and $21 million is classified as Other current assets on the Consolidated Balance Sheets. 
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Duke Energy Ohio is allocated ils proportionate share of corporate governance and other costs by a consolidated affifiate of Duke Energy. Duke 
Energy Ohio is also allocated its proportionate share of other corporate governance costs from a consolidated affiliate of Cinergy. Corporate governance 
and other shared services costs are primarily allocations of corporate costs, such as human resources, legal and accounling fees, as well as other third 
party costs. 

The expenses associated with certain allocated corporate governance and other service costs for Duke Energy Ohio, which are recorded in 
Operation, Maintenance and Other within Operafing Expenses on the Consolidated Statements of Operafions, for the three months ended March 31, 
2007 and 2006 were as follows: 

Successor*" 

March 31, 
2007 

Predecessor*^' 

March 31, 
2006 

Corporategovernanceand shared,services expensbs: V 

(a) See Nole 1 for addifional information on Predecessor and Successor reporting. 

(in millions) 

m-'u':\m^;^ :ii2 

See Note 7 for detail on expense amounts allocated from Cinergy to Duke Energy Ohio related lo Duke Energy Ohio's parficipafion in Cinergy's 
qualified and non-qualified defined benefit pension plans and health care and insurance benefits. Additionally, Duke Energy Ohio has been allocated 
accrued pension and olher postrefirement benefit obligafions from Cinergy of approximately $396 million at March 31, 2007 and approximately $393 
million at December 31, 2006. The above amounts have been classified on the Consolidaled Balance Sheets as follows: 

Successor'''' 

March 31, 
2007 

December 31, 
2006 

Other Current Liabilifies 
Accrued pension and olher poslrefiremenl benefil costs 
Other. Deferred Credits and Other Liabifities. 

(a) See Nole 1 for additional information on Predecessor and Successor reporting. 

(in millions) 

393 
.•.-"3:. 

.9 
381 
.-•;^3 

Addifionally. certain trade receivables have been sold by Duke Energy Ohio lo Cinergy Receivables Company, LLC (Cinergy Receivables), an 
unconsolidated entity formed by Cinergy. The proceeds obtained from the sales of receivables are largely cash bul do include a subordinated note from 
Cinergy Receivables for a portion of Ihe purchase price. This subordinated note is classified by Duke Energy Ohio as Receivables in the Consolidated 
Balance Sheets and was approximately $118 million and $133 million as of March 31, 2007 and December 31, 2006, respecfively. 

See Nole 3 for a discussion of amounts paid lo Duke Energy Ohio as a result of Ihe agreement between Duke Energy and Duke Energy Ohio 
related lo Duke Energy's contribution of ils ownership interests in five plants lo Duke Energy Ohio. 

Duke Energy Ohio parficipales in a money pool wilh Duke Energy and olher Duke Energy subsidiaries. As of March 31, 2007 and December 31, 
2006, Duke Energy Ohio was in a payable posifion of $47 million and $274 million, respecfively, classified within Notes payable and commercial paper in 
the accompanying Consolidated Balance Sheets. See Note 6 for further discussion of the money pool arrangement. 

15. New Accounting Standards 
The following new accounfing standards were adopted by Duke Energy Ohio subsequent to March 31, 2006 and the impaci of such adoption, if 

applicable, has been presented in the accompanying Consolidaled Financial Statements: 
Financial Accounting Standards Board (FASB) Staff Position (FSP) No. FIN 46(R)-6, "Determining the Variabilily to Be Considered In Applying 

FASB Interpretation No. 46(R) (FSP No. FIN 46(R)-6)." In April 2006, the FASB staff issued FSP No. FIN 46(R)-6 to address how to determine Ihe 
variability to be considered in applying FIN 46(R). "Consolidation of Variable Interest Entifies." The variability that is considered in applying FIN 46(R) 
affects the determination of whether the entily is a variable interest entity (VIE), which interests are variable 
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inleresls in the enfity, and which party, if any, is Ihe primary beneficiary of the VIE. The variability affects Ihe calculation of expected losses and expected 
residual returns. This guidance was effective for all entities with which Duke Energy Ohio first becomes involved or exisfing entifies for which a 
reconsiderafion event occurs afler July 1, 2006. The adopfion of FSP No. FIN 46(R)-6 did nol have a material impact on Duke Energy Ohio's 
consolidaled results of operations, cash flows or financial posifion. 

SFAS No. 155, "Accounting for Certain Hybrid Financial Instruments—an amendment of FASB Statements No. 133 and 140" (SFAS No. 155). In 
February 2006, the FASB issued SFAS No. 155, which amends SFAS No. 133, "Accounting for Derivafive Insfiruments and Hedging Acfivifies" and 
SFAS No. 140, "Accounling for Transfers and Servicing of Financial Assels and Extinguishments of Liabilities." SFAS No. 155 allows financial 
instruments that have embedded derivafives lo be accounted for at fair value at acquisition, at issuance, or when a previously recognized financial 
instrument is subject to a remeasurement (new basis) event, on an instrument-by-inslrument basis, in cases in which a derivafive would otherwise have 
to be bifijrcated. SFAS No. 155 was effective for Duke Energy Ohio for afi financial instruments acquired, issued, or subject lo remeasurement after 
January 1, 2007. and for certain hybrid financial instruments that have been bifurcated prior lo the effective dale, for which the effect is to be reported as 
a cumulafive-effect adjustment lo beginning retained earnings. The adopfion of SFAS No. 155 did nol have a material impact on Duke Energy Ohio's 
consolidated results of operations, cash flows or financial posifion. 

SFASNo. 156, "Accounting for Servicing of Financial Assets—an amendment of FASB Statement No. 140" (SFAS No. 156). In March 2006, the 
FASB issued SFAS No. 156, v^tiich amends SFAS No. 140, "Accounting for Transfers and Servicing of Financial Assets and Extinguishments of 
Liabilifies." SFAS No. 156 requires recognition of a servicing asset or liability when an enfily enters into arrangements to service financial instruments in 
certain situations. Such servicing assets or servicing liabilities are required lo be inifially measured at fair value, if practicable. SFAS No. 156 also allows 
an entity to subsequently measure its servicing assels or servicing liabilifies using either an amortizafion method or a fair value method. SFAS No. 156 is 
effective for Duke Energy Ohio as of January 1, 2007, and must be applied prospecfively, except that where an enfity elects to remeasure separately 
recognized existing arrangements and reclassify certain available-for-sale securities to trading securifies, any effects must be reported as a cumulative-
effect adjustment to retained earnings. The adoption of SFAS No. 156 did not have a material impact on Duke Energy Ohio's consolidated results of 
operafions. cash flows or financial posifion. 

SFAS No. 158, "Employer's Accounting for Defined Benefit Pension and Other Postretirement Plans, an amendment of FASB Statements No. 87, 
88, 106, and 132(R)"(SFAS No. 158) . In October 2006, the FASB issued SFAS No. 158, which changes the recognifion and disclosure provisions and 
measurement date requirements for an employer's accounfing for defined benefit pension and other posiretirement plans. The recognifion and 
disclosure provisions require an employer to (1) recognize the funded status of a benefit plan—measured as the difference between plan assets at fair 
value and the benefit obligation—in ils statement of financial position, (2) recognize as a component of olher comprehensive income (OCl), net of lax, 
the gains or losses and prior service costs or credits that arise during the period but are not recognized as components of net periodic benefit cost, and 
(3) disclose in the notes to financial statements certain additional information. SFAS No. 158 does not change the amounts recognized in the income 
statement as nel periodic benefit cost. Duke Energy Ohio recognized Ihe funded status of its defined benefit pension and other postretirement plans and 
provided the required additional disclosures as of December 31. 2006. The adoption of SFAS No. 158 recognifion and disclosure provisions resulted in 

crease in total assels of approximately $33 million (consisting of an increase in regulatory assets of $31 million and an increase in deferred lax 
.^ As of $2 million), an increase in total liabilities of approximately $35 million and a decrease in accumulaled olher comprehensive loss, nel of tax. of 
approximately $2 million as of December 31, 2006. The adoption of SFAS No. 158 did nol have any material impact on Duke Energy Ohio's 
consolidaled results of operations or cash flows. 

Under the measurement date requirements of SFAS No. 158, an employer is required lo measure defined benefit plan assels and obligafions as of 
the date of the employer's fiscal year-end statement of financial posifion (with limited excepfions). Historically, Duke Energy Ohio has measured its plan 
assels and obligations up lo three monlhs prior to the fiscal year-end, as allowed under the authoritative accounting literature. Duke Energy Ohio 
adopted Ihe change in measurement dale effecfive January 1, 2007 by remeasuring plan assels and benefit obligations as of that date, pursuant lo the 
transifion requiremenls of SFAS No. 158. Net periodic benefil cost of approximately $4 million for Ihe three-month period between September 30. 2006 
and December 31, 2006 was recognized, net of tax, as a separate adjustment of retained earnings as of January 1, 2007. Additionally, the changes in 
plan assets and plan obligalions between the September 30, 2006 and December 31, 2006 measurement dates not related to net periodic benefit cost is 
required to be recognized, net of tax. as a separate adjustment of the opening balance of accumulaled olher comprehensive income (AOCI) and regu -
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latory assets. This adjustment was not material. However, Duke Energy Ohio is in the process of finalizing its actuarial calculafion of the changes in plan 
assets and plan obligafions between the September 30, 2006 and December 31, 2006 measurement dates, and expects to record an immaterial 
adjustment to AOCI and regulatory assets in Ihe second quarter of 2007, once the actuarial calculations are finalized. 

Staff Accounting Bulletin (SAB) No. 108, "Considering the Effects of Prior Year Misstatements When Quantifying Misstatements in Current Year 
Financial Statements" (SAB No. 108). In September 2006 the Securities and Exchange Commission (SEC) issued SAB No. 108, wtiich provides 
interpretive guidance on how the effects of the carryover or reversal of prior year misstatements should be considered in quantifying a curreni year 
misstatement. Traditionally, there have been two widely-recognized approaches for quanfifying the effects of financial statemenl misstatements. The 
income statement approach focuses primarily on the impact of a misstatement on the income statement—including the reversing effect of prior year 
misslatements—but ils use can lead to the accumulafion of misstatements in the balance sheet. The balance sheet approach, on the olher hand, 
focuses primarily on the effect of correcting the period-end balance sheet with less emphasis on the reversing effects of prior year errors on the income 
statement. The SEC staff believes that registrants should quantify errors using both a balance sheet and an income statement approach (a "dual 
approach") and evaluate v^ether either approach results in quantifying a misstatement that, when all relevant quantitative and qualitative factors are 
considered, is material. 

SAB No. 108 was effective for Duke Energy Ohio's year ending December 31, 2006. SAB No. 108 pemiits exisfing public companies to inifially 
apply its provisions either by (i) restafing prior financial statements as if the "dual approach" had always been used or (ii), under certain circumstances, 
recording the cumulative effect of initially applying the "dual approach" as adjustments lo Ihe carrying values of assels and fiabilifies as of January 1, 
2006 with an offsetfing adjuslmenl recorded lo Ihe opening balance of retained earnings. Duke Energy Ohio has historically used a dual approach for 
quantifying idenfified financial statement misstatements. Therefore, the adopfion of SAB No. 108 did not have any material impaci on Duke Energy 
Ohio's consolidated results of operafions, cash flows or financial position. 

FASB Interpretation No. (FIN) 48, "Accounting for Uncertainty In Income Taxes—an interpretation of FASB Statement No. 109' (FIN 48). In July 
2006, the FASB issued FIN 48, which provides guidance on accounting for income lax posifions about which Duke Energy Ohio has concluded there is a 
level of uncertainty w l̂h respect to the recognifion in Duke Energy Ohio's financial slalements. FIN 48 prescribes a minimum recognition threshold a lax 
posifion is required to meet. Tax positions are defined very broadly and include not only tax deducfions and credits but also decisions not to file in a 
particular jurisdicfion, as well as the taxability of transacfions. Duke Energy Ohio implemented FIN 48 effecfive January 1, 2007. The implementation 
resulted in an immaterial cumulative effect adjustment to beginning Retained Earnings on the Consolidated Slatements of Common Stockholder's Equity 
and Comprehensive Income. Corresponding entries impacted a variety of balance sheet line items, including Deferred income laxes. Goodwill, and 
Other Liabilifies. Upon implementafion of FIN 48, Duke Energy Ohio reflects interest expense related to taxes as Interest Expense in the Consolidaled 
Statements of Operations. In addifion, subsequent accounting for FIN 48 (after January 1, 2007) involves an evaluation lo determine if any changes 
have occurred that would impact Uie exisfing uncertain lax posifions as well as determining whether any new tax posifions are uncertain. Any impacts 
resulting from the evaluafion of existing uncertain tax positions or from the recognition of new uncertain tax positions impacts income tax expense and 
interest expense in the Consolidaled Statemenl of Operafions, with offsetfing Impacts to Ihe balance sheet line items described above and Taxes 
accrued. See Note 16 for additional infonnafion. 

FSP No. FIN 48-1, Definition of "Settlement" in FASB Interpretation No. 48 (FSP No. FIN 48-1). In May 2007, the FASB staff issued FSP No. FIN 
48-1 which clarifies the conditions under FIN 48 that should be met for a tax position to be effectively settied wilh the taxing authority. Duke Energy 
Ohio's implementafion of FIN 48 as of January 1, 2007 was consistent with the guidance in this FSP. 

FSP No. AUG AIR-1, 'Accounting for Planned Major Maintenance Activities," (FSP No. AUG AIR~1). in September 2006, the FASB Staff issued 
FSP No. AUG AIR-1. This FSP prohibits the use of the accrue-in-advance method of accounfing for planned major maintenance activifies in annual and 
interim financial reporfing periods, if no liability is required to be recorded for an asset refirement obligafion based on a legal obligafion for which the 
event obligating the entity has occurred. The FSP also requires disclosures regarding the method of accounfing for planned major maintenance activifies 
and the effects of implemenfing the FSP. The guidance in this FSP was effective for Duke Energy Ohio as of January 1, 2007. The adoption of FSP No. 
AUG AIR-1 did not have any material impaci on Duke Energy Ohio's consolidated results of operafions, cash flows or flnancial position. 
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'v._ ...-
Emerging Issues Task Force (EITF) Issue No. 06-3, "How Taxes Collected from Customers and Remitted to Governmental Authorities Should Be 

Presented in the Income Statement (That Is, Gross versus Net Presentation)" (EITF No. 06-3) . In June 2006. the EITF reached a consensus on EITF 
No. 06-3 to address any tax assessed by a governmental authority that is directiy imposed on a revenue-producing transaction between a seller and a 
customer and may include, but are not limited lo. sales, use, value added, and some excise taxes. For laxes within the issue's scope, the consensus 
requires that enfifies present such taxes on either a gross (i.e., included in revenues and costs) or nel (i.e., exclude from revenues) basis according to 
their accounting policies, which should be disclosed. If such taxes are reported gross and are significant, enfifies should disclose the amounts of those 
laxes. Disclosures may be made on an aggregate basis. The consensus was effective for Duke Energy Ohio beginning January 1,2007. The adopfion of 
EITF No. 06-3 did not have any material impact on Duke Energy Ohio's consolidated results of operafions, cash flows or financial posifion. 

EITF Issue No. 06-5, "Accounting for Purchases of Life Insurance—Determining tbe Amount That Could Be Realized in Accordance wilh FASB 
Technical Bulletin No. 65-4" (EITF No. 06-5) . In June 2006, the EITF reached a consensus on the accounfing for corporate-owned and bank-owned life 
insurance policies. EITF No. 06-5 requires that a policyholder consider the cash surrender value and any addifional amounts to be received under the 
contractual tenns of the policy in determining the amount that could be realized under the insurance contract. Amounts that are recoverable by the 
policyholder at Ihe discretion of the insurance company must be excluded from the amount that could be realized. Fixed amounts that are recoverable by 
the policyholder in future periods in excess of one year from the surrender of the policy must be recognized at their present value. EITF No. 06-5 was 
effective for Duke Energy Ohio as of January 1, 2007 and must be applied as a change in accounting principle through a cumulafive-effect adjuslmenl to 
retained earnings or other components of equity as of January 1, 2007. The adoption of EITF No. 06-5 did not have any material impact on Duke Energy 
Ohio's consolidaled results of operafions, cash flows or financial position. 

EITF Issue No. 06-6, "Debtor's Accounting for a Modification (or Exchange) of Convertible Debt Instruments" (EITF No. 06-6). In November 2006, 
the EITF reached a consensus on EITF No. 06-6. EITF No. 06-6 addresses how a modificafion of a debt instrument (or an exchange of debt 
instruments) that affects the tenns of an embedded conversion opfion should be considered in the issuer's analysis of whether debt exfinguishment 
accounfing should be applied, and further addresses the accounfing for a modification of a debt instrument (or an exchange of debt instruments) that 
affects the terms of an embedded conversion opfion v^ îen extinguishment accounting is not applied. EITF No. 06-6 applies to modifications (or 
exchanges) occurring in interim or annual reporting periods beginning after November 29, 2006, regardless of when Ihe instrument vras originally issued. 
Eariy application was permitted for modifications (or exchanges) occurring in periods for which financial statements have nol been issued. There were 
no modificafions to, or exchanges of, any of Duke Energy's Ohio debt instruments vvithin the scope of EITF No. 06-6 in 2006. The impaci to Duke Energy 
Ohio of applying EITF No. 06-6 in subsequent periods will be dependent upon the nature of any modifications to, or exchanges of, any debt instruments 
Vrtlhin Ihe scope of EITF No. 06-6. 

The following new accounfing standards have been issued, but have not yet been adopted by Duke Energy Ohio as of March 31, 2007: 
SFAS No. 157, "Fair Value Measurements" (SFAS No. 157). In September 2006, the FASB issued SFAS No. 157. which defines fair value, 

establishes a framevrork for measuring fair value in GAAP, and expands disclosures about fair value measurements. SFAS No. 157 does not require 
any new fair value measuremenls. However, in some cases, Ihe application of SFAS No. 157 may change Duke Energy Ohio's current practice for 

suring and disclosing fair values under other accounting pronouncements that require or permit fair value measurements. For Duke Energy, SFAS 
v_^^^157 is effective as of January 1, 2008 and must be applied prospectively except in certain cases. Duke Energy Ohio is currently evaluafing Ihe 
impact of adopting SFAS No. 157, and cannot currently estimate the impact of SFAS No. 157 on ils consolidated results of operations, cash flows or 
financial position. 

SFAS No. 159, 'The Fair Value Option for Financial Assets and Financial Uabilities" (SFAS No. 159). In February 2007, the FASB issued SFAS 
No. 159, Vidiich permits entities lo choose lo measure many financial instruments and certain other items at fair value. For Duke Energy Ohio. SFAS 
No. 159 is effective as of January 1, 2008 and vi/ill have no impaci on amounts presented for periods prior to the effective date. Duke Energy Ohio 
cannot currently esfimate the impact of SFAS No. 159 on ils consolidated results of operations, cash flows or flnancial position and has not yet 
determined Vitielher or nol it will choose lo measure items subject lo SFAS No. 159 al fair value. 
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16. Income Taxes and Other Taxes 
Prior lo the merger of Cinergy and Duke Energy on April 3, 2006, the taxable income of Duke Energy Ohio was refiecled in Cinergy's U.S. federal 

and slate income tax returns. Afler the merger, the taxable income of Duke Energy Ohio is reflected in Duke Energy's U.S. federal and stale lax returns. 
On January 1, 2007, Duke Energy Ohio adopted FIN 48. As a result of tiie adoption of FIN 48, Duke Energy Ohio recognized an increase to goodwill of 
approximately $4 million, which reflects all adopfion provisions of FIN 48, including those provisions related to unrecognized income lax benefils, interest 
expense, and penalties. 

Effecfive wilh the adopfion of FIN 48. Duke Energy Ohio's liability totaled approximately $63 million related lo unrecognized federal and state lax 
benefils, gross of any federal lax benefit for unrecognized state income tax benefits. If ail unrecognized tax benefits were recognized, there would be no 
effect on the effecfive tax rate since the balance relates to either temporary differences or goodwill. 

During the first quarter, Duke Energy Ohio's unrecognized lax benefils decreased approximately $16 million, primarily related to a setfiemenl offer 
involving liming differences. At March 31. 2007, Duke Energy Ohio's liability related lo unrecognized tax benefits, gross of any federal lax benefit for 
unrecognized stale income lax benefils, was approximately $47 million. It is reasonably possible that Duke Energy Ohio will reflecl a reducfion in 
unrecognized tax benefils of approximately $32 million in the next twelve months due to the expected setfiemenl of certain years, as well as the 
expected seltiement of an issue related to the timing of when deductions can be taken. Duke Energy Ohio does not expect any impact on the effective 
lax rate related to these expected settlements in the next twelve months. 

Also effecfive wilh the adopfion of FIN 48, Duke Energy Ohio's liability related to pre-lax interest expense associated w t̂h income tax positions 
totaled approximately $6 million. At March 31, 2007, approximately $2 million of pre-tax interest is accrued. The decrease in the liability of approximately 
$4 million during the first quarter reflects an increase to pre-tax income of $1 million, wilh the remaining decrease in the liability recorded primarily as a 
reduction to goodwill. 

Duke Energy Ohio has open wilh the federal jurisdicfion tax years 1997 and after. The slate lax jurisdicfions are closed through 2001, wWh the 
exception of any federal adjusfinents related to open federal years. 

Wilh the implementafion of FIN 48, Duke Energy Ohio records, as il relates to taxes, interest expense as Interest Expense, interest income as 
Interest Income, and penalfies in Other Income and Expenses in the Consolidated Statement of Operations. 

The $45 million decrease in Income Tax Expense from Continuing Operations for the comparative three month period ended March 31, 2007 and 
2006 was primarily due lo the $126 million decrease in pre-tax income for the comparative period. The effecfive tax rale on income from continuing 
operations was relatively fiat for the comparative periods, 38% for Ihe three monlhs ended March 31, 2007 versus 37% for the same period in 2006. 

Excise Taxes. Certain excise taxes levied by slate or local governments are collected by Duke Energy Ohio from its customers. These laxes, 
which are required lo be paid regardless of Duke Energy Ohio's ability to collect from the customer, are accounted for on a gross basis. When Duke 
Energy Ohio acts as an agent, and the lax is not required to be remitted if it is not collected from the customer, Ihe laxes are accounted for on a net 
basis. Duke Energy Ohio's excise taxes accounted for on a gross basis and recorded as Operating Revenues in the accompanying Consolidated 
Statements of Operations for the three months ended March 31, 2007 and 2006 were as follows: 

Successor'^' 
Three Months 

Ended 
March 31, 2007 

Predecessor"'' 
Three Months 

Ended 
March 31, 2006 

(in mitlions) 
Excise Taxes., ••":••"•••"•/ / " ' - . ' • ./ • > ' • - ; ; - : " '•'•:-'• ':""•-..."" $ "• ' : v . - - - 3 9 : " / U • • | ^ " - ^v : : " ^$^ : : . ' : -V - . - - " " ^38 

(a) See Note 1 for additional informafion on Predecessor and Successor reporting. 

17. Subsequent Events 

For information on subsequent evenis related to regulatory matters, and commitments and confingencies, see Notes 12 and 13, respecfively. 
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^ ^^^ODUCTION 

EXECUTIVE OVERVIEW 
Management's Discussion and Analysis should be read in conjuncfion with the Consolidaled Financial Statements. 
On April 3, 2006. Duke Energy Corporation (Old Duke Energy) and Cinergy Corp. (Cinergy) merged inlo vi^olly-owned subsidiaries of Duke Energy 

Holding Corp. (Duke Energy HC), resulfing in Duke Energy HC becoming the parent entity, in connection with Ihe closing of ihe merger transactions, 
Duke Energy HC changed ils name to Duke Energy Corporafion (Duke Energy). 

Due to the impact of push-down accounting, the financial statements and certain note presentafions separate Duke Energy Ohio's presentations 
into two disfinct periods, the period before the consummation of the merger (labeled "Predecessor") and the period after that date (labeled "Successor"), 
fo indicate Ihe application of different bases of accounling between the periods presented. 

BASIS OF PRESENTATION 
The results of operations and variance discussion for Duke Energy Ohio is presented in a reduced disclosure format in accordance vwth General 

Instructions (H)(2) of Form 10-Q. 

RESULTS OF OPERATIONS , 

Results of Operations and Variances 

Summary of Results (in millions) 

Three Months Ended 
March 31, 

Operating revenues, , • .. • ,. ^ 
Operating expenses 
(Losses) gains bri sales of olhei-assets and other, net 

)perbting income 
^^.^lOr income and expenses, net 
interest expense 
Income tax expense from continuing operations 
Loss from disconfinued operations, net of tax -

Net income 

Successor'^' 
2007 

831 

Mm 
9 

23 

57 

Predecessor'^' 
2006 

mm 
781 

8 
^^•30:-

68 

^116; 

Increase 

(Decrease) 

50 

(134): 
1 

um 
(45) 

(79) 

(a) See Note 1 fo the Consolidated Financial Slalements, "Basis of Presentation" for additional informafion on Predecessor and Successor reporting. 

Net Income 
The 68 percent decrease in Duke Energy Ohio's Net income for the three months ended March 31, 2007 compared to the same period in 2006 was 

primarily due to the following factors: 

Operating Revenues 
The $47 million decrease in Operafing revenues was driven primarily by: 

$88 million as a resull of mark-to-markel losses on power sales and purchases contracts in 2007 of $45 milfion versus gains of $43 million 
in 2006; and 
$28 million as a result of decreased volumes of coal sales due to expiration of contracts. 
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Partially offsetfing these decreases were: 
Approximately $40 million increase in generation revenues due lo Duke Energy's contribution of its five Midwest generafing plants in the 
second quarter of 2006; 
$24 million increase resulting from favorable weather In 2007 compared lo 2006; 
$7 million increase due to new electric rales Implemented in the first quarter of 2007 for Duke Energy Kenlucky, Inc.; and 

$4 million resulting from temporary rale reducfions in 2006 associated with the regulatory approval of the Cinergy merger with Duke 
Energy. 

Operating Expenses 
The $50 million increase in Operafing expenses was driven primarily by: 

$55 million increase in operating expenses due lo Duke Energy's contribution of its five Midwest generating plants in Ihe second quarter of 
2006; 
$30 million higher fuel and emission allowance consumption expense due to recognizing coal and emission allov^rances at fair value as of 
April 1, 2006 In conjuncfion with the Cinergy merger with Duke Energy; 

$7 million increase in line maintenance expense as a result of ice storms in February 2007; and 

$7 million of incremental amortization expense resulting from recognizing the unregufatedgenerationfacilitiesatfair value as of April 1, 
2006 in coniunclion with the Cinergy merger with Duke Energy. • 

Partially offsetting these increases were: 
$35 million related to $19 million of mari^-to-market gains on fuel purchase contracts in 2007 versus losses of $16 million in 2006; 
and 
$12 million related lo 2006 costs for incentive and retention payments incurred as a result ofthe Duke Energy merger. 

(Losses) Gains on Sales of Other Assets and Other, net 
The decrease in (Losses) gains on sales of otiier assets and olher, net is due to losses on emission allowance sales in 2007 of $11 million versus 

gains of $26 million in 2006. The losses in 2007 were a result of recording emission allowances at fair value as of April 1, 2006 as part of purchase 
accounfing for Ihe Cinergy merger v^lh Duke Energy and decreases in market prices al the time of sale. 

Income Tax Expense from Continuing Operations 
The $45 million decrease in Income lax expense from confinuing operations was due primarily to a $126 million decrease in pre-tax income. The 

effective tax rate was relatively flat for the comparative periods, 38% for Ihe three months ended March 31, 2007 versus 37% the same period in 2006. 
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ŝ  ^>losure Controls and Procedures 
Disclosure controls and procedures are controls and olher procedures that are designed to ensure that information required to be disclosed by 

Duke Energy Ohio in the reports it files or submits under the Securities Exchange Act of 1934 (Exchange Act) is recorded, processed, summarized, and 
reported, within the time periods specified by the Securities and Exchange Commission's (SEC) rules and fonns. 

Disclosure controls and procedures include, without limitation, controls and procedures designed to provide reasonable assurance that informafion 
required to be disclosed by Duke Energy Ohio in the reports it files or submits under the Exchange Acl is accumulated and communicated lo 
management, including the Chief Executive Officer and Chief Financial Officer, as appropriate to allow fimely decisions regarding required disclosure. 

Under the supervision and v îth the participation of management, including the Chief Executive Officer and Chief Financial Officer, Duke Energy 
Ohio has evaluated the effectiveness of ils disclosure controls and procedures (as such term is defined in Rule 13a-15(e)and 15d-15(e) under the 
Exchange Act) as of March 31, 2007, and, based upon this evaluation, the Chief Executive Officer and Chief Finandal Officer have concluded that these 
controls and procedures are effective in providing reasonable assurance that informafion requiring disclosure is recorded, processed, summarized, and 
reported v f̂ithin Ihe fimeframe specified by the SEC's rules and fomns. 

Changes in Internal Control over Financial Reporting 
Under the supervision and wilh Ihe participation of management, including the Chief Executive Officer and Chief Financial Officer, Duke Energy 

Ohio has evaluated changes in internal control over financial reporting (as such teim is defined in Rules 13a-15(f) and 15d-15(0 under the Exchange 
Act) Ihat occurred during the fiscal quarter ended March 31, 2007 and found no change that has materially affecled, or is reasonably likely to materially 
affecL internal control over financial reporfing. 
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Item 1. Legal Proceedings 
For informafion regarding legal proceedings that became reportable events or in which there were material developments in the first quarter of 

2007, see Note 12 to the Consolidated Financial Statements, "Regulatory Matters" and Note 13 to the Consolidated Financial Statements, 
"Commitments and Contingencies". 

Item IA. Risk Factors 
In addifion to the other infonnation set forth in this report, careful consideration should be given lo the factors discussed in Part I, "Item IA. Risk 

Factors" in Duke Energy Ohio's Annual Report on Form 10-Kfor the year ended December 31, 2006, v/hich could materially affect Duke Energy Ohio's 
financial condition or future results. Additional risks and uncertainties not currently known to Duke Energy Ohio or that Duke Energy Ohio currentiy 
deems to be Immaterial also may adversely affect Duke Energy Ohio's financial condition and/or results of operafions. 
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ixhibits 
Exhibits filed or furnished herewith are designated by an asterisk (*). 

Exhibit 
Number 

"̂ "̂  •'' Certificafion of the Chief Execufive Officer Pursuant to Secfion 302 of the Sarbanes-Oxley Acl of 2002. 
*31.2 Certification of the Chief Financial Officer Pursuant to Section 302 of the Sart^anes-Oxley Acl of 2002. 
*32.1 Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Secfion 906 of the Sarbanes-Oxley Act of 2002. 
*32.2 Certification Pursuant to 18 U.S.C. Section 1350. as Adopted Pursuant to Secfion 906 of the Sarbanes-Oxley Act of 2002. 

The total amount of securities of the registrant or ils subsidiaries authorized under any instrument wilh respect to long-temi debt not filed as an 
exhibit does not exceed 10% of the tolal assets of the registrant and its subsidiaries on a consolidated basis. The registrant agrees, upon request of the 
Securities and Exchange Commission, to furnish copies of any or all of such instruments lo it. 
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Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf 
by the undersigned thereunto duly authorized. 

DUKE ENERGY OHIO. INC. 
Date: May 15. 2007 IS/ DAVID L HAUSER 

David L. Hauser 
Group Executive and 
Chief Financial Officer 

Date: May 15, 2007 /S/ STEVEN K. YOUNG 

Steven K. Young 
Senior Vice President and 

Controller 
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EXHIBIT 31.1 

CERTIFICATION OF THE CHIEF EXECUTIVE OFFICER 
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002 

I, James E. Rogers, certify that: 
I have reviewed this quarteriy report on Form 10-Q of Duke Energy Ohio, Inc.; 
Based on my knowledge, this report does not contain any untrue statement of a material fact or omit lo state a material fact necessary lo make the 

""-"'' slatemenis made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this 
report; 

3) Based on my knowledge, the financial slatements, and other financial infonnation included in this report, fairly present in all material respects the 
financial condition, results of operations and cash flows of the registrant as of. and for. the periods presented in this report; 

4) The registrant's other certifying officers and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in 
Exchange Act Rules 13a-15fe) and 15d-15fe)) for the registrant and have: 
a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, 

to ensure that material informafion relafing lo the registrant including its consolidated subsidiaries, is made known to us by others within 
those enfifies. particularly durina the oeriod in which this report is beina prepared:. 

b) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the 
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and 

c) Disclosed in (his report any change in the regislrant's internal control over finandal reporting that occurred during the registrant's most recent 
fiscal quarter (the regislrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely lo 
materially affect, the reaislrant's internal control over financial reportina: and 

5) The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over finandal reporting, lo the 
registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent functions): 
a) AH significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably 

likely lo adversely affect the registrant's ability lo record, process, summarize and report financial infomiation; and 
b) Any fraud, v^^ether or not material, that involves management or other employees who have a significant role in the regislrant's internal 

control over financial reporting. 

Date:May 15, 2007 

ISI JAMES E. ROGERS 
James E. Rogers 

Chief Execufive Officer 



EXHIBIT 31.2 

CERTIFICATION OF THE CHIEF FINANCIAL OFFICER 
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002 

I, David L. Hauser, certify that: 
1) I have reviewed this quarterly report on Form 10-Q of Duke Energy Ohio, Inc.; 
2) Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to slate a material fact necessary to make the 

slatements made, in light of the drcumstances under which such statements were made, not misleading with respect to the period covered by this 
reporl; 

3) Based on my knowledge, the financial slatemenis, and other finandal informafion included in this reporL fairly present in all material respects the 
financial condition, results of operations and cash flows of tbe registrant as of, and for, the periods presented in this report; 

4) The registrant's other cerfifying officers and I are responsible for establishing and maintaining disclosure confi-ols and procedures (as defined in 
Exchange Acl Rules 13a-15{e)and 15d-15(e)) for the registrant and have: 
a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, 

to ensure that material informafion relating to the registranL including its consolidated subsidiaries, is made knovm lo us by others vwthin 
those entifies. oarticuiarlv durina the period in vdiich this report is beina oreoared: 

b) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the 
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluafion; and 

c) Disclosed in this report any change in the regislrant's internal control over financial reporting that occun-ed during the registrant's most recent 
fiscal quarter (Ihe registrant's fourth fiscal quarter in the case of an annual report) that has materially affecled, or is reasonably likely to 
materially affect. Ihe reaislrant's internal control over financial reoortina: and 

5) The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the 
registrant's auditors and the audit committee of the regislrant's board of directors (or persons performing the equivalent funcfions): 
a) AH significant deficiencies and material weaknesses in the design or operafion of internal control over financial reporting v^ îlch are reasonably 

likely to adversely affect Ihe registrant's ability lo record, process, summarize and report financial infonnafion; and 
b) Any fraud, whether or not material, that involves management or olher employees who have a significant role in the registrant's internal 

control over financial reporting. 

Dale: May 15, 2007 

ISI DAVID L. HAUSER 
David L. Hauser 

Group Execufive and 
Chief Finandal Officer 



V 

EXHIBIT 32.1 

CERTIFICATION PURSUANT TO 
18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connection wilh the Quarterly Report of Duke Energy Ohio, Inc. ("Duke Energy Ohio") on Form 10-Q for Ihe period ending March 31, 2007 as 
1 with the Securifies and Exchange Commission on the date hereof (the "Report"), I, James E. Rogers, Chief Executive Officer of Duke Energy Ohio, 
fy, pursuant to 18 U.S.C. section 1350, as adopted pursuant to secfion 906 of the Sarbanes-Oxley Act of 2002, that: 
(1) The Report fully complies vrtth the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and 
(2) The infomiation contained in the Report fairly presents, in all material respects, the finandal condition and results of operafions of Duke 

Energy Ohio. 

IS/ JAMES E. ROGERS 
James E. Rogers 

Chief Executive Officer 
May 15. 2007 



EXHIBIT 32.2 

CERTIFICATION PURSUANT TO 
18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connection wilh the Quarterly Report of Duke Energy Ohio, Inc. ("Duke Energy Ohio") on Form 10-Q for the period ending March 31, 2007 as 
filed wilh the Securities and Exchange Commission on the dale hereof (the "Report"), I, David L. Hauser, Group Executive and Chief Financial Officer of 
Duke Energy Ohio, certify, pursuant to 18 U.S.C. section 1350, as adopted pursuant lo secfion906of the Sarbanes-Oxley Act of 2002, that: 

(1) The Report fully complies wilh the requirements of secfion 13(a) or 15(d) of the Securifies Exchange Act of 1934; and 
(2) The information contained in the Report fairly presents, in all material respects, the finandal condition and results of operations of Duke 

Energy Ohio. 

/S/ DAVID L. HAUSER 
David L. Hauser 

Group Executive and Chief Financial Officer 
May 15. 2007 

Created by lOKWizard ww'w,lOKWizard.comSource: Duke Energy Ohio, In, 10-Q, May 15, 2007 
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Item 8.01. Other Events. 

SIGNATURE 



UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Washington, D.C. 20549 

FORM 8-K 
CURRENT REPORT 

Pursuant to Section 13 or 15(d) ofthe 
Securities Exchange Act of 1934 

Date of Report (Date of earliest event reported): June 25,2007 

DUKE ENERGY CORPORATION 
(Exact Name of Registrant as Specified in its Cliarter) 

Delaware 
(State or Other Jurisdiction 

of Incorporation) 

1-32853 
(Commission 
File Number) 

526 South Church Street, Charlotte, North Carolina 28202 
(Address of Principal Executive Offices, including Zip code) 

(704) 594-6200 
(Registrant's telephone number, including area code) 

DUKE ENERGY OHIO, INC. 
(Exact Name of Registrant as Specified in its Charter) 

20-2777218 
(IRS Employer 

Identification No.) 

Delaware 
(State or Other Jurisdiction 

oflncorporation) 

001-1232 
(Commission 
File Number) 

139 East Fourth Street, Cincinnati, Ohio 45202 
(Address of Principal Executive Offices, including Zip code) 

(704) 594-6200 
(Registrant's telephone number, including area code) 

DUKE ENERGY INDIANA, INC. 
(Exact Name of Registrant as Specified in its Charter) 

31-0240030 
(IRS Employer 

Identification No.) 

Indiana 
(State .or Other Jurisdietion 

oflncorporation) 

1-3543 
(Commission 
File Number) 

35-0594457 
(IRS Employer 

Identification No.) 

1000 East Main Street, Plainfield, Indiana 46168 
(Address of Principal Executive Offices, including Zip code) 

(704) 594-6200 

Source: Duke Energy Ohio, In, 8-K, June 25, 2007 



(Registrant's telephone number, including area code) 

Check the appropriate box below if the Form 8-~K filing is intended to simultaneously satisfy the filing obligation ofthe 
registrant under any ofthe following provisions: 

n Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.425) 

• Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12) 

n Pre-commenccment communications pursuant to Rule 14d~2(b) under the Exchange Act (17 CFR 240.14d-2(b)) 

D Pre-commcncement communications pursuant to Rule 13e-4(c) under the Exchange Act (17 CFR 240. 13e-4(c)) 

Source: Duke Energy Ohio, In, 8-K, June 25, 2007 



V. 

Item 8.01. Other Events. 

As previously reported in the registrants' prior disclosures, in 1999-2000, the U.S. Justice Department, acting on behalf of the 
EPA, filed a number of complaints and notices of violation against multiple utilities across the country for alleged violations ofthe 
New Source Review (NSR) provisions ofthe Clean Air Act (CAA). Generally, the govemment alleged that projects performed at 
various coal-fired units were major modifications, as defined in the CAA, and that the utilities violated the CAA when they undertook 
those projects without obtaining permits and installing emission controls for SO2, NO^ and particulate matter. The complaints seek 
(1) injunctive relief to require installation of pollution control technology on various allegedly violating generating units, and 
(2) unspecified civil penalties in amounts of up to $27,500 per day for each violation, A number of Duke Energy's owned and 
operated plants have been subject to these allegations and lawsuits. The registrants assert that there were no CAA violations because 
the applicable regulations do not require permitting in cases where the projects undertaken are "routine" or otherwise do not result in a 
net increase in emissions. 

In particular, in November 1999, the Uniled States brought a lawsuit in the United States Federal District Court for the 
Southern District of Indiana against Cinergy Corp., Duke Energy Ohio, Inc., and Duke Energy Indiana, Inc. alleging various violations 
ofthe CAA for various projects at six of Cinergy's owned and co-owned generating stations in the Midwest. Additionally, the suit 
claims that Cinergy violated an Administrative Consent Order entered into in 1998 between the EPA and Cinergy relating to alleged 
violations of Ohio's Slate Implementation Plan (SIP) provisions goveming particulate matter at Unit 1 at Duke Energy Ohio's W.C. 
Beckjord Station. In addition, three northeast states and two environmental groups have intervened in the case. 

In August 2005, the district court mled that in determining whether a project was projected to increase annual emissions, it 
would not hold hours of operation constant. In June 2007, the district court granted the government's motions for partial summary 
judgment, concluding that certain ofthe specified projects inchided in the government's claim were not "routine". The district court 
also rejected Cinergy's affirmative defense that it was not given fair notice ofthe legal standards that apply in determining whether a 
project was projected to result in emissions increases and whether a project qualified for the "routine" exception to NSR. The 
registrants anticipate a jury trial being set for 2008 to determine whether the projects were expected to result in a net increase in 
emissions. Liability and remedy phases ofthe case are bifurcated, and no date for a remedy trial has been set at this point. It is not 
possible to predict with certainty whether the registrants will incur any liability or to estimate the damages, if any, that the registrants 
might incur in connection with this matter. 

Source: Duke Energy Ohio, In, 8-K. June 25, 2007 



SIGNATURE 

Pursuant to the requirements ofthe Securities and Exchange Act of 1934, the registrant has duly caused this report to be signed 
on its behalf by the undersigned hereunto duly authorized. 

DUKE ENERGY CORPORATION 

Date: June 25, 2007 

Date: June 25, 2007 

Date: June 25. 2007 

By: /s/Steven K. Young 
Name: Steven K. Young 
Title: Senior Vice President and Controller 

DUKE ENERGY OHIO, INC. 

By: /s/Steven K. Young 
Name: Steven K. Young 
Title: Senior Vice President and Controller 

DUKE ENERGY INDIANA, INC. 

By: /s/Steven K. Young 
Name; Steven K. Young 
Title: Senior Vice President and Controller 

Created by lOKWizard www. 1 OKWi/:ard.com 

Source: Duke Energy Ohio, In, 8-K, June 25, 2007 


