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the Significantly Excessive Earnings Test
under Section 4928.143(F), Revised Code,
and Rule 4901:1-35-10, Chio
Administrative Code.

PUCO

Case No. 11-2954-EL-UNC

APPLICATION OF DUKE ENERGY OHIO, INC., FOR
ADMINISTRATION OF THE
SIGNIFICANTLY EXCESSIVE EARNINGS TEST

Comes now Duke Energy Ohio, Inc., (Duke Energy Ohio or Company) and hereby
applies for the administration of the significantly excessive earnings test (SEET), as required
under Section 4928.143(F), Revised Code (R.C.), and Rule 4901:1-35-10, Ohio Administrative
Code (0.A.C.). Duke Energy Ohio further submits that the SEET is to be applied to it in a
manner consistent with the Stipulation and Recommendation approved by the C;{)mnﬂssion in
connection with its electric security plan (ESP) under Case No. 08-920-EL-SSO, e;t al.} Further,
the Company recognizes that the interpretation of the governing statute and admi:ixisuative rule
are addressed in the Commission’s orders in its generic SEET proceeding (SEET Proceeding).”
As will be demonstrated herein and through the testimony filed in support of this Application,

Duke Energy Ohio has not earned significantly excessive earnings.

! In the Matter of the Application of Duke Energy Ohio, Inc. for Approval of an Electric Security Plan, Case No. 08-
920-EL-880, et al., Opinion and Order (December 17, 2008), Entry on Rehearing {February 11, 2009), and
Stipulation and Recommendation (Qctober 28, 2008). ;

2 In the Marter of the Investigation into the Development of the Significantly Excessive Earnings Test Pursuant to
Amended Substitute Senate Bill 221 for Electric Utilities, Case No. 09-786-EL-UNC, ez al., Finding and Order (June

30, 2010) and Entry on Rehearing (August 25, 2010).
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REQUIREMENT FOR A SIGNIFICANTLY EXCESSIVE EARNINGS TEST

Pursuant to Section 4928.143(F), Revised Code, the Commission must determine, on an
annual basis, whether the earnings of an electric distribution utility operating under an ESP are
“significantly excessive.” Insofar as it concerns the administration of this test, the burden is on
the electric distribution utility to prove that such significantly excessive earnings did not oceur.>

The applicable statute provides, in relevant part, that the test is to consider whether
adjustments under an ESP “resulted in excessive earnings, as measured by whether the earned
return on common equity of the electric distribution utility is significantly in excess of the retumn
on common equity that was earned during the same period by publicly traded companies,
including utilities, that face comparable business and financial risk.” As the statute does not
define “significantly in excess,” Duke Energy Ohio expressly addressed that term, and its
application to the Company, in the course of approval of its ESP. Speciﬁcally,: Duke Energy
Ohio — and all other parties to the ESP proceeding — agreed that the SEET would be administered
as followed:

The Parties agree that beginning in 2010, by May 15 of each year covered by this

Stipulation, the Commission will implement the significantly excessive earnings

test as follows:

[Duke Energy Ohio’s] return on ending common equity will be computed using

[Duke Energy Ohio’s] prior year publicly reported FERC Form 1 financial

statements, including off-system sales, subject only to the following specific

adjustments:

¢ Net Income

o Eliminate all depreciation and amortization expense related to the

purchase accounting recorded pursuant to the  Duke
Energy/Cinergy merger,

o Eliminate all impacts of refunds to customers pursnant to this
paragraph,
0 Eliminate all impacts of mark-to-market accounting,

3R.C. 4928.143(F).
4 E.
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Ohio’s ESP, this Commission implemented rules under Chapter 4901:1-35, O.A.C. In general,
these rules set forth the filing requirements for an application for a standard service offer,
whether an ESP or a market rate option. However, the chapter also includes Rule 4901:1-35-10,
which requires an annual filing to commence the SEET review, with process and timeframes to
be established on a case-by-case basis. That rule also requires the applicant to include, in its

application the information set forth in Rule 4901:1-35-03(C)(10)(a), O.A.C. Specifically, this

o Eliminate all impacts of material, non-recurring gains/losses,
including, but not limited to, the sale or disposition of assets.

¢ Common Equity
o Eliminate the acquisition premium recorded to equity pursuant to
the Duke Energy/Cinergy merger.

Should the actval annual return on ending common equity for each review year, as
adjusted pursuant to this paragraph, not exceed 15%, [Duke Energy Ohio’s] return
on common equity shall be deemed to not be significantly in excess of the return
on common equity that was earning during the same period by publlcly traded
companies that face comparable business and financial risks.’

Subsequent to the approval of Stipulation and Recommendation concerning Duke Energy

latter rule provides as follows:

a) For the annual review pursuant to division (F) of section 4928.143 of the
Revised Code, the electric utility shall provide testimony and analysis
demonstrating the return on equity that was earned during the year and the returns
on equity earned during the same period by publicly traded companies that face
comparable business and financial risks as the electric utility. In addition, the
electric utility shall provide the following information:

(i) The federal energy regulatory commission form 1 (FERC form 1)
in its entirety for the annual period under review. The electric utility may
seek protection of any confidential or proprietary data if necessary. If the
FERC form 1 is not available, the eleciric utility shall provide balance
sheet and income statement information of at least the level of detail as
required by FERC form 1.

3 See In the Matter of the Application of Duke Energy Ohio, Inc. for Approval of an Electric Security Plan, Case No.

08-920-EL-SSO, et al., Stipulation and Recommendation, pg. 36, Para. 28 (October 28, 2008).
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(i)  The latest securities and exchange commission form 10-K in its
entirety. The electric utility may seek protection of any confidential or
proprietary data if necessary.

(iii)  Capital budget requirements for future committed investments in
Ohio for each annual period remaining in the ESP.® |

This rule was analyzed in detail in the SEET Proceeding, which directed utilities as to the
application of the statute and the rule.

By virtue of the specific SEET methodology incorporated into and ag;'eed to as an
express part of Duke Energy Ohio’s Stipulation and Recommendation and the SEET Proceeding,
the Company states that it need not submit testimony comparing its return on, equity to the
returns on equity of other publicly traded companies. The issue of what level of returns on equity
might be obtained by other publicly traded companies facing corparable risk’s was already
conclusively determined in the Company’s ESP proceeding. As set forth in the ESP Stipulation,
provided Duke Energy Ohio’s return on equity does not exceed 15%, its earnings; are found not
to be significantly excessive as compared to other publicly traded companies facing comparable
risks. |

The Direct Testimony of Peggy A. Laub, filed contemporaneously herewith,
demonstrates that Duke Energy Ohio’s return on common equity for 2010 did not exceed 15%.
Accordingly, the Company’s earnings were not significantly excessive as compared to other
publicly traded companies facing similar business and financial risks. Duke Energy Ohio thus
addresses — and satisfies — the requirement of subparagraph (a) of Rule 4901:1-35-03(C)(10),
0AC.

The testimony of witness Laub also addresses other issues required through the

Commission’s orders in the SEET Proceeding. Specifically, she discusses (1) that Duke Energy

¢ Rule 4901:1-35-03(C)(10)(a), O.A.C.
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Ohio included off-system sales in its SEET calculation; (2) that the Company excluded all
earnings or allocable equity associated with its gas operations; (3) the Company’s earned return
on average electric common equity, both including and excluding ESP-related deferrals, and (4)
the “certain factors” specified by the Commission.

As required under subparagraphs (a)(i)-(ii1) of Rule 4901:1-35-03(C)10), .O.A.C., Duke

Energy Ohio submits the following:

1. FERC Form 1 for 2010 (electronically available at http://www.duke-
energy.com/pdfs/2010-3Q-Duke-Energy-Ohio-Form-3Q.pdf); ‘
2. Form 10-K (Attached as Exhibit A); and,
3. Capital budget requirements for future electric committed investments in Ohio are
$462,084.516 for 2011, the final year of its ESP.
Through these submissions, Duke Energy Ohio confirms that it did not earn significantly
excessive earnings during 2010, the second year of its ESP.
CONCLUSION
For the reasons stated herein and as confirmed by the testitnony filed in support of this
Application, Duke Energy Ohio respectfully requests that this Honorable Commi%sion conclude
that Duke Energy Ohio has satisfied the requirements of Section 4928.143(F), Revised Code,

and Rule 4901:1-35-10, O.A.C. and that it has not earned significantly excessive earnings.

Respectfully submitted,

.a' ; 4 J’i"i‘r,"{

Amy BY Spiller (0047277) (Counsel of Record)
Associate General Counsel
Elizabeth H. Watis (0031092)
Assistant General Counsel :
Duke Energy Business Services
139 E. Fourth Street, EAQ25
Cincinnati, Ohio 45201

(513) 419-1810 (telephone)

(513) 513-419-1846 (facsimile)
Amy.Spiller@duke-energy.com
Elizabeth. Watts @duke-energy.com
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CAUTIONARY STATEMENTS 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 of the Securities
Exchange Act of 1934, Forward-looking statemnents are based an management's
beliefs and assumptions. These forward-looking statements, which are intended
to cover Duke Energy and the applicable Duke Energy Registrants, are identified
by terms and phrases such as “anticipate,” “believe,” “intand,” “estimate,”
“expect,” “continue,” “should,” "could,” “may,” “plan,” “project,” “predict,” "will,"
“potential,” “forecast,” “target,” and similar expressions. Forward-looking
statements involve risks and uncertainties that may cause actuat resulls 1o be
materiatly different from the results predicted. Factors that could cause actual
results to differ materially from those indicated in any forward-looking staternent
include, but are not imited to:

+ State, federal and foreign legislative and regulatory inftiatives, inciuding
costs of compliance with existing and future emvironmental requirements,
as well as rulings that affect cost and investment recovery or have an
impact on rate structures;

= Costs and effects of legal and administrative proceedings, settiements,
investigations and claims;

= Industrial, commerciat and residential growth or decline in the respective
Duke Energy Registrants” service temitories, customer base or custormer
usage pattemns; :

* Additional competition in electic markets and continued industry
consotidation;

* Political and regulatory uncertainty in other countries in which Duke
Energy conducts business;

» The influence of weather and other natural phenomena on each of the
Duke Energy Registrants' operations, including the economic, operationat
ard cther effects of storms, humricanes, droughts and tomadoes;

» The timing and extent of changes in commudity prices, interest rates and
foreign curency exchange rates;

= Unscheduled generation outages, unusual maintenance or repairs and
electric transmission system constraints;

*» The performance of electric generation faciiies and of projects undertaken
by DBuke Enengy's nor-regulated businesses;

= The resutts of financing efforts, including the Duke Energy Registrants’
ability to obiain financing on favorable terms, which can be affectedt by
various factors, including the respective Duke Energy Registrants’ credit
ratings and general economic conditions;

+ Dectines in the mariet prices of equity securities and resultant cash
funding requirements for Duke Energy's defined benefit persion plans;

« The level of creditworthiness of counterparties fo Duke Energy Registrants’
transactions; ‘

« Employee workforoe faclors, including the potential inability & atfract and
retain key personnel;

* Growth in opportunities for the respective Duke Energy Registrants'
business units, inchading the timing and success of efforts to develop
domestic and infemational power and other projects;

» Construction and developimient risks associated with the completion of
Duke Energy Registrants’ capital investment projects in existing and new
generation facilities, including risks related to financing, obtaining and
complying with terms of permits, meeting constnction budgets and
schedules, and satisfying operating and emvironmental performance
standards, as well as the ability to recover costs from ratepayersin a
timely manner or at all;

« The effect of accounting pronouncements issued pesiodically by
acoounting standard-setting bodies; and

* The expected timing and likelihcod of completion of the proposed merger
with Progress Energy, Inc., including the timing, receipt and terms and
conditions of any required governmental and regulatory approvals of the
proposed merger that could reduce anticipated benefits or cause the
parties to abandon the merger, the diversion of management's fime and
attention from Duke Energy’s ongoing business dixing this time period, the
ability to maintain relationships with customers, employees or suppliers as
well as the ability to successfully integrate the businesses and realize cost
savings and any other synergies and the risk that the credit ratings of the
corbined company of its subsidiaries may be different fiom what the
companies expect.

« The abiiity to successfully complete merger, acquisition or divestiture
plans,

In light of these risks, uncertainties and assumplions, the events described
in the forwarg-looking statements might not occur of might occur to a different
extent or at a different time than Duke Enengy has described. The Duke Energy
Registrants undertake no chiigation to publicly update or revise any forward-
looking statements, whether as a result of new informatign, fiture events or
otherwise.



Glossary of Temms

The following terms or acronyms used in this Form 10-K are defined below:

Term or Acronym Definition Term or Acronym Definition '

AAC ., Annually Adjusted Comporient DEGS .............. Duke Energy Genef}aﬁon Services, Inc.

ACES ....oovoiniis, American Clean Energy and Security et~ DEl .....oonvininn Duke Energy intermiational, LLC
of 2009 DEIGR ...ovevennes Duke Energy Intemitional Geracao

ADEA .............. Age Discrimination in Employment Paranapenema S.A.

AEP ... ..., American Electric Power Company, Inc. ~ DENA ..ooooovvnn Duke Energy North America

AFUDC ... Allowance for Funds Used During DENR v Departmernt of Emaronment and Netura
Construction )

Aguavtia ............ Aguaytia Erergy del Peni S.R.L. Lida. DERF e g:;emﬁxyer%yémvabm Fiiance

ANEEL ............. Brazifian Electricity Regulatory Agency Duke Energy Retail .... Duke Energy RetaiIESales, e

ACH. ... Accumulated Other Comprehensive DETM ........iitt Duke Energy Trading and -Mafketing, )
income LLC

ASC ...l Accounting Standards Codification DOE ............... Department of Enetgy

ASU ............... Accounting Standards Update DOJ .ovveiieia Department of Justice

Aftiki ..., Attiki Gas Supply S.A. DRIP............... Dividend Reinvestment Plan

BisON ......ouvui... Bison Insurance Company Limited DSM ....ovvvninnn Demand Side Management

BPM ... Bulk Power Marketing Duke Energy ......... %mgi’gim’fﬁm (collectively

CAA ... ... Clean Air Act Duke Energy ‘

CAC ... v Citizens Action Coalition of Inciana, Inc.  Carolinas . ........... Duke Energy Carolinas, LLC

CAGR .....vvvvnnn. Compounded Annual Growth Rate Duke Energy Indiana . .. Duke Energy Indiana, Inc.

CAR............... Clean Air Interstate Rule Egg:jg:;@’ ......... Dule Energy Kenicky, Inc.

Catamount .......... Catamount Energy Corporation Duke Energy Ohio .. . .. Duke Energy Ohio, Inc.

CC ... Combined Cycle Duke Energy

CCP ..o Coal Combustion Product Registrants .......... Duke Energy, Duke Energy Carolinas,

Celanese ............ Celanese Acetate, LLC El'.tlil::ngn Py O, seel Dk Ereny

CGEE .....ovvennns The Cincinnati Gas & Electric Company  DukeNet ............ DukeNet Communications, LLC

Cinergy Recelvables . . .. Cinergy Receivables Company, LLC DukeSolutions . ....... DukeSolutions, Inc;

Cliffiside Unit& ....... Cliffside Facility in North Carolina EPA ...l Erwironmentai Protection Agency

o1 Combustion Turbine EPS ... Earnings Per Share

CiNergy ...ooovoennnn. Cinergy Corp. (collectively withits . ERISA.........ooon. Employee Retirernent income Security
subsiciaries) Act |

COp oo, Carbon Dioxide ESP ..oviiviinnn, Electric Security Pfan

CoL ...l Combined Construction and Operating BIR oo Effective tx rate .
License EWG ...t Exernpt Wholesale Generator

CPCN .............. Certificate of Public Convenience and FASB .............. Financiat Amounﬁnfhg Standards Board
Necessity FCC vvvreeeeeen. .. Federal Communications Commission

CRES .............. Competitive Retail Electric Supplier FERC ..o, Federal Energy Regulatory Commission

Crescent ............ Crescent Joint Venture FIP o Federal Im p;emenm(,n Plan

DAQ ............... Division of Air Quality FPP ... .., Fuel and Purchased Power

DB ... Defined Benefit Pension Plan FPSC ..l Florida Public Service Commission

DCP Midstream . ... ... DCP Midstream, LLC {formerly Duke GAAP .............. Generally Accepted Accounting

Energy Field Services, LLC)

Principles in the Ulfxihsd States



Term or Acronym Definition Term or Acronym Definition
GHG ............... Greenhouse Gas OVEC ........covtt Ohio Valley Electric Corporation
GWh ... Gigawatt-hours Pioneer Transmission . . . Pioneer Transmission, LLC
HAP ..o, Hazardous Air Pollutant PIM e, PJM Interconnection, LLC
IGEC . ..., Integrated Gasification Combined Cycle ~ ProgressEnergy ... Progress Energy, Inc.
IMPA .............. Indiana Municipal Power Agency Prosperity ........ +«+ Prosperity Mine, LLC
AP ..., State Environmental Agency of Parana PSGSC .oovvvivnnnny Egg:fngem Cominission of South
IBAMA - E;iﬂuggtlg”rﬂzg r;";ggmgg and PSD ..oviienet Prevention of Signiﬁpant Deterioratiort
T Investment Tax Credit PUCO .............. Public Utilities Cornmission of Ohlo
IURC .............. Indiana Utlity Regulatory Commission PUHCA ..o I;g%llsc g;i??n;?éﬂjm Cormpany Act of
KPSC ...l Kentucky Public Service Commission QSPE ..ot Qualifying Special Purpose Endity
KV Kilovolt REPS ©ivvurrennnnns Renewable Energy and Energy
KWh ...... e Kilowatt-hour Efficiency Portollo Standard
LIBOR ... .overve London Interbank Offered Rate RICO e Oty cnoed and Cormupt
MACT .............. Maximum achievable control technology — pep .. . Rate Stabilization Plan
Mof..ooe Thousand cubic feet RTO ....venennne.. Regional Transmission Organization
Merger Agreement . . ... Agreement and Plan of Merger Salda .., Saluda River Electric Cooperative, Inc.'s
MergerSub .. ........ Diamond Acquisition Corporation SA3] i South Carolina General Assembly
MGP ............... Manufactured gas plant Senate Bill 431 ‘
Midwest IS0 .. ....... Midwest Independent Transmission SB3 . Ron Carolita General Assembly
System Operator, Inc.

MMBtU ............. Million British Thermal Unit SB22L.. e Ohio Senate Bill 221
Moody’s ... o.rn Moody's Investor Services SCEUC ............. South Caralina Energy UsetsComr.nittee
MRO ... Market Rate Offer SEC ...l Securities and Exchange Commission
MTBE ........oeuns Methy! tertiary butyl ether SHOP o souh H,Ou,smn Gretn Power, L.
MW .. Megawatt 302 S dioxde
MVP Mutt Value Projects Spectra Enefgy """" Specra Energy Corp

Spectra Capital ....... Spectra Energy Capital, LLC (formerly
Mwh ............., Megawatt-hour Duke Capital LLC) :
NCUC .............. North Carolina Utilities Commission S&P ...l Standard & Poor's
NDTF ......oo.o.., Nuclear Decommissioning Trust Funds ~ Stimulus Bilt ... .. The American Recovery and
NEIL............... Nuclear Electric Insurance Limited Reinvestment Act of 2009

Subsidiary Registrants .. Duke Energy Carolinas, Duke Energy
NMC............... National Methanol Company Ohio, and Duke Energy Indiana
NOX .........ooua. Nitrogen oxide TSA ...l Transition Services Agreement
NPNS .............. Normal purchase/normal sale TSR ... . Total shareholder return
NRC .........o..e Nuclear Regulatory Commission USFE&G ............ U.S. Franchised Electric and Gas
NSR ............... New Source Review Vectren ............. Vectren Energy Delivery of Indiana
OhioT&D ........... Ohio Transmission and Distribution VIE ..o Variable Interest Entity
ORS .......oeun.l, South Carolina Office of Regulatory Stafft ~ WACC .. ..o Weighted Average Cost of Capital
OUCC .............. Indiana Office of Utility Consumer Windstream ... Windstream Corp. -

Counselor

WVPA ... Wabash Valley Power Association, Inc.
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ITEM 1. BUSINESS.

Overview.

GENERAL

Preposed Merger with Progress Energy, Inc.

On January 8, 2011, Duke Energy Corporation (Duke Energy)
entered into an Agreement and Plan of Merger (Merger Agreement)
between and among Diamond Acquisition Corporation, a North
Carolina corporation and Duke Energy’s wholly-owned subsidiary
(Merger Sub} and Progress Energy, Inc. (Pragress Energy), a North
Carolina corporation. Upon the terms and subject to the conditions
set forth in the Merger Agreement, Merger Sub will merge with and
into Progress Energy with Progress Energy continuing as the surviving
corporation and a wholly-owned subsidiary of Duke Energy. Pursuant
to the Merger Agreement, upon the closing of the merger, each
issued and outstanding share of Progress Energy common stock wil
automatically be cancelled and converted into the right to receive
2.6125 shares of commoen stock of Duke Energy, subject to
appropriate adjustment for a reverse stock split of the Duke Energy
common stock as contemplated in the Merger Agreement (and except
that any shares of Progress Energy common stock that are owned by
Progress Energy or Duke Energy, other than in a fiduciary capacity,
will be cancelled without any consideration therefor). Each
outstanding option te acquire, and each outstanding equity award
relating to, one share of Progress Energy commeon stock will be
converted into an option o acquire, or an equity award relating to
2.6125 shares of Duke Energy common stock, as applicable, subject
to appropriate adjustment for the reverse stock split. Completion of
the merger is conditioned upon, among other things, approval by the
shareholders of both companies as well as expiration or termination
of any applicable waiting period under the Hart-Scott-Radino Antitrust
Improvements Act of 1976 and approval, to the extent required, by
the Federal Energy Regulatory Commission (FERC), the Federal
Communication Commission (FCC), the North Caralina Utilities
Cornmission {NCUC), the Public Service Commission of South
Carolina (PSCSC), the Florida Public Service Commission {(FPSC), the
Indiana Utility Regulatory Commission {(IURC), the Kertucky Public
Service Commission (KPSC), the Public Utilities Commission of Ohio
(PUCO} and the Nuclear Regulatory Cornmission (NRC). Duke
Energy is targeting completion of the merger by the end of 2011, but
cannot assure completion by any particular date. The Merger
Agreement contains certain termination rights for both Duke Energy
and Progress Energy, and further provides for the payment of fees
and expenses upon termination under specified circumstances,
Further information concemning the proposed merger will be included
in a joint proxy statement/prospectus contained in the registration
statement on Form S-4 to be filed by Duke Energy with the Securities
and Exchange Commission (SEC) in connection with the merger. On
February 22, 2011, the board of directors of Duke Energy approved
a reverse shave split, at a ratio of 1-for-3 which will be subject to the
merger being completed and receipt of the requisite approval of the
shareholders of Duke Energy. For additional information on the details
of this proposed transaction, see Note 3 to the Consolidated Financial
Staterments, “Acquisitions and Dispositions of Businesses and Sales
of Other Assets.”
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Duke Energy Corporation.

Duke Energy Corporation (collectively with s subsidiaries, Duke
Energy) is an energy company primarily located in the Americas.
Duke Energy operates in the United States (U.S.) primarity through #ts
direct and indirect wholly-owned subsidiaries, Duke Energy Carolinas,
LLC (Duke Energy Carolinas), Duke Energy Ohio, Inc. {Duke Energy
Ohio), which includes Duke Energy Kentucky, Inc. (Duke Energy
Kentucky), and Duke Energy Indiana, Inc. {Duke Energy Indiana), as
well as in South America and Central America primarily through
Duke Energy Intemational, LLC. When discussing Duke Energy’s
consolidated financial information, it necessarily includes the results
of its three separate subsidiary registrants, Duke Frergy Carolinas,
Duke Energy Ohio and Duke Energy Indiana {collectively referred to
as the Subsidiary Registrants), which, along with Duke Energy, are
collectively referred to as the Duke Energy Registrants.

Duke Energy Holding Corp. {Duke Energy HC) was incarporated
in Delaware on May 3, 2005 as Deer Holding Corp., a wholy-owned
subsidiary of Duke Energy Corporation (Old Duke Energy, for
purposes of this discussion regarding the Cinergy merger). In the
second quarter of 2006, Duke Energy and Cinergy Corp. (Cinergy)
consummated a merger which combined the Duke Energy and
Cinergy regulated franchises, as well as deregulated generation in the
Midwestemn United States. On April 3, 2008, in accordance with the
merger agreement, Old Duke Energy and Cinergy merged into wholly-
awned subsidiaties of Duke Energy HC, resulting in Duke Energy HC
becorning the parent entity. in connection with the closing of the
merger transactions, Duke Energy HC changed its name to Duke
Energy Corporation {New Duke Energy or Duke Enerzy) and Old
Duke Energy converted into a limited liability company named Duke
Power Company, LLC (subsequently renamed Duke Energy Carclinas
effective October 1, 2006}, As a result of the merger transaction,
each outstanding share of Cinergy common stock was coiwerted info
1.56 shares of commeon stock of Duke Energy, which resulted in the
issuance of approximately 313 million shares of Duke Energy
common stack. Additianally, each share of common stock of Old
Duke Energy was converted into one share of Duke Energy common
stock. Old Duke Energy is the predecessor of Duke Energy for
purpases of U.S. securities reguiations goveming financial staternent
filing, :

During the third quarter of 2005, Duke Energy’s Board of
Directors authorized and directed management 1o execute the sale or
disposition of substantially all of former Duke Energy Notth Americas
{DENA) remaining assets ang contracts outside the Micwestern
United States and certain contractual positions related fo the
Midwestemn assets. The exit plan was completed:in the second
quarter of 2006, Certain assets of the former DENA business were
transferred to the Commercial Power business segment ant certain
operations that Duke Energy continues o wind-down are in Other,

On January 2, 2007, Duke Energy completed the spin-off of its
natural gas businesses, named Spectra Energy Corp. (Spectra
Energy), including its wholly-owried subsidiary Spectra Energy
Capital, LLC {Spectra Enengy Capital, formerty Duike Capital LLC). The
natural gas businesses spun off primarily consisted of Duke Energy’s
Natural Gas Transmission business segment and Duke Energy’s 50% *
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ownership interest in DCP Midstream, LLC (DCP Midstream, formerly
Duke Energy Field Services, LLC), which was part of the Field
Services business segment.

Duke Energy Business Segments.

At December 31, 2010, Duke Energy operated the following
business segments, all of which are considered reportable segments
under the applicable accounting rules: U.S. Franchised Electric and
Gas (USFEAG), Commercial Power and Intemational Energy. Duke
Energy's chief operating decision maker regularly reviews financial
information about each of these business segments in deciding how
to allocate resources and evaluate performance. For additional
information on each of these business segments, including financial
and geographic information about each reportable business segment,
see Note 2 to the Consolidated Financial Statements, "Business
Segments.”

The following is a brief description of the nature of operations of
each of Duke Energy’s reportable business segments, as well as
Other.

U.S. Franchised Electric and Gas.

USFE&G generates, transmits, distributes and sells eleclricity in
central and western North Carolina, westem South Carolina,
southwestemn Ohio, central, north central and southern Indiana, and
northern Kentucky. USFE&G also transports and sells natural gas in
southwestern Ohio and northem Kertucky. It conducts operations
primarily through Duke Energy Carolinas, the regulated ransmission
and distribution operations of Duke Energy Ohio, Duke Energy
Indiana and Duke Energy Kentucky. These electric and gas
operations are subject to the rules and regulations of the FERC, the
NCUC, the PSCSC, the PUCO, the TURC and the KPSC. The
substantial majority of USFE&G's operations are regulated and,
accordingly, these operations qualify for regulatory accounting
treatment.

Commercial Power.

Commercial Power owns, operates and manages power plams
and engages in the wholesale marketing and procurement of electric
power, fuel and emission allowances related 1o these plants as well
as other contractual positions. Commercial Power's generation
operations, excluding renewable energy generation assets, consists of
primarily coal-fired generation assets located in Ohio which are
dedicated under the Duke Energy Ohio Electric Security Plan (ESP)
and gas-fired non-regulated generation assets which are dispatched
into wholesale markets. These assets comprise 7,550 net megawatts
{MW) of power generation primarily located in the Midwestem U.S.
The asset portfolio has a diversified fuel mix with baseload and
mid-merit coal-fired units as well as combined cycle (CC) and
peaking natural gas-fired units, Commercial Power's operations
which are subject to the ESP qualify for regulatory accounting
freatment. For more information on the ESP, as well as the
reapplication of regulatory accounting to certain of its operations, see
the “Commercial Power” section below.

Commercial Power also has a retaif sales subsidiary, Duke
Energy Retail Sales, LLC (Duke Energy Retail), which is certified by
the PUCO as a Competitive Retail Electric Supplier (CRES) provider in
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Ohio. Duke Energy Retail serves retail electric customers in
southwest, west central and northem Ohio with energy and other
energy services at competitive rates. During 2010 and 2009, due to
increased ievels of customer switching as a result of the competitive
markets in Ohio, Duke Energy Retail has focused on acquiring
customers that had previously been served by Duke Energy Ohio
under the ESP, as well as thosa previously served bty other Ohlo
franchised utilities.

Commercial Power owns a 9% interest in Qhio Vailey Electric
Corporation (OVEC). Through its ownership interest in OVEC,
Commercial Power has a contractual arrangement through March
2026 to buy power from GVEC's power plants. All power purchased
from QVEC is sold into wholesale markets.

Through Duke Energy Generation Services, Inc. and its affiliates
{DEGS), Commercial Power develops, owns and joperates electric
generation for large energy consumers, municipalities, utilities and
industrial facilities. DEGS currenily manages 4,440 MW of power
generation at 28 facilities throughout the U.S, [n addition, DEGS
engages in the development, construction and operation of renewable
energy projects, Cumently, DEGS has over 5,000 MW of renewable
energy projects in the development pipeline with 1,002 net MW of
renewable generating capacity in operation as of Decernber 31,
2010. DEGS is also developing transmission and biomass projects.

International Energy.

International Energy principally owns, operates and manages
power generation facilities, and engages in sales and marketing of
electric power and natural gas outside the U.S. It conducts operations
primarily through Duke Energy International, LLC (DEI) and its
affiliates and its activities target power generation:in Latin America.
Through its whotly-owned subsidiary Aguaytia Energy del Pert S.R.L
Ltda. (Aguaytia) and its equity method investrment in National
Methanal Company (NMC), which is located in Saudi Arabia,
International Energy also engages in the production of natural gas
liquids, methanol and methyl tertiary buty! ether (MTBE).

Other.

The remainder of Duke Energy’s operationsis presented as
Other. While it is not considered a business segmient, Other primarity
includes certain unallocated corporate costs, Bison Insurance
Company Limited (Bison), Duke Energy's wholly-owned captive
insUrance subsidiary, contributions to the Duke Energy Foundation,
Duke Energy’s effective 50% interest in DukeNet Communications,
LLC {DukeNet) and related telecom businesses. Additionally, Other
includes the remaining portion of Duke Energy's business formerly
known as Duke Energy North America that was not exited or
transferred to Commercial Power, primarily Duke Energy Trading and
Marketing, LLC (DETM), which is 60% owned by Duke Energy and
40% owned by Exxon Mobil Cofporation and management is
cumently in the process of winding down. j

Unallocated corporate costs include certain costs not reflected in
Duke Energy's reportable business segments, primarily governance
costs, costs to achieve mergers and divestitures dnd costs associated
with certain comporate severance programs. Bison's principal activities
as a captlive insurance entity include the indemnification and
reinsurance of various business risks and losses, such as property,
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business interruption and general liability of subsidiaries and affiliates
of Duke Energy. DukeNet develops, owns and operates a fiber optic
commurications network, primarily in the southeast U.S., serving
wireless, local and long-distance communications campanies,
internet service providers and other businesses and organizations.

General.

Duke Erergy is a Delaware corporation. ts principal executive
offices are located at 526 South Church Street, Charlotte, North
Carolina 28202-1803. Duke Energy Carolinas is 2 North Carolina
limited liability cornpany. Its principal executive offices are located at
526 South Church Street, Charlotte, North Carolina 28202-1803.
Duke Energy Ohia is an Chio corparation, [ts principal executive
offices are located at 139 East Fourth Street, Cincinnati, Ohio
45202. Duke Energy indiana is an Indiana corporation. 1ts principal

~ executive offices are located at 1000 East Main Street, Plainfield,

Indiana 46168.

The telephone number for the Duke Energy Registrants is
704-594-6200. The Duke Energy Registrants electronically file
reports with the SEC, including annual reports on Form 10-K,
quarterly reports on Form 10-Q, curent reports on Form 8-K, proxies
and amendments to such reports.

The public may read and copy any materials that the Duke
Energy Registrants file with the SEC at the SEC’s Public Reference
Room at 100 F Street, N.E., Washington, D.C. 20549. The public
may obtain information on the operation of the Public Reference
Room by calling the SEC at 1-800-SEC-0330. The SEC also
maintains an internet site that contains reports, proxy and information
staternents, and other information regarding issuers that file
electronicaily with the SEC at hffp:/www. sec.gov. Additionally,
information about the Duke Energy Registrants, including its reports
filed with the SEC, is avaitable through Duke Energy's Web site at
http:/fwww.duke-energy.com. Such reports are aceessible at no
charge threugh Duke Energy's Web site and are made avaifable as
soon as reasonably practicable after such material is filed with or
fumished to the SEC.

The following sections describe the business and operations of
each of Duke Energy's reportable business segments, as well as
Other. {For more information on the operating outlook of Duke Energy
and its reportable segments, see "Management’s Discussion and
Analysis of Financial Condition and Results of Operations,
Introduction—Executive Overview and Economic Factors for Duke
Energy's Business”. For financial information on Duke Energy's
reportable business segments, see Note 2 to the Consolidated
Financial Statements, "Business Segments.”)

U.S. FRANCHISED ELECTRIC AND GAS

Service Area and Customers

USFE&G generates, transmits, distributes and sells electricity
and transports and sells natural gas. It conducts operations primarily
through Duke Enetgy Carolinas, the regulated transmission and
distribution operations of Duke Energy Ohio, Duke Energy Indiana
and Duke Energy Kentucky (Duke Enesgy Ohio, Duke Energy Indiana
and Cuke Energy Kentucky collectively referred to as Duke Energy
Midwest). lis service area covers 50,000 square miles with an
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estimated population of 12 million in central and western North
Carolina, western South Carolina, southwestern Ohio, central,
nerth central and southern indiana, and northem Kentucky.
USFERG supplies electric service to 4 million residentiat,
commercial and industrial customers over 152,200 miles of
distribution lines and a 20,900 mile transmissian system.
USFE&G provides regulated transmission and distribution services
for natural gas to 500,000 customers in southwestern Ohio and
northern Kentucky via 7,200 miles of gas mairs {gas distribution
lines that serve as a commeon source of supply for more than one
service line) and 6,000 miles of service fines. Electricity is also
sold wholesale to incorporated municipalities, electric cooperative
utilities and other load serving entities.

Duke Energy Carolinas’ service area has a diversified
commercial and industrial presence. Manufaciusing continues o be
one of the largest contributars to the economy in the region. Other
sectors such as health care, finance, insurance, real estate services,
focal govemment and education atso constitute key components of
the states’ gross domestic product. Chemicals, food products, rubber
and plastics, textile and motor vehicle manufactwing industries were
among the most significant contributors to the Duke Energy Carolinas’
industrial sales revenue for 2010.

Duke Energy Ohio’s and Duke Energy Kentucky's service area
both have a diversified commercial and industrial presence. Maijor
components of the economy include manufacturing, aesospace, real
estate and rental leasing, wholesale trade, financial and insurance
services, retait trade, education, healthcare and professional/business
Seyvices.

The primary metals industry, transportation equipment,
chemicals, and paper and plastics were the most significant
contributors 1o the area’s manufacturing output and Duke Energy
Ohio’s and Duke Energy Kentucky's industriat sales revenue for
2010. Food and beverage manufacturing, fabricated metals, and
electronics also have a strong impact on the area’s economic growth
and the region’s industrial sales.

Industries of major economic significance in Duke Energy
indiana’s service temitory include fabricated metals, rubber and plastics,
food products, stone, clay and glass, primary metals, and
transportation. Other significant indusTies operating in the area include
chemicals and other manufacturing. Key sectors among general service
customers include heatth care, education and retail trade,

The number of residential and general service customers within
the USFEAG's service tenitory, as welk as sales to these customers, is
expected 10 increase over time. However, growth In the near-term is
being hampered by the current economic conditions. Industial sales
increased in 2010 when compared 10 2009. The recovery in sales
volumes was driven by higher levels of industrial production in
response to higher expected demand for manufactured goods.
industrial sales will remain strong as the economy recovers, but with
a lower expected growth rates. ‘

USFE&G's costs and revenues are influenced by seasonal
pattems. Peak sales of electricity oocur during the summer and winter
morths, resulting in higher revenue and cash flows during those
periods. By contrast, fewer sales of electricity occur during the spring
and fall, allowing for scheduled plant maintenance during those
periods. Peak gas sales occur during the winter months.


http://www.sec.g(w
http://www.duke-energy.com
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The following maps show the USFE&G’s service territories and operating facilities.

U.S. Franchised Electric and Gas Carolinas Power General Facilities
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Energy Capacity and Resources

Electric energy for USFESG's customers is generated by three
nuclear generating stations with a combined aowned capacity of
5,173 MW (including Duke Energy’s 19.25% ownership in the
Catawba Nuclear Station), fifteen coal-fired stations with an overall
combined owned capacity of 13,454 MW (including Duke Energy's
69% ownership in the East Bend Steam Station and 50.05%
ownership in Unit 5 of the Gibson Steam Station), thirty-one
hydroelectric stations (including two pumped-storage facilifies) with a
combinet owned capacity of 3,201 MW, fifteen combustion turbine
{CT) stations buming natural gas, il or other fuels with an overail
combined owned capacity of 5,028 MW, and one CC station buming
natural gas with an owned capacity of 285 MW. In addition,
USFE&G operates a solar Distributed Generation program with 9 MW
of capacity. Energy and capacity are also supplied through contracts
with other generators and purchased on the open market, Factors
that could cause USFE&G to purchase power for its customers
include generating plant outages, extreme weather conditions,
generation reliability during the surmmer, growth, and price. USFERG
has interconnections and arangements with its neighboring utilities
to facilitate planning, emergency assistance, sale and purchase of
capacity and energy, and reliability of power supply.

USFE&G’s generation portfolio is a balanced mix of energy
resources having different operating characteristics and fuel sources
designed to provide energy at the lowest possible cost to meet its
obligation to serve native-load customers. All options, including
owned generation resources and purchased power opportunities, are
continually evaluated on a real-time basis to select and dispatch the
lowest-cost resources available to meet system load requirements.
The vast majority of custormer energy needs are met by large,
low-energy-production-cost nuclear and coal-fired generating units
that operate aimost continuously (or at baseload levels). In 2010,
97.8 % of the total generated energy came from USFE&G's low-cost,
efficient nuclear and coal units (61.5% coal and 36.3% nuclear).
The remaining energy needs were supplied by hydroelectric, CT and
CC generation, renewable energy facilities, or economic purchases
from the wholesale market,

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

USFE&G's pumped-storage hydroelectric facilities offer the
added flexibility of using low-cost off-peak energy to pump water that
will be stored for later generation use during times of higher-cost
on-peak periods. These facitities allow USFE&G to maximize the
value spreads befween different high- and low-cost generation
periods.

USFE&G is engaged in planning efforts to meet projected load
growth in its service ferritories. Long-term projections indicate a need
for capacity additions, which may include new nuclear, integrated
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gasification combined cycle (IGCC), coal facilities, gas<fired generation
units o renewable energy facitities. Because of the long ead times
required to develop such assets, USFESG is taking steps now to
ensure those options are avaitable, Significant cument or potentiat
future capital projects are discussed below.

South Carolina passed energy legislation, (S 431), which
became effective May 3, 2007, This legislation inciudes provisions to
provide assurance of cost recovery related to a ulility's incurrence of
project development costs associated with nuclear baseload
generation, cost recovery assurance for constniction costs associated
with nuclear or coal baseload generation, and the ability to recover
financing costs for new nuclear baseload generation in rates during
construction through a rider. The North Carolina, General Assembly
also passed comprehensive energy legislation, ($8 3), which was
signed into law by the Govemor on August 20, 2007. Like the South
Carolina legislation, the North Carolina legislation provides cost
recovery assurance, subject to prudency review, for nuclear project
development costs as well as baseload generation construction costs.
A utility may inctude financing costs related to construction work in
progress for baseload plants in a rate case.

William States Lee Il Nuclear Station.

in December 2007, Duke Energy Carolinas filed an application
with the NRC, which has been docketed for review, for a combined
Construction and Operating License (COL) for two Westinghouse
AP1000 (advarced passive) reactors for the proposed William Siates
Lee It Nuclear Station at a site in Cherokee County, South Carolina.
Each reactor is capable of producing 1,117 MW. Submitiing the COL
application does not commit Duke Energy Carotinas o build nuclear
units. Duke Energy Carolinas had previcusly received approval to
incur project development costs associated with Wiliam States Lee M|
Nuclear Station from both the NCUC and the PSCSC. Through
several separate orders, the NCUC and PSCSC have deermed Duke
Energy's decision o incur project development and pre-construction
costs for the project as reasonabie and prudent through
December 31, 2009 and up {0 an aggregate maximum amount of
$230 miflion. On November 15, 2010 and Jaswary 7, 2011, Duke
Energy Carolinas filed amended project development applications
with the NCUC and PSCSC, respectively. These applications request
approval of Duke Energy Carolinas’ decision to continue to incur
project development and pre-construction costs for the project
through December 31, 2013 and up to $459 eillion,

The NRC review of the COL application comtinues and the
estimated receipt of the COL is in mid 2013. Duke Enengy Carolinas
filed with the Department of Energy (DOE) for a federal loan
guarantee, which has the potential to significantly lower financing
costs associated with the proposed William States Lee 1l Nuclear
Station; however, it was not among the four projects selected by the
DOE for the final phase of due diligence for the federal loan guarantee
program. The project could be selected in the future if the program
funding is expanded or if any of the cument finalists drop out of the
program. ‘

Duke Energy Carolinas is seeking partners for the William States
Lee 11l Nuclear Station by issuing options to purchase an ownership
interest in the plant.



PART |

Cliffside Unit 6.

In June 2006, Duke Energy Carolinas filed an application with
the NCUC for a Certificate of Public Convenience and Necessity
(CPCN) to construct two 800 MW state of the art coal generation
units at its existing Cliffside Stearn Station in North Carolina. On
March 21, 2007, the NCUC issued an order allowing Duke Energy
Carolinas to build one 800 MW unit. Following final eguipment
selection and the completion of detailed engineering, Clifiside Unit 6
is expected to have a net output of 825 MW. On February 27, 2009,
Duke Energy Carolinas filed an updated cost estimate of $1.8 billion
{excluding up to $0.6 hitlion of allowance for funds used during
construction (AFUDC)} for the approved new Cliffside Unit 6. In
March 2010, Duke Energy Carolinas filed an updated cost estimate
with the NCUC where it reduced the estimated AFUDC financing
costs fram $600 million to $400 million as a result of the December
2009 rate case settlement with the NCUC that allowed the inclusion
of construction work in progress in rate base prospectively, Duke
Energy Carolinas believes that the overall cost of Cliffside Unit & will
be reduced by $125 million in federal advanced clean coai tax
credits. The Cliffside Unit & project is 80% complete as of
December 31, 2010 and is currently anticipated to be completed
and in-service in 2012,

Dan River and Buck Combined Cycle Facilities.

In June 2008, the NCUC issued its order appraving the CPCN
applications to construct a 620 MW combined cycle natural gas fired
generating facility at each of Duke Energy Carclinas’ existing Dan
River Steam Station and Buck Steam Station. The Division of Air
Quality (DAQ) issued final air permits authorizing construction of the
Buck and Dan River combined cycle natural gas-fired generating
units in October 2008 and August 2009, respectively.

On November 5, 2008, Duke Energy Carolinas notified the
NCUC that since the issuance of the CPCN order, recent economic
factars have caused increased uncertainty with regard to forecasted
load and near-term capital expenditures, resulting in a modification of
the construction schedule. On September 1, 2009, Duke Energy
Carolinas filed with the NCUC further informaticn clarifying the
construction schedule for the two projects. Under the revised
schedule, the Buck project is expected to begin operation in
combined cycle mode by the end of 2011, but without a phased-in
simple cycle commercial operation. The Dan River project is expected
to begin operation in combined cycle mode by the end of 2012, also
without a phased-in simple cycle commercial operation. On
December 21, 2009, Duke Energy Carclinas entered into a First
Amended and Restated engineering, construction and commissioning
services agreement with Shaw North Carolina, Inc. for $322 million
for the Buck project which reflects the revised schedule. On
December 1, 2010, Duke Energy Carolinas ertered into a First
Amended and Restated engineering, construction and commissioning
services agreement with Shaw North Caroling, Inc. for $307 million
for the Dan River project which refiects the revised schedule, Based
on the most updated cost estimates, total costs (including AFUDC} for
the Buck and Dan River projects are $700 million and $710 million,
respectively. The Buck project is approximately 74% and is
scheduled to be placed in service in 201 1. The Dan River project is
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in the early stages of construction and is scheduled to be placed in
service in 2012.

Edwardsport 1GCC.

In Septermber 2006, Duke Energy Indiana and Southem
Indiana Gas and Electric Company d/tya Veciren Energy Delivery of -
Indiana (Vectren) filed  joint petition with the IURC seeking a CPCN
for the construction of a 618 MW IGCC power plant at Duke Energy
Indiana’s Edwardsport Generating Station in Knox County, Indiana,
The facility was initially estimated to cost $2 billion (including $120
miltion of AFUDC). In August 2007, Vectren formally withdrew its
participation in the IGCC plant and a heating was conducted on the
CPCN petition based on Duke Energy Indiana owning 100% of the
project. On November 20, 2007, the URC issued an order granting
Duke Energy Indiana a CPCN for the proposed IGCC project,
approved the cost estimate of $1.985 hillion and approved the timely
recovery of costs related to the project. On January 25, 2008, Duke
Enengy Indiana received the final air permit from the indiana
Department of Environmental Managernent.

On May 1, 2008, Duke Energy Indiana filed its first semi-
annual IGCC Rider and ongoing review proceeding with the IURC as
required under the CPCN order issued by the IURC. In its filing, Duke
Energy Indiana requested approval of a new cost estimate for the
IGCC Project of $2.35 billion {including $125 miillion of AFUDC) and
for approval of plans to study carbon capture as required by the
IURC's CPCN crder. On January 7, 2009, the IURC approved Duke
Energy Indiana's request, including the new costestimate of $2.35
hillion, and cost recovery associated with a study on carbon capture,
Duke Energy Indiana was required to file its plang for studying carbon
storage related 1o the project within 60 days of the order. On
Navember 3, 2008 and May 1, 2009, Duke Energy Indiana filed its
second and third semi-annual IGCC riders, respectively, both of
which were approved by the IURC in full.

On November 24, 2009, Duke Energy Indiana filed a pefition
for its fourth semi-annual IGCC rider and ongoing review procseding
with the IURC. As Duke Energy irdliana has experienced design
modifications and scope growth above what was anticipated from the
preliminary engineering design, capital costs to the IGCC project
increased. Duke Energy Indiana forecasted that the additional capital
cost items would use the remaining contingency and escalation
amounts in the current $2.35 billion cost estimate and add $150
million, or approximately 6.4% to the total IGCC Praject cost
estimate, excluding the impact associated with the need to add more
contingency. Duke Energy Indiana did not request approval of an
increased cost estimate in the fourth semi-annual update proceeding;
rather, Duke Energy indiana requested, and the {URC approved, a
subdocket proceeding in which Duke Energy Indlana would present
additionat evidence regarding an updated estimated cost for the IGCC
praject and in which a more comprehensive review of the IGCC
project could occur. An interim order was received on July 28, 2010
and approves implementation of an updated IGCC rider to recover
costs incurred through September 30, 2009, The approvals are on
an interim basis pending the outcome of the sub.docket proceeding
invoiving the revised cost estimate as discussed further below,

Duke Energy Indiana filed a new cost estimate for the IGCC
project reflecting an estimated cost increase of $%$30 million on
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April 16, 2010, with its case-in-chief testimony in the subdocket
praceeding. Duke Energy (ndiana requested approval of the new cost
estimate of $2.88 billion, including AFUDC, and for continuation of
the existing cost recovery treatment. A major driver of the cost
increase includes design changes reflected in the final engineering
leading to increased scope and complexity, On September 17, 2010
an agreerment was reached with the indiana Office of Utility
Consumer Counselor (OUCC), Duke Energy Indiana Industrial Group
and Nucor Steel — Indiana to increase the authorized cost estimate of
$2.35 hillion to $2.76 billion, and to cap the project's costs that
could be passed on to customers at $2.975 billion. Any construction
¢ost amounts above $2.76 billion will be subject to a prudence
review sirnilar to most other rate base investments in Duke Energy
Indiana's next general rate increase request before the IURC. Duke
Energy Indiana agreed to accept a 150 basis point reduction in the
equity retum for any project construction costs greater than $2.35
billion. Additionally, Duke Energy Indiana agreed not to file for a
general rate case increase before March 2012. Duke Energy Indiana
also agreed to reduce depreciation rates earlier than would otherwise
be required and to forego a deferred tax incentive related to the IGCC
project. As a result of the settlement, Duke Energy Indiana recorded a
pre-tax charge to eamings of $44 million in the third quarter of 2010
to reflect the impact of the reduction in the retum on equity. On
December 9, 2010, the parties to the setflement withdrew the
setlement agreement to provide an opportunity for the parties ta the
settlerment to assess whether and to what extent the settlernent
agreement remained a reasonable allocation of risks and rewards and
whether modifications to the setlemertt agreement were appropriate.
Tre IURC granted the motion and scheduled a new evidentiary
hearing to begin March 17, 2011, Management determined that the
$44 million charge discussed above was not impacted by the
withdrawal of the settlement agreement.

Additicnally, the Citizens Action Coalition of indiana, Inc. (CAC),
Sierra Club, Inc., Save the Valley, Inc., and Valley Watch, nc. filed
motions for two subdocket procesdings alleging improper
circumstances, undue influence, fraud, concealment and gross
mismanagement, and a request for field hearing in this proceeding.
Duke Energy Indiana opposed the requests. The IURC has not yet
ruled on the request to open additional subdockets, The IURC has set
two field hearings for February 28, 2011 and March 2, 2011, which
will provide an opportunity for the public to comment on the
proceeding. The final cast for the project could be greater than the
current estimate of $2.88 billion based on cument run rates involving
labor productivity at the site and higher AFUDC resulting from delays
in the effective date of CWIP rider updates, Pending a full review of
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these factors and Duke Energy’s ability fo mitigate the upward cost
pressures, Duke Energy has not revised the $2.88 billion cost
estimate. Duke Energy is unable to predict the ultimate outcome of
these proceedings. In the event the IURC disallews a portion of the
plant costs, additional charges to expense coukd occur.

During 2010, Duke Energy indiana filed petitions for its ffth and
sixth semi-annual IGCC riders. In February 2011, Duke Energy
Indiana filed a motion with the IURC proposing.an updated
procedural schedule to address the issues described above. The
proposed schedule would allow for evidentiary hearings 1o take place
in June 2011,

The Edwardsport IGCC facility is 80% complete as of
Decernber 31, 2010 and is expected to be completed and placed in
service in 2012,

Duke Energy indiana Carbon Sequestyation.

Duke Energy Indiana filed a petition with the IURC requesting
approval of its plans for studying carbon storage, sequestration and/or
enhanced oil recovery for the carbon dioxide (005} from the
Edwardsport IGCC facility on March 6, 2009. On luly 7, 2009,
Duke Energy Indiana fited its case-in-chief festimony requesting
approval for cost recovery of a $121 million site assessment and
characterization plan for CO, sequestration options including deep
saline sequestration, depleted oil and gas sequestration and
enhanced oil recovery for the CO, from the Edwardsport [GCC facility.
The QUCC filed testimony supportive of the continuing study of
carbon storage, but recommended that Duke Energy Indiana break its
plan into phases, recommending approval of only $33 million in
expenditures at this ime and deferral of expenditures rather than cost
recovery through a fracking mechanism as proposed by Duke Energy
Indiana. The CAC, an infervenor, recommended against approval of
the carbon storage plan stating customers should nat be required 1o
pay for research and development costs. Duke Energy Indiana’s
rebuttal testimony was filed October 30, 2009, wherein it amended
its request to seek deferral of $42 million to cover the carbon storage
site assessment and characterization activities scheduled % occur
through the end of 2010, with further required study expenditures
subject to future WRC proceedings. An evidentiary hearing was heid
on November 9, 2009, and an order is expected by the end of the
second quarter of 201 1.

See Note 4 to the Consolidated Financial Statements,
“Regulatory Matters,” for further discussion on the above in-process
or potertial construction projects.
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Fuel Supply

USFE&G relies principally on coal and nuclear fuel for ity generation of electric energy. The following table lists USFE&G’S sourees of power

and fuel costs for the three years ended December 31, 2010,

Generation by Source Cost of Delivered Fue! per Net
(Percent) Kilowatt-hour Generated (Cents)

2010w 2000 2008 2010w 2009 2008

Coal@ 61.5 59.6 66.9 304 288 259

Nuciear®! 36.3 385 321 052 048 0.44

Oil and gas 0.9 0.4 0.7 677 771 1347

Al fuels (cost-based on weighted average)aio 98.7 98.5 99.7 215 196 1.97
Hydroetectrict® 1.3 15 0.3
1000 1000 1000

" (a) Statistics related to coal gereration and all fuels refiect USFE&G's 69% ownership interest in the East Bend Steamn Station and 50.05% ownership interest in Unit 5 of the Gibson Steam

Station.

the Catawba Nuclear Station thereafter.

(b) Statistics related to nuclear generation and all fueis reflect USFE&G's 12.5% interest in the Catawba Nuclear Station through September 30, 2008 and a 19.25% ownership interest in

(¢} Cost statistics inciude amounts for light-cff fuel at USFERG's coal-fived stations.

(d) Generaling figures are et of output required to replenish pumped storage facllities during off-pealc periods, .
(2} inaddition, Duke Energy Carolinas produced approximately 6,000 megawatt-hours (MWh) in solar generation for 2010; no fuel costs are attributed i Bhis generation.

Coal.

USFE&G meets its ¢oal demand in the Carolinas and Midwest
through a portfolio of long-term purchase contracts and short-term
spot market purchase agreemnents. Large amounts of coal are
purchased under long-term contracts with mining operators who
mine both underground and at the surface. USFE&G uses spot-
market purchases to meet coal requirements not met by long-term
contracts, Expiration dates for its long-term contracts, which have
various price adjustrment provisions and market re-openers, range
fram 2011 to 2014 for the Carolinas and 2011 to 2016 for the
Midwest, USFE&G expects to renew these contracts or enter into
similar contracts with cther suppliers for the quantities and quality of
coal required as existing contracts expire, though prices will fluctuate
over time as coal markets change. The coal purchased for the
Carolinas is primarily produced from mines in eastern Kentucky,
West Virginia and southwestem Virginia. The coal purchased for the
regulated Midwest entities is primarily produced in Indiana, lllinois,
and Kentucky. USFE&G has an adequate supply of coal under
contract fo fuel its projected 2011 operations and a significartt portion
of supply to fuel its projected 2012 operations.

The current average sulfur content of coal purchased by
USFE&G for the Carolinas is between 1% and 2%; while the
Micwest is 2%. USFE&G's scrubbers, in combination with the use of
sulfur dioxide (SO,) emission allowances, enable USFER®G to satisfy
current SO, emission limitations for existing facilities in the Carolinas
and Midwest,

Gas.

USFE&G is responsible for the purchase and the subsequent
delivery of natural gas to native load customers in its Ohio and
Kentucky service territories. USFE&G's natural gas procurement
strategy is to buy firm natural gas supplies (natural gas intended to be
available at all times) and firm interstate pipeline transportation
capacity during the winter season (November through March) and
during the non-heating season (April through October) through a
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combination of firm supply and transportation capacity along with
spot supply and interrupiibie transportation capacity. This strategy
allows USFERG to assure reliable natural gas supply for its high
priority {non-curtailable) firm customers during peak wirder conditions
and provides USFESG the flexibility to reduce its contract
commitments if firm customers choose aliemate gas suppliers under
USFERG customer choice/gas transportation programs, In 2010, firm
supply purchase commitment agreements provided approximately
100% of the natural gas supply. These firm supply agreements
feature two levels of gas supply, specifically i. base load, which is a
continuous supply to mest normal demand reguiternents, and ii.
swing load, which is gas available on a daily basis o accommodate
changes in demand due primarily o changing weather conditions.
USFE&G also owns two underground cavems with a totat
storage capacity of 16 million galions of liquid propane. In addition,
USFERG has access to 5.5 millien gallons of fiquid propane storage
and product loan through a commercial services agreement with a
third party. This liquid propane is used in the three propana/air peak
shaving plants focated in Ohio and Kentucky. Propane/air peak
shaving plartts vaporize the propane and mix it with natural gas
supplement the natural gas supply during peak demand periods.
USFE&G maintains natural gas procurement-price volatility
mitigation programs for Duke Energy Ohio and Duke Energy
Kentucky. These programns pre-arrange percentages of seasonal gas
requirements for Duke Energy Ohio and Duke Energy
Kentucky. Duke Energy Ohio and Duke Energy Kentucky use
primarily fixed-price forward contracts and contracts with a ceiling
and fioor on the price. As of December 31, 2010, Duke Energy Ohio
and Duke Energy Kentucky, combined, had locked in pricing for a
portion of their winter 2011/2012 system load reguirements.
USFERG is also responsibie for the purchase and the
subsequent delivery of natural gas to the gas turbine generators to
serve native electric load customers in the Duke Energy Carolinas,
Duke Energy Indiana and Duke Energy Kentucky service temitories.
The natural gas procurement strategy is to cortract with one of
several suppliers who buy spot market natural gas supplies along
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with firm or interruptible interstate pipeline transportation capacity for
deliveries to the sites. This strategy allows for competitive pricing,
fiexibility of delivery, and reliable natural gas supplies to each of the
natural gas plants. Many of the natural gas plants can be senved by
several supply zones and multiple pipelines.

Nuclear,

The industrial processes for producing nuclear generating fuel
generally involve the mining and milling of uranium ore to produce
uranium concentrates, the services to convert uranium concentrates
to uranium hexafluoride, the services to enrich the uranium
hexafluoride, and the services to fabricate the enriched uranium
hexafluoride into usable fuel assemblies.

Duke Energy Carolinas has contracted for uranium materials
and services to fuel the Oconee, McGuire and Catawba Nuciear
Stations in the Carolinas. Uranium concentrates, conversion services
and enrichment services are primarily met through z diversified
portfolio of long-term supply cortracts. The contracts are diversified
by supplier, country of origin and pricing. Duke Energy Carolinas
staggers its contracting so that its portfolio of long-term contracts
covers the majority of its fuel requirements at Oconee, McGuire and
Catawba in the near-term and decreasing portions of its fuel

requirements over time thereafter. Due to the technical complexities -

of changing suppliers of fuel fabrication services, Duke Energy
Carolinas generally sources these services 1o a single domestic
supplier on a plant-by-plant basis using multi-year contracts.

Duke Energy Carolinas has entered into fuel contracts that,
based on its cument need projections, cover 100% of the uranium
concentrates, conversion services, and enrichment services
requiremnents of the Oconee, McGuire and Catawba Nuclear Stations
through at least 2012 and cover fabrication services requirements for
these plants through at least 2018. For subsequent years, a portion
of the fuel requirements at Oconee, McGuire and Catawba are
covered by long-term contracts. For future requirements not already
covered under long-term contracts, Duke Energy Carolinas believes it
will be able to renew contracts as they expire, or enter into similar
contractual arrangerments with other suppliers of nuclear fuel
materials and services. Near-term requirements not met by long-term
supply contracts have been and are expected to be fulfilled with spot
market purchases.

Energy Efficiency.

Several factors have led to increased focus on energy efficiency,
including environmental constraints, increasing costs of generating
plants and legislative mandates regarding building codes and
appliance efficiencies. As a result of these factors, Duke Energy has
developed various programs designed to promiote the efficient use of
electricity by its customers. These programs and associated
compensation mechanisms have been filed with various state
commissions over the past several years.

On February 26, 2009, the NCUC approved Duke Energy
Carolinas’ energy efficiency programs and authorized Duke Energy
Carolinas to implernent its rate rider pending approval of a final
compensation mechanism by the NCUC. Duke Energy Carolinas
began offering energy conservation programs to North Caralina retail
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customers and billing a conservation-program only rider on June 1,
2009. In Octaber 2009, Duke Energy Carolinas also began offering
demand response programs in North Carolina. On December 14,
2009, the NCUC approved the save-a-watt compensation modei
and, effective January 1, 2010, Duke Energy Carolinas began billing
a rate rider reflecting both conservation and demand response
programs, The save-a-watt programs and compensation approach in
North Carolina are approved through December 31, 2013.

Duke Energy Carolinas began offering demand response and
consarvation programs to South Carolina retail custormers effective
June 1, 2009. On January 20, 2010, the PSC3$C approved a
save-a-watt rider for Duke Energy Caralinas’ eneygy efficiency
programs. Duke Energy Carolinas began billing this rider to retail
custorners February 1, 2010. The save-a-watt programs and
compensation approach in South Carolina are approved through
December 31, 2013, .

Save-a-watt was approved by the PUCO on December 17,
2008, in conjunction with the ESP, and Duke Energy Ohio began
offering programs and billing a rate rider effective January 1, 2009,
Save-a-watt is approved 1o continue in Ohio through Decemnber 31,
2011. ‘

OnJune 17, 2010, Duke Energy Indiana withdrew is request
1o implement the save-a-watt energy efficiency model approved by
the IURC on February 10, 2010. On September 28, 2010, Duke
Energy Indiana filed a petition for new energy efficiency programs to
enable meeting the IURC's energy efficiency mandates. Testimony in
support of the petition was filed in early November 2010, and an
evidentiary-hearing is scheduled to begin March'9, 2011.

On January 27, 2010, Duke Energy Kentucky withdrew the
application to implement save-a-watt. Energy efficiency programs
continue under Duke Energy Kentucky's existing demand-side
management program.

SmantGrid and Distributed Renewable Generation Demonstration
Project.

Duke Energy Indiana filed a petition and case-in-chief
testimony, supporting its request to build an intefligent distritution
grid in Ingiana. The proposal requested approval of distribution
formula rates o, in the akemative, a SmartGrid rider o recover the
return on and of the capital costs of the build-out and the recovery of
incremental pperating and maintenance expenses and lost revenues,
Duke Energy Indiana filed supplemental testimony in January 2009
1o reflect the impacts of new favorable fax treatment on the cost/
benefit analysis for SmariGrid. In response to issues raised by
intervenors, Duke Energy Indiana filed rebuttal testimony agreeing to
slow its deployment, and agreeing 10 work with the parties
cotlaboratively to design time differentiated rake and energy
management system pilats. During 2009, filings by infervenors and
Duke Energy Indiana have been made that address various issues
retated to SmanGrid. On Aprit 16, 2010, Duke Energy Indiana filed
supplemental testimony in support of a revised SmartGrid proposal.
An evidentiary hearing was held in July 2010, and an IURC order is
anticipated in the first half of 2011. ’

Duke Energy Ohio received approval to recover expenditures
incurred 1o deploy the SmarGrid infrastructure in December 2008 in
conjunction with the approval of Duke Energy Ohio's ESP filing. On
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June, 30, 2009, Duke Energy Ohio filed an application to establish
rates for return of its SmartGrid net costs incurred for gas and electric
distribution service through the end of 2008. The rider for recovering
electric SmanGrid costs was approved by the PUCD in its order
approving the ESP. Duke Energy Ohio proposed ifs gas SmartGrid
rider as part of its most recent gas distribution rate case. A Stipulation
and Recommendation was entered into by Duke Energy Ohio, Staff of
the PUCQ, Kroger Company, and Ohio Pariners for Affordable
Energy, which provides for a revenue increase of $4.2 miflion under
the electric rider and $590,000 under the natural gas rider. Approval
of the Stipulation and Recommendation occurred in May 2010,
Duke Energy Ohio filed its appiication for 2009 cost recovery in July
2010 and a Stipulation and Recommendation was filed on

February 14, 2011, which provides for a revenue requirement
increase of $8.7 million under the electric rider and $5 million under
the gas rider. Duke Energy Ohio Is awaiting a PUCO order. As part of
the Stipulation and Recommendation, Duke Energy Ohio agreed o
include a mid-deployment surmmary and review with its second
quarter 2011 filing outlining its expenditures, deployment milestones,
system performance fevels and customer benefits in comparison to
those outiined in the original plan. The PUCO has also begun an
audit of the program, the resuits of which will be addressed in the
same ¢ase.

Buke Energy Business Services was awarded a $200 million
SmartGrid investment grant from the DOE in October 2009, The
original grant application was based on a scaled SmantGrid
deployment in Ohie and Indiana and a distribution automation pilot
in Kentucky. However, due fo the regulatory activities in Indiana
described above, the project was re-scoped o include a phased-in
approach in Indiana and additional deployments in Kentucky, North
Carolina and South Carctina. The re-scoped grant was finalized with
the DOE in May 2010.

See Note 4 to the Consolidated Financial Statements,
“Regulatory Matters,” for additional information.

Renewable Energy.

Concems of climate change and energy security, have sparked
rising govemment support of renewable energy legislation at both the
federal and state level. For example, the North Carotina legislation
{SB 3) established a renewable energy and energy efficiency portfolio
standard (REPS) for electric utilities, and in 2008, the state of Ohio
also passed legislation that included renewable energy and advanced
energy targets. With the passage of Senate Bili 221 (38 221) in Ohio
in 2008, Duke Energy Ohio is required 1o secure renewable energy
and include an increasing percentage of renewables as part of its
resource portfolio. The compliance percentages are based on a three-
year historical average of its Standard Service Offer load. The
requirements begin at 0.25% of the baseline load from ail renewable
resources, including 0.004% to be specifically from solar beginning
in 2009, increasing to 12.5% total rerewable, with 0.5% from solar
by 2024. Gf these percentages, at least 50% of each resource type
fhiust come from resources located within the state of Ghio. To
address this legislation, Duke Energy Ohio initiated several acquisition
activities focused on meeting the specific near-term 2009, 2010 and
2011 requirements. Effective December 10, 2009, the PUCO
adopted a set of reporting standards known as “Green Rules” which
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will regulate energy efficiency, alternative energy generation
requirements and emission reporting for activities mandated by
SB 221. :

The North Carolina REPS was enacted in 2007 as part of SB 3
and became effective January 1, 2008. SB 3 requires that renewable
energy must equal 0.02% of retzil sales beginning in 2010 and
increases to 12.5% by 2021, A portion of the requirement may be
met through energy efficiency programs (less than 25% until 2020
and less than 40% thereafier). A portion may aiso be met through
purchases of unbundied out-of-state renewable energy credits {léss
than 25%). Duke Energy Carolinas recovers the majority of costs
associated with renewable compliance through rate rider regulatory
recovery; these costs apply only to North Caroling customers. REPS
rider charges are statutorily capped in order to lirnit the impact of
renewable compliance costs on customers and spending beyond the
cost cap 18 not required.

Duke Energy Carolinas is in full compliance with these
requirements,

Inventory

Generation of electricity is capital-imtensive.. USFEAG must
maintain an adequate stock of fuel, materials and supplies in order to
ensure continuous operation of generating facilities and reliable
delivery o customers. As of December 31, 2010, the inventory
balance for USFERG was $1,106 million. See Note 1 to the
Consolidated Financial Statements, “Summary of Significant
Accounting Policies,” for additional information.

Nuclear insurance and Decommissioning

Duke Energy Camlinas awnis and operates the McGuire and
Oconee Nuclear Stations and operates and has a partial ownership
interest in the Catawba Nuclear Station. The McGuire and the
Catawba Nuclear Stations each have two nuclear reactors and the
Oconee Nuclear Station has three. Nudear insurance includes:
nuclear liability coverage; property, decontaminétion and premature
decornmissioning coverage; and business intemisption and/or extra
expense coverage. The other joint owners of the Catawba Nuclear
Station reimburse Duke Energy Carolinas for certain expenses
associated with nuclear insurance premiums per the Catawba
Nuclear Station joint owner agreements. The Price-Anderson Act
requires Duke Energy Carolinas to provide for public nuclear fability
claims resulting from nuclear incidents 1o the maxirmum total financial
protection liability, which curmently is $12.6 billion. See Note 5 to the
Consolidated Financial Statements, “Commitments and
Contingencies—Nuclear Insurance,” for more information,

in 2005, and again in 2009 and 2010, the NCUC and PSCSC,
respectively approved a $48 million annual amourt for contributions
and expense levels for decommissioning. In each of the years ended
December 31, 2010, 2009 and 2008, Duke Energy Carclinas
expensed $48 million and coniributed cash of $48 million to the
Nucler Decommissioning Trust Funds (NDTF) for decommissioning
costs. The entire amount of these contributions were to the funds
reserved for contaminated costs as contributions to the funds reserved
for non-contaminated costs have been discontinued since the current
estimates indicate existing funds t be sufficient to cover projected
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future costs. The balance of the external NDTF was $2,014 million
as of December 31, 2010 and $1,765 million as of Decenber 31,
2009,

As the NCUC and the PSCSC require that Duke Energy Carolinas
update its cost estimate for decommissioning its nuclear plarts every
five years, new site-specific nuclear decommissioning cost studies
were completed in January 2009 that showed total estimated nuclear
decommissioning costs, including the cost to decommission plant
components not subject to radicactive contamination, of $3 hillion in
2008 dollars. This estimate includes Duke Energy Carolinas’ 19.25%
ownership interest in the Catawba Nuclear Station. The other joint
owners of the Catawba Nuclear Station are responsible for
decommissioning costs related to their ownership interests in the
station. Both the NCUC and the PSCSC have allowed Duke Energy
Carclinas to recover estimated decommissioning costs through setail
rates over the expected remaining service periods of Duke Energy
Carolinas’ nuclear stations. Duke Energy Carolinas believes that the
decommissioning costs being recovered through rates, when coupled
with the existing fund balance and expected fund earnings, will be -
sufficient to provide for the cost of future decommissioning,

Duke Energy Carolinas filed these site-specific nuclear
decommissioning cost studies with the NCUC and the PSCSC in April
2009. In addition to the decommissioning cost studies, a new
funding study was completed and indicates the current annual
funding requirement of $48 million is sufficient to cover the estimated
decommissioning costs. Duke Energy Carolinas received an order
from the NCUIC on its rate case filing on December 7, 2009, and
from the PSCSC on Duke Energy Carolinas' rate case on January 27,
2010. Beth the NCUC and the PSCSC approved the existing $48
miltion annual funding level for nuclear decormnmissioning costs. See
Note 9 to the Consolidated Financial Statements, “Asset Retirement
QObligations,” for more information.

After used fuel is rernoved from a nuclear reactor, itis cooled in
a spent-fuel pool at the nuclear station, Under provisions of the
Nuclear Waste Policy Act of 1982, Duke Energy Carolinas contracted
with the DOE for the disposal of used nuclear fuel. The DOE failed to
begin accepting used nuclear fuel on January 31, 1998, the date
specified by the Nuclear Waste Policy Act and in Duke Enengy’s
contract with the DOE. Duke Energy Carolinas will continue to safely
manage its used nuclear fuet untit the DOE accepts it. In 1998, Duke
Energy Carolinas filed a claim with the U.S. Court of Federal Claims
against the DOE related to the DOE's failure to accept commercial
used nuclear fuel by the required date. Damages clairmed in the
lawsuit were based upon Duke Energy Carolinas' costs incurred as a
result of the DOE's partial material breach of its contract, including
the cost of securing additional used fuel storage capacity. On
March 5, 2007, Duke Energy Carolinas and the U.S. Department of
Justice reached a settiement resolving Duke Energy Carolinas’ used
nuclear fuel litigation against the DOE. The agreement provided for an
initia! payment to Duke Energy Carolinas for certain storage costs
incurred through July 31, 2005, with additional amounts reimbursed
annually for future storage costs.
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Asbestos Related Injuries and Damages Claims

Duke Energy has experienced numerous clalms for
indemnification and medical reimbursements relating to damages for
bodily injuries alleged to have arisen from the exposure to of usa of
asbestos in connection with construction and maintenance activities
conhducted by Duke Energy Carolinas on its electic generation plants
prior to 1985. As of December 31, 2010, there were 284 asserted
clairms for non-malignant cases with the curmulative relief sought of
up to $69 million, and 119 asserted claims for malignant cases with
the cumulative relief sought of up to $37 miliion. Based on Duke
Energy’s experience, it is expected that the ultimate resolution of most
of these claims likely will be less than the amount claimed,

Duke Energy has a third-party insurance piicy to cover certain
losses reiated 0 Duke Energy Carolinas’ asbestos-related injuries and
damages above an aggregate self insured retention of $476 miliion.
Reserves recorded on Duke Energy's Consolidated Balance Sheets are
based upon the minimum amount in Duke Enengy’s best estimate of
the range of loss for current and future asbestos claims through
2030. Management believes that it is possible there will be additional
claims filed against Duke Energy Carolinas after.2030. In light of the
uncertainties inherent in a longer-term forecast, management does
not believe they can reasonably estimate the indemnity and medical
costs that might be incured after 2030 related % such potential
claims. Asbestos-related loss estimates incorporate anticipated
inflation, if applicable, and are recorded on an undiscounted basis.
These reserves are based upon current estimates and are subject to
greater uncertainty as the projection period lengthens. A significant
upward or downward trend in the number of claims filed, the nature
of the alleged injury, and the average cost of resplving each such
claim could change managemernt's estimated tiability, as could any
substantial adverse or favorable verdict at trial. A federal legislative
solution, further state tort reform or structured settiement transactions
could also change the estimated liability. Given the uncertainties
assaciated with projecting matters into the future and numerous other
factors outside Duke Energy's control, management believes it is
reasonably possible that Duke Energy Carolinas may incur asbestos
liabilities in excess of its recorded reserves.

Duke Energy Indiana and Duke Energy Chio have also been
named as defendants or co-defendants in lawsyits related to asbestos
at their electric generating stations. The impact on Duke Energy's
consolidated results of operations, cash flows, or financial position of
these cases to date has not been material. Based on estimates under
valying assumptions, conceming uncertainties, such as, among
others: (i} the number of contraciors potentially exposed o asbestos
during construction or maintenance of Duke Energy Indiana and
Duke Energy Ohio genevating plants; {ii) the possible incidence of
various illnesses among expased workers and (jii) the potential
setiermnent costs without federal or other legislation that addresses
asbestos tort actions, Duke Energy estimates that the range of
reasonably possible exposure in existing and future suits over the
foreseeable future is not material. This estimated range of exposiire
may change as additional setflernents occur ang claims are made
and more case law is established.
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See Note 5 to the Consolidated Financial Statements,
“Commitments and Contingencies-Litigation-Ashestos Refated Injuries
and Damages Ciaims,” for more information.

Competition

USFE&G competes in some areas with government-owned
power systerns, municipally owned electric systems, rural electric
cooperatives and other private utilities. By statute, the NCUC and the
PSCSC assign service areas outside municipalities in North Carolina
and South Carolina, respectively, to regulated electric utiliies and
rural electric cooperatives. Substantially ail of the territory comprising
Duke Energy Carolinas’ service area has been assigned in this
mariner. In unassigned areas, Duke Energy Carolinas' business
remains subject to competition. A decision of the North Carolina
Suprerne Court limits, in some instances, the right of Nerth Carolina
municipalities to serve customers cutside their corporate limits. In
South Carolina, competition continues between municipalities and
other electric suppliers cutside the municipalities’ corporate limits,
subject o the regulation of the PSCSC. In Kentucky, the right of
municipalities to serve customers outside corporate limits is subject to
court approval. In Ohio, certified suppliers may offer retail electric
generation service to residential, commercial and industrial
customers. In Indiana, the state is divided into certified electric service
areas for municipal utilities, rural cooperatives and investor owned
utilities. There are limited circumstances where the certified electric
service areas can be modified, with approval of the IURC. USFE&G
also competes with other utilities and marketers in the wholesale
electric business. In addition, USFE&G continues to compete with
natural gas providers.

Regulation

State

The NCUC, the PSCSC, the PUCD, the IURC and the KPSC
{collectively, the State Utility Commissions) approve rates for retail
electric service within their respective states. In addition, the PUCO
and the KPSC approve rates for retail gas distribution service within
their respective states. The state utility commissions, except for the
PUCO, also have authority over the construction and operation of
USFE&G's generating facilities. CPCN's issued by the State Utility
Commissions, as applicable, authorize USFESG to construct and
operate its electric facilities, and to sell electricity to retait and
wholesale customers. Prior approval from the relevant state utility
commission is required for Duke Energy's regulated operating
companies to issue securities.

Duke Energy Carolinas 2009 North Camlina Rate Case.

On June 2, 2009, Duke Energy Carolinas filed an Application
for Adjustment of Rates and Charges Applicable to Electric Service in
North Carolina to increase its base rates. The Application was based
upon a historical test year consisting of the 12 months ended
December 31, 2008. On October 20, 2009, Duke Energy Carolinas
entered into a settlernent agreement with the North Carolina Public
Staff. Two organizations representing industrial customers joined the
setdement on October 21, 2009. The terms of the agreement include
a base rate increase of $315 million {or 8%) phased in primarily aver
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a two-year period beginning January 1, 2010. in order to mitigate
the impact of the increase on customers, the agréement provides for
{i) a one-year delay in the collection of financing costs related o the
Cliffiside modemization project untit January 1, 2011; and (i) the
accelerated retum of certain regulatory fiabilities 10 customers which
lowered the total impact to customer bills to an increasa of 7% in the
near-term. The proposed settlement Inciudes a 10.7% retum on
equity and a capital structure of 52.5% equity and 47.5% long-term
debt. Additionally, Duke Energy Carciinas agreed: not to file another
rate case before 2011 with any changes to rates taking effect no
sooner than 2012. The NCUC approved the seitliernent agreement in
full by order dated December 7, 2009. The new rates were effective
January 1, 2010.

Duke Energy Carolinas 2009 South Carolina Rate Case.

On July 27, 2009, Duke Energy Carciinas filed its Application
for Autharity to Increase and Adjust Rates and Charges for an
increase in rates and charges in South Carolina, On September 25,
2009, Duke Enesgy Carolinas filed a supplemestal recuest seeking
PSCSC approval of a charge to customer bills to pay for Duke Energy
Carolinas’ new energy efficiency efforts. Parties to the proceeding
include the South Carolina Office of Regulatory Staff (ORS), the South
Carolina Energy Users Committee (SCEUC), and the South Carolina
Green Party. Duke Energy Carolinas, ORS, and SCEUC filed a
settlement agreement on November 24, 2009, recommending, (i} a
$74 million increase in base rates, (ii) an allowed return on equity of
11% with rates set at a retum on equity of 10.7% and capital
structure of 53% equity, and (iii) various riders, including one that
provides for the return of Demand Side Management (DSM) charges
previously collected from customers over three ydars rather than five
years, and another that provides for a storm reserve provision
aliowing Duke Energy Carolinas to collect $5 million annually (up to
a maximum funding level of $50 million accumulating in-reserves} to
be used against large storm costs in any particular period. On.
January 20, 2010, the PSCSC approved the setlement agreement in
full, including the cost recovery mechanism for the energy efficiency
effort. The new rates were effective February 1, 2010.

Duke Energy Ohio Electric Rate Filings.

New legislation (SB 221) passed in April 2008 and signed by
the Gavemor of Ohio on May 1, 2008 codified the PUCO's authority
1o approve an eiectric utility's peneration Standard Service Offer
(SS0). An SS0 may include an ESP, which allows for pricing
structures sirnilar to those under the historic Rate Stabilization Plan
(RSP), or a Marlet Rate Offer (MRO), in which pricing is determiined
through a competitive bidding process. On July 31, 2008, Duke
Energy Ohio filed an ESP to be effective January 1, 2009, On
December 17, 2008, the PUCQ issued its finding and order adopting
a modified Stipulation with respect to Duke Energy Ohio’s ESP filing.
The PUCO agreed to Duke Energy Ohio’s request for a net increase in
hase generation revenues, before impacts of customer switching, of
$36 miltion, $74 million and $38 millicn in 2009, 2010 and
2011, respectively, including the recovery of expenditures incurred to
deploy the SmartGrid infrastructure and the implementation of
save-a-watt. See “Commercial Power” section below for additional
information related to the ESP. :
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Duke Energy Ohig SSO Fifing.

On November 15, 2010, Duke Energy Ohio filad for approval of
its next Stancard Service Offer to replace the existing ESP that expires
on December 31, 2011. The filing seeks approval of a MRO through
which generation supply will ultimately procured through a
competitive solicitation format. A technical conference was held
Novemnber 22, 2010, and the hearing commenced on January 11,
2011. On February 23, 2011, the PUCO stated that Duke Energy
Ohio did not file an application for a five-year MRO as required under
Ohio statute. As a resuit, the PUCO ordered that the case cannot
proceed as filed. Duke Energy Ohio is evaluating ifs options and plans
to file a revised S0 in early second quarter of 2011.

For more information on rate maitters, see Note 4 1o the
Consolidated Financial Statements, "Regulatory Matters—Rate
Related (nformation.”

Federal

The FERC approves USFESG's cost-based rates for efectric sales
to certain wholesale customers. Regulations of FERC and the State
Utility Commissions govern access to regulated electric and gas
customer and other data by non-regulated entities, and services
provided between regufated and non-reguiated energy affiliates,
These regulations affect the activities of non-reguiated affiliates with
USFE&G.

Regional Transmission Organizations. Duke Energy Ohio, Duke
Energy Kentucky and Duke Energy Indiana are fransmission owners
in a fegional fransmission organization operated by the Midwest
Independent Transmission System Operator, Inc. (Midwest 1S0), a
non-profit organization which maintains functional cortrol over the
combined transmission systems of its members. In 2008, the
Midwest I1SO began administering an energy market within its
foetprint and in January 2009 it began administering an ancillary
services market. Additionally, in April 2009, the Midwest iSO began
administering & voluntary capacity auction, and in June 2009,
instituted a tarift based capacity requirernent.

The Midwest 1S0 is the provider of transmission service
requested on the transmission facilities under its tariff. It is
responsible for the reliabie operation of those transmission facilities
and the regional planning of new transmission facilities. The Midwest
IS0 administers energy markets utilizing Locational Marginal Pricing
(i.e., the energy price for the next MW may vary throughout the
Midwest ISC market based on transmission congestion and energy
losses} as the methodology for relieving congestion on the
transmission facilities under its functional control.

On May 20, 2010, Duke Energy Kentucky filed an application
with the KPSC requesting permission to transfer control of certain of
its transmission assets from the Midwest I1SO to PIM Interconnection,
LLC (PJM). There may be significant costs associated with this
transition related to Midwest 1SO transmission expansion costs and
exit obligations. A hearing was held on November 3, 2010, and
briefs were filed by November 19, 2010, On December 22, 2010,
the KPSC issued an order granting approval for the transition, subject
to several conditions. On January 25, 2011, the KPSC issued an
order stating that the order had been satisfied and is now
unconditional. The order further requires Duke Energy Kentucky to
subrnit to the KPSE internal procedures for the receipt and tracking of
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notices from PJM regarding customer requests 10 participate in PJM
demand-response pragrams.

On June 25, 2010, Duke Energy Chio and Duke Energy
Kentucky submitted an initiai filing to the FERC requesting that it
issue an order by November 1, 2010 determining that the RTO
realignment meets FERC standards for withdrawat from the RTO and
approving the participation of Duke Energy Ohio and Duke Energy
Kentucky load and resourcss in certain PIM reliability pricing mode!
auctions. The FERC issued an order which approved Duke Energy
Chio and Duke Energy Kentucky's request on Ottober 21, 2010, and
authorized Duke Energy Ohio and Duke Energy Kentucky to
terminate their existing obligations to the Midwest 1S0, subject to
certain conditions. :

On December 16, 2010, FERC issued an order related & the
Midwest 1S0's cost allocation methodology surraunding Multi Value
Projects (MVP), a type of Midwest 1SO transmission expansion cost.
The Midwest ISO expects that MVP will fund the costs of large
fransmission projects designed to bring renewatie generation from
the upper Midwest to load centers in the eastem portion of the
Midwest 1SO footprint. The order provides for the allocation of MVP
costs to withdrawing transmission owners for projects approved by
the Midwest IS0 up to date of the withdrawing fransmission owners’
exit from the Midwest 1S0. The basis for allocating such MVP costs is
the withdrawing transmission awners’ historical usage of the Midwest
1SO system. The impact of this order could result in an increase in the
Midwest 1S0 ransmission expansion costs incumed by Duke Energy
Ohio and Duke Energy Kentucky subseguent to a withdrawal from
Midwest 1SO. Duke Energy Chio, among cther parties, is seeking
rehearing of the FERC MVP order.

Duke Energy Ohig is currently negotiating with various
stakeholders regarding recovery of the costs associated with the exit
from the Midwest ISO. )

See "Other Issues” section of Managementls Discussion and
Analysis of Financial Congition and Results of Operations for a
discussion about patertial Glabal Climate Change legislation and the
potential impacts such legislation could have on Dule Energy’s
operations,

Other

USFE&G is subject to the jurisdiction of the NRC for the design,
construction and operation of its nuclear generating facllities. in
2000, the NRC renewed the operating license for Duke Energy
Caralinas' three Oconee nuclear units through 2033 for Units 1 and
2 and through 2034 for Unit 3. in 2003, the NRC renewed the
operating licenses for all units at Duke Enesgy Carolinas’ MoGuire and
Catawha stations. The two MeGuire units are licensed through 2041
and 2043, respectively, while the two Catawba units are licensed
through 2043. All but one of USFE&G's hydroelectric generating
facilities are licensed by the FERC under Part | of the Federal Power
Act, with ficense terms expiring from 2005 to 2036. The FERC has
authority 1o issue new hydroelectric generating ficenses. Hydroelectric
facilities whose licenses expired in 2005 through 2010 are operating
under annual extensions of the current licerse until FERC issues a
new license. Cther hydroelectric faciities whose licenses expire
between 2011 and 2016 are in various stages ¢f relicensing. Duke
Energy expects to receive new licenses for all applicable hydroelectric
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faciiities with the exception of the Dillsboro Project, for which Duke
Energy requested and the FERC approved license surrender. Duke
Energy Carolinas has removed the Dillsboro Project dam and
powerhouse as part of multi-project and multi-stakeholder
agreements and Duke Energy Carolinas is continuing with stream

COMMERCIAL POWER

restoration and post-removal monitoring as requestad by FERC's
license surrender order, '

USFE&G is subject to the jurisdiction of the 1.S. Environmental
Protection Agency (EPA) and state and local ervironmental agencies.
For a discussion of envircnmental regulation, sae “Environmental
Matters” in this section. .

Commercial Power owns, operates and ranages power plants
and engages in the wholesale marketing and procurement of electric
power, fuel and emission allowances refated to these plants as well
as other contractual positions. Commercial Power's generation
operations, excluding renewable energy generation assets, consist
primarily of coal-fired generation assets located in Ohio which are
dedicated under the Duke Energy Ohio ESP and gas-fired
non-regulated generation assets which are dispatched into wholesale
markets. These assets comprise of 7,550 net MW of power

generation primarily located in the Midwestern United States. The
asset portfolio has a diversified fuel mix with base-load and mid-merit
coal-fired units as well as combined cycle and peaking natural
gas-fired units. Effective January 1, 2009, Commercial Power's
primarily coal-fired generation assets began operating under the Duke
Energy Ohio ESP, which expires on December 31, 2011, and is
described below. Prior to January 1, 2009, these generation assets
were contracted through the RSP, which expired on December 31,
2008.

The following map shows the Commercial Power service temitory and generation facilities.

Commercial Power Midwest Power Generation Facilities

Type of Power Facllity

Plainfieid

Commercial Power also has a fetail sales subsidiary, Duke
Energy Retail, which is certified by the PUCO as a CRES provider in
Ohio. Duke Energy Retail serves retail electric customers in
southwest, west central and northern Ohio with energy and other
energy services at competitive rates. Due to increased levels of
customer switching as a result of the competitive markets in Ohio,
which 15 discussed further below, Duke Energy Retail has focused on
acquiring custormers that had previously been served by Duke Energy
Ohio under the ESP, as well as those previcusly served by other Ohio
franchised utilities.
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Through DEGS, Commercial Power develops, owns and
operates electric generation for large energy consumers,
municipalities, utilities and industrial facilities. DEGS currently
manages 4,440 MW of power generation at 28 facilities throughout
the U.S. In addition, DEGS engages in the development, construction
and operation of renewable energy projects. Cumently, DEGS has over
5,000 MW of renewable energy projects in the development pipefine
with 1,002 net MW of renewabie generating capacity in operation as
of Decerber 31, 2010, DEGS is aiso developing transmission and
biomass projects.



PART |

—

The following map shows the location of DEGS generation assets.

Duke Energy Generation Services — North America
Power Generation Facilities and Offices
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Rates and Regulation

Effective January 1, 2009, Commercial Power's primarily coal-
fired generation assets began operating under the Duke Energy Ohio
ESP, which expires on December 31, 2011. Prior to the ESP, these
generation assets had been contracted through the RSP, which
expired an December 31, 2008. The ESP consists of the following
discrete charges:

= Annually Adjusted Component {AAC) Rider — This rider is
intended to provide cost recovery primarily for certain
environmental compliance expenditures, This component is
avoidable (or by-passable) by all customers that switch 0 an
altermative electric service provider.

+ Fuel and Purchased Power (FPP} Rider — This rider is
intended to provide cost recovery for fuel, purchased power
and emission allowance expenses {inctuding carbon or energy
taxes) incurred to generate or procure electricity for retail
ratepayers that are provided service by Duke Energy Ohio. This
component is avoidable (or by-passable) by all customers that
switch to an altemative electric service provider.

» Capacity Dedication Rider — This rider is intended to provide
cost recovery for maintaining the generation fleet to serve the
retail rate payers. This component is not avoidable (or
non-by-passable) by customers that switch to an alternative
clectric service provider.
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= Systemn Reliabitity Tracker — This fracker is intended to
provide actual cost recovery for capacity purchases made o
maintain adeguate reserve margin. This component is not
avoidable (or non-ty-passable) by all customers that switch to
an alternative electric senvice provider.

* Base Generation Charge — This component reflects a market
price for retail generation service and is nbt a cost-based rate.
This component is avoidable (or by-passable) by all customers
that switch to an alternative electric service provider.

» Transmission Cost Recovery Rider — The generation portion
of this rider is designed to permit Duke Energy Ohio to recover
certain Midwest 1SO charges and all FERC approved
transmission costs allocable to retail ratepayers that are
provided service by Duke Energy Ohio. This component is
avoidable (or by-passable) by all customers that switch to an
alternative electric service provider.

Commercial Power’s primarity coal-fired assefs, as excess
capacity allows, also generate revenues through sales outside the
native load customer base, and such revenue is termed wholesale.

Prior to December 17, 2008, Commercial Power did not apply
regulaiory accounting treatment o any of its operations due to the
comprehensive electric deregulation legistation passed by the state of
Ohio in 1999. In April 2008, new legislation (SB 221) was passed
in Ohio and signed by the Governor of Ohio on May 1, 2008, The
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new law codified the PUCO's authority to approve an electric utility's
Standard Service Offer either through an ESP or a MRO, which is a
price determined through a competitive bidding process. On July 31,
2008, Duke Energy Ohio filed an ESP and, with certain
amendments, the ESP was appraved by the PUCO on December 17,
2008. The approval of the ESP on December 17, 2008 resulted in
the reapplication of regulatory accounting treatrment to certain
portions of Commercial Power's operations as of that date. The ESP
became effective on January 1, 2009,

Under the ESP, Commercial Power bills for its retail load
generation via numerous riders. SB 221 and the ESP resulted in the
appraval of an enhanced recovery mechanism for certain of these
riders, which includes, but is not limited to, a price-to-compare fuel
and purchased power rider and certain portions of a price-to-compare
cost of environmental compliance rider. Accordingly, Commercial
Power began applying regulatory accounting treatmert to the
corresponding RSP riders that enhanced the recovery mechanism for
recovery under the ESP on December 17, 2008, The remaining
portions of Commercial Power's Ohio retail Ioad generation
operations, revenues from which are reflected in rate riders for which
the ESP does not specifically allow enhanced recovery, as well as ail
generation associated with wholesale operations, including
Commercial Power's gas-fired generation assefs, continue to not
apply regulatory accounting as those operations do not meet the
necessary accounting criteria. Moreover, generation remains a
competitive market in Ohio and retail load customers continue to
have the ability to switch to alternative suppliers for their electric
generation service, As custormers switch, there is a risk that some or
all of the regulatory assefs will not be recovered through the
established riders. In assessing the probahility of recovery of its
regulatory assets established for its retail load generation operations,
Duke Energy continues to monitor the amount of retail load
customers that have switched to aftemative suppliers. At
December 31, 2010, management has concluded that the
established regulatory assets are still probable of recovery even
though there have been increased levels of customer switching.

Despite centain portions of the Ohio retail load operations not
meeting the criteria for applying regulatory accounting treatment, all
of Commercial Power's Chio retail load operations' rates are subject to
approval by the PUCO, and thus these operations are referred to
here-in as Commercial Power's reguiated operations.

Commercial Power is subject to regulation at the state level,
primarily from PUCO and at the federal level, primarily from FERC,
The PUCO approves prices for all retail electric generation sales by
Duke Energy Ohio for its retail service territory. See “Regulation”
section within USFE&G for additional information regarding the
regulatory environment in Chio,

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

Commercial Power is subject to the jurisdiction of the EPA and
state and local environmental agencies. (For a discussion of
environmental regulation, see “Environmental Matters” in this
section.)
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See “Other Issues” section of Management's Discussion and
Analysis of Financial Condition and Results of Operations for a
discussion about potential Global Climate Change legislation and the
potential impacts such legislation could have on Duke Energy's
operations. ‘

Market Erwironment and Competition

Similar to USFE&G’s operations, the overall economic conditions
have negatively impacted Commercial Power's retait volumes for all
custorner classes. Commercial Power competes for wholesale
contracts for the purchase and sale of eleciricity, coal, natural gas andl
emission allowances. The market price of commodities and services,
along with the quality and reliability of services provided, drive
competition in the energy marketing business. Commercial Power's
main competitors include other non-regulated generators in the
Midwestern U.S., wholesale power, coal and natural gas marketers,
renewable energy companies and financial instifutions and hedge
funds engaged in energy commodity marketing and trading.

Continuing low commaodity prices have put downward pressure
on power prices. The available capacity and lower prices have
provided opportunities for customers in Ohio to switch generation
suppiiers. Competitive power suppliers have begun supplying power
to current Commercial Power customers in Ohic and Commercial
Power experienced an increase in customer switching beginning in
the second quarter of 2009 which continued into 2010. As of
December 31, 2010, customer switching levels approximated 65%
of Commercial Power's Ohio retail load. However, through Duke
Energy Retail, Commercial Power has been able to acquire 60% of
the switched load by offering customers a choice belween discounts
fo the ESP price or fixed price arrangements. Additionally, Duke
Energy Retail has been able to acquire new customers previously
served by other Ohic franchised ufflities.

Fuel Supply

Commercial Power relies on coal and natural gas for its
generation of electric energy.

Coal.

Commercial Power meets its coal demarwd-through a portfolio of
purchase supply contracts and spot agreements. Lange amourts of
coal are purchased under supply contracts with: mining operators
who mine both underground and at the surface, Commetcial Power
uses spot-market purchases to meet coal requirements not met by
supply contracts. Expiration dates for its supply contracts, which have
various price adjustment provisions and market re-openers, range
through 2012, Commaercial Power expects to renew these contracts
or enter into similar contracts with other suppligrs for the quantities
and quality of coal required as existing confracts expire, though prices
will fluctuate over time as coal markets change.: The coal purchased
is primarily produced in lllinois, Ohio and eastem Kertucky.
Commercial Power has an adequate supply of doal to fuel its
projected 2011 operations and a significant portion of supply to fugd
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its projected 2012 operations. The majority of Commercial Power's
coal-fired generation is equipped with flue gas desulfurization
equipment. As a result, Commercial Power is able to satisfy the
current emission limitations for SO, for existing facilities.

INTERNATIONAL ENERGY

Gas.

Commercial Power is responsible for the purchase and the
subsequent delivery of natural gas to its gas turhine generators. The
majority of Commercial Power's natural gas requirements are
purchased in the spot market on an as-needed basis.

International Energy principally operates and manages power
generation facilities and engages in sales and marketing of electric
power, natural gas, and natural gas liquids outside the U.S. it
conducts operations primarily through DEI and its affiliates and its
activities principally target power generation in Latin America.
Additionally, International Energy owns a 25% interest in NMC, a
large regional producer of methanal and MTBE located in Saudi
Arabia. The investment in NMC is accounted for under the equity
method of accounting. International Energy has a 25% ownership
interest in Attiki Gas Supply S.A. (Attiki), a natural gas distributor
located in Athens, Greece, which was accounted for under the equity
methed of accounting through December 31, 2009. In January
2010, the counterparty to Attiki’s non-recourse debt issued a notice
of default due to Duke Energy's faiture to make a scheduled semi-

annual instaliment payment of principal and interest in November
2009 and following Duke Energy's December 2009 decision 10
abandon its investment in Attiki and the related non-recourse debt.
See Note 13 to the Consalidated Financial Staterments, “investments
in Unconsolidated Affiliates and Related Party Transactions,” for
additional information. ‘

Intemational Energy’s customers inciude retall distributors,
electric utilities, independent power producers, marketers and
industrial/commercial companies. International Energy’s current
strategy is focused on optimizing the value of its.cument Latin
American portfalio and expanding the portfolio tiwough investment in
generation opportunities in Latin America. ‘

International Energy owns, operates or has substantial injerests
in 4,500 gross MW of generation facilities.

The following map shows the locations of International Energy’s faciliies, including its interests in non-electric generation facilities in Saudi

Arabia.

Duke Energy Intemnational Facilities*
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Competition and Regulation

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

A high percentage of International Energy's portfolio consists of
base load hydroelectric generation facilities which compete with other
forms of electric generation available to International Energy's
customers and end-users, including natural gas and fue! oils.
Economic activity, conservation, legislation, governmental regulations,
weather, additional generation capacities and other factors affect the
supply and demand for electricity in the regions served by
Intemational Energy.

Intemational Energy’s operations are subject tn both country-
specific and international laws and regulations. (See “Environmentz!
Matters” in this section.)

OTHER

The remainder of Duke Energy's operations is presented as
Other. While it is not an operating segment, Other primarity includes
certain unallocated corporate costs, Bison, Duke Energy’s wholly-
owned, captive insurance subsidiary, contributions to the Duke
Energy Foundation, Duke Energy’s effective 50% interest in DukeNet
and related telecom businesses, and DETM, which is 40% owned by
Exxon Mobil Corporation and 60% owned 4y Duke Energy and
managerment is currently in the process of winding down.
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Bison's principal activities as a captive insurance entity include
the indemnification and reinsurance of various business risks and
losses, such as property, business interruption and general liability of
subsidiaries and affiliates of Duke Energy. DukeNet develops, owns
and operates a fiber optic communications network, primarily in the
southeast U.S., serving wireless, local and ong-distance
communications companies, intemet service pmwders and other
businesses and organizations.

Competition and Regulation

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

GEOGRAPHIC REGIONS

For a discussion of Duke Energy's foreign operations and certain
of the risks associated with them, see “Risk Factors,” “Management's
Discussion and Analysis of Results of Operations and Financial )
Condition, Quantitative and Qualiative Disclosures About Market
Risk—Foreign Cumency Risk,” and Notes 2 and 14 fo the
Consolidated Financial Statements, “Business Segments” and “Risk
Management, Derivative Instruments and Hedging Activities,”
respectively.

EMPLOYEES

On December 31, 2010, Duke Energy had 18,440 employees.
A total of 4,550 operating and maintenance emp!oyees were
represented by unions.
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EXECUTIVE OFFICERS OF DUKE ENERGY

Stephen G. De May

43

Senior Vice President, Investor Refations and Treasurer. Mr. De May assumed the role of Treasurer In November
2007 and in October 2009 Mr. De May assumed additional responsibility for investor relations. Prior to that, he
served as Assistant Treasurer since Aprll 2006, upon the merger of Duke Energy and Cinergy. Corp (Cinergy), Until
the merger of Duke Energy and Cinergy, Mr. De May served as Vice President, Energy and Environmental Policy of
Duke Energy since February 2004. ‘

Lynn . Good

51

Group Executive and Chief Financial Officer. Ms. Good assumed her current position in July 2009. In November
2007, Ms. Good began serving as President, Commercial Businesses. Prior 10 that, she served as Senior Vice
President and Treasurer since December 2006; prior to that she served as Treasurer and Vice: President, Financial
Planning since Ociober 2006; and prior to that she served as Vice President and Treasurer since Aprit 2006, upon
the merger of Duke Energy and Cinergy. Until the merger of Duke Energy and Cinergy, Ms. Good served as Executive
Vice President and Chief Financlal Officer of Cinergy from August 2005 and Vice President, Finance and Controlter of
Cinesgy from November 2003 to August 2005.

Dhiaa M. Jamil

54

Group Executive, Chief Generation Officer and Chief Nuciear Officer. M. lamil assumed his position as Chief
Generation Officer in July 2009 and his position as Chief Nuclear Officer in February 2008. Prior to that he served
as Senlor Vice President, Nuclear Support, Duke Energy Carolinas, LLC since March 2007; and prior o that he
served as Vice President, Catawba Nuclear Station, since March 2004,

Marc E. Manly

58

Group Executive, Chiief Legal Officer and Corporate Secretary. Mr. Manly assumed the role of Corparate Secretary in
December 2008 and assumed position of Chief Legal Officer in April 2006, upon the merger of Duke Energy and
Cinergy. Unih the merger of Duke Energy and Cinergy, Mr. Manly served as Executive Vice President and Chief Legal
Officer of Cinergy since November 2002,

James E. Rogers

63

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

B. Keith Trent

51

Group Executive and President, Commercial Businesses. Mr. Trent assumed his cument position in July 2009.

Prior to that he served as Group Executive and Chief Strategy, Policy and Regulatory Officer since May 2007, Prior to
that he served as Group Executive and Chief Strategy and Policy Officer since October 2006 and prior to that he
served as Group Executive and Chief Development Officer since April 2006, upon the mesger of Duke Energy and
Cinergy. Until the merger of Duke Energy and Cinergy, Mr. Trent served as Executive Vice President, General

Counsel and Secretary of Duke Energy since March 2005, Prior 10 that he served as General Counsed, Litigation of
Duke Energy from May 2002 to March 2005.

Jennifer L. Weber

44

Group Executive of Human Resources and Corporate Relations. Ms. Weber assumed her cument pasition in

January 2011. Prior to that she served as Senior Vice President and Chief Human Resources Officer since November
2008, Prior 1o that she served as Senlor Vice President of Human Resources at Scripps Networks Interactive from
2005 1o 2008.

Steven K. Young

52

Senior Vice President and Controdfer. Mr. Young assumed his current position in December 2006. Prior to that he
served as Vice President and Controller since April 2008, upon the merger of Duke Energy andl Cinergy. Until the
merger of Duke Energy and Cinergy, Mr, Young served as Vice President and Controller of Duke Energy since June
20065. Prior to that Mr. Young served as Senior Vice President and Chief Financial Officer of Duke Energy Carolinas
from March 2003 o June 2005.

Executive officers serve until their successors are duly elected.

There are no family relationships between any of the executive officers, nor any arrangement or understanding between any executive
officer and any other person involved in officer selection.
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Duke Energy Subsidiaries Overview.

Duke Energy Carolinas.

Duke Energy Carolinas generates, transmits, distributes and sells
electricity in central and western North Carolina and westem South
Carolina. Duke Energy Carolinas is subject to the regulatory provisions
of the NCUC, the PSCSC, the NRC and FERC. Duke Energy Carolinas
operates one reportable business segment, Franchised Electric, which
generates, transmits, distributes and sells electricity. Substantially all
of Franchised Electric operations are regulated and qualify for
regulatory accounting treatment. For additional information regarding
this business segment, including financial information, see Note 2 to
the Consalidated Financial Statements, "Business Segments.”

Duke Energy Carolinas’ service area covers 24,000 square
miles with an estimated population of 6.6 mitlion in central and
western North Carolina and western Seuth Carolina. Duke Energy
Carolinas supplies electric service to 2.4 millien residential,
commercial and industrial custormers over 101,400 miles of
distribution lines and a 13,100 mile transmission system.

The remainder of Duke Energy Carolinas' operations is
presented as Other. Although it is not considered a business segment,
Other primarily consists of certain govemance costs allocated by its
parent, Duke Energy.

Duke Energy Ohio.

Duke Energy Ohio is a wholly-owned subsidiary of Cinergy,
which is a whotly-owned subsidiary of Duke Energy. Duke Energy
Ohio is a combination electric and gas public utility that provides
service in the southwestern portion of Ohio and in northem Kentucky
through its wholly-owned subsidiary Duke Energy Kentucky, as well
as electric generation in parts of Ohio, llinois, Indiana and
Pennsylvania. Duke Energy Chio’s principal fines of business include
generation, transmission and distribution of electricity, the sale of
andfor transportation of natural gas, and energy marketing. Duke
Energy Kentucky's principal lines of business include genevation,
transmission and distribution of electricity, as well as the sale of and/
or fransportation of natural gas. References herein to Duke Energy
Ohio include Duke Energy Ohio and its subsidiaries. Duke Energy
Ohio is subject to the regulatory provisions of the PUCO, the KPSC
ant FERC.

Duke Energy Ohio Business Segments. At December 31,
2010, Duke Energy Ohio operated two husiness segments, both of
which are considered reportable segrnents under the applicabie
accounting rules: Franchised Electric and Gas and Commercial
Power. For additional information on each of these business
segments, including financial information, see Note 2 to the
Consolidated Financial Statements, “Business Segments.”

The following is a brief description of the nature of operations of
each of Duke Energy Ohio's reportable business segments, as well as
Cther:

Franchised Electric and Gas. Franchised Electric and Gas
consists of Duke Energy Ohio's regulated electric and gas
transmission and distribution systems, including its regulated electric
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generation in Kentucky. Franchised Electric and Gas plans,
constructs, operates and maintzins Duke Energy Ohio's transmission
and distribution systems, which generate, transmit and distribute
electric energy to consumers in southwestern Ohio and northem
Kentucky. Franchised Electric and Gas also fransporis and sells
natural gas in southwestern Ohio and northern Kentucky. These
electric and gas opevations are subject to the rules and regulations of
FERC, the PUCO and the KPSC. Substantially all of Franchised
Electric and Gas' operations are regulated and, accordingly, these
operations qualify for regulatory accounting freatment.

Duke Energy Ohio's Franchised Electric and Gas service atea
covers 3,000 square miles with an estimated population of
2.2 million in southwestern Ohio and northem Kentucky. Franchised
Electric and Gas supplies electric service to 820,000 residential,
commercial and industrial customers over 19,800 miles of
distribution lines and a 2,500 mile transmission system in Chio and
Kermtucky. Franchised Electric and Gas provides negulated
transmission and distripution services for natural gas to 500,000
customers via 7,200 miles of gas mains (gas distribution lines that
Serve as a comimon source of supply for more than one service fine)
and 6,000 miles of service lines. See llem 2. “Properties” for further
discussion of Franchised Electric and Gas’ generating facilities.

Commercial Power. Commercial Power owns, operates and
manages power plants and engages in the wholesale marketing and
procurement of electric power, fuel and emission allowances related
to these plants, as well as ather contractual positions. Commercial
Power's generation operations consists of primarily coal-fired
generation assets located in Ohio which are dedicated under the
Duke Energy Ohio ESP and gas-fired non-tegulated generation assets
which are dispatched into wholesale markets. These assels are
comprised of 7,550 net MW of power generation primarily located in
the Midwestern United States. The asset portfolio has a diversified
fuel mix with base-load and mid-merit coal-fired units as well as
combined cycle and peaking natural gas-fired units. Duke Energy
Ohio's Commercial Power reportable operating segment does not
inclucle the operations of DEGS or Duke Energy Retail, which is
included in the Commercial Power reportable operating segment at
Duke Energy. See ftemn 2. “Properties” for further discussion of
Commercial Power's generating facilities. Through December 31,
2008, most of the generation asset output in Ohio was contracted
through the Rate Stabilization Plan (RSP). Effective January 1, 2009,
Commercial Power began operating under an ESP, which expires on
December 31, 201 1. As a result of the approval of the ESP, certain
of Commercial Power's operations reapplied regulatory accounting
treatment effective December 17, 2008. See Notes 1 and 4 o the
Consolidated Financial Statements, “Summary of Significant
Accourting Policies,” and “Regulatory Matters,” respectively, for a
discussion of the reapplication of regulatory accopnting treatment to
certain of Commercial Power's operations, as well as for further
discussion related to the RSP and ESP.

Duke Energy Ohio’s primarily coal-fired assets, as excess
capacity allows, aiso generate revenues through sales cutside the
ESP load customer base, and such revenue is termed wholesale.

in 2010 Duke Energy Ohio eamed approxdrately 13% of its
consolidated operating revenues fram PIM. Thesé revenues relate to
the sale of capacity and electricity from the gas-fired non-regulated
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generation assets. In 2009 and 2008 no single counterparty
contributed 10% or more of consolidated operating revenue,

Other. The remainder of Duke Energy Chio's operations is
presented as Other. Although it is not considered a business segment,
Other primarily consists of certain governance costs allocated by its
ultimate parent, Duke Energy.

Duke Energy Indiana.

Duke Energy Indiana is a wholty-owned subsidiary of Cinergy.
Duke Energy Indiana generates, transmits and distributes electricity in
north central, certrat, and southem Indiana, Duke Energy Indiana is
subject to the regulatory provisions of the [URC and FERC. Duke
Energy indiana operates one reportable business segment,
Franchised Electric, which generates, transmits, distributes and selis
electricity. The substantial majority of Duke Energy Indiana’s
operations are regulated and qualify for regulatory accounting
treatment. For additional information regarding this business
segment, including financial information, see Note 2 to the
Consolidated Financial Staterments, “Busiress Segments."

Duke Energy Indiana’s setvice area covers 22,000 square miles
with an estimated population of 2.94 million in north central, central,
and southemn Indiana. Duke Energy Indiana supplies electric service
to 790,000 residential, commerciat and industrial customers over
31,000 miles of distribution lines and a 5,400 mile transmission
system.

The remainder of Duke Energy Indiana's operations is presented
as Other. Although it is not considered a business segment, Other
primarily includes certain governance costs allocated by its uttimate
parertt, Duke Energy.

ENVIRONMENTAL MATTERS

The Duke Energy Registrants are subject to federal, state and
local laws and regulations with regard 1o air and water quality,
hazardous and solid waste disposal and other environmental maters.
Duke Energy is also subject to international laws and regulations with
regard to air and water quality, hazardous and solid waste dispasal
and other environmental matters. Environmental laws and regulations
affecting the Duke Energy Registrants include, but are not limited to:

* The Clean Air Act (CAA), as well as state laws and regulations
impacting air emissions, including State Implementation Plans
related to existing and new naticnal ambient air quality
standards for ozone and particulate matter, Owners and/or
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operators of air emission sources are responsible for obtaining
permits and for annual comptiance and reporting,

« Tnie Clean Water Act which requires permits for facilities that
discharge wastewaters into the environment.

» The Comprehensive Environmenta! Response, Compensation
and Liability Act, which can require any individual or entity
that currently owns or in the past may have owned or _
operated a disposal site, as well as transporters or generators
of hazardous substances sent o a disposal site, to share in
remediation costs.

« The Solid Waste Disposal Act, as amended by the Resource
Conservation and Recovery Act, which requires certain solid
wastes, including hazardous wastes, to be managed pursuart
o a comprehensive regutatory regime.

= The National Environmental Palicy Act, which requires fecleral
agencies to consider potential environmental impacts in their
decisions, including siting approvals.

See "Other Issues” section of Management's Discussion and
Analysis of Financial Condition ard Results of Operations for a
discussion about potential Global Climate Change legislation and the
potential impacts such legislation could have on the Duke Energy
Registrants operations. Additionally, other potential future
environmental laws and regulations could have a significant impact
on the Duke Energy Registrants’ resulis of operations, cash flows or
financial position. However, if such laws are enacted, the Duke
Energy Registrants would seek appropriate regulitory recovery of
costs to comply within its regulated operations.

For more information on environmental matters involving the
Duke Energy Registrants, including possible liability and capital costs,
see Notes 4 and 5 to the Consolidated Financial Statements,
"Regulatory Matters,” and “Commitrments and Contingencies—
Environmental,” respectively. Except to the extent discussed in Note 4
to the Consolidated Financial Statements, “Regulatory Matters,” and
Note 5 to the Consolidated Financial Statements, “Commitments and
Contingencies,” compliance with current internaional, federal, state
and local provisions regulating the discharge of materials into the
enwvironment, or otherwise protecting the environment, is incarporated
irto the routine cost stricture of our various business segments and is
nat expected to have a materiai adveyse effect on the competitive
position, consolidated results of operations, cash flows or financial
position of the Duke Energy Registrants.
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ITEM 1A. RISK FACTORS.

Unless otherwise indicated, the risk factors discussed below
generally relate to risks associated with all of the Duke Energy
Registrants. Risks identified at the Subsidiary Regisirant level are
generally applicabie to Duke Energy.

The Duke Energy Registrants' franchised electric revenues, eamings
and results are dependent on state legislation and regulation that
affect electric generation, transmission, dishibirtion and related
activities, which may limit Duke Energy's ability to recover costs.

The Duke Energy Registrants’ franchised electric businesses are
regulated on a cost-of-service/rate-of-retum basis subject to the statutes
and reguiatory commission rules and procedures of North Caroling,
South Carolina, Ohio, Indiana and Kertucky, If the Duke Energy
Registrants’ franchised electric eamings exceed the retums established
by the state regulatory commissions, the Duke Energy Registrants” retail
electric rates may be subject to review and possible reduction by the
commissions, which may decrease the Duke Energy Registrants’ future
eamings. Additionally, if regulatory bodies do not allow recovery of costs
incurred in providing service on a timely basis, the Duke Energy
Registrants' future eamings could be negatively impacted.

The Duke Energy Registrants' businesses are subject to extensive
federal regulation that will affect the Duke Energy Registrants'
operations and costs.

The Duke Energy Registrants are subject to regulation by FERC,
the NRC and various other federal agencies. Regulation affects almost
every aspect of the Duke Energy Registrants’ businesses, including,
among ather things, the Duke Energy Registrants” ability to: take
fundamental business management actions; determine the terms and
rates of the Duke Energy Registrants’ transmission and distribution
businesses’ services; make acquisitions; issue equity or debt
securities; engage in transactions between the Duke Energy
Registrants’ utilities and other subsidiaries and affiliates; and the
ability of the operating subsidiaries to pay dividends to the Duke
Energy Registrants. Changes to these regulations are ongoing, and
the Duke Energy Registrants cannot predict the future course of
changes in this regulatory environment or the ultimate effect that this
changing regulatory environment will have on the Duke Energy
Registrants’ business. However, changes in regulation (including
re-regulating previously deregulated markets) can cause defays in or
affect business planning and transactions and can substantially
increase the Duke Energy Registrants’ costs.

The Duke Energy Registrants must meet credit quality standands
and there is no assurance that they and their rated subsidiaries
will maintain investment grade credit ratings, if the Duke Energy
Registrants or their rated subsidiaries are unable to maintain an
investment grade credit rating, the Duke Energy Registrants would
be required under credit agreements to provide collateral in the
form of letters of credit or cash, which may materially adversely
affect the Duke Energy Registrants' liquidity.

Each of the Duke Energy Registrants and their rated subsidiades
senior unsecured long-term debt is currently rated investment grade
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by various rating agencies. The Duke Energy Registrants cannot be
sure that the senior unsecured long-term debt of the Duke Energy
Registrants or their rated subsidiaries will be rated investment grade
i the future.

If the rating agencies were to rate the Duke Energy Regisrants
or their rated subsidiaries below investment grade, the entities’
borrowing costs would increase, perhaps significantly. In addition,
their patential poot of investors and funding sources would likely
decrease. Further, if the Duke Energy Registrants’ short-ferm debt
rating were to fall, the entities' access to the commercial paper market
could be significantly limited. Any downgrade or other event
negatively affecting the credit ratings of the Duke Enargy Registrants’
subsidiaries could make their costs of borrowing higher or access to
funding sources more limited, which in turn could increase the Duke
Energy Regjstrants’ need to provide liquidity in the form of capital
contributions or loans & such subsidiaries, thus reducing the liquidity
and borrowing availability of the consofidated group.

A downgrade below investment grade could also require the
Duke Energy Registrants to post additional collateral in the form of
letters of credit or cash under various credit agreements and trigger
termination clauses in some interest rate derivative agreements, -
which would require cash payments. All of these events would likely
reduce the Duke Energy Registrants' liguidity and profitability and
could have a material adverse effect on the Duke Energy Registrants’
financial position, results of operations or cash flows.

Duke Energy relies on access to short-term money markets and
longer-term capital markets to finance Duke Enesgy's capital
requirements and support Duke Energy's Rquility needs, and
Duke Enetgy’s access to those markets can be adversely affected
by a number of conditions, many of which are beyond Duke
Energy’s control.

Duke Energy’s business is financed o a large degree through
debt and the maturity and repayment profile of debt used to finance
investments often does not comelate to cash flows from Duke
Energy’s assets. Accordingly, Duke Energy relies bn access to both
short-term money markets and longer-term capital markets as a
souree of liquidity for capital requirements not satisfied by the cash
flow from Duke Energy's operations and to fund investments
originaily financed through debt instruments with disparate
maturities. If Duke Energy is not able to acoess capital at competitive
rates or at all, Duke Energy’s ability o finance its operations and
implernent its strategy and business plan as scheduled could be
adversely affected. An inability 1o access capitat may limit Duke
Energy's ability to pursue improvements of acquisitions that Duke
Energy may otherwise rely on for future growih.

Market disruptions may increase Duke Energy's cost of
borrowing or adversely affect Duke Energy’s ability to access one or
mare financial markets. Such disruptions could include: economic
downtums; the bankruptcy of an unrelated energy company; capital
market conditions generally; market prices for electricity and gas;
terrorist attacks or threatened attacks on Duke Energy's facilities or
urwrelated energy companies; of the overall health of the energy
industry.
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Duke Energy maintains revolving credit facilities to provide
back-up for commercial paper programs and/or letters of credit at
various entities, These facilities typically include financial covenants
which limit the amount of debt that can be outstanding as a
percentage of the total capital for the specific entity. Failure to
maintain these covenants at a particular entity could preclude Duke
Energy from issuing commercial paper or Duke Energy and its
affiliates from issuing letters of credit ar homowing under the revolving
credit facility. Additionally, faflure to comply with these financial
covenants could result in Duke Energy being required to immediately
pay down any outstanding amounts under other revolving credit
agreements.

The Subsidiary Registrants rely on access to short-term
intercompany borrowings and longer-term capital markets to finance
the Subsidiary Registrants' capital requirements and support their
liquidity needs, and the Subsidiary Registrants' access to those
markets can be adversely affected by a number of conditions, many
of which are beyond the Subsidiary Registrants control.

The Subsidiary Registrants’ businesses are 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 flows
from the Subsidiary Registrants’ assets. Agcordingly, the Subsidiary
Registrants rely or access 1o short-term borrowings via Duke Energy's
money pool arrangement and financings from longer-term capital
markets as a source of liquidity for capital requirements not satisfied
by the cash flow from its operations and to fund investments
originally financed through debt instruments with disparate
maturities. If the Subsidiary Registrants are not able to access capital
at competitive rates or the Subsidiary Registrants cannot abtain short-
term borrowings via the money poot arrangement, their abifity to
finance their operations and implement their strategy could be
acdversely affected.

Market disruptions may increase the Subsidiary Registrants' cost
of borrowing or adversely affect the Subsidiary Registrants’ ability to
access one or more financial markets. Such disruptions could
include: economic downtums; the bankruptcy of an unrefated energy
company; capital market conditions generally; market prices for
electricity and gas; terrorist attacks or threatened attacks on the
Subsidiary Registrants’ facilities or unrelated energy companies; of the
overall health of the energy industry. Restrictions on the Subsidiary
Registrants’ ability to access financial markets may also affect its
ahility to execute its business plan as scheduled. An inability to
access capital may limit the Subsidiary Registrants' ability to pursue
improverments or acquisitions that it may otherwise rely on for future
growth,

The Subsidiary Registrants’ ultimate parent, Duke Energy,
maintains revolving credit facilities to pravide back-up for commercial
paper programs and/cr letters of credit at various entities. These
facilities typicalty include financial covenants which limit the amount
of debt that can be outstanding as a percentage of the total capital for
the specific entity. Failure to maintain these covenants at either Duke
Energy or the Subsidiary Registrants could preciude Duke Energy or
the Subsidiary Registrants from issuing letters of credit or barowing
under the revolving credit facility.
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The Duke Energy Registrants are exposed to credit risk of the
customers and counterparties with whom the Duke Energy
Registrants do business.

Adverse economic conditions affecting, or financial difficutties of,
customers and counterparties with whom the Duke Energy
Registrarts do business could impair the ability of these customers
and counterpaities to pay for the Duke Energy Registrants’ services or
fulfitl their contractual obligations, including loss recovery payments
under insurance contracts, or cause them to delay such payments or
obligations, The Duke Energy Registrants depend on these customers
and counterparties t remit payments on a timely basis. Any delay or
default in payment coukd adversely affect the Duke Energy
Registrants' cash flows, financial position of results of operations.

The Duke Energy Registrants are subject to numerous
environmental laws and regulations that require significant capital
expenditures, can increase the Duke Energy Registrants’ cost of
operations, and which may impact or fimit the Duke Energy
Registrants’ business plans, or expose the Duke Energy
Registrants to enwironmental liabilities.

The Duke Energy Registrants are subject to nurmerous
enviranmental laws and regulations affecting many aspects of the
Duke Energy Registrants’ present and future operations, including air
emissions (such as reducing NO,, SO, mercury and greenhouse gas
emissions in the U.S.), water quality, wastewater discharges, solid
waste and hazardous waste. These laws and regulations can result in
increased capital, operating, and other costs. These taws and
regulations generally require the Duke Energy Registrants to otrtain
and comply with a wide variety of environmentat licenses, permits,
inspections and other approvats, Compliance with environmentat
laws and regulations can require significant expenditures, inciuding
expenditures for cleanup costs and damages arising from
contaminated properties, and failure to comply with environmental
regulations may result in the imposition of fines, penalties and
injunctive measures affecting operating assefs. The steps the Duke
Energy Registrants could be required to take to ensure that its
facilities are in compliance could be prohibitively expensive. As a
result, the Duke Energy Registrants may be required 1o shut down or
aiter the operation of their facilities, which may cause the Duke
Energy Registrants to incur losses. Further, the Duke Energy
Registrants' regulatory rate structure and the Duke Energy Registrants’
confracts with customers may not necessarily aliow the Duke Energy
Registrants o recover capital costs the Duke Energy Registrants incur
to cormnply with new environmental regulations. Also, the Duke
Energy Registrants may not be able t obtain or maintain from time to
time: all required environmental regulatory approvals for the Duke
Energy Registrants’ operating assets or development projects. if there
is a delay in obtaining any required environmental regulatory
approvals, if the Duke Energy Registrants fail to dhtain and comply
with them or if environmental laws or regulations change and
become more stringent, then the operation of the Duke Enengy
Registrants' facilities or the development of new facilities couid be
prevented, delayed or become subject to additional costs. Although it
is not expected that the costs of complying with cument
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environmental regulations will have a material adverse effect on the
Duke Energy Registrants’ financial position, results of operations or
cash flows, no assurance can be made that the costs of complying
with environmental regulations in the future will not have such an
effect.

The EPA has proposed new federal regulations goveming the
management of coal combustion by-products, including fty ash.
Thesg regulatiens may require the Duke Energy Registrants to make
additional capital expenditures and increase the Duke Energy
Registrants’ operating and maintenance costs.

Additienally, potential other new environmental regulations,
limiting the use of coal acquired from mountaintop removal and
imposing additional requirements on water discharges associated
with mountaintop removal, could require the Duke Energy Registrants
1o make additional capital expenditures and increase cosis of fuel.

In additicn, the Duke Energy Registrants are generally
responsibie for on-site liabilities, and in some cases off-site liabilities,
associated with the environmental condition of the Duke Energy
Registrants’ power generation facilities and natural gas assets which
the Duke Energy Registrants have acquired or developed, regardless
of when the liabilities arose and whether they are known or
unknown. In connection with some acquisitions and sales of assets,
the Duke Energy Registrants may obtain, or be required 1o provide,
indemnification against some environmental liabilities. If the Duke
Energy Registrants incur a material liability, or the other party to a
fransaction fails to meet its indemnification obligations to the Duke
Energy Registrants, the Duke Energy Registrants could suffer material
losses. ‘

The Duke Energy Registrants are involved in numerous legat
praceedings, the outcome of which are uncertain, and resolution
adverse to the Duke Energy Registrants could negatively affect the
Duke Energy Registrants’ financial position, resuits of operations or
cash flows.

The Duke Energy Registrants are subject to numerous legal
proceedings, including claims for damages for bodily injuries alleged
to have arisen prior to 1985 from the exposure to or use of asbestos
at electric generation plants of Cuke Energy Carclinas. Litigation is
subject to many uncertainties and the Duke Energy Registrants
cannot predict the outcome of individual matters with assurance. It is
reascnably possible that the final resolution of some of the matters in
which the Duke Energy Registrants are involved could require the
Duke Energy Registrants to make additional expenditures, in excess
of established reserves, over an extended period of time and in &
range of amounts that could have a material effect on the Duke
Energy Registrants’ cash flows and results of operations. Similarly, it
is reasonably possible that the terms of resclution could require the
Duke Energy Registrants to change the Duke Energy Registrants'
business practices and procedures, which could also have a material
effect on the Duke Energy Registrants’ cash flows, financiat position
or results of operations.
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The Duke Energy Reglstrants’ results of operations may be
negatively affected by overall market, economk: and other
conditions that are beyond the Duke Energy Registrants’ control,

Sustained dowrsturns or sluggishness in the economy generally
affect the markets in which the Duke Energy Registrants operate and
negatively influence the Duke Energy Regisirants’ energy operations.
Declines in demand for energy as a result of economic downtums in
the Duke Energy Registrants' franchised eleciric service teritories will
reduce overall sales and lessen the Duke Energy Registrants’ cash
flows, especially as the Duke Energy Registrants’ industrial customers
reduce production and, therefore, consumption of electricity and gas.
Although the Duke Energy Registrants' franchised electrfc and gas
business is subject to regulated allowable rates of return and recovery
of certain costs, such as fuel under periodic adjustment clauses,
overall declines in efectricity sold as a result of economic downturm or
recession cauld reduce revenues and cash flows, thus diminishing
resuits of operations. Additionally, prolonged economic downiurms
that negatively impact the Duke Energy Registrants’ results of
operations and cash flows could result in future material impalment
charges being recorded to write-down the camying value of certain
assets, including goodwill, 1o their respective fair values.

The Duke Energy Registrants also sell electlicity into the spot
market or other competitive power markets on a contractual basis.
Wiih respect to such transactions, the Duke Enefgy Registrants are
not guaranteed any rate of retum on the Duke Energy Registrants’
capital investments through mandated rates, and the Duke Energy
Registrarts’ revenues and resulis of operations are likely to depend, in
large part, upon prevailing market prices in the Quke Enesgy

‘Registrants’ regional markets and other competitive markets. These

market prices may fluctuate substaniially over relatively short periods
of time and could reduce the Duke Energy Regisirants’ revenues and
margins and thereby diminish the Duke Energy Registrants’ resulis of
operations.

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

« weather conditions, including abnomnally mikd winter or
summer weather that cause lower energy: usage for heating or
cooling purposes, respectively, and periods of low rainfali that
decrease the Duke Energy Registrants’ ability 10 operate its
facilities in an economical manner;

= supply of and demand for energy commodities;

» illiquid markets including reductions in ading volumes which
result in lower revenues and eamings;

« fransmission or transportation constraints or inefficiencies
which impact the Duke Energy Registrants’ non-regulated
energy operations;

* availability of competitively priced altemative energy sources,
which are preferred by some customers over slectricity
produced from coal, nuclear or gas plants, and of enangy-
efficient equipment which reduces energy demand;
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= natural gas, crude oil and refined products production levels
and prices;

= ability to procure satisfactory levels of inventory, such as coal
and uranium;

= glectric generation capacity surpluses which cause the Duke
Energy Registrants’ non-regulated energy plants to generate
and sell less electricity at lower prices and may cause some
ptants to becorne non-economical to operate; and

* capacity and transmission service into, or out of, the Duke
Energy Registrants’ markets.

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

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

Blectric power generation is generally a seasonal business. In
mast parts of the United States and other markets in which the Duke
Energy Registrants operate, demand for power peaks during the
warmer summer moriths, with market prices typically peaking at that
time. In other areas, demand for power peaks during the winter,
Further, extreme weather conditions such as heat waves or winter
storms could cause these seasonal fluctuations to be more
pronounced. As a result, in the future, the overall operating results of
the Duke Energy Registrants” businesses may fluctuate substantially
on a seasonal and quarterly basis and thus make period comparison
less relevant.

Potential terrorist activities or military or cther actions could
adversely affect the Duke Energy Registrants’ businesses.

The continued threat of terrorism and the impact of retaliatory
military and other action by the United States and its allies may lead
to increased political, economic and financial market instability and
volatility in prices for natural gas and oil which may materially
adversely affect the Duke Energy Registrants in ways the Duke
Energy Registrants cannot predict at this time. In addition, future acts
of terrorism and any possible reprisals as a consequence of action by
the United States and its atlies could be directed against companies
operating in the United States or their international affiliates.
Infrastructure and generation facilities such as the Duke Energy
Registrants' nuclear plants could be potential targets of terrorist
activities. The potential for terrorism has subjected the Duke Energy
Registrants’ operations to increased risks and could have a material
adverse effect on the Duke Energy Registrants’ businesses, In
particular, the Duke Energy Registrants may experience increased
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capital and operating costs to implemnent increased security for its
plants, including its nuclear power plants under the NRC's design
basis threat requirements, such as additional physical plant security,
additional security personnel or additional capability foliowing a
terrorist incident.

. The insurance industry has also been disrupied by these
potential events. As a result, the availability of insurance covering
risks the Duke Energy Registrants and the Duke Energy Registrants’
competitors typically insure against may decrease. In addition, the
insurance the Duke Energy Registrants are able to obtain may have
higher deductibles, higher premiums, lower coverage limits and more
restrictive policy tems. .

Additional risks and uncertainties not curreitly known to the
Duke Energy Registrants or that the Duke Energy Registrants
curmently deems to be immaterial also may materially adversely aifect
the Duke Energy Registrants' financial condition; resuits of operations
or cash flows.

Duke Energy Carolinas may incur substantial eosts and Babilities
due to Duke Energy Carolinas’ ownership and joperation of nuclear
generating facilities.

Duke Energy Carolinas' ownership irterest in and operation of
three nuclear stations subject Duke Energy Carolinas to various risks
including, among other things: the potential hanmful effects on the
environment and human health resulting from the operation of
nuctear facilities and the storage, handling and disposal of radioactive
materiais; limitations on the amounts and types of insurance
commercially available to cover losses that might arise in connection
with nuclear operations; and uncertainties with tespect to the
technological and financiat aspects of decormissioning nuclear
plants at the end of their licensed lives.

Duke Energy Carolinas’ ownership and operation of nuclear
generation facilities requires Duke Energy Carofinas to meet licensing
and safety-related requirements imposed by the NRC. In the event of
non-compliance, the NRC may increase regulatory oversight, impose
fines, and/or shut down a unit, depending upon,its assessment of the
severity of the situation. Revised security and safety requirements
promulgated by the NRC, which couki be prompted by, among other
things, events within or outside of Duke Energy Carclinas’ control,
such as a serious nuclear incident at a facility owned by a third-party,
could necessitate substantial capital and other expenditures at Duke
Energy Carolinas’ nuclear plants, as well as assessments against
Duke Energy Carolinas 1o cover third-party losses. In addition, if a
serious nuclear incident were to cocur, it could have & materal
adverse effect on Duke Energy Carolinas’ resultsiof operations and
financial condition.

Duke Energy Carolinas’ ownership and oparation of nuclear
generation facilities also requires Duke Energy Carclinas to maintain
funded trusts that are intended to pay for the decommissioning costs
of Duke Energy Carolinas’ nuclear power plants. Poor investment
performance of these decommissioning trusts' holdings and other
factors impacting decommissioning costs could unfavorably impact
Duke Energy Carolinas’ liquidity and resufts of operations as Duke
Energy Carolinas could be required 1o significantly increase its cash
contributions to the decommissioning trusts,
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The Duke Energy Registrants' plans for future expansion and
modemization of the Duke Energy Registrants' generation fleet
subject the Duke Energy Registrants’ to risk of failure to adequately
execute and manage its significant construction plans, as well as the
risk of not recovering all costs or of recovering costs in an untimely
manner, which could materialy impact the Duke Energy
Registrants' results of operations, cash flows or financial position.

During the three year period from 2011 to 2013, Duke Energy
anticipates cumulative capital expenditures of $12 billion to $14
billion of which $10 biltion relates to its regulated USFE&G
businesses. The completion of the Duke Energy Registrants’
anticipated capital investment projects in existing and new generation
facilities is subject to many construction and development risks,
including, but not limited to, risks related to financing, obtaining and
complying with terms of permits, meeting construction budgets and
scheduies, and satisfying operating and environmental performance
standards. Moreover, the Duke Energy Registrants' ability to recover
all these costs and recovering costs in a timely manner could
materially impact the Duke Energy Registrants’ consolidated financial
position, results of operations or cash flows.

The Duke Energy Registrants’ sales may decrease if the Duke
Energy Registrants’ are unable to gain adequate, reliable and
affordable access to transmission assets.

The Duke Energy Registrants’ depend on transmission and
distribution facilities owned and operated by utilities and other energy
companies 1o deliver the electricity the Duke Energy Registrants’ sell
to the wholesale market. FERC's power transmission regulations, as
well as those of Duke Energy's international markets, require
wholesale electric transmission services to be offered on an open-
access, non-discriminatory basis. If transmission is disrupted, or if
transmission capacity is inadeguate, the Duke Energy Registrants'
ahility to sell and deliver products may be hindered.

The different regional power markets have changing regulatory
structures, which could affect the Duke Energy Registrants’ growth
and performance in these regions. In addition, the independent
system operators who oversee the transmission systems in regional
power markets have imposed in the past, and may impose in the
future, price limitations and other mechanisms to address volatility in
the power markets. These types of price limitations and other
mechanisms may adversely impact the profitability of the Duke
Energy Registrants’ wholesale power marketing business,

Competition in the unregulated markets in which Duke Energy Ohio
operates may adversely affect the growth and profitability of Duke
Energy Ohio’s business. The impact of competition, including current
legistation in Ohio, has caused custorners of Duke Energy Ohioto
select altemnative electric generation suppliers. Such competition
could resuit in unrecovered costs that could adversely affect Duke
Energy Ohio's financial position, results of aperations or cash flows,

Under current Ohio legislation, etectric generation is sold in a
competitive market in Chio, and Duke Energy Ohio's native load
customers have the ability to switch to aiternative suppliers for their
electric generation service. Competitive power suppliers have begun
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supplying power 1o Duke Energy Ohio’s current customers in Ohio,
and Duke Energy Ohio has experienced an increase in customer
switching in the second half of 2008 and into 2010 and 2011.
These evolving market conditions may continue % impact Duke
Energy Ohio's results of operations, and also may impact Duke
Energy Ohio's ability to continue to apply regulatory accounting
treatment to certain portions of its Commercial Power business
segment. To the extent competitive pressures increase, the
economics of Duke Energy Chio's business may come undes long-
ferm pressure. Increased competition could also result in increased
pressure to lower prices, including the price of electricity. Retail
competition coutd continue to have a significant adverse financial
impact on Duke Energy Ohia due to impairments of assets, a loss of
retail customers, lower profit margins or increased costs of capital.

Duke Energy Ohio may also face competitian from new
competitors that have greater financial resources than Duke Energy
Ohio does, seeking attractive opportunities to acquire or deveiop
energy assets or energy trading operations. These new competitors
may indude sophisticated financial institutions, some of which are
already entering the enesgy trading and marketing sector, and
intemational energy players, which may enter regulated or
unregulated energy businesses. Duke Energy Ohio cannot predict the
extent and timing of entry by additional competitors into the electric
markets, This competition may adversely affect Duke Energy Chio's
ability to make investments or acquisitions.

Increased competition resulting from deregulation or
restructuring efforts in Ohio could continue to have a significant
adverse impact on Duke Energy Ohio's financial position, results of
operations or cash flow. Duke Energy Chio may not be able o
respond in a timely or effective manner to the many changes
designed to increase competition in the electricity industry. Duke
Enengy Ohio cannot predict when it will be subject to changes in
legislation or regulation, nor can it predict the impact of these
changes on its financial position, results of operations or cash flows.

DMEWOhbmybeumbhhmlmgg-mmm
agreements or transmission agreements, which could expose Duke
Energy Ohio’s sales to increased volatility.

In the future, Duke Energy Chio may not be able to secure long-
term power sales agreements 1o customers for Diske Energy Ohic's
unregulated power generation faciliies. if Duke Energy Ohio is unable
1o secure these types of agreements, Duke Energy Ohio's sales
volumes would be exposed to increased volatility. Without the benefit
of long-term customer power purchase agreemerts, Duke Energy
Chio cannot assure that it will be able to operate profitably. The
inability to secure these agreements could materially adversely affect
Duke Energy Ohio’s results and business.

Deregulation or restructuring in the electric industry may result in
increased competition and unrecovered costs that could adversely
affect Duke Esergy Carolinas and Duke Energy Indiana's financial
position, resuits of operations or cash flows and Duke Energy
Carolinas’ and Duke Energy Indiana’s utility businesses.

Increased competition resulting from deregulation or
restructuring efforts, including from the Energy Policy Act of 2005,
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could have a significant adverse financial impact on Duke Energy
Carolinas and Duke Energy Indiana and their utility subsidiaries and
consequently on Duke Energy Carolinas and Duke Energy Indiana's
results of operations, financial position, or cash flows. Increased
competition could also fesult in increased pressure to lower costs,
including the cost of electricity. Retail competition and the
unbundling of regulated energy and gas sefvice could have a
significant adverse financial impact on Duke Energy Carolinas and
Duke Energy Indiana and their subsidiaries due to an impairment of
assets, a loss of retail customers, lower profit margins or increased
costs of capital. Duke Energy Carolinas and Duke Energy Indiana
cannot predict the extent and timing of entry by additional
competiters into the electric markets. Duke Energy Carolinas and
Duke Energy Indiana cannct predict when they will be subject to
changes in legislation or regulation, nor can Duke Energy Carglinas
and Duke Energy Indiana predict the impact of these changes on
their financial position, results of operations or cash flows.

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

Duke Energy cumently owns and may acquire and/or dispose of
material energy-related investments and projects outside the United
States. The economic, regulatory, market and potitical conditions in
some of the countries where Duke Energy has interests or in which
Duke Energy may explore development, acquisition or investment
opportunities could present risks related o, among others, Duke
Energy’s ability to obtain financing on suitable terms, Duke Energy's
custormers' ability to haonor their obligations with respect to projects
and investments, delays in construction, limitations on Duke Energy's
ability to enforce legal rights, and intermuption of business, as well as
risks of war, expropriation, nationalization, renegotiation, trade
sanctions or nullification of existing contracts and changes in law,
regulations, market rules or tax policy.

Duke Energy's investments and projects located outside of the
United States expose Duke Energy to risks related to fluctuations
in currency rates. These risks, and Duke Energy’s activities to
mitigate such risks, may adversely affect Duke Energy’s cash flows
and results of operations.

Duke Energy's operations and investments outside the United
States expose Duke Energy to risks related to fluctuations in curency
rates. As each focal currency’s value changes relative o the U.S.
dollar—Duke Energy's principal reporting currency—the vaiue in U.S.
dollars of Duke Energy’s assets and fiabilities in such locality and the
cash flows generated in such iocality, expressed in U.S. dollars, also
change. Duke Energy's primary foreign currency rate exposure is to
the Brazilian Real.

Duke Energy selectively mitigates some risks associated with
foreign currency fluctuations by, among other things, indexing
contracts to the U.S. dollar and/or local inflation rates, hedging
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through debt denominated or fssued in the forelgn cumrency and
hedging through foreign currency derivatives. These efforts, however,
may not be effective and, in some cases, may expose Duke Energy to
other risks that could negatively affect Duke Enemgy's cash flows and
results of operations.

Poor investment performance of the Duke Energy pension plan
hoklings and other factors impacting pension plan costs could
unfavorably impact the Duke Energy Registrants’ liquidity and
results of operations.

Duke Energy’s costs of providing non-confributory defined
benefit pension ptans are dependent upon a number of factors, such
as the rates of retum on plan assets, discount rates, the level of
interest rates used to measure the required minimum funding levels
of the plans, future government regulation and Duke Energy's
required of voluntary contributions made to the plans. The Subsidiary
Registrants participate in employee benefit plans sponsored by their
parent, Duke Energy. The Subsidiary Registrants are aflocated their
proportionate share of the cost and abligations related 1o these plans.
Withaut sustained growth in the pension investments over time to
increase the value of Duke Energy’s plan assets and depending upon
the other factors impacting Duke Energy’s costs as listed above, Buke
Energy could be required 1o fund its plans with significant amounts of
cash. Such cash funding obligations, and the Subsidiary Registrants’
proportionate share of such cash funding obligations, could have a
material impact on the Duke Energy Registrants' financial position,
results of operations or cash flows.

Duke Energy may be unable to obtain the approvals required to
compiete its menger with Progress Energy or, iin order to do so, the
combined company may be required to comply with material
restrictions or conditions.

On January 8, 2011, Duke Energy announced the execution of
a merger agreement with Progress Energy. Before the merger may be
completed, approval by the shareholders of both Duke Energy and by
Progress Energy will have to be obtained. In addition, various filings
must be made with the FERC and various state ufility, regulatory,
antitrust and other authorities in the U.S. These governmental
authorities may impose conditions on the completion, or requise
changes to the terms, of the merger, including restrictions or
conditions on the business, operations, or financial performance of
the combined company following completion of the merger. These
conditions or changes could have the effect of delaying completion of
the merger or imposing additional costs on or limiting the revenues of
the combined company following the merger, which could have a
material adverse effect on the financial position; results of operations
or cash flows of the combined company and/or cause either Duke
Energy or Progress Energy to abandon the merger.

Conditions impesed by govemmental authorities, including
restrictions or conditions on the business, operations, or financial
performance of Duke Energy Carolinas following the merger could
have a material adverse effect on the financial position, results of
operations or cash flows of Duke Energy Carolinas.
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If completed, Duke Energy's merger with Progress Energy may not
achieve its intended results,

Duke Energy and Progress Energy entered into the merger
agreement with the expectation that the merger would result in
various benefits, including, among other things, cost savings and
operating efficiencies relating to the joint dispatch of generation and
combining of fuef purchasing power. Achieving the anticipated
benefits of the merger is subject to a number of uncertainties,
including whether the business of Progress Energy is integrated in an
efficient and effective manner. Failure to achieve these anticipated
benefits could result in increased costs; decreases in the amount of
expected revenues generated by the combined company and
diversion of management's time and energy and could have an
adverse effect on the combined company’s financial position, results
of aperations or cash flows,

Duke Energy will be subject to business uncertainties and
contractual restrictions while the merger with Progress Energy is
pending that could adversely affect Duke Enesgy's financial
results.

Uncertainty about the effect of the merger with Progress Energy
on employees and customers may have an adverse effect on Duke
Energy. Although Duke Energy intends to take steps designed to
reduce any adverse effects, these uncertainties may impair Duke
Energy's ability to attract, retain and motivate key personnel until the
merger is completed and for a period of time thereadter, and could
cause customers, suppliers and cthers that deal with Duke Energy to
seek o change existing business relationships.

Employee retention and recruitment may be particularly
challenging prior to the completion of the merger, as employees and
prospective employees may experience uncertainty about their future
roles with the combined company. If, despite Duke Energy's retention
and recruiting efforts, key employees depart or fail to accept
employment with Duke Energy because of issues relating to the
uncertainty and difficulty of integration or a desire not to remain with
the combined company, Duke Energy’s financial results could be
affected.

The pursuit of the merger and the preparation for the integration
of Progress Energy into Duke Energy may place a significant burden

ITEM 1B. UNRESOLVED STAFF COMMENTS.

on management and intemal resources. The diversion of
management attention away from day-to-day business concems and
any difficutties encountered in the transition and integration process
could affect Duke Energy’s financial position, results of operations or
cash flows.

In addition, the merger agreement resfricts Duke Energy,
without Progress Energy's consent, from making certain acquisiions
and taking other specified actions until the merger occurs or the
merger agreement terminates. These restrictions may prevent Duke
Energy from pursuing otherwise atfractive business opportunities and
making cther changes to Duke Energy’s business prior to completion
of the merger or termination of the merger agreement.

Failure to complete the merger with Progress Enesgy could
negatively impact Duke Energy’s stock price and Duke Energy's
future business and financial results

If Duke Energy’s merger with Progress Enengy is not completed,
Duke Energy’s ongoing business and financial results may be
adversely affected and Duke Energy will be subject to a number of
risks, including the following:

» Duke Energy may be required, under specified circurmstances

set forth in the Merger Agreement, to pay:Progms Energy a
termination fee of $675 millian;

» Duke Energy will be required to pay costs relating to the
merger, including legal, accounting, financial advisory, filing
and printing costs, whether or not the merger is completed;
and

» matters relating to Duke Energy's merger with Progress Energy
(including integration planning) may reguire substantial -
commitments of ime and resources by our management,
which could otherwise have been devoted to other
opportunities that may have been bengfigal fo Duke Energy.

Duke Energy could also be subject to litigation related to any
failure to complete qur merger with Progress Energy. If the merger is
not completed, these risks may materialize and may adversely affect
Duke Energy’s financial position, resulis of operations or cash flows.

None.
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ITEM 2. PROPERTIES.

U.S. FRANCHISED ELECTRIC AND GAS

As of December 31, 2010, U.S. Franchised Electric and Gas (USFE&G) operated three nuclear generating stations with a combined
owned capacity of 5,173 MW (including a 19.25% ownership in the Catawba Nuclear Station), fifteen coal-fired stations with an overall
combined owned capacity of 13,454 MW, (including a 69% ownership in the East Bend Steam Station and a 50.05% ownership in Unit 5 of
the Gibson Steam Station), thirty-one hydroelectric stations (including two pumped-storage facilities) with a combined owned capacity of 3,201
MW, fifteen CT stations with an overall combined owned capacity of 5,028 MW and one CC station with an owned capacity of 285 MW. In
addition, USFE&G operates a solar Distributed Generation program with an approximate 9 MW of capacity. The stations are located in North

Carolina, South Carolina, Indiana, Ohio and Kentucky. The MW displayed in the table below are based on summer capacity.

Total MW Qwned MW Ownership interest
Name Capacity Capacity Fuel Location (percentage)
Duke Energy Carolinas:
Oconee 2,538 2538 Nuclear sC 100%
Catawba® 2,258 435 Nuclear sC 19.25
Belews Cregk 2,220 2,220 Coal NC . 100
McGuire 2,200 2,200 Nuclear NC . 100
Marshall 2,078 2,078 Coal NC 100
Bad Creek 1,360 1,360 Hydro 5C 100
Lincoln CT 1,267 1,267 Natural gas/Fuel oil NC 100
Allen 1,127 1,127 Coal NC 100
Rockingham CT 825 825 Natural gas/Fuel ol NC : 100
Cliffside 760 760 Coal NC . 100
Jocassee 730 730 Hydro SC - 100
Mill Creek CT 596 596 Natural gas/Fuel ail sC 100
Riverbend 454 454 Coal NC 100
tee 370 370 Coal sC . 100
Buck 369 369 Coal NC 100
Cowans Ford 325 325 Hydro NC 100
Dan River 276 276 Coal NC 100
Buzzard Rocst CT 176 176 Natural gas/Fuel oil sC 100
Keowee 152 152 Hydro s5C 100
Lea CT 82 a2 Natural gas/Fuel oil sSC 100
Riverbend CT 64 64 Natural gas/Fuet oll NC 100
Buck CT 62 62 Natural gas/fuel oll NC 100
Dan River CT 48 48 Natural gas/Fuel oll NC 100
Renewables 9 9 Solar NC . 100
Other smalt hydro (26 plants) 589 589 Hydro NG/SC 100
Total Duke Energy Carolinas 20,935 19,112
Duke Energy Ohio:
East Bend® 600 414 Coal KY 69
Woodsdale CT 462 462 Natural gas/Propane OH 100
Miami Fort (Unit 6) 163 163 Coal OH 100
Total Duke Energy Ohio 1,225 1,039
Duke Energy Indiana:
Gibson®© 3,132 2,822 Coal IN 90
Cayuga® 1,005 1,005 CoalFuel ol IN 100
Wabash Rivere 676 676 Coal/Fuel oit IN 100
Madison CT 576 576 Natural gas OH 100
Gallagher 560 560 Coal IN 100
Wheatland CT 460 460 Natural gas IN 100
Noblesville CC 285 285 Natural gas IN 100
Edwardsport 160 160 Coal/Fuel oil IN 100
Henry County CT 129 129 Natural gas N 100
Cayuga CT 99 99 Natural gas/Fuel oil I 100
Miami Wabash CT® 96 96 Fuel oil IN 100
Connersvitle CT 86 86 Fuel oil IN 100
Markland 45 45 Hydro I 100
Total Duke Energy Indiana 7,309 6,999
Total USFE&G 29,469 27,150

{a) This generation facility is jointly owned by Duke Energy Canatinas, along with North Carglina Municipal Power Agency Number 1, North Carofina Electric Meshbership Corporation and

Piegmont Municipal Power Agency.

(&) This generation facilily is jointly owned by Duke Energy Kentucky and a subsidiary of Daytors Power and Light, Inc.
(c) Duke Energy Indiana owns and operates Gibson Station Units 1-4 and owns 50.05% of Unit 5, but is the operator. Unit 5 is jointly owned by Duke Energy Indlana, Wabash Valley
Power Association, Inc. and indiana Municipal Power Agenicy. ‘

(d) Includes Cayuga Intenal Combustion {IC).

(e) Includes Wabash River IC; includes Wabash River Units 2, 3 and 5 which are not currently ir operation. Altheugh the May 2009 court order to shutdown these units was reversed in
October 2010, and a court notice was filed on Januaty B, 2011, which allows the units to be restasted. See Note 5 to the Consolidated Financial Sitements, “Commitments and

Contingancies” for further discussion.
® Includes Miami Wabash CT Unit 4 which is cunently inoperable but in the process of being retired pending approval from the Midwest 1SO.
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In addition, as of December 31, 2010, USFE&G owned
20,900 conductor miles of electric transmission Iines, including 600
miles of 525 kilovolts (Kv}, 1,700 miles of 345 KV, 3,300 miles of
230 KV, 8,900 miles of 100 to 161 KV, and 6,400 miles of 13 to
69 KV. USFE&G also owned approximately 152,200 conductor
miles of electric distribution lines, including 103,300 miles of
overhead lines and 48,900 miles of underground lines, as of
December 31, 2010 and 7,200 miles of gas mains and 6,000 miles
of service lines. As of December 31, 2010, the electric transmission
and distribution systerns had 2,300 substations. USFERG also owns
two underground caverns with a total storage capacity of
approximately 16 million gallons of liguid propane. In addition,
USFE&G has access to 5.5 million gallons of liquid propane storage
and product loan through a commercial services agreement with a
third party. This liquid propane is used in the three propanefair peak
shaving plants tocated in Ohio and Kentucky. Propane/air peak
shaving plants vaporize the propane and mix with natural gas to
supplement the natural gas supply during peak demand periods and
Eemergencies.

As of December 31, 2010, Duke Energy Carolinas owned
13,000 conductor miles of electric transmiission lines, including 600
miles of 525 KV, 2,600 miles of 230 KV, 6,700 miles of 100 1o
161 KV, and 3,100 miles of 13 to 69 KV. Duke Erergy Carolinas
also owned approximately 101,700 conductor miles of electric
distribution lines, including 66,300 miles of overhead lines and
35,400 miles of underground lines, as of December 31, 2010. As of
December 31, 2010, the electric transmission and distribution
systems had 1,500 substations.

As of December 31, 2010, Duke Energy Ohio owned 2,500
conductor mites of electric transmission lines, including 1,000 miles

DUKE ENERGY CORPORATION / 2010 FORM 10-K

of 345 KV, 700 miles of 100 to 161 KF, and 800 mites of 13 to 69
KV. Duke Energy Ohio also owned approximately 19,500 conductor
miles of electric distibution lines, including 14,000 miles of
overhead lines and 5,500 miles of underground lines, as of
Decerber 31, 2010 and approximately 7,200 miles of gas mains
and services lines, As of December 31, 2010, the electric
transmission and distribution systems had approximatgly 300
substations. In addition, Duke Energy Ohio has access to 5.5 million
gallons of liquid propane storage and product loaned through a
commercial services agreement with a third pardy. This liquid
propane is used in the three propane/air peak shaving plants located
in Ohio and Kentucky. Propane/air peak shaving plants vaporize the
propane and mix with natural gas to supplement the natural gas
supply during peak demand periods and emergencies.

As of December 31, 2010, Duke Energy Indiana owned 5,400
cancuctor miles of electric transmission lines, including 700 miles of
345 KV, 700 mites of 230 KV, 1,500 miles of 100 to 161 KV, and
2,500 miles of 13 to 69 KV. Duke Energy Indiana also owned
approximately 31,000 conductor mites of electric distribution lines,
including 23,000 miles of averhead lines and 8,000 miles of
underground lines as of December 31, 2010. As of December 31,
2010, the electric ransmission and distribution systems had 500
substations.

Substartially all of U.S. Franchised Electric and Gas’ electric
plant in service is mortgaget! under the indenture refating to Duke
Energy Carolinas’, Duke Energy Ohio's and Duke Energy indlana's
various series of First Mortgage Bonds.

For a map showing USFE&G's properties, see “Business—U.S.
Franchised Electric and Gas” earlier in this section.
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COMMERCIAL POWER

The following table provides information about Commercial Power's generation partfolio as of December 31, 2010, The MW displayed in
the table below are based on summer capacity.

Approximate
Qwnership
Total MW Owned MW ' Interest
Name Capacity Capacity Plant Type Primary Fuel Location (percentage)
Duke Energy Ohic:
J.M. Stuartiake: 2,340 912 Steam Coal OH 39%
W.M. Zimmgria 1,300 605 Steam Coal OH 465
W.C. Beckjord@ 1,124 862 Steam Coal oH 76.7
Miami Fort (Units 7 and 8)@ 1,000 640 Steam Coal OH 64
Conesvillgsn 780 312 Steam Coal OH 40
Killent 600 198 Steam Coal OH 33
Beckjord CT 212 212 $imple Cycle Fuel oil OH 100
Dick’s Creek 152 152 Simple Cycle Natural gas OH 100
Miami Fort CT 60 60 Simple Cycle Fuel oll OH 100
Total Regulateci® 7.568 3,953 .
Hanging Rock 1,240 1,240 Combined Cycle Natural gas OH 100
Lee 640 640 Simpie Cycle Natural gas L 100
Vermillion@ 640 480 Simple Cycle Natural gas iN 75
Fayette 620 620 Combined Cycle Natural gas PA 100
Washington 620 620 Combined Cycle Natural gas 0OH 100
Total Unregulated 3,760 3,600
Total Duke Energy Ohio 11,328 7,553
Duke Energy:
Top of the World 200 200 Wind wY 100
Notrees 153 153 Wind TX 100
Campbell Hill 99 99 Wing WY 100
North Allegheny 70 70 Wwind PA 100
Qcotillo 59 59 Wind ™ 100
Kit Carson 51 51 Wind co 100
Silver Sage 42 42 Wind wy 100
Happy Jack 29 29 Wind wyY 100
TX Solar 14 14 Solar ™ 100
Other small sofar 2 2 Solar NC 100
Total Duke Energy 719 719
Total Commercial Power 12,047 8272

{a) These generation facilities are joirtly owned by Duke Erergy Ohio and subsidiaries of American Electric Power, Inc. and/or Dayton Power and Light, inc.
() Station is not operated by Duke Enengy Chio.

() These generation facilities are dedicated under the ESP.
d) This generation facility is jointly awned by Duke Energy Ohia and Wabash Valley Power Association, Inc.

In addition to the above facilities, Commercial Power owns an
equity interest in the 585 MW capacity Sweetwater wind projects
jocated in Texas. Commercial Power's share in these projects is 283

Mw.
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For a map showing Commercial Power's properties, see
“Business—Commercial Power” earlier in this section,
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INTERNATIONAL ENERGY

The following table provides information about Internatonal Energy’s generation porifolio in cortinuing operations as qf December 31,

2010.
Approximate
Cwnership
Total MW Owned MW Interest
Name Capacity Capacity Fuel Location {percentags)
Paranapanemat 2,307 2113 Hydro Braall 95%
Egenor 650 650 Hydro/Diese! Peru 100
Cerros Colorados 576 524 Hydro/Natural Gas Argentina ot
DEI £l Salvador 328 296 Fuel Qil/Dlesel El Salvagor 90
DEI Guatemala 233 283 Fuel Qil/Dlesel Guatemala 100
Electroquil 192 162 Diesel Ecuadar 86
Aguaytia 175 175 Naturat Gas Peru 100
Total 4,511 4203

{a) Includes Cancas | and II, which is jointly owned by Duke Energy and Companhia Brasileira de Aluminio,

International Energy also owns a 25% equity interest in NMC,
In 2010, NMC produced approximately 900 thousand metric tons of
methanol and in excess of 1 million metric tons of MTBE.
Approximately 40% of methanal is normally used in the MTBE

OTHER

production. For additional information and a map showing
Intemational Energy’s properties, see “Business-~International
Energy” eatlier in this section.

Duke Energy owns approximately 4.8 million square feet of
corporate, regional and district office space spread throughout its
service territories in the Carolinas and the Midwest. Additionally,
Duke Energy leases approximately 1.6 million square feet of office

ITEM 3. LEGAL PROCEEDINGS.

space throughout the Carolinas, Midwest and in: Houston, Texas. In
February 2009, Duke Energy entered into a lease for approximately
500,000 square feet of office space in Charlotte, North Carolina that
will become its new corporate headquarters,

For information regarding legal proceedings, including regulatory
and environmental matters, see Note 4 1o the Consolidated Financial
Statements, “Regulatory Matters” and Note 5 to the Consolidated
Financial Statements, “Commitments and Contingencies—L itigation”
and “Commitrments and Contingencies—Environmental.”

Brazllian Regulatory Citations.

In September 2007, the State Environmental Agency of Parana
{IAP) assessed seven fines against Duke Energy International Geracao
Paranapenema S.A. (DEIGP), totafing $15 million for failure to
comply with reforestation measures allegedly required by state
regulations in Brazil. Cn January 14, 2011, DEIGP received a notice
that one of the fines was subsequently increased, on grounds that
DEIGP is allegedly a repeat offender, which made the total current
amount of all IAP assessments $29 milfion. DEIGP filed an
administrative appeal. Between June and August 2009, three of
these fines, in the total amount of $2.4 millicn, were judged to be

ITEM 4, REMOVED AND RESERVED.

valid in the administrative courts. DEIGP chaflenged those
administrative court nilings, in the Brazilian state court, by filing three
judicial actions for annulment and also requested that its payment
obligations be enjoined pending resolution on the merits. In one of
the three cases, the court granted DEIGP's requast for injunction. In
the second case, a decision on DEIGP's request for injunction is
pending. In the third case, DEIGP's request for injunction was
denied: however, DEIGP filed & petition for permission t deposit the
total amount of the fine in the court registry and to suspend entry of
the debt in the state tax liability roster. DEIGP's petition was granted
and DEIGP made a deposit of $1.4 million, in e court registry on
September 29, 2010, i

Additionally, DEIGP was assessed three environmenttal fines by
the Brazilian federal environmental enforcement agency, Brazil
Institute of Environment and Renewable Natural Resources (IBAMA),
totaling $270,000 for improper maintenance of existing reforested
areas. DEIGP believes that it has properly maintained all reforested
areas and has challenged these assessments,
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ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS
AND ISSUER PURCHASES OF EQUITY SECURITIES.

Duke Energy's common stack is listed for trading on the New York Stock Exchange (NYSE) (ticker symbal DUK). As of February 18, 2011,
there were approximately 156,368 common stockholders of record.

Common Stock Data by Quarter
2010 2009
Stock Price Stock Price
Rangels! . Ranget!

Dividends Dividends

Per Share High Low Per Sharg High Low
First Quarter $ 024 $17.29 $16.02 $0.23 $1596 $11.72
Second Quartert® 0.485 i7.14 15.47 047 14.83 1331
Third Quarter - i8.08 15.87 —_ 16.02 14.10
Fourth Quarter®™ 0.245 18.60 17.19 0.24 1794 15.33

(@) Stock prices represent the intra-day high and low siock price.
(b} Dividends paid in Septernber 2010 and Decernber 2010 increased from $0.24 per share to $0.245 per share and dividends paid in September 2009 and December 2009 increased
from $0.23 per share to $0.24 per share.

- Duke Energy expects to continue its policy of paying regular cash dividends; however, there is no assurance as to the amourt of future
dividends because they depend on future earnings, capitat requirements, and financial condition, and are subject to declaration by the Board of
Directors,

Duke Energy’s operating subsidiaries have certain restrictions on their ability to transfer funds in the form of dividends or loans to Duke
Energy. See “Liquidity and Capital Resources" within “Management's Discussion and Analysis of Financial Condition and Resulits of Operations”
for further information regarding these restrictions and their impacts on Duke Energy's liquidity.

Securities Authorized for Issuance Under Equity Compensation Plans

Duke Energy will provide information that is responsive to this liem 5 in its definitive proxy statement or in an amendment 1o this Annual
Repert nat later than 120 days after the end of the fiscal vear covered by this Annual Report, in either case under the caption “Security
Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters,” and possibly elsewhere therein. That information
is incorporated in this ltem 5 by reference.

Issuer Purchases of Equity Securities for Fourth Guarter of 2010

There were no repurchases of equity securities during the fourth quarter of 2010.
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Stock Performance Graph

The performance graph below illustrates a five year comparison of cumulative total returmns based on an initial investment of $100 in Duke
Energy Corporation cornman stock, as compared with the Standard & Poor's (S&P) 500 Stock Index and the Philadelphia Wility Index for the
five-year period 2005 through 2010. ‘

This performance chart assumes $100 invested on December 31, 2005 in Duke Energy common stock, in the $&P 500 Stock Index and
in the Philadelphia Utility Index and that ali dividends are reinvested.
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NYSE CEO Certification

Duke Energy has filed the certification of its Chief Executive Officer and Chief Financial Officer pursuant to Section 302 of the Sarbanes-
Oxley Act of 2002 as exhibits to this Annual Report on Form 10-K for the year ended December 31, 2010. In May 2010, Duke Energy’s Chief
Executive Officer, as required by Section 303A.12(a) of the NYSE Listed Company Manual, certified to the NYSE that he wis not aware of any
violation by Duke Energy of the NYSE's corporate govemance listing standards.
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ITEM 6. SELECTED FINANCIAL DATA.®

(in millions, excent per-share amounts) 2010 2009 2008 2007 2006
Statement of Operations
Total operating revenues $14,272 $12731 $13,207 $12,720 $10,607
Total operating expenses 11,964 10518 10,765 10,222 9,210
Gains on saies of investments in commercial and multi-family real estate — — — — 201
Gains (losses) an sales of other assels and other, net 153 36 69 {5) 223
Operating income 2,461 2,249 2511 2,493 1.821
Total other income and expenses 589 333 121 428 354
Interest expense 840 751 741 685 632
Income from continuing operations before income taxes 2,210 1831 1,891 2,236 1,543
Income tax expense from continuing operations 890 758 616 712 450
income from continuing operations 1,320 1,073 1,275 1,524 1,093
tncome (loss} from discontinyed operations, net of tax 3 12 16 {22} 783
tncome before Extracrdinary ltlems 1,323 1,085 1,291 1,502 1,876
Extraordinary items, net of tax _— — 67 —_ —_
Net income 1,323 1,085 1,358 1,502 1,876
Net income (loss) attributable to noncontrolling interests 3 10 4) 2 13
Net income attributable to Duke Energy Corporation $1320 $1075 $1362 $ 1500 $ 1,863
Ratio of Eamings to Fixed Charges 10 3.0 34 3.7 26
Common Stock Data
Shares of common stock outstanding
Year-end 1,329 1,309 1,272 1,262 1,257
Weighted average -~ basic 1,318 1,293 1,265 1,260 1,170
Weighted average — diluted 1,319 1,294 1,267 1,265 1,188
Income from comtinuing cperations atiributable to Duke Energy Corporation common
© shareholders .
Basic $ 100 & 08 % 101 §$ 121 $ 082
Diluted . 1.00 0.82 1.01 1.20 091
Income (loss} from discontinued operations attributable to Duke Energy Corporation
common sharehokiers i
Basic $ — $ 001 $ 002 .$ (002 $ 067
Diluted - 0.01 o1 - (0.02) 0.66
Earnings per share (before extraordinary items)
Basic $ 100 $ 083 % 103 :$ L19 §$ 159
Diluted 1.00 083 1602 1.18 157
Eamings per share (from extraordinary items) ‘
Basic $ —- % —- $ 005 $§ — & -
Diluted —_ —_ 0.05 _ —_
Net income attributable to Duke Energy Corporation comimon shareholders
Basic ‘ : $ 100 % 083 $ 108 $ 119 $% 159
Diluted 1.00 0.83 1.07 1.18 1.57
Dividends per sharelt 0.97 094 0.90 0.86 1.26
Balance Shest
Total assets $59,090 $57,040 $53,077 $49,686 $68,700
Long-term debt including capital leases and VIEs, less current maturities $17,935 $16,113 $13,250  $ 9498 $18,118

(a) Significant transactions reflected in the results abave include: 2010 and 2009 impaimments of goodwill and other assets (see Note 12 to the Consolideted Financial Siaternents,
“Goodwill, Intangible Assets and (mpaiments”), 2007 spin-off of the natural gas businesses, 2006 merger with Cinergy, 2006 Crescont jeint vorture transadtion and subsequent

deconsolidation effective September 7, 2006.

{b) 2007 decrease due to the spin-cff of the natural gas businesses to sharehokiers on Jenuary 2, 2007 as dividends subsequent 1 the spin-off were splft propartionately between Dule
Energy and Spectra Energy, Corp. (Spectra Energy} such that the sum of the dividends of the two stand-alone companies approximated the former total dividend of Duke Energy prior i

the spin-off.
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{ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS

OF OPERATIONS.

INTRODUCTION

Duke Energy Corporation (collectively with its subsidiaries, Duke
Energy) is an energy company primarily located in the Americas.
Duke Energy operates in the United States (U.S.) primarity through its
wholly-owried subsidiaries, Duke Energy Carolinas, LLC {Duke
Energy Carolinas}, Duke Energy Chio, Inc. {Duke Energy Ohio),
which includes Duke Energy Kentucky, Inc. (Duke Energy Kentucky),
and Duke Energy Indiana, Inc. (Duke Energy Indiana), as well as in
South America arxi Central America through Intemationat Energy.

When discussing Duke Energy’s consolidated financial
information, it necessarily includes the results of its three separate
subsidiary registrants, Duke Energy Carolinas, Duke Energy Ohic and
Duke Energy Indiana (collectively referred to as the Subsidiary
Registrants}, which, along with Duke Energy, ate collectively referred
1o as the Duke Energy Registrants. The following combined
Management’s Discussion and Analysis of Financial Condition and
Results of Operations is separatedy filed by Duke Energy, Duke Energy
Carotinas, Duke Energy Ohio and Duke Energy Indiana. However,
none of the registrants makes any representation as fo information
related solely to Duke Energy or the Subsidiary Registrants of Duke
Energy other than itself.

Management's Discussion and Analysis should be read in
conjunction with the Consolidated Financial Statements and Notes for
the years ended December 31, 2010, 2009 and 2008.

EXECUTIVE OVERVIEW

Proposed Merger with Progress Energy, Inc.

Cn January 8, 2011, Duke Energy entered into an Agreement
and Ptan of Merger (Merger Agreement) by and among Diamond
Acquisition Corperation, a North Carolina corporation and Duke
Energy’s wholly-owned subsidiary (Merger Sub) and Progress Energy,
Inc. (Progress Enetgy), a North Catolina corporation. The
consummation of the menger provided for in the Merger Agreement, if
completed is expected to result in, among ather things, Duke Energy
becorming the largest U.S. electric utility in terms of enterprise value,
market capitalization, electric customers, generation capacity and
fotal assets with:

* approximately 57,000 MWs of generating capacity from a
diversified mix of regional coal, nuclear, natural gas, ol and
renewabie power,

= more than seven million retail customers in Florida, indiana,
Kentucky, North Carolina, Ohio and South Carolina, and

* a senvice territory of approximately 104,000 square miles.

Upon the terms and subject o the conditions set forth in the
Merger Agreement, Merger Sub will merge with and into Progress
Energy with Progress Energy continuing as the sirviving corporation
and a wholly-owned subsidiary of Duke Energy. Pursuart to the
Merger Agreement, upon the closing of the merger, each issued and
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outstanding share of Progress Energy commaon stock will
automaticaliy be cancelled and converted into the right to receive
2.6125 shares of Duke Energy common stock, subject to appropriate
adjustment for a reverse stock split of the Duke Energy commaon
stock as contemplated in the Merger Agreement (and except that any
shares of Progress Energy common stock that are owned by Progress
Energy or Duke Energy, other than in a fiduciary capacity, will be
cancelied without any consideration therefor). Each outstanding
option to acquire, and each outstanding equily award relating to one
share of Progress Energy commion stock will be converted into an
option to acquire, or an equity award relating to 2.6125 shares of
Duke Energy common stock, as applicalbie, subject to the appropriate
adjusiment for the reverse stack split. Completion ‘of the merger is
conditioned upon, among other things, approval by the sharehoklers
of both companies as well as expiration or termindtion of any
applicable waiting period under the Hart-Scott-Rodino Antitrust
Improvements Act of 1976 and approval to the extent required by the
Federal Eneygy Regulatory Commission (FERC), the Federal
Communications Commission (FCC), the North Carolina Utilities
Commission (NCUC}, the Public Service Commission of South
Carolina (PSCSC), the Flarida Public Service Comimission (FPSC), the
Indiana Utility Regulatory Commission {IURC), the Kentucky Public
Service Commission (KPSC), the Public Utitities Commission of Ohio
{PUCO} and the Nuclear Regulatory Commission (NRC). Duke
Energy is targeting completion of the merger by the end of 2011, but
cannot assure completion by any particular date. The Merger
Agreement contains certain termination rights for both Duke Energy
and Progress Energy, and further provides for the payment of fees
and expenses upon termination under specified circumstances,
Further information concerning the proposed merger will be included
in a joint proxy statemen/prospectus contained inithe registration
staterent on Form S-4 1o be filed by Duke Energy with the Securities
and Exchange Commission (SEC} in connection with the merger,

Prior to the merger, Duke Energy and Progress Energy will
continue to operate as separate cormpanies. Accortdingly, except for
specific references to the pending merger, the destriptions of sirategy
and outlook and the risks and challenges Duke Energy faces, and the
discussion and analysis of results of operations and financial
condition set forth below relate solely to Duke Energy. Details
regarding the pending merger are discussed in Note 3 to the
Consotidated Financial Statements, "Acquisitions and Dispositions of
Businesses and Sales of Other Assets.”

2010 Financial Results.

Net income attributable to Duke Energy was 1,320 million for
the year-ended Decemnber 31, 2010, as compared © $1,075 million
for the year ended December 31, 2009. Diluted eamings per share
increased from $0.83 per share for the year ended December 31,
2009 1o $1.00 for the year ended December 31, 2010, primarily
due to the increase in net income for the year ended December 31,
2010 as compared to the same period in 2009, as described further
below. Net income for both of the years ended Dedember 31, 2010



PART I

—

and 2009 was impacted by goodwill and other impairment charges
of $660 million and $413 million, respectively, primarily related to
the non-regulated generation aperations in the Midwest. Income from
cortinuing operation was $1,320 million for the year ended
December 31, 2010 as compared to $1,073 million for the same
neriod in 2009. Total reportable segment EBIT (defined below in
“Segment Results” section of Management's Discussion and Analysis
of Financial Condition and Results of Operations) increased to
$3,223 million in 2010 from $2,713 miilion in 2009.

See “Results of Operations” below for a detailed discussion of
the consolidated results of operations, as well as a detailed discussion
of EBIT results for each of Duke Energy's reportable business
segments, as well as Other.

2010 Areas of Focus and Accomplishments.

In 2010, management was focused on controlling operations
and maintenance expenses, maintaining operational excellence,
continued modemization of infrastructure, competing effectively in
Ohio and investing in renewable energy.

Controlling Operations and Maintenance Expenses,

In order to address the impact of the weakened economy on
sales volurmes leading into 2010 management was focused on
controlling costs with the goal that operations and maintenance
expenses, net of deferrals and cost recovery riders, would be flat
compared to 2009, due largely to sustainable reductions achieved
during 2009, as well as certain 2010 initiatives such as a votuntary
severance program and office consolidation. Record temperatures
and related high load demands during the year resulted in increased
€xpenses in order to maintain Duke Energy's genevation fleet and
transmission and distribution systems. Due to the impact of these
pressures, operations and maintenance expenses, net of deferrals and
cost recovery riders, were slightly higher than 2009,

Maintaining Operational Excellence.

Duke Energy assesses cperational excellence using a number of
quantitative measures including but not limited to capacity factor,
commercial availability, equivalent availability, system average
interruption frequency index and system average interruption duration
index depending on the component of the business being evaluated.
During 2010 Duke Energy businesses met or exceeded most
quantitative measures of operational excellence. Duke Energy’s
nuclear fleet demonstrated a record capacity factor at approximately
95.9%. In addition Commercial Power’s non-regulated coal and gas
generation assets delivered record generation volumes,

Continued Modemization of Infrastructure.

Duke Energy’s strategy for meeting customer demand, while
building a sustainable business that allows its custormers and its
shareholders to prosper in a carbon-constrained environment,
includes significant commitments to renewable energy, customer
energy efficiency, advanced nuclear power, advanced clean-coal and
high-efficiency natural gas electric generating plants, and retirement
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of older less efficient coal-fired power plants. Due to the likelihood of
upcoming environmental regulations, including carbon legislation, air
pollutant regulation oy the U.S. Erwvironmental Protection Agency
{EPA) and coat regulation, Duke Energy has been focused on
mademizing its generation fleet in preparation for a low carbon future.
Duke Energy plans to invest appraximately $7 billion in four key
generation flest modemization projects with appraximately 2,700
MWs of capacity within it U.S. Franchised Electric and Gas segment.
During 2010, Duke Energy continuied the construction of Cliffside
Unit 6 in North Caralina and the Edwardsport IGCC plant in Indiana
and both of these projects are approximately 80% at December 31,
2010. Both are scheduled 10 be placed in service during 2012. Once
in service, Duke Energy will begin retiring older, less efficient coal and
gasfired units. Additionally, Duke Energy has continued construction
on its 620 MW combined cycle natural gas-fireql generating facilities
at its existing Buck and Dan River Steam Stations. The Buck facility is
approximately 74% complete and is scheduled 1o be placed in
senvice in 2011. The Dan River facility is in the early stages of
construction and is scheduled to be placed in service in 2012, Duke
Energy invested $1.8 billion in the above generafion fleet
moderization projects in 2010 and $4.6 billion since the inception
of these projects. '

Competing Effectively in Ohio.

While Commercial Power's operations continue to be impacted
by the competitive markets in Ohio, Duke Energy has been
successful in preserving margin for its shareholders through Duke
Energy Retail Sales, LLC (Duke Energy Retail). Retail customer
switching levels increased to approximately 65% at December 31,
2010 from approximately 40% at December 31, 2009. However,
through Duke Energy Retail, Commercial Power acquired
approximately 60% of the switched Joad by offering customers a
choice between discounts to the Electric Security Plan (ESP) price or
fixed price per KWh arrangements. When factoring in the Duke
Energy Retail activity, Commercial Power's net customer switching
was approximately 26% at December 31, 2010 compared to 15%
at December 31, 2009, although those customers acquired by Duke
Energy Retail were at lower margins than customers served under the
ESP. Additionally, Duke Energy Retalt has been successful in
acquiring new customers outside Commercial Power's ESP load
territory. :

On Novernber 15, 2010, Duke Energy Ohiio filed for approval of
its next Standard Service Offer (SSO) to replace the exdisting ESP that
expires on December 31, 2011. The filing secks approval of a
Market Rate Offer (MRO) through which generation supply is
ultimately procured through a competitive solicitation format.

Investing in Renewable Energy.

During 2010 Commercial Power added 267 net MW of
renewable energy generation capacity, including Duke Energy’s first
operating solar projects, bringing its total operating renewable energy
generation capacity to 1,002 net MW. Commercial Power invested
$290 mitlion, net of grants, in its renewable energy construction
program in 2010.
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Non-Core Businesses.

in December 2010, Duke Energy compieted the formation of a
joint venture for DukeNet Communications, LLC {DukeNet) with
investment funds managed by Alinda Capital Partners LLC (Alinda)
and the clasing of a $150 million senior secured credit for DukeNet,
Alinda acquired a 50% interest in DukeNet in exchange for $137
million of cash. The new five-year credit facility will provide DukeMNet
with capital for continued expansion of its telecommunications
network, future acquisitions and general corporate pumposes. Duke
Energy recorded a pre-tax gain of $139 million related ta the
disposition of Duke Energy’s 50% interest in DukeNet, as well as the
re-measurement to fair value of Duke Energy’s retained
nen-controlling interest.

In December 2010, Duke Energy completed the sale of its 30%
equity investment in Q-Comm Corporation (Q-Comm) to Windstream
Corp. (Windstream). The sale resulted in $165 million in net
praceeds, including $83 million of Windstream common shares and
a $109 million pre-tax gain.

Duke Energy Objectives — 2011 and beyond.

Duke Energy will focus on obtaining approval of the merger with
Progress Energy, continued modemization of infrastructure, executing
on rate case filings, cost control efforts and achieving a constructive
outcome to the $SO fiting in Ohio.

Obtaining Approval of the Merger with Progress Energy.

Completion of the merger is conditioned upen, among other
things, shareholder approval of both companies as well as expiration
or termination of any applicable waiting period under the Hart-Scott-
Redino Antitrust Improvernents Act of 1976 and approval to the
extent required by the FERC, FCC, NCUC, PSCSC, FPSC, PUCO,
IURC, KPSC and the NRC. Duke Energy plans to file a registration
staternent on Form S-4 during the first quarker of 2011 and expects
shareholder meetings for both Duke Energy and Progress Energy to
be held in the second or third quarter of 2011. Duke Enengy will file
merger applications with the NCUC, and KPSC during the first
quarter of 2011. FERC and NRC filings will be made during the first
guarter of 2011, Duke Energy will file for approval of combined
operational control of generation facilities with the PSCSC in the third
guarter of 2011. Cther required filings are expected to be made
during the second quarter of 201 1. Duke Energy anticipates all
necessary approvals will be obtained by the end of 2011, however
no assurances can be given as to the timing of the satisfaction of all
closing conditions or that all required approvals will be received.

Planned and Potential Rate Cases.

The majority of future eamings are anticipated to be contributed
from U.5. Franchised Elactric and Gas (USFE&G), which consists of
Duke Energy's regulated businesses that currently own a capacity of
approximately 27,000 MW of generation. The regulated generation
portfolio consists of a mix of coal, nuclear, natural gas and
hydroelectric generation, with the substantial majority of all of the
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sales of electricity coming from coal and nuclear generation facilities.
The rate case outcomes reached in the various jurisdictions in 2009
will continue o have a positive impact on USFE&G's eamings.

Duke Energy Carolinas plans to file rate cases in North Carolina
and South Carolina during 2011 and 2012. Dulte Energy Indiana
prans to file a rate case in 2012, Duke Energy Ohio is evaluating the
need for electric distribution and gas rate cases in 2011 or 2012,
Duke Energy Kentucky is evaluating the need for'an electric rate case
in 2011. These planned rates cases are needed 1o recover
investments in Duke Energy's ongoing infrastructisre modemization
projects and operating costs. Planning for and obtaining favorable
outcomes from these regulatory proceedings are a key factor in
achieving Duke Energy’s long-term growth assumptions.

Continued Modemization of Infrastructure.

Duke Energy anticipates total capital expenditures of $4.5 billion
to $5 billion in 2011. The maijority of this amount is expected to be
spent on committed projects, inciuding base loadl power plants to
meet long-term growth in customer demand and to modemize the
generation fleet, ongoing environmenttal projects, and nuclear fuel.
Approximately $2 billion to $2.3 hillion of these expenditures are
principally related to Duke Energy’s ongoing generation fleet
modernization projects. Duke Energy is committed to adding base
load capacity at a reasonable price while modemizing the current
generation facilities by replacing older, less efficient plants with
cleaner, more efficient plants. Duke Energy wilt continue to focus on
managing costs related to the Edwardsport IGCC.and will work for a
constructive outcome related to the cost increaseiproceedings. In
addition to its ongoing Edwardsport IGCC plant, Cliffside Unit 6 and
Buck and Dan River gas-fired generation projects, Duke Energy Is
evaluating the potential construction of the William States Lee Hi
nuclear power plant in Cherokee County, South Carolina. As these
major generation fleet modemization projects are completed in 2011
and 2012 the level of capital spending related to. system growth will
begin to decline. This will provide Duke Energy with the ability to
direct capital to environmental projects where it estimates that it
ocould spend as much as $5 billion over the next ten years.

As the majority of Duke Energy’s anticipated future capitai
expenditures are refated to its regulated operatiors, a risk fo Duke
Energy is the ability to recover costs related to suth expansion ina
timely manner. Energy legislation passed in North Carolina and South
Carolina in 2007 provides, among other things, mechanisms for
Duke Energy to recover financing costs for new nuclear or coal base
load generation during the construction phase. Duke Energy has
received approval for nearly $260 million of future federal tax credits
related 1o costs to be incurred for the modemization of Clifiside
Unit 6, as well as the IGCC plant in Indiana, In addition, Duke
Energy has received general assurances from the NCUC that the
North Carolina allocable portion of development costs associated with
the William States Lee lil nuclear station wili be recoverable thmugh a
future rate case proceeding as jong as the costs are desmed prudent
and reasonable. Through several separate orders, the NCUC and
PSCSC have deemed Duke Energy’s decision t0 mcur project
development and pre-construction costs for the project as reasonable
and prudent through December 31, 2009 and up to an aggregate
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maximurn amount of $230 million. On November 15, 2010 and
January 7, 2011, Duke Energy filed amended project development
applications with the NCUC and PSCSC, respectively. These
applications request approval of Duke Energy’s decision to continue
to incur project development and pre-construction costs for the
project through December 31, 2013 and up to $459 million. Duke
Energy does not anticipate beginning construction of the proposed
nuclear power plant without adequate assurance of cost recovery
from the state fegislators or regulators, Duke Energy is seeking joint
venture partners for the William States Lee I Nuclear Station by
issuing options to purchase an ownership interest in the plant.

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

Cast Control Efforts.

Since the heginning of the economic dowrturm in 2007, Duke
Energy was successful in holding aperations and maintenance
expenses, net of deferrals and cost recovery riders, flat through 2009.
However, the record temperatures and related high load demands
experienced during 2010 resulted in an increase in Duke Energy's
operations and maintenance expenses, net of deferals and cost
recavery riders, in 2010. Duke Energy expects continued costs
pressures in 2011 due to additional maintenance expenses related to
new assets, additional planned outages at nuclear stations, employee
benefit costs and inflation. As a result of these pressures, Duke
Energy expects operations and maintenance expenses, net of
deferrals and cost recovery riders, to increase in 2011. Duke Energy
expects the increase to be modest from the beginning of the
economic downtum in 2007.

Ohio SSO filing.

The current regulatory environment in Chio makes it difficult for
Duke Energy to reduce risk and eamn consistent, reasonable retums
on its primarily coal-fired generation portfolio in Ohio. Duke Energy
believes its MRO filing best positions its primarily coal-fired generation
portfolio in Ohio for the long-term under the current regulatory
construct. Duke Energy's proposed MRO provides the flexibility to
deliver competitive and fair rates to customers, provides mechanisms
to earn more adequate retums on investments in Ohio, and better
balances risks and rewards to encourage future investments in Ohio.
On February 23, 2011, the PUCQ stated that Duke Energy Ohio did
not file an application for a five-year MRO as required under Ohio
statute. As a result, the PUCO ardered that the case cannot procesd
as filed. Duke Energy Ohio is evaluating its options and plans o file a
revised SSC in early second quarter of 2011. In conjunction with the
initiat MRO filing, Duke Energy plans to file a request to transfer the
primarily coal-fired generation portfolio to an affiliate of Duke Energy
Ohie in order to provide more flexibility around those assets in the
future.
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Economic Factors for Duke Energy’s Business.

Duke Energy’s business model pravides diversification between
stable regulated businesses like USFE&G, and the traditionally higher-
growth businesses like the unregulated portion of Commercial
Power's operations and Intemational Energy. Duke Energy's
businesses can be negatively affected by sustained dowrtums or
sluggishness in the economy, including low market prices of
commodities, all of which are beyond Duke Energy’s control, and
could impair Duke Energy's ability to meet its goals for 2011 and
beyond. ‘

Declines in demand for electricity as a result of economic
downtums reduce overall electricity sales and have the potential to
iessen Duke Energy’s cash flows, especially as industrial customers
reduce production and, thus, consumption of electricity. A weakening
economy could also impact Duke Energy's custormer's ability to pay,
causing increased delinquencies, slowing collections and lead to
higher than normal levels of accounts receivabiles, bad debts and
financing requirements. A portion of USFERG business risk is
mitigated by its regulated allowable rates of return and recovery of fuel
costs under fuel adjustment clauses. The curent ESP in Ohio, which
expires in December 2011, also helps mitigate a portion of the risk
associated with certain portions of Commercial Power's generation
operations by providing mechanisms for recovery of certain costs
associated with, among other things, fuel and purchased paower for
ESP load customers.

If negative market conditions should persist over time and
estimated cash flows over the lives of Duke Energy's individual
assets, inchuding goodwill, do not exceed the camying value of those
individual assets, asset impairments may occur:in the future under

. existing accounting rules and diminish results of aperations. A change

in management's intent about the use of individual assets (held for
use versus held for sate) could also result in impairments or losses.

Duke Energy's 2011 goals can also be substantially at risk due
o the regulation of its businesses. Duke Energy's businesses in the
U.S. are subject to regulation on the federal and state level.
Regulations, applicable 1o the electric power indusiry, have a
significant impact on the nature of the businesses and the manner in
which they operate. As noted above, Duke Energy plans to file
various rate cases during 2011 and 201 2. In addition, Duke Energy
Indiana file a motion with the IURC proposing an updated procedural
schedule to address various pending matters related to the
Edwardsport IGCC. The outcome of any one or combination of these
proceedings could have a significant impact on:Duke Energy's
earnings. New legislation and changes fo regulations are ongoing,
including articipated carbon legislation, and Duke Enesgy cannot
predict the future course of changes in the regulatory or poiitical
environment or the ulimate effect that any such future changes will
have on its business. '

Duke Energy’s eamings are impacted by fluctuations in
commodity prices. Exposure to commodity prices generates higher
eamings volatility in the unregulated businesses. To mitigate these
risks, Duke Energy enters into derivative instruments to effectively
hedge some, but not all, known exposures.



PART Il

Additionally, Duke Energy’s investments and projects located
outside of the United States expose Duke Energy to risks related to
laws of other countries, taxes, econcimic conditions, fluctuations in
cumency rates, political conditions and policies of foreign
govermments. Changes in these factors are difficult to predict and may
impact Duke Energy’s future results.

Duke Energy afso refies on access to both shart-term money
markets and longer-term capital markets as a source of liguidity for

capital requirerments not met by cash flow from operations. An
inability to access capital at competitive rates or at all could adversely
affect Duke Energy's ability to implement its strategy. Market
disruptions or a downgrade of Duke Energy’s credit rating may
increase its cost of borrowing or adversely affect its ability to access
one or more sources of liquidity. For further inforrmation related to
management's assessment of Duke Energy’s risk factors, see

Item 1A, “Risk Factors.” :

RESULTS OF OPERATIONS
Years ended Decomber 31,

Variance Varlance

2010 vs. 2009 vs,
{in miltions) 2010 2009 2009 2008 2008
Operating revenues $14272 $12,731  $1,541 $13,207 $(476)
Operating expenses 11,964 10,518 1446 10,765 (247}
Gains an sales of other assets and other, net 153 36 117 69 (33
Operating income 2,461 2,249 212 2,511 (262)
Other income and expenses, net 589 333 256 121 212
Interest expense 840 751 89 741 10
Income from continuing operations before income taxes 2,210 1,831 379 1,891 (60)
Income tax expense from continuing operations 890 758 132 616 142
Income from continuing operations 1,320 1,073 247 1,275 (202)
Income from discontinued operations, nat of tax 3 12 (1)} 16 (4
Incorne before extraordinary items 1,323 1,085 238 1,291 (206)
Extraordinary items, net of tax —_ — — 67 67
Net income 1,323 1,085 238 1,358 (273)
Less: Net (loss} income attributable to noncontrolling interests 3 10 ) (L) 14
Net income attributable to Duke Energy Corporation $1320 $1075 $ 245 $ 1,362 $(287)

Consolidated Operating Revenues

Year Ended December 31, 2010 as Compared lo
December 31, 2009. Consolidated operating revenues for 2010
increased $1,541 million compared to 2009. This change was
primarily driven by the following:

* A $1,164 million increase at USFERG. See Operating
Revenue discussion within “Segment Results” for USFE&G
below for further information;

* A $334 million increase at Commercial Power. See Operating
Revenue discussion within “Segment Resulis” for Commercial
Power below for further information; and

* A $46 million increase at Imernational Enesgy. See Operating
Revenue discussion within “Segrment Results” for International
Energy befow for further information.

Year Ended December 31, 2009 as Compared fo
December 31, 2008. Consolidated operating revenues for 2009
decreased $476 million compared to 2008. This change was
primarity driven by the following:

* A $726 million decrease at USFE&G. See Operating Revenue
discussion within “Segment Results” for USFE&G below for
further inforrmation; and
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« A $27 million decrease at international Energy. See Operating
Revenue discussion within “Segment Results™ for International
Energy below for further information.

Partially offsetting these increases was:

« A $288 million increase at Commercial Power. See Operating
Revenue discussion within “Segment Results” for Commercial
Power below for further information.

Consolidated Operating Expenses

Year Ended Decemnber 31, 2010 as Compared fo
December 31, 2009. Consolidated operating expenses for 2010
increased $1,446 million compared to 2009. This change was
driven primarily by the foliowing:

» A $624 mitlion increase at USFESG. See Operating Expense
discussion within “Segment Results” for USFE&G below for
further information;

= A $576 million increase at Commercial Power. See Operating
Expense discussion within “Segment Results” for Commercial
Power betow for further information; and -

* A $267 million increase at Other. See Operating Expense

discussion within “Segment Resulis” for Other below for
further information.
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Partially offsetting these increases was:

= A $28 million decrease at International Energy. See Operating
Expense discussion within “Segment Results” for International
Energy below for further information.

Year Ended December 31, 2009 as Compared to
Dacember 31, 2008. Consolidated operating expenses for 2009
decreased $247 million compared to 2008. This change was driven
primarily by the following:

» A $626 millicn decrease at USFE&G. See Operating Expense
discussion within “Segment Resuits” for USFE&G below for
further information;

* A $65 million decrease at International Energy. See Operating
Expense discussion within “Segment Results” for Intemational
Energy below for further information; and

» A $40 million decrease at Other, See Operating Expense
discussion within “Segment Resulis” for Other below for
further information.

Partially offsetting these decreases was:

= A $489 million increase at Commercial Power, which
includes $413 miltion of impairment chaiges in 2009
primarily related to a goodwill impairment charge associated
with the non-regulated generation operations in the Micwest.
See Operating Expense discussion within “Segment Results”
for Commercial Power below for further information.

Consolidated Gains on Sales of Other Assets and Other, net

Consalidated gains on sales of other assets and other, net was a
gain of $153 million, $36 million and $69 million in 201Q, 2008
and 2008, respectively. The gains in 2010 are primarily due to the
$139 million gain fram the sale of a 50% ownership interest in
DukeNet in the fourth quarter of 2010. The gains for 2009 and
2008 relate primarily to sales of erission allowances by USFE&G
and Commercial Power.

Consolidated Operating Income

Year Ended December 31, 2010 as Compared to
December 31, 2009. For 2010, consolidated operating income
increased $212 million compared to 2009. Drivers to opefating
income are discussed above,

Year Ended December 31, 2009 as Compared to
December 31, 2008. For 2009, consolidated operating income
decreased $262 million compared 1o 2008. Drivers to operating
income are discussed above,

Consolidated Other Income and Expenses, nét

Year Ended December 31, 2010 as Compared to
December 31, 2009. For 2010, consolidated other income and
expenses increased $256 million compared to 2009. This increase
was primarily due to the $109 million gain on the sale of Duke
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Energy's ownership interest in Q-Comm in the fourth quarter of
2010, a higher equity component of allowance for funds used during
construction (AFUDC) of $81 million due to additional capital
spending for ongoing construction projects, increased equity earnings
of $46 million primarity from International Energy's investment in
National Methano! Company (NMC) and the absence of 2009 losses
from its investrment in Attiki Gas Supply S.A. (Attiki) and a $26
million charge in 2009 associated with certain performance
guarantees Duke Energy had issued on behalf of the Crescent JV
(Crescent). ‘

Year Ended December 31, 2009 as Compared to
December 31, 2008. For 2009, consolidated other incorme and
expenses increased $212 million compared to 2008. This increase
was primarily driven by an increase in eguity eamings of $172
million due mostly to impairment charges recorded by Crescent in
2008, of which Duke Energy's proportionate share was $238
million, partially offset by decreased equity eamirigs from
International Energy of $55 milkion primarily related to lower
contributions from its investrment in National Methanol Company
{NMC} and losses from its invesiment in Attiki. Also, the
mark-to-market and investment income on invesiments that support
benefit obligations within the captive insurance investment portfolio
increased $45 million as a result of gains in 2008 compared to
Iosses in 2008. Additionalty, foreign exchange impacts resulted in an
increase of $43 million due to favorable foreign exchange rates.
Partially offsctting these increases was decreased interest income of
$53 million due primarity o lower average cash and short-term
investment balances, a $26 million charge in 2009 related to certain
performance guarantees Duke Energy had issued on behalf of
Crescent and an $18 million impairment charge in 2009 to write
down the canying value of International Energy’s investment in Attiki
o its fair value.

Consolidated Interest Expense

Year Ended December 31, 2010 as Compared to
December 31, 2009. Consolidated interest expense increased
429 million in 2010 as compared to 2009. This increase is primarily
athibutable to higher debt balances, partially offset by 2 higher debt
component of AFUDC due to increased spending on capital projects
and lower interest expense related 1o income taxss.

Year Ended December 31, 2009 as Compared o
December 31, 2008. Consolidated irferest expense increased
$10 million in 2009 as compared o 2008. This increase is primarily
attributable 10 higher debt balances, partially offset by lower average
interest rates on floating rate debt and commercial paper balances.

Consclidated Income Tax Expense from Continging Operations

Year Ended December 31, 2010 as Compared o
Decermnber 31, 2009. For 2010, consolidated income tax expense
from continuing operations increased $132 mitlion compared o
2009, primarily due to the increase in pre-tax income. The effective
1ax rate for the year ended December 31, 2010 was 40% compared
10 41% for the year ended December 31, 2009, The effective tax
rates for both 2010 and 2009 reflect the effect of goodwill
impairments, which are non-deductible for tax purposes.
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Year Ended December 31, 2009 as Compared io
December 31, 2008. For 2009, consolidated income tax expense
from continuing operations increased $142 million compared to
2008. Although pre-tax income was lower in 2009 compared to
2008, the effective tax rate for the year ended December 31, 2009
was 41% compared to 33% for the year ended December 31, 2008
due primarily to a $371 million non-deductible goodwill impairment
charge in 2009,

Consolidated Income from Discontinued Operations, net of tax

Consolidated incorme from discontinued operations was income
of $3 million, $12 million and $16 million for 2010, 2009 and
2008, respectively. The 2008 amount is primarily comprisad of
Commercial Power's sale of its 480 MW natural gas-fired peaking
generating station located near Brownsville, Tennessee to Tennessee
Valley Authority, which resufted in a $15 miltion after-tax gain,

Extraordinary ltem, net of tax

The reapplication of regulatory accounting treatment to certain of
Commercial Power's operations on December 17, 2008 resuited in a
$67 millicn after-tax ($103 million pre-tax) extraordinary gain related
to total mark-to-market losses previously recorded in eamings
associated with open forward native load economic hedge contracts
for fuel, purchased power and emission allowances, which the ESP
allows to be recovered through a fuel and purchased power rider.
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Segment Results

Management evaluates segment performance based on
earnings before interest and taxes from continuing operations
{excluding certain allocated corporate govemnance costs), after
deducting amounts attributable to noncontrolling interests 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 amounts attributable 10 noncontrolling interests related o
those profits. Cash, cash equivalents and short-term investments are
managed centrally by Duke Energy, so interest and dividend income
on those balances, as weli as gains and losses on remeasurement of
foreign cumency denominated balances, are excluded from the
segments’ EBIT. 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 Energy’s ownership
interest in operations without regard to financing methaods or capital
structures. '

See Note 2 to the Consolidated Financial Statements, “Buisiness
Segments,” for a discussion of Duke Energy’s segment structure,
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Duke Energy's segment EBIT may not be comparable to a similarty tiled 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 .
Years Ended December 31,

Varante Varlance

2010 vs. 2009 vs.
{in millions) 2010 2009 2009 2008 2008
U.5. Franchisad Electric and Gas $2966 $2,321 $645 | $2,398 $ N
Commercial Power (229) 27 (256) ° 264 {231
inemational Energy 486 365 121 411 (46)
Total reportatye segment EBIT 3223 273 510 & 3,073 (360)
Other {255) (251) (4} (568} 317
Total repottable segment EBIT and ather 2968 2462 5068 = 2,505 (43)
Interest expense {840 (751) (89} (741) 10
Interest income and other® 64 102 (38) 117 {15}
Add back of noncontrolling interest component of reportable segment and Other EBIT 18 — 10 8
Consolidated earnings from continuing operations before income taxes $2,210 $1.83L $379 $1.891 $ (60}

() Other withir Interest income and other includes foreign cusency transaction gains and osses and additional roncontrolling interest amourts not allocated i eporatie segment and

Other EBIT.

Noncontrolling interest amounts presented below includes only expenses and benefits related to EBIT of Duke Energy’s joint ventures. It
does not include the noncentrolling interast component refated to inferest and taxes of the joint ventures.
Segment EBIT, as discussed below, includes intercompany revenues and expenses that are eliminated in the Consolidated Financial

Statements.

U.S. Franchised Electric and Gas

U.S. Franchised Electric and Gas includes the regulated operations of Duke Energy Carolinas, Duke Energy Indiana and Duke Energy

Kentucky and certain regulated operations of Duke Energy Ohio.

Years Ended December 31,

Variance Vaslance

2010 vs. 2008 vs.
{in millions, except where noted) 2010 2008 2008 2008 2008
Operating revenues $10,597 $ 9,433 $1,164 $10,159 % (726}
Operating expenses 7,887 7,263 624 = 7889 (626}
Gains on sales of other assets and other, net 5 20 (18) 6 14
Operating income 2,715 2,190 525 2,276 (86)
Other income and expenses, net 251 131 120 122 9
EBIT $ 296 $ 2321 $ 645 $2398 3 (77
Duke Energy Carolinas’ GWh sales® 85,441 79,830 5611 85,476 (5,646)
Duke Energy Midwest's GWh salesia® 60,418 56,753 3665 62523 (5,770)
Net proporional MW capacity in operationt® 26,869 26957 (88) - 27,438 (481)

(@ Gigawatt-hours [Gwh).

() Duke Energy Oklo (Ohio transmission and ciistribution only), Duke Energy Indiana and Duke Energy Kentucky collectively referred to as Duke Energy Midwest within this USFE&G

segment discussion,
) Megawatt (MW).
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The following table shows the percent changes in GWh sales
and average number of customers for Duke Energy Carolinas, The
below percentages represent billed sales only for the periods
presented and are not weather normalized.

increase (decrease} over prior year 2010 2009 2008
Residential sales@ 102% (0.2)% ©.5%
General service salest! 37% (1L.1)% (05)%
Industrial sales@ 74% (152)% ((B.3)%
Wholesale power sales 122% (3E1.6% 11.9%
Total Duke Energy Carolinas’ salest 70% (6.6% (1.3)%
Average number of customers 05% 05% 15%

(@) Major components of Duke Energy Carolinas’ retail sales.

(b) Consists of all components of Duke Enengy Carolinas’ sales, incluging retail sates, and
whalesale sales to incomoerated municipalities and to public and privake utilities and
power rmarketers,

The following table shows the percent changes in GWh sales
and average number of customers for Duke Energy Midwest. The
below percentages represent billed sales only for the periods
presented and are not weather normalized.

Increase (decrease) over prior year 2010 2009 2008
Residential sales@ 82% (4.3)% ((3.0%
General service sales® 2.7% (35% (1.2)%
Industrial sales@ 104% (15.0)% (65)%
Wholesale power sales 2.1% (208)% 1.5%
Total Duke Energy Midwest's salest 65% (9.2% (3.2)%
Average number of customers 04% (03% 03%

(@) Major components of Duke Energy Midwest's relail sales,

(b) Consists of all components of Duke Energy Midwest's sales, including retail saies, and
wholesale sales to incomorated municipalities and to public ard private utilities and
power marketers,

Year Ended December 31, 2010 as Compared to December 31,
2009

Operating Revenues,
The increase was driven primarily by:

* A $374 million increase in net retail pricing and rate riders
primarily due to new retail base rates implemented in North
Carolina and South Caralina in the first quarter of 2010
resulting from the 2009 rate cases, an Ohio electric
distribution rate increase in July 2009, and a Kentucky gas
rate increase in January 2010;

* A $308 million increase in sales to retail customers due to
favorable weather conditions in 2010 compared to 2009. For
the Carolinas and Midwest, weather statistics for both heating
degree days and cooling degree days in 2010 were favorable
compared to 2009. The year 2010 had the most cooling
degree days on record in the Duke Energy Caralinas’ service
area (dating back to 1961);

» A $282 million increase in fuel revenues (including emission
allowances} driven primarily by increased demand from
electric retail customers resulting from favorable weather
conditions, and higher fuel rates for electric retail customers in
North Carolina, partially offset by lower fuel rates for electric
retail customers in the Midwest and South Caroling, and lower
natural gas fuef rates in Ohio and Kentucky. Fuel revenues
represent sales to retail and wholesale customers;
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« A $54 million net increase in wholesale power reverues, net
of sharing, primarily due to increases in charges for capacity,
increased sales volumes due to weather conditions in 2010
and the addition of new customers served under fong-term
contracts; and

» A $40 million increase in weather adjusted sales volumes o
electric retail customers reflecting increased demand, primarily
in the industrial sector, and slight growth in the number of
residential and general service electric customers in the
USFE&G service temitory. The number of electric residential
custorers in 2010 has increased by approximately 10,000 in
the Carolinas and by approximately 7,000 in the Midwest
compared to 2009. ’

Operating Expenses.
The increase was driven primarily by:

« A $315 million increase in fuel expenses (including purchased
power and natural gas purchases for resale) primarily due to
higher volume of coal and gas used in eléctric generation
resulting from favorable weather conditions, and highet coal
prices, partially offset by lower natural gas prices to full-service
retail customers;

* A $162 million increase in operating and maintenance
expenses primarily due to costs related to: the implementation
of the save-a-watt program, higher custormer service
operations costs, higher benefit casts, higher nuclear, power
and gas delivery maintenance costs, higher outage costs at
fossil generation stations, and the disallowance in 2010 of a
portion of previously deferred costs in Ohio related to the 2008
Hurricane Ike wind storm, partially offset by overall lower
storm costs, inciuding the establishment of a regulatory asset
for defer previously recognized costs related to an ice storm in
Indiana in early 2009;

A $96 miltion increase in depreciation and amortization due
primarily 10 increases in depreciation as & result of additional
capital spending and amortization of reguilatory assets; and

* A $44 million disaliowance charge related to the Edwardsport
IGCC plant that is cumently under construction. See Note 4 to
the Consolidated Financial Statements, " Regulatory Matters,”
for additional information.

Gains on Sales of Other Assels and Other, nel.

The decrease is attributable primarily to lower net gains on sales
of emission allowances in 2010 compared to 2009,

Other income and Expenses, nel.

The increase resulted primarily from a higher equity component
of AFUDC from additional capital spending for increased construction
expenditures related to new generation and higher deferred refims.

EBIT.

As discussed above, the increase resulted primarily from overall
net higher retail pricing and rate riders, favorabla weather, higher
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equity component of AFUDC, higher wholesale power revenues, and
higher weather adjusted sales volumes. These positive impacts were
partially offset by higher operating and maintenance expenses,
increased depreciation and amortization, and the disallowance
charge related to the Edwardsport IGCC plant that is currently under
construction,

Matters impacting Future U.S. Franchised Electric and Gas
Results

Resuits of USFE&G are impacted by the completion of its major
generation fleet modernization projects. See Note 4 to the
Consolidated Financial Statements, “Regulatory Matters,” for a
discussion of the significant increase in the estimated cost of the 618
MW integrated gasification combined cycle (IGCC}) plant at Duke
Energy Indiana's Edwardsport Generating Station,

Duke Energy Carolinas plans to file rate cases in North Carolina
and South Carolina during 2011 and 2012. Duke Energy Indiana
plans to file a rate case in 2012. Duke Energy Ohio is evaluating the
need for electric distribution and gas rate cases in 2011 or 2012.
Duke Energy Kentucky is evaluating the need for an eleciric rate case
in 201 1. These planned rates cases are needed to recover
investments in Duke Energy’s ongoing infrastructure modernization
projects and operating costs. USFE&G's eamings could be adversely
impacted if any of these rate cases are denied or delayed by the
various state regulatory commissions,

USFE&G evaluates the carrying amount of its recorded goodwill
far impairment on an annual basis as of August 31 and performs
interim impairment tests if a triggering event occurs that indicates it is
more likely than not that the fair value of a reporting unit is less than
its carmying value, For further information on key assumptions that
impact USFE&G's goodwill impairment assessments, see “Critical
Accounting Policy for Goodwitl Impairment Assessments”, As of the
August 31 impairment analysis, the fair vaiue of the Ohio
Transmission and Distribution (Ohio T&D) reporting unit exceeded its
carying value at Duke Energy, therefore no goodwilt impairment
charge was recorded. However, the fair value of the Ohia T&D
reporting unit, which has a goodwill batance of $700 million as of
December 31, 2010, exceeded its carrying value by less than 15%.
Management is continuing to monitor the impact of recent market
and economic events to determing if it is more likely than not that the
carrying value of the Chio T&D reporting unit has been impaired,
Should any such triggering events or circumstances occur in 2011
that would more likely than not reduce the fair vaiue of the Ohio T&D
reporting unit below its camying value, management would again
perform an interim impairment test of the Ohio T&D goodwill and it is
possible that a goodwill impairment charge could be recorded as a
result of this test. Potential circumstances that could have a negative
effect on the fair value of the Ohio T&D reporting unit include
additional declines in load volume forecasts, changes in the weighted
average cost of capital (WACC) and the equity valuations of peer
companies, changes in the timing and/or recovery of and on
investments in SmartGrid technology, and the success of future rate
case filings.
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Year Ended December 31, 2009 as Compared to December 31,
2008 :

Operating Revenues.
The decrease was driven primarily by:

» A $536 million decrease in fuel revenues {including emission
allowances} driven primarily by decreased demangd from retail
and near-term wholesale customers and lower natural gas fuel
rates primarily in Ohio and Kentucky, partially offset by higher
fuel rates for electric retail customers, Fuet revenues represent
sales to both retail and wholesale customers;

= A $117 million decrease due o lower wesather normatized
sales volumes to retail customers largaly reflecting the overall
declining economic conditions in 2008, which primarily
impacted the industrial sector;

= A $63 million decrease in GWh and thousand cubic feet (Mcf)
sales to retail customers due to overall milder weather
conditions in 2009 compared to 2008, Weather statistics for
heating degree days in 2009 were unfavarable in the Midwest
but favorable in the Carolinas compared to 2008. Weather
statistics for cooling degree days in 2009 were unfavorable in
hoth the Midwest and Carolinas compared to 2008; and

» A $30 million net decrease in wholesale power revenues, net
of sharing, primarily due to decreased sales volumes and
lower prices on near-term sales as a result of weak market
conditions, partially offset by higher prices and increased sales
volumes to customers served under certain long-term
contracts.

Partially offsetting these decreases was:

« A $31 million net increase in retail rates and rate riders
primarily due to increases in recoveries of Duke Energy
Indiana’s environmental compliance costs and the IGCC rider,
patially offset by the expiration of the one-time increment rider
refated to merger savings that was incdluded in North Carclina
retail rates in 2008.

Operating Expenses.
The decrease was driven primarily by:

* A $541 million decrease in fued expense (induding purchased
power and natural gas purchases for resale) primarily due to a
ower volume of coal used in electric generation, lower prices
and volumes for natural gas purchased for resale and used in
electric generation and reduced purchased power, partially
offset by higher coal prices; :

« A $71 million decrease in operating and mainenanca
expenses primarily due 1o lower scheduled outage and
maintenance costs at nuclear and fossil generating stations,
lower power and gas delivery maintenance and decreased
capacity costs due to the expiration of certain drought
mitigation contracts in 2008, partially offsit by higher benefits
costs; and ' :
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+ A $36 million decrease in depreciation and amortization due
primarily to lower depreciation rates in the Carolings, partially
offset by increases in depreciation due primarily to additional
capital spending.

Partially offsetting these decreases was:

* A $22 million increase in property and other taxes due
primarily to normal increases.

Gains on Sales of Other Assets and Other, net.

The increase is primarily due to gains on the sale of nitrogen
oxide {NQ,} emission allowances in 2009.

Other income and Expenses, net,

The increase is due primarily to a higher equity component of
AFUDC eamed from additional capital spending for ongoing
construction projects, partially offset by a favorable 2008 IURC
ruling. '

EBIT.

The decrease resulted primarily from lower weather adjusted
sales volumes, milder weather, lower wholesale power revenues,
higher benefits costs and higher property and other taxes. These
negative impacts were partially offset by decreased operation and
maintenance costs as a result of lower outage and maintenance
costs, lower depreciation rates in the Carolinas and overall net higher
rates and rate riders.

Commercial Power
Years Ended December 31,

Variance Variance

2010w, 2009 vs.
(in millions, except where noted) 2010 2009 2009 - 2008 2008
Operating Tevenues $2448 $ 2114 % 334 $ 1826 % 288
Operating expenses 2,710 2,134 576 1,645 489
Gains on sales of other assets and other, net 6 12 {6) 59 47
Qperating incomeg (256) 8 (248) 240 (248)
Other income and expenses, net 35 35 — 24 11
Expense attributable to noncontrolling interests 8 — 8 - —
£BIT $ (229) $ 27 $(256) $ 264 $ (237)
Actual ptant production, GWh 23,754 26,962 1,792 20,199 6,763
Net proportional megawatt capacity In operation 8,272 8,005 267 7.641 364

Year Ended December 31, 2010 as compared to December 31,
2009

Operating Revenues.
The increase was primariiy driven by:

= A $294 miltion increase in wholesale electric revenues due to
higher generation volumes and pricing net of lower margin
eamed from participation in wholesale auctions;

= A $54 million increase in PJM Interconnection, LLC (PJM)
capacity revenues due to additional megawatts participating in
the auction and higher cleared auction pricing in 2010
compared to 2009;

= A $51 million increase in renewable generation revenues due
to additional wind generation facilities placed in service in
2010 ard a full year of operations for wind generation
facifities placed in service throughout 2009; and

» An $8 million increase in net mark-to-market revenues on
non-qualifying power and capacity hedge contracts, consisting
of mark-to-market gains of $6 million in 2010 compared to
losses of $2 million in 2009,
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Partially offsetting these increases was:

= A $67 million decrease in retail electric revenues resulting
from lower sales volumes driven by increased customer
switching levels net of weather and higher retail pricing under
the ESP in 2010.

Operaling Fxpenses.
The increase was primarily driven by-

* A $259 million increase in impainment charges consisting of
$672 million in 2010 compared to $413 million in 2009
related primarily to goodwill and generation assets associated
with non-regulated generation cperations in the Midwest. See
Note 12 to the Consolidated Financial Statemenits, “Goodwil,
Intangible Assets and Impairments,” for additional information;

» A $277 million increase in wholesale fuel expenses due to
higher generation volurnes and less favorable hedge
realizations in 2010 as compared to 2009;

= A $32 million increase in depreciation and administrative
expenses assoclated with wind projects placed in service and
the continued development of the renewable business in
2010; and :
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* A $70 million increase in operating expenses resulting from
the amortization of certain deferred plant maintenance
expenses and higher transmission casts in 2010 compared to
2009 net of lower administrative expenses;

Partially offsetting these increases was:

* An $85 million decrease in mark-to-market fuel expense on
non-qualifying fuel hedge contracts, consisting of
mark-to-market gains of $27 million in 2010 compared 1o
losses of $58 million in 2009; and

* A $14 million decrease in retail fuel and purchased power
expenses due 1o lower generation volumes net of higher
purchased power volumes in 2010 as compared to 2009,

Gains on Sales of Other Assets and Other, net.

The decrease in 2010 as compared to 2009 is attributable to
lower gains on sales of emission allowances in 2010.

£8fr.

The decrease is primarily attributable to higher impairmert
charges in 2010 associated with goodwill and generation assets of
the non-regulated generation operations in the Midwest, higher
operating expenses resulting from the amortization of certain deferred
plant maintenance expenses and higher transmission costs, and
lower retail revenues driven by customer switching. These factors
were partially offset by higher retail revenue pricing as a result of the
ESP, higher wholesale margins due to increased generation volumes
and PIM capacity revenues and mark-to-market gains on
non-qualifying fuel and pewer hedge contracts in 2010 compared
losses in 2009. :

Matters Impacting Future Commercial Power Results

Commercial Power's current strategy is focused on maintaining
its competitive position in Ohio, maximizing the retums and cash
flows from its current portfolio, as well as growing its non-regulated
renewable energy portfolio. Results for Commercial Power are
sensitive to changes in power supply, power demand, fuel and power
prices and weather, as well as dependent upon completion of
renewable energy construction projects and tax credits on renewable
energy production.

Continuing low commodity prices have put downward pressure
on power prices. The available capacity and lower prices have
provided opportunities for customers in Ohio to switch generation
suppliers. Competitive power suppliers are able to supply power to
current Commercial Power customers in Ghio and Commercial Power
experienced an increase in customer switching beginning in the
second quarter of 2009 which continued into 2010. As of
December 31, 2010, customer switching levels approximated 65%
of Commercial Power's Ohio retail load, The overall impacts of
customer switching could have a significant impact on Commercial
Power's results,

Commercial Power operates in Ohio under an ESP that expires
on Decemmber 31, 2011. On November 15, 2010, Duke Energy
Ohio filed for approval of its next Standard Servica Offer 1o repiace the
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existing ESP. The filing seeks approval of an MRO through which
generation supply is procured through a competitive solicitation
format, which could have a significant impact on Commercial
Power's generation fleet. Regardless of the outcome of the propased
MRO filing, as a result of the current Ohio regulatory environment,
Commercial Power's eamings after the expiration: of the current ESP
could be lower than current eamings as the pricing under any
Standard Service Offer amangement may reflect to some degree 2011
power prices, which are projected to be less than the power prices
that existed in 2008 when the current ESP was established.

Year Ended December 31, 2009 as compared to December 31,
2008

Operating Revenues.
The increase was primarily driven by:

* A $98 miliion increase in retail electric revenues resulting from
higher retail pricing principally refated to implementation of the
ESP in 2009 and the timing of fuel and purchased power
rider collections in 2008, net of lower sales volumes driven by
the economy and increased customer switching ievels;

= A $70 million increase in net mark-to-market revenues on
non-Gualifying power and capacity hedge contracts, consisting
of mark-to-market losses of $2 miltion in 2009 compared to
losses of $72 million in 2008; ‘

« A $68 million increase in revenues due  higher generation
volurnes and increased PJM capacity revenues from the
Midwest gas-fired assets in 2009 compared to 2008;

= A $48 million increase in wholesale electric revenues due to
higher generation volumes and hedge realization in 2009
compared to 2008 and margin eamed fram participation in
wholesale auctions in 2009; and '

+ A $25 million increase in wind generation revenues due to
commencement of operations of wind facllities in the third
quarter of 2008 and additional wind generation facilities
placed in service in 2009. '

Operating Expenses.
The increase was primarily driven by:

= A $413 millicn impairment charge primarily refated to

goodwilt associated with nen-regulated generation operations
in the Midwest;

* A $55 million increase in fuel expense due to mark-to-market
losses on non-qualifying fuel hedge conacts, consisting of
mark-to-market losses of $58 million in 2009 compared ©
losses of $3 million in 2008;

= A $44 million increase in depreciation and administrative
expenses associated with wind projects placed in service in
the third quarter of 2008 and throughout 2009, as well as the
continued development of the renewable business in 2009;
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* A $36 million increase in operating expenses resulting from
depreciation expense on environmental projects placed in
service in the second half of 2008 and higher plant
maintenance expenses resulting from increased plant outages
in 2009 compared to 2008;

* A $29 million increase in retail and wholesale fuel expense
due to higher purchased power expenses and higher long-term
confract prices and lower realized gains on fuel hedges in
2009 compared to 2008; and

* A $10 miliion increase in fuel and operating expenses for the
Midwest gas-fired assets primarily due to higher generation
volumes in 2009 compared to 2008, partially offsat by bad
debt reserves recorded in 2008 associated with the Lehman
Brothers bankruptcy.

Partially offsetting these increases was:

* An $82 million impairment of emission allowances due to the
invalidation of the Clean Air interstate Rule (CAIR) in July
2008.

Gains (Losses) on Sales of Other Assets and Other, net,

The decrease in 2009 compared to 2008 is attributable to
lower gains on sales of emission allowances,

Other Income and Expenses, net.

The increase in 2009 compared to 2008 is atfributable to
higher equity eamings of unconsolidated affiliates.in 2009 primarity
as a result of a full year of equity eamings from irvestments held by
Catamount Energy Corporation (Catamount). Catamourt, which is a
leading wind power company, was acquired in September 2008,
Partially offsetting this increase was a 2009 impairment charge to the
carnying value of an equity method investment.

EBIT.

The decrease Is primarily atiributable to higher impaiment
charges in 2009 primarily due to a goodwill impairment charge,
partially offset by a 2008 impainment charge related to emission
allowance, increased plant maintenance expenses and fewer gains
on sales of emission allowances. These factors were partially offset by
higher retait revenue pricing as a result of implementation of the: ESP,
higher margins from the Midwest gas-fired assets due to increased
generation volumes and PJM capacity revenues,

International Energy
Years Encled December 31,

Variance Variance

2010 vs. 2009 vs.
(in millions, except where noted} 2010 2009 2009 2008 2008
Operating revenues $1204 $ 1,158 $ 46 $1,18 % 2N
Operating expenses 806 =~ 8% (28} 899 (65)
(Losses) gains on sales of cther assets and other, net 3 — (3} 1 (1}
Operating income 395 324 71 287 37
Qther income and expenses, net 110 63 47 146 (83)
Expense attributable to noncontrolling interest 19 22 3 22 —_
EBIT $ 48 3 365 $121 & 411 % (46
Sales, GWh 19,504 19,978 (474 18,066 1,912
Net propertional megawatt capacity in operation 4,203 4,053 150 4018 35
Year Ended December 31, 2010 as Compared to December 31, Operating Expenses.

2009
Operating Revenues.
The increase was driven primarily by:

= A $105 million increase in Brazil due to favorable exchange
rates, higher average contract prices, and favorable hydrology.

Partially offsetting this increase was:

*+ A $54 million decrease in Central America due to lower
dispatch as a result of unfavorable hydrology, partially offset by
higher average prices.
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The decrease was driven primarily by:

« A $27 mitlion decrease in Central America due to lower fuei
consumption as a result of lower dispatch; and

= A $13 million decrease in general and administrative due to
lower legal, development, and labor costs.

Partially offsetting these decreases was:

« A $9 million increase in Peru due to highar hydrocarbon
royatty costs. '
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Other Income and Expenses, net,

The increase was driven by a $24 mitlion increase due to the
absence of 2009 losses from its investment in Attiki and a $23
miflion increase in equity eamings from NMC due to higher average
prices and methyl tertiary butyl ether (MTBE} volumes, partially offset
by higher butane costs.

EBIT.

The increase in EBIT was primarily due to favorable results in
Brazil, the absence of a provision recaorded in 2009 related to
transimission fees in Brazil, 2009 equity losses associated with Attiki,
higher equity eamings from NMC, and lower general and

administrative costs, partially offset by fower results in Central
America.

Year Ended December 31, 2009 as Compared o December 31,
2008

Operating Revenues.

The decrease was driven primarily by:

* A $41 million decrease in Peru due to unfavorable average
hydrocarbon and spot prices; and

= A $16 million decrease in Central America due to lower
average sales prices and lower dispatch in El Salvadar,

partially offset by favorable hydrology in Guatemala as a result
of difer weather.

Partially offsetting these decreases was:

* A $29 million increase in Ecuador due to higher dispatch as a

Opevating Expenses.
The decrease was driven primarily by:

« An $81 mitlion decrease in Peru due to bwer purchased
power costs, thermal generation and hydrocarbon royalty
costs; and

« A $55 million decrease in Central America due to lower fuel
costs.

Partially offsetting these decreases was:

+ A $31 million increase in Ecuador due 1o higher fued
consumption and the reversal of a bad debt allowance as a
result of collection of an arbitration award in the prior year;

» A $24 million increase in Brazil due to transmission cost
adjustments, partially offset by favorable exchange rates; and

* An $8 million increase in general and administrative expenses
due to reorganization costs and higher legal costs.

Other Income and Expenses, net.

The decrease was driven primarily by a $41 million decrease in
equity eamings at NMC as a result of lower pricing for both methanot
and MTBE, partially offset by lower butane costs, an $18 million
impairment of the investment in Attiki and $14 milion of decreased
equity eamings at Attiki due to lower margins and the absence of
prior year hedge income due to hedge contract terminations.

fesult of drier weather, EBIT. .

The decrease in EBIT was primarily due toower equily eamings
at NMC and Attiki, an impairment of the investrment in Attiki and
unfavorable exchange rates and transmission adjustments in Brazil,
partially offset by favorable hydrology in Brazil and Central America
and lower operating expenses in Pery.

Other
Years Ended Depember 31,

Variance. Varance

2010 vs, 2009 vs.
{in millions} 2010 2009 2009, 2008 2008
Operating revenues $118 $128 $ 310 $14 $ (®
Operating expenses 656 389 267 429 (40)
Gains on sales of other assets and other, net 145 4 i41 3 1
Operating income (393) (257 (138) (292) 35
Cther income and expenses, net 129 2 127 (288) 290
Benefit attributable to noncontrolling interest (9} 4) (5) {12 8

EBIT

$(255) $(251) 3 {4) $(568) $317
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Year Ended December 31, 2010 as Compared to December 31,
2009

Operating Expenses,

The increase was driven primarily by $172 million of employee
severance costs related to the 2010 voluntary severance plan and the
consolidation of certain corporate office functions from the Midwest to
Charlotte, North Carolina, donations of $56 million to the Duke
Energy Foundation, which is a nonprofit organization funded by Duke
Energy shareholders that makes charitable contributions to selected
nonprofits and government subdivisions and a liigation reserve.

Gains on safes of other assels and other, net.

The increase is primarily due to the $1.39 million gain from the
sale of a 50% ownership interest in DukeNet in the fourth quarter of
2010.

Other Income and Expenses, net.

The increase was due primarily to the sale of Duke Energy’s
ownership interest in Q-Cornm, and a 2009 charge related o certain
guarantees Duke Energy had fssued on behalf of Crescent,

EBIT,

As discussed above, the decrease was due primarily to
employee severance costs, donations to the Duke Energy Foundation
and a litigation reserve; partially offset by gains recognized on the sale
of a 50% ownership interest in DukeNet and the sale of Duke
Energy’s ownership interest in Q~Comm.

Matters Impacting Future Other Resulis

Duke Energy previously held an effective 50% Interest in
Crescent, which was Duke Energy's real estate joint venture that filed
for Chapter 11 bankruptcy protection in June 2003, On June 9,
2010, Crescent restructured and emerged from bankruptcy and Duke
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Energy forfelted its entire 50% ownership interest to Crescent debt
holders. This forfeiture caused Duke Energy to recognize its share of
the net tax loss in the second quarter of 2010. Aithough Crescent has
reorganized and emerged from bankrupicy with creditors owning alf
Crescent interest, there rermains uncertainty as to-the tax treatment
associated with the restructuring. Based on this uncertainty, it is
possible that Duke Energy could incur a future tax liability refated to
its inability to fully utilize tax losses associated with its partnership
interest in Crescent and the resolution of issues associated with
Crescent’s ermergence frorm bankrupicy.

Year Ended December 31, 2009 as Compared to December 31,
2008

Operating Income. ;

The increase was primarily due to faverable results at Duke
Energy Trading and Marketing {DETM} and Bison Insurance
Company Limited (Bison) and lower corporate casts, partially offset
by higher deferred compensation expense due to |mproved market
performance.

Other Income and Expenses, net.

The increase was due primarily to impairment charges recorded
by Crescent in 2008, for which Duke Energy’s proportionate share
was $238 million, with no comparable losses in 2009, and
favorable returns on investments that support benefit obligations.
Partially offsetting these favorable variances was a 2009 charge
refated to certain performance guarantees Duke Enelgy had issued on
behalf of Crescent.

EBIT.

The increase was due primarily to prior year losses at Crescert,
favorable results at Bison and DETM and lower corporate costs,
partially offset by a 2009 charge related to certain performance
guarantees Duke Energy had issued on behalf of Crescent.
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DUKE ENERGY CAROLINAS
INTRODUCTION

BASIS OF PRESENTATION

Management's Discussion and Analysis should be read in
conjunction with the accompanying Corsolidated Financial
Staternents and Notes for the years ended December 31, 2010,
2009 and 2008.

RESULTS OF OPERATIONS

The results of operations and variance discussion for Duke
Energy Carolinas is presented in a reduced disclosure format in
accordance with General Instruction (1)(2)a) of Form 10-K.

Results of Operations and Variances

Summary of Results
Years Ended Dacember 31,
' Increase
(in millions) 2010 2009  (Decrease)
Operating revenues $6424 $5495 $929
Operating expenses 4986 4232 754
Gains on sales of other assets and cther, net 7 24 a7
Operating income 1,445 1,287 158
Other income and expenses, net 212 122 a0
Interest expense 362 330 32
Income before income taxes 1,295 1,079 216
Income tax expense 457 37 80
Net income $ 838 $ 702 $136
Net Income * A $23 million increase in wholesale power revenues, net of

The $136 million increase in Duke Energy Carolinas’ net
income for the year ended December 31, 2010 compared to
December 31, 2009 was primarily due to the following factors:

Operating Revenues.

The increase was driven primarily by:

= A $333 million net increase in net retail pricing and rate riders
primarily due to new retail base rates implemented in North
Carolina and South Carolina in the first quarter of 2010
resulting from the 2009 rate cases and riders for the
save-a-watt program;

+ A$317 million increase in fuel revenues driven primarily by
increased GWh sales 1o retail customers, resulting from
favorable weather conditions, and higher average fuel rates in
North Carolina, partially offset by lower fuel rates in South
Carolina. Fuel revenues represent sales to retail and wholesale
customers;

» A $214 million increase in GWh sales to retail customers due
to favorable weather. Weather statistics for both heating degree
days and cooling degree days in 2010 were favorable
compared to 2009, Cooling degree days for 2010 were
approximatety 33% above normal compared to about normal
in 2009 and heating degree days for 2010 were 16% above
normal compared to 6.5% above normal in 2009; and
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sharing, primarily due to the addition of long-term confracts,

increased sales volumes resulting from extreme weather

conditions in 2010, and increased capacity charges.
Operating Expenses.

The increase was driven primarily by:

= A $347 million increase in fuel expense {induding purchased
power) primarily due to increased retail demand resulting from
favorable weather conditions;

= A $297 million increase in operating and mainenance
expenses primarily due o increased empldyes severance costs
associated with the 2010 voluntary severance plan, costs
related to the implementation of the save-a-watt program, a
2010 litigation reserve, higher nuclear non-outage
maintenance costs, increased comorate costs, increased
employee benefit costs, and higher custorner service costs;
and

= A $95 million increase in depreciation and amortization
expense primarily due to increased production plant base and
arnortization of certain regulatory assets.

Gains on sales of Other Assets and Other, iel.

The decrease is atiributable primarity to lower net gains on sales
of emission allowances in 2010 compared to 2009.
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Other Income and Expenses, net.

The increase is primarily due to a higher equity component of
AFUDC from additionat capital spending for ongoing construction
projects, higher deferred retums, and interest income recorded in
2010 following the resolution of certain income tax matters related to
prior years.

Interest Expense.

The increase is primartly due to increased long-term debt and
certain other regulatory liahilities, partially offset by a higher debt
component of AFUDC due to additional capital spending for ongoing
canstruction projects.

fncome Tax Expense.

The increase in income tax expense for 2010 compared to
2009 was primarily due to higher pre-tax income. The effective tax
rate was 35.3% for 2010 as compared to an effective tax rate of
34.9% for 2009,

Matters Impacting Future Results

Duke Energy Carolinas plans to file rate cases in North Carolina
and South Carolina during 2011 and 201 2. These planned rates
cases afe needed 10 recover investments in Duke Energy Carolinas’
ongoing infrastructure modemization projects and operating costs.
Duke Energy Carolinas’ eamings could be adversely impacted if these
rate cases are denied or deiayed by either of the state regulatory
COMMISSIons.

DUKE ENERGY OHIO
INTRODUCTION

BASIS OF PRESENTATION

Management's Discussion and Analysis should be read in
conjunction with the accompanying Consolidated Financiat
Statements and Notes for the years ended December 31, 2010,
2009 and 2008,

The resulis of operations and variance discussion for Duke
Energy Ohio is presented in a reduced disckesure format in
accordance with General Instruction (1{2)a) of Form 10-K.

RESULTS OF OPERATIONS
Results of Qperations and Variances
Summary of Results
Years Encled December 31,

Increase
(in millions} 2010 2000.  (Decrease)
Operating revenues $3,329 %3383 $(59
Operating expenses 3,557 3,634 23
Gains on sales of other assets and other, net 3 12 2]
Operating loss (225) {134 (8}
Other income and expenses, net 25 11 14
Interest expense 109 117 8
Loss before income taxes (309) {240} (69)
Income tax expense 132 186 (54)
Net foss $ {441) $ (426) ${15)
Net Loss « A $70 million decrease in regulated fuel revenues driven

The $15 million increase in Duke Energy Ohio's net loss was
primarily due to the following factors:

QOperating Revenues.

The decrease was due primarily to:

+ A $495 million decrease in retail electric revenues resulting
largely from lower sales volumes driven by increased customer
switching levels, net of higher retail pricing under the ESP in
2010; and
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primarily by lower natural gas costs and reduced sales volumes;

Partially offsetting these decreases were:

* A $294 million increase in wholesale electric revenues due o
higher generation volumes and pricing net of lower margin
eamed from participation in wholesale auctions;

= 4 $72 million increase related to more favorahle weather
conditions in 2010 compared to 2009; ‘

« A $54 million increase in PJM capacity revénues dueto
additional MWs participating in the auction and higher cleared
auction pricing in 2020 compared to 2009;
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= A $36 million increase in net mark-to-market revenues on
non-qualifying power and capacity hedge contracts, consisting
of mark-to-market gains of $30 million in 2010 compared o
losses of $6 millien in 2009;

= A $28 million increase due to implementation of new
distribution electric rates in Ohio;

= A $17 millions increase in retail gas revenues from Ohio
recovery riders for Accelerated Main Replacernent (AMRP)
costs and uncollectible accounts expense; and

* A $13 million increase due to implementation of new gas
rates in Kentucky.

Operating Expenses.
The increase was due primarily to:

= A $277 million increase in wholesale fuel expenses due to
higher generation volumes and less favorabie hedge
realizations in 2010 as compared 1o 2009;

= A $68 million increase in impairment charges consisting of
$837 million in 2010 compared to $769 millicn in 2009
related to goodwill and 10 generation assets associated with
the Midwest non-regulated generation operations. See Note
12 to the Consolidated Financial Statements, “Goodwill,
Intangible Assets and Impairments,” for additional information;

= A $62 million increase in operating expenses resulting from
the amortization of certain defered plant maintenance
expenses, the partial disallowance of previously deferred 2008
Hurricane Ike storm costs, and the 2009 deferral of
environmental amounts in Ohio that had been charged to
expense in prior periods, net of lower administrative expenses;

« A $24 million increase in employee severance costs related to
the 2010 voluntary severance plan and the consolidation of
certain corporate office functions from the Midwest to
Charlotte, North Carclina; and

= A $17 million increase in depreciation and amertization costs
related to increased software and regulatory asset amortization.

Partially offsetting these increases were:

* A $277 million decrease in retail fuel and purchased power
expenses due to lower retail load due to customer switching in
2010 compared to 2009;

« An $84 million decrease in mark-to-market fuel expense on
nen-gualifying fuel hedge contracts, consisting of
mark-to-market gains of $26 million in 2010 compared to
losses of $58 million in 2009; and

« A $67 million decrease in regulated fuel expense primarily due
to lower natural gas costs and reduced sales volumes;
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Gains on Sales of Other Assets and Other, net.

The decrease in 2010 as compared to 2008 s attributable to
lower gains on sales of emission allowances in 2010.

Other Income and Expenses, net.

The increase in 2010 compared to 2009 is primarily
attributable to interest income: recorded for a favorable tax adjustment
in the third quarter of 2010, inferest income aceued for uncertain
income fax positions and a 2009 adjustment to reduce AFUDC
related to certain projects placed in service prior th 2009.

interest Expense.

The decrease was primarily due to a 2009 adjusiment 0
reduce capitalized interest related to certain projects placed in service
prior o 2009 and reduced interest expense accrued for uncertain
income tax positions, partially offset by an increase in average debt
balances in 2010 compared to 2009.

income Tax, Expense.

The degrease in income tax expense for 2010 as compared to
2009 is primarily the result of lower pre-tax earnings (adjusting for
rien-deductible goodwill). The effective tax rate in 201Q was
{43.0%) compared to an effective tax rate of (77.2%) in 2009.

Matters Impacting Future Results

As discussed in Note 12 to the Consolidated Financial
Statements, “Goodwill, Intangible Assets and Impaiments,” in the
second quarter of 2010, Duke Energy Ohio recorded a goodwill
impairment charge of $216 million related 1o the Ohio T&D reporting
unit 1o write down the goodwill o its implied fair value. Subsequent
fo this impairment charge, the canying value of goodwill associated
with the reporting unit is $746 million. This impaiment charge was
based on a number of factors, including current and forecasted
customer demanxl, discount rates, valuation of peer companies, and
regulatory and legislative developments. Should the assumptions
used related to these factors change in the future, it is possible that
further goodwill impainment charges could be recorded.

On November 15, 2010, Duke Energy Chio filed for approval of
its next Standard Service Offer to replace the existing ESP. The filing
seeks approval of an MRO through which generation supply is
procured through a competitive solicitation format. The outcome of
this filing could have a significant impact on Duke Energy Chio's
eamings.

Continuing low commodity prices in have put downwarnd
pressure on power prices, The available capacity and lower prices
have provided oppertunities for custorners in Ohio to switch
generation suppliers. Competitive power suppliers are able to supply
power o curent Duke Energy Ohio customers in.Ohio and Duke
Energy Ohio experienced an increase in customer switching
beginning in the second quarter of 2009 which continued into 2010.
As of December 31, 2010, customer switching levels approximated
65% of Commercial Power's Ohio retail foad. The overall impacts of
customer switching could have a significant impact on Duke Energy
Ohio's results. ]
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DUKE ENERGY INDIANA
INTRODUCTION

BASIS OF PRESENTATION

Management’s Discussion and Analysis should be read in
conjunction with the accompanying Consolidated Financial
Statements and Notes for the years ended December 31, 2010,
2009 and 2008.

The results of operations and variance discussion for Duke
Energy Indiana is presented in a reduced disclosure format in
accordance with General Instruction (1X2)(2) of Form 10-K.

RESULTS OF OPERATIONS
Results of Operations and Variances
Summary of Results
Years Ended December 31,
Increase
{in millions) 2010 2009  (Decrease)
Operating revenues $2,520 $2,353 $167
Operating expenses 2,012 1,926 86
Losses on sales of other assets and other, net @ @ @ 2
Operating income 506 . 423 83
Other income and expenses, net 0 - 38 32
. Interest expense 135 144 (9}
Income before income taxes a4t 317 124
Income tax expense 156 . 118 a0
Net income $ 288 § 201 $ 84
Net Income Operating Expenses.

The $84 millien increase in Duke Energy Indiana's net income
for the year ended December 31, 2010 compared to December 31,
2009 was primarily due to the following factors:

Operating Revenues.
The increase was primarily due to:

« A $52 million increase in retail revenues primarily related to
favorable weather conditions in 2010 as compared to 2009;

« A $44 million increase in retail revenues from recovery riders
for certain capital and operating costs;

* A $38 million increase in fuel revenues (including emissian
allowances) primarily related to higher dermand offset by lower
fuel rates in 2010 as compared to 2009;

= A $29 million increase in wholesale power revenue, net of
sharing, primarily due to adjustments made to formula rate
contracts and increase in dermand from customers served
under long term contracts: and

» A $26 million increase in weather normalized sales volumes
to retail customers, primarily impacting the industrial sector.
Partially offsetting these increases was:

= A $32 million decrease in rate pricing primarily due to the
negative impact on overall average prices of higher sales
volurnes.
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The increase was primarily due to:

= A $44 million disallowance charge related o the Edwardsport
IGCC plant that is cumently under construction. See Note 4 1o
the Consolidated Financial Statements, “Regulatory Matiers,”
for additional information; -

+ A $39 mikion increase in operation and maintenance primarily
due to employee severance costs related to the 2010 voluntary
severance plan and the consolidation of certain comporate office
functions from the Midwest to Charlotte, North Carolina, higher
generation station outage costs, and higher benefit costs,
partially offset by major storm costs in 2009; and

* A $35 million increase in fuel costs primarity due to higher
fuel used in generation and purchased power.

Partially offsetting these increases was:

* A $28 million decrease in depreciation and amortization
expense primarily due to a write-off of the regulatory assets
related to wholesale contracts in 2009 and amortization
related to various regulatory assets.

Other Income and Expenses, net.

The increase in 2010 compared to 2009 was primarily
atiributable to increased AFUDC in 2010 for additional capital
spending related to Edwardsport IGCC plant construction.



PART I

Income Tax Expense.

Income tax expense increased primarily due to higher pre-tax
income. The effective tax rate in 2010 was 35.5% compared to an
effective tax rate of 36.7% in 2009, primarily due to an increase in
deductions for AFUDC equity.

Matters Impacting Future Results

See Note 4 to the Consolidated Financial Statemnents,
“Regulatory Matters,” for a discussion of the significant increase in the
estimated cost of the 618 MW IGCC plant at Duke Energy Indiana’s
Edwardsport Generating Station.

Duke Energy Indiana plans to file a rate case in 2012, This
planned rate case is needed to recover investrments in Duke Energy
Indiana's ongoing infrastructure modernization projects and operating
costs. Duke Energy Indiana’s eamings could be adversely impacted if
any of this rate case is denied or delayed by the JURC.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

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

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

Regulatory Accounting

Cerain of Duke Energy's regulated operaticns {primarily the
majority of L.S. Franchised Electric and Gas and certain portions of
Commercial Power) meet the criteria for application of regulatory
accounting treatment. As a result, Duke Energy records assets and
liabilities that result from the regulated ratemaking process that would
not be recorded under GAAP in the U.S. for non-regulated entities,
Regulatory assets generally represent incurred costs that have been
deferred because such costs are probable of future recovery in
customer rates. Regulatory liabilities generally represent obligations to
make refunds to customers for previous cotlectians fur costs that
either are not likely to or have yet to be incurred. Management
continually assesses whether the regulatory assets are probable of
future recovery by considering factors such as applicable regulatory
environment changes, historical regulatory treatiment for similar costs
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in Duke Energy's jurisdictions, recent rate orders to other regulated
entities, and the status of any pending or potential deregulation
legislation. Based on this continual assessment, management
believes the existing regulatory assets are probable of recovery. This
assessment reflects the current political and regulatory climate at the
state and federa! levels, and is subject to change in the future. if
future recovery of costs ceases 1 be probable, the asset write-offs
would be required to be recognized in operating income. Additionally,
the regulatory agencies can provide flexibility in the manner and
timing of the depreciation of properly, plant and eguipment,
recognition of nuclear decommissioning costs and amortization of
regulatory assets ar may disallow recovery of all or a portion of certain
assets. Total regulatory assets were $3,390 millien as of

December 31, 2010 and $3,886 million as of December 31, 2009.
Total regulatory liabilities were $3,155 million as of December 31,
2010 and $3,108 million as of December 31, 2009. For further
information, see Note 4 to the Consolidated Financial Statements,
“Regulatory Matters.”

In order to apply regulatory accounting treatment ant record
regulatory assets and fiabilities, certain criteria must be met. In
defermining whether the criteria are met for its operations,
management makes significant judgments, including determining
whether revenLe rates for services provided to customers are subject
to approval by an independent, third-party regutator, whether the
regulated rates are designed to recover specific dosts of providing the
regulated service, and a determination of whether, in view of the
demand for the regulated services and the level of competition, it is
reasonable 1o assume that rates set at levels that will recover the
operations’ costs can be charged 1o and collected from customers.
This final criterion requires consideration of anticipated changes in
levels of demand or competition, direct and indirect, during the
recovery period for any capitalized costs. If facts and circumstances
change so that a portion of Duke Energy's regulated operations meet
all of the scope criteria when such criteria had not been previously
met, regulatory accourting treatment would be reapplied to all or a
separable portion of the operations. Such reapplication includes
adjusting the balance sheet for amours that meet the definition of a
regulatory asset or regulatory liability.

The regulaiory accounting rules require recognition of a loss if it
becomes probable that part of the cost of a plant under consiruction
or a recently completed plant will be disaflowed for ratemaking
purpases and a reasonable estimate of the amount of the
disallowance can be made. Such assessments can require significant
judgment by management regarding matters such: as the ultimate
cost of a plant under construction, regulatory recovesy implications,
etc. As discussed in Note 4, "Reguiatory Matters,” during 2010 Duke
Energy Indiana recorded a $44 million disallowanoe charge related to
the IGCC plant currently under construction in Edwardsport, Indiana,
Management will continue to assess matters as the construction of
the plant and the related regulatory proceedings continue, and further
charges could be required in 2011 or beyond,

Comimercial Power owns, operates and manages power plants
in the Midwestern United States. Commercial Power's generation
operations, excluding renewable energy generation assets, consists of
primarily coal-fired generation assets located in Ohio which are
dedicated under the Duke Energy Ohio Electric Security Plan (ESP)
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and gas-fired non-regulated generation assets which are dispatched
into wholesale markets. The primarily coal-fired generation assets
also sell power into wholesale markets to the extent there is excess
generation above the amount needed to fulfill Cornmercial Power's
obligations under the ESP. The wholesale generation operations do
not qualify for regulatory accounting treatment as these operations do
not meet the scope criteria. Commercial Power applies regulatory
accounting treatment to certain portions of its ESP operations as the
rate structure for these portions is designed to recover the specific
costs of these components of the ESP, Despite other portions of the
ESP operations not qualifying for regulatory accounting treatment, all
of Commercial Power's ESP operations’ rates are subject to appraval
by the PUCG, and thus these operations are referred to herein as
Commercial Power's regulated operations. Generation is a
competitive business in Ohio and retail customers have the abitity to
switch to alternative suppliers for their electric generation service, As
custorners switch, there is a risk that some or all of Commercial
Power's regulatory assets will not be recovered through the
established riders, Duke Energy monitors the amount of retail
custerners that have switched to altemative suppliers when assessing
the recoverability of its regulatory assets established for its ESP
operations. As discussed in Note 4, “"Regulatory Matters,” Duke
Energy Ohio's ESP expires on December 31, 2011. In November
2010, Duke Energy Ohio filed a request to serve its retail customers
under a Market Rate Cffer (MRO), effective January 1, 2012. Duke
Energy will evaluate whether the continued application of regulatory
accounting for Commercial Power's operations is appropriate once
the cutcorne of the MRO filing is known.

No other operations within Commercial Power, and no
operations within the International Energy business segment, qualify
for regulatory accounting treatment.

The substantial majority of U.S. Franchised Electric and Gas's
operaticns qualify for regulatory accounting treatment and thus its
costs of business and related revenues can result in the recording of
regulatory assets and liabilities, as described above.

Goodwill Impairment Assessments

At December 31, 2010 and 2009, Duke Energy had goodwil|
balances of $3,858 million and $4,35Q million, respectively. At
December 31, 2010, the gocdwill balances by segment were
$3,483 million at U.S. Franchised Electric and Gas, $69 million at
Commercial Power, and $306 miflion at Intemational Energy. The
majority of Duke Energy’s goodwill relates to the acquisition of
Cinergy in Aprit 2006, whose assets are primatily included in the
U.S. Franchised Electric and Gas and Commercial Power segments.
Commercial Power also has $69 million of goodwill that resulted
from the September 2008 acquisition of Catamount, a leading wind
power company focated in Rutland, Vermont. As of the acguisition
date, Duke Energy allocates goodwill to a reporing unit, which Duke
Energy defines as an operating segment or one level below an
operating segment.

Duke Energy recorded impaimnents of $300 million and $371
million refated to Commercial Power's non-regulated Midwest
generation reporting unit in 2010 and 2009, Duke Energy Ohio
recorded impairments of $677 million and $727 miltion related to

DUKE ENERGY CORPORATION / 2010 FORM 10-K

Commercial Power's non-regulated Midwest generation reporting unit
in 2010 and 2009. Subseguent to the 2010 impairment charges,
there is no recorded amount of goodwill at Cornmercial Power's
non-regulated Midwest generation reporting unit. These impainment
charges are recorded in Goodwill and Other Impairment Charges on
Duke Energy’'s Consolidated Statement of Operations. See Note 12 to
the Consolidated Financial Statements, “"Goodwill, Intangible Asseats
and Impairments” for further information regarding the factors
impacting the valuation of Commercial Power’s non-reguiated
generation reporting unit. Duke Energy determined that no other
goodwill impaiments existed in 2010, 2009 and 2008.

As discussed in Note 12 to the Consolidated Financial
Staternents, “Goodwill, Intangible Assets and Impairments”, Duke
Energy is required to test goodwill for impairment &t the reporting unit
level at least annually and more frequently if events or circumstances
occur that would more Iikely than not reduce the fair value of a
reporting unit below its canying value. Duke Engrgy evaluates the
camying amount of its recorded goadwill for impairment on an annual
basis as of August 31 and performs interim impairment tests if a
triggering event occurs that indicates it is more likely than not that the
fair value of a reporting unit is less than its canrying value. The
analysis of the potential impairment of goodwill requires a two siep
process. Step one of the impairment test invoives comparing the fair
values of reporting units with their camying values, including goodwill.
If the carrying amount of a reporting unit exceeds the reporting unit's
fair value, step two must be performed 1o determine the amount, i
any, of the goodwill impairment loss. If the canying amount is less
than fair value, further testing of goodwill is not perforrned.

Step two of the goodwill impairment test involves comparing the
implied fair value of the reporting unit's goodwill against the carrying
value of the goodwill. Under step two, determining the implied fair
value of goodwill requires the valuation of a reporting unit's
identifiable tangible and intangible assets and labilities as if the
reporting unit had been acquired in a business combination on the
testing date. The difference between the fair vaiue of the entire
reporting unit as determined in step one and the net fair value of all
identifiable asseis and liabilities represents the implied fair value of
goadwilt. The goodwill impairment charge, if any, would be the
difference between the carrying amount of goodwill and the implied
fair value of goodwill upon the completion of step two.

For purposes of the step one analyses, detgmmination of the
reporting units’ fair values is based on a combination of the income
approach, which estimates the fair value of Duke Energy’s reporting
units based on discounted future cash flows, and the market
approach, which estimates the fair value of Duke Energy’s reporting
units based on market comparabiles within the utility and energy
industries. Key assumptions used in the income:approach analyses
for the U.S. Franchised Electric and Gas reporting units include, but
are not fimited to, the use of an appropriate discount rate, estimated
future cash flows and estimated run rates of operation, maintenance,
and general and administrative costs, and expectations of retumns on
equity that will be achieved. In estimating cash fiows, Duke Energy
incorporates expected growth rates, regulatory stability and ability to
renew contracts, as well as other factors, into its revenue ang
expense forecasts.
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Estimated future cash flows under the income approach are
based to a large extent ort Duke Energy's internal business plan, and
adjusted as appropriate for Duke Energy's views of market parficipant
assumptions. Duke Energy's internal business plan reflects
management’s assumptions related to customer usage and attrition
based on internal data and economic data obtained from third party
sources, projected commaodity pricing data and potential changes in
environmental regulations. The business plan assumes the
oceurrence of certain events in the future, such as the outcome of
future rate filings, future approved rates of returns on equity,
anticipated earnings/returns related to significant future capital
investments, continued recovery of cost of service and the renewal of
certain contracts. Management also makes assumptions regarding
the run rate of operation, maintenance and general and
administrative costs based on the expected outcome of the
aforementioned events. Should the actual outcome of some or all of
these assumptions differ significantly from the current assumptions,
revisions to current cash flow assumptions could cause the fair
value of Duke Energy’s reporting units to be significantly different in
future periods.

One of the mast significant assumptions that Duke Energy
utilizes in determining the fair value of its reporting units under the
income approach is the discount rate applied to the estimated future
cash flows. Management determines the appropriate discount rate for
each of its reporting units based on the WACC for each individuat
reporting unit. The WACC takes into account both the pre-tax cost of
debt and cost of equity (a major component of the cost of equity is
the current risk-free rate on twerty year U.S. Treasury bonds). Duke
Energy considered implied WACC's for certain peer companies in
determining the appropriate WACC rates o use in ifs analysis. As
each reporting unit has a different risk profile based on the nature of
its operations, including factors such as regulation, the WACC for
each reporting unit may differ. Accordingly, the WACCs were
adjusted, as appropriate, to account for company specific risk
premiums. For example, transmission and distribution reporting units
generally would have a lower company specific risk premium as they
do not have the higher level of risk associated with owning and
operating generation assets nor do they have significant construction
risk or risk associated with potential future carbon legislation or
pending EPA regulations. The discount rates used for cakculating the
fair values as of August 31, 2010 for each of Duke Energy's domestic
reporting units were commensurate with the risks associated with
each reporting unit and ranged from 5.75% to 9.0%. For Duke
Energy's international operations, a base discount rate of 8.2% was
used, with specific adders used for each separate jurisdiction in
which Intematicnal Energy operates to reflect the differing risk profiles
of the jurisdictions and countries. This resulted in discount rates for
the August 31, 2010 goodwill impairment test for the international
operations ranging from 9.7% to 13.0%.

Another significant assumption that Duke Energy utilizes in
determining the fair value of its reporting units under the income
approach is the long-term growth rate of the businesses for purmposes
of determining a terrinal value at the end of the discrete forecast
period. A long-term growth rate of three percent was used in the
valuations of all of the U.S. Franchised Electric and Gas reporting
units, reflecting the median long-term inflation rate and the significant

DUKE ENERGY CORPORATION / 2010 FORM 10-K

capital investments forecasted for all of the U.S. Franchised Electric
and Gas reporting units. A long-terrn growth rate of two percent was
used in the valuation of the Commercial Power non-regulated
Midwest generation reporting unit given the finite lives of the
unteguiated generation power plants and current absence of plans o
reinvest in the unregulated generation assets.

These underlying assumptions and estimates are made as of a
point in time; subsequent changes, particularly changes inthe ™
discount rates or growth rates inherent in management’s estimates of
future cash fiows, could result in future impairment charges.
Management continues to remain alert for any indicators that the fair
value of a reporting unit could be below book value and will assess
goadwill for impairment as appropriate.

In the second quarter of 2010, goodwill for U.3. Franchised
Electric and Gas's Ohio T&D reporting unit (Ohio T&.D) was tested at
this interim date. The fair value of the Ohio T&D reporting unit is
impacted by a multitude of factors, including current and forecasted
customer demand, discount rates, valuation of pegr companies, and
regulatory and legislative developments. Management periodically
updates the load forecasts to reflect cument trends and expectations
based on the current environment and future assumptions. The
spring and summer 2010 load forecast indicated that load will not
retum to 2007 weather-normalized levels for several more years.
Based on the results of the second quarter 2010 impairment
analysis, the fair value of the Ohio T&D reporting unit was $216
million below its book value at Duke Energy Ohig and $40 million
higher than its book value at Duke Energy. Accordingly, this poodwill
impairment charge was only recorded by Buke Energy Ohio.

As of December 31, 2010, the Ohio T&D reporting unit had a
goodwill balance of approximately $700 million at Duke Energy and
$745 million at Duke Energy Ohio. Potential circumstances that
could have a negative effect on the fair value of the Ohio T&D
reporting unit include additional declines in load volume forecasts,
changes in the WACC, changes in the timing and/or recovery of and
on investments in SmariGrid technology, and the success of future
rate case filings. ;

As of December 31, 2010, the fair value of Commercial
Power's Renewables Reporting unit exceeded its ganying value by
approximately 10%, As an overall test of the reasonableness of the
estimated fair values of the reporting units, Duke Enengy reconciled
the combined fair value estimates of its reporting units to its market
capitalization as of August 31, 2010. The reconciliation confirmed
that the fair values were reasonably representative of market views
when applying a reasonable control premium 10 the market
capitalization. Additionally, Duke Energy would perform an interim
impairment assessment should any events occur or circumstances
change that would more likely than not reduce the fair value of a
reporting unit below its camying vaiue. Subsequent to August 31,
2010, management did not identify any indicators of potential
impairment that required an update to the annual impainment test,
The majority of Duke Energy's business is in environments that are
either fuily or partially rate-regulated. In such environmenis, revenue
requirements are adjusted periodically by regulators based on factors
including levels of costs, sales volumes and costs of capital.
Accordingly, Duke Energy's regulated utilities operate to sorme degree
with a buffer from the direct effects, positive or negative, of significant
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swings in market or economic conditions. However, management
wiil continue to monitor changes in the business, as well as overall
market conditions and economic factors that could require additional
impairment tests,

Long-Lived Asset Impairment Assessments

Property, plant and equipment is stated at the lower of historical
cost less accumulated depraciation or fair value, i impaired. Duke
Energy evaluates property, plant and equipment for impairment when
everts or changes in circumstances indicate that the camying value of
such assets may nat be recoverable, The determination of whether an
impairment has cccurred is based on an estimate of undiscounted
future cash fiows attributable o the assets, as compared with the
carrying value of the assets. Performing an impairment evaluation
involves a significant degree of estimation and judgment in areas
such as identifying circumstances that indicate an impairment may
exist, identifying and grouping affected assets, and developing the
undiscounted and discounted future cash flows {used to estimate fair
value in the absence of market-based value) associated with the
asset. Additionally, determining fair values requires probability
weighting the cash flows to reflect expectations about possible
variations in their amounts or timing and the selection of an
appropriate discount rate, Although cash flow estimates are based on
relevant information avaitable at the time the estimates are made,
estimates of future cash flows are, by nature, highly uncertain and
may vary significantty from actual results. If an impairment has
occurred, the amount of the impairment recognized is defermined by
estimating the fair value of the assets and recording a loss if the
carrying value is greater than the fair value. For assets idertified as
held for sale, the carrying value is compared to the estimated fair
vaiue less the cost to sell in order to determine if an impaimment loss
is required. Until the assets are disposed of, their estimated fair value
is re-evaluated when circumstances or events change.

As discussed further in Note 12 to the Consolidated Financial
Statements, “Goodwill, Intangible Assets and Impairments”®,
Commercial Power recorded $160 million of pre-tax impairment
charges related to certain generating assets and emission allowances
primarily associated with these generation assets in the Midwest to
write-down the value of these assets to their estimated fair value, The
generation assets that were subject to this impairment charge were
those coal fired generating assets that do not have certain
ervironmental emissions control equipment, causing these
generation assets to be potentially heavily impacted by the EPA's
proposed rules on emissions of NO, and SO,. These impairment
charges are recorded in Goodwill and Other Impairment Charges on
Duke Energy’s Consolidated Statement of Operations.

Revenue Recognition

Revenues on sales of electricity and gas are recognized when
either the service is provided or the product is delivered. Operating
revenues inciude unbiiled electric and gas revenues earmed when
service has been delivered but not billed by the end of the accounting
pericd. Unbilled retail revenues are estimated by applying an average
revenue per kilowatt-hour (XWh) or per Mcf for all customer classes
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ta the number of estimated KWh or Mcfs delivered' but not billed.
Unbifled wholesale energy revenues are calculated by applying the
contractual rate per megawatt-hour (mwWh} to the number of
estimated mWh delivered but not yet bilied. Unbilled wholesale
demand revenues are calculated by applying the contractual rate per
MW to the MW volume delivered but niot vet billed. The amount of
unbifled revenues can vary significantly from period o period as a
result of numerous factors, including seasonality, weather, customer
usage patterns and customer mix.

In accordance with new accounting rules effective on
January 1, 2010, Duke Energy began conselidating Cinergy
Receivables Company, LLC (Cinergy Receivables). Accordingly,
unbilled reverwes which had been included in the sale of receivables
ta Cinergy Receivables prior to the effective date of the new
accounting rules, and thus not reflected on Duke Energy's
Consolidated Balance Sheets, are now included in Receivables on
Duke Energy’s Consolidated Balance Sheets. At December 31, 2010
and 2009, Duke Energy had $751 million and $460 miflion,
respectively, of unbilled revenues within Restricted Receivables of
Variabie Interest Entities and Receivables on their respective
Consolidated Balance Sheets,

Accounting for Loss Contingencies

Duke Energy is invoived in certain legal and énvironmental
matters that arise in the normal course of business. In the preparation
of its consclidated financial statements, management makes
judgments regarding the future outcome of contingent events and
records a loss contingency when it is determined that it is probable
that a loss has occurred and the amount of the loss can be
reasonably estimated. Management regulany reviews cument
information available o determine whether such accruals should be
adjusted and whether new accruals are required. Estimating probable
lesses requires analysis of multiple forecasts and scenarios that often
depend an judgments about patential actions by third parties, such
as federal, state and local courts and other regulators. Contingent
liabilities are often resoived over long periods of time. Amounts
recorded in the consolidated financial statements may differ from the
actual outcome once the contingency is resolved, which could have a
material impact on future results of operations, financial position and
cash flows of Duke Energy.

Duke Energy has experienced numerous claims for
indemnification and medical cost reimbursement refating to damages
for bodily injuries alleged to have arisen from the exposure 10 or use
of asbestos in connection with construction and maintenance
activities conducted by Duke Energy Carolinas on its electric
generation plants prior fo 1985.

Amounts recognized as ashbestos-refated reserves reiated
Duke Energy Carolinas in the respective Consolidated Balance Sheets
totaled $853 million and $980 million as of December 31, 2010
and December 31, 2009, respectively, and are classified in Othes
within Deferred Credits and Other Liabilities and Other within Current
Liabitities. These reserves are based upon the minimum amount in
Duke Energy Caralinas' best estimate of the range of loss for curent
and future asbestos claims through 2030. Management believes that
it is possible there will be additional claims filed against Duke Energy
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Carolinas after 2030. In light of the uncertainties inherent in a longer-
term forecast, management does not believe that they can reasonably
estimate the indemnity and medical costs that might be incurred after
2030 related to such potential claims. Asbestos-related loss estimates
incorporate anticipated inflation, if applicable, and are recorded on an
undiscounted basis. These reserves are based upon cument estimates
and are subject fo greater uncertainty as the projection period
lengthens. A significant upward or downward trend in the number of
claims filed, the nature of the alleged injury, and the average cost of
resolving each such ¢laim could change our estimated liability, as
could any substantial adverse or favorable verdict at trial, A federal
legistative solution, further state tort reform or structured settlement
transactions could also change the estimated liability. Given the
uncertainties associated with projecting matters into the future and
numerous other factors outside our control, management believes
that it is possible Duke Energy Carolinas may incur asbestos Habilities
in excess of the recorded reserves,

Duke Energy has a third-party insurance golicy 1o cover certain
losses related to Duke Energy Carolinas’ asbestos-related injuries and
damages above an aggregate seff insured retention of $476 miliion,
Duke Energy Carolinas’ cumulative payments began 10 exceed the
self insurance retention on its insurance policy during the second
quarter of 2008. Future payments up to the policy limit will be
reimbursed by Duke Energy’s third party insurance carrier. The
insurance policy limit for potential future insurance recoveries for
indemnification and medical cost claim payments is $1,005 mitlion
in excess of the self insured retention. Insurance recoveries of $850
million and $984 million related to this policy are classified in the
Consolidated Balance Sheets in Other within Investments and Other
Assets and Receivables as of December 31, 2010 and 2009,
respectively. Duke Energy is not aware of any uncertainties regarding
the legal sufficiency of insurance claims. Management believes the
insurance recovery asset s probable of recovery as the insurance
carrier continues to have a strong financial strength rating,

For further information, see Note 5 to the Consolidated Financial
Statements, “Commitments and Contingencies.”

Accounting for Income Taxes

Significant management judgment is required in determining
Duke Energy's provision for income taxes, deferred tax assets and
liabilities and the valuation allowance recorded against Duke Energy's
net deferred tax assets, if any.

Deferred tax assets and liabilities are recognized for the future
tax conseguences attributable to differences between the book basis
and tax basis of assets and liabilities. Deferred tax assets and
liabilities are measured using enacted tax rates expected to apply to
taxabie income in the years in which those temporary differences are
expected 10 be recovered or settled. The probability of realizing
deferred tax assets is based on forecasts of future taxable income and
the use of tax planning that could impact the ability to realize deferred
tax assets. If future utilization of deferred tax assets is uncertain, a
valuation allowance may be recorded against certain deferred tax
assets.

In assessing the likelihood of realization of deferred tax assets,
management considers estimates of the arnount and character of
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future taxable income. Actual income taxes could vary from estimated
amounts due to the impacts of various items, including changes to
income tax laws, Duke Energy's forecasted financial condition and
results of operations in future periods, as well as results of audits and
examinations of filed tax returns by taxing authorities. Although
management believes current estimates are reasonable, actual results
could differ from these estimates. ‘

Significant judgment is also required in computing Duke
Energy's quarterly effective tax rate (ETR). ETR calculations are
revised each quarier based on the best full year iax assumptions
available at that time, including, but not limited to, incorme levels,
deductions and credits. In accordance with interim tax reporting
rules, a tax expense or benefit is recorded every guarter o adjust for
the difference in tax expense computed based on the actual
year-to-date ETR versus the forecasted annual ETR.

Duke Energy recognizes tax benefits for positions taken or
expected to be taken on tax retumns, including the decision 1o exclude
certain income or transactions from a retum, when a more-likely-
than-not threshold is met for a tax position and management believes
that the position will be sustained upon examination by the taxing
authorities. Duke Energy records the largest amount of the tax benefit
that is greater than 50% likely of being realized upon setbement.
Management evaluates each position based solely on the technical
merits and facts and circumstances of the position, assuming the
position will be examined by a taxing authority having full knowledge
of al relevant information. Significant management judgment is
required to determine recognition thresholds and the related amount
of tax benefits to be recognized in the Consolidated Financial
Statements. Management reevaluates tax positions each period in
which new information about recognition or measurement becomes
available, The portion of the tax benefit which is uncertain is
disclosed in the footnotes to the Consolidated Financial Statements.

Undistributed foreign eamings associated with intemational
Energy’s operations are considered indefinitely reinvested, thus no
.S, tax is recorded on such eamings. This assertion is based on
management’s determination that the cash held in Imernational
Energy’s foreign jurisdictions is not needed to fund the opesations of
its U.S. operations and that intemational Energy either has invested
or has intentions 1o reinvest such eamings. While managemertt
currently intends to indefinitely reinvest all of Intemational Enengy’s
unremitted eamings, should circumstances change, Duke Energy
may need 1o record additional income tax expense in the period in
which such determination changes. The cumulative undistributed
eamings as of December 31, 2010 on which Duke Energy has not
provided deferred U.S. income taxes and foreign withholding taxes is
$1.2 billion. The amount of unrecognized defered tax liability related
fo these undistributed earnings is estimated at between $175 million
and $250 million.

For further information, see Note 22 o the Consolidated
Financial Statements, “Income Taxes."

Pension and Other Post-Retirement Benefits

The calculation of pension expense, other post-retirement
benefit expense and pension and other past-retirement liabilities
require the use of assumptions. Changes in these assumptions can
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result in different expense and reported liability amounts, and future
actual experience can differ from the assumptions. Duke Energy
believes that the most critical assumptions for pension and other
post-retirement benefits are the expected long-term rate of retum on
plan assets and the assumed discount rate, Additionally, medical and
prescription drug cost trend rate assumptions are critical to Duke
Energy's estimates of other post-retirement benefits.

Funding requirements for defined benefit {DB) plans are
determined by government regulations. Duke Energy made voluntary
contributions to its DB retirement plans of $400 miltion in 2010,
$800 million in 2009 and zero in 2008. In 2011, Duke Energy
anticipates making $200 million of contributions to its DB plans.

Duke Energy Plans

Duke Energy and its subsidiaries (including legacy Cinergy
businesses) maintain non-contributory defined benefit retirement
plans. The plans cover most U.S. employees using a cash balance
formula. Under a cash balance formula, a ptan participant
accumulates a retirement benefit consisting of pay credits that are
based upon a percentage (which may vary with age and years of
senvice) of current eligible earnings and current interest credits.
Certain legacy Cinergy employees are covered under plans that use a
final average earnings formula. Under a final average eamings
formula, a plan participant accumulates a retirement benefit equal to
a percentage of their highest 3-year average earnings, plus a
percentage of their highest 3-year average eamings in excess of
covered compensation per year of participation {maximum of 35
years), plus a percentage of their highest 3-year average earmnings
times years of participation in excess of 35 years. Duke Energy also
maintains non-gualified, non-contributory defined benefit retirement
plans which cover certain executives.

Duke Energy and most of its subsidiaries also provide soime
health care and life insurance benefits for retired employees on a
contributory and non-contributory basis. Certain ernployees are
eligible for these benefits if they have met age and service
requirements at retirement, as defined in the plans.

Duke Energy recognized pre-tax qualified pension cost of $52
million in 2010. In 2011, Duke Energy's pre-tax qualified pension
cost is expected o be $7 million lower than in 2010 resulting
primarily from inclusion of special settlement and contract termination
benefit costs in 2010 that will not be included in 2011. Duke Energy
recognized pre-tax nenguatified pension cost of $12 million and
pre-tax other post- retirement benefits cost of $28 million, in 2010,

In 2011, pre-tax non-qualified pension cost and pre-tax other post-
retirement benefits costs ave expected to be approximatety the same
amounts in 2010.

For both pension and other post-retirement plans, Duke Energy
assumes that its plan's assets will generate a lang-term rate of retum
of 8.25% as of December 31, 2010. The assets for Duke Encrgy’s
pension and other post-retirement plans are maintained in 2 master
trust. The investment objective of the master trust is to achieve
reasonable retums on trust assets, subject to a prudent level of
portfolio risk, for the purpose of enhancing the security of benefits for
plan participants. The asset allocation targets were set after
considering the investment obiective and the risk profile. U.S. equities
are held for their high expected retum. Non-U.S. equities, debt
securities, hedge funds, real estate and other ghobal securities are
held for diversification. Investmenits within asset cldsses are to be
diversified to achieve broad market participation and reduce the
impact of individual managers or investments. Duke Energy regularly
reviews its actual asset allocation and periodically rebalances its
investments to ifs targeted allocation when consicered appropriate.
Duke Energy also invests other post-retirement assets in the Duke
Energy Corporation Employee Benefits Trust (VEBA £} and the Duke
Energy Corporation Post-Retirement Medical Benefits Trust (VEBA 1),
The investment objective of the VEBAs is to achieve sufficient returns,
subject 1o a prudent level of portfolic risk, for the purpose of
promoting the security of plan benefits for participants. The VEBAs
are passively managed.

The expected long-term rate of retum of 8.25% for the plan's
assets was developed using a weighted average calculation of
expected retumns based primarily on future expected retums across
asset classes considering the use of active asset managers. The
weighted average retums expacted by asset classes were 2.6% for
U.S. equities, 1.45% for Non-U.S. equities, 1.0% for global equities,
2.0% for debt securities, 0.3% for global private equity, 0.3% for
hedge funds, 0.3% for real estate and 0.3% for other global
securities.

Duke Energy discounted its future U.S. pension and other post-
retirement obligations using a rate of 5.00% as of December 31,
2010. Duke Energy determines the appropriate discount based on a
yield curve approach. Under the yield curve approach, expected
future benefit payments for each plan are discounted by a rate on a
third-party bond vield curve comresponding to each duration. The yield
curve is based on a bond universe of AA and AAA-fated long-term
corporate bonds. A single discount rate is calculated that would yield
the same present value as the sum of the discounted cash flows.

Future changes in plan asset returns, assumed discount rates and various other factors related to the participants in Duke Energy’s pension
and post-retirement plans will impact Duke Energy’s future pension expense and liabilities. Management cannot predict with certainty what
these factors will be in the future. The following table presents the approximate effect on Duke Energy’s 2010 pre-tax pension expense, pension
obligation and ather post-retirernent benefit obligation if a 0.25% change in rates were to occur:

Qualified Pension Plans  Other Ppst-Retirernent Plans

{in millions} +025%  0.25% +0.26 % -0.25%
Effect on 2010 pre-tax pension expense

Expected fong-term rate of return $A 1 $— $—

Discount rate v 7 D 1
Effect on benefit abligation at December 31, 2010

Discount rate

(101) 101 {17) 17
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Duke Energy’s .S, post-retirement plan uses a medical care trend rate which reflects the near and long-term expectation of increases in
medical health care costs. Duke Energy’s U.S. post-retirement plan uses a prescription drug trend rate which reflects the near and long-tem
expectation of increases in prescription drug health care costs. As of December 31, 2010, the medicai care trend rates were 8.50%, which
grades to 5.00% by 2020. As of December 31, 2010, the prescription drug trend rate was 9.80%, which grades to 5.00% bty 2025. The
following tabie presents the approximate effect on Duke Energy's 2010 pre-tax other post-retirement expense and other post-retirement benefit
ohligation if a 1% point change in the health care trend rate were 1o occur:

Qther Post-Retirerment Plans
(in millions) +1.0% -1.0%
Effect on other post-retirement expense $2 $ (@
Effect on other post-retirement benefit obligation 37 (33)

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

LIQUIDITY AND CAPITAL RESOURCES

Known Trends and Uncertainties

At December 31, 2010, Duke Energy had cash and cash
equivalents of $1.7 billion, of which $700 million is held in foreign
jurisdictions and is forecasted to be used to fund the operations of
and investrments in International Energy. To fund its liquidity and
capital requirements during 2011, Duke Energy will rely primarily
upon cash flows from operations, borrowings, and its existing cash
and cash equivatents. The relatively stable operating cash flows of the
U.S. Franchised Electric and Gas business segment compose a
substantial portion of Duke Energy's cash flows from operations and it
is anticipated that it will continue to do so for the next several years. A
material adverse change in operations, or in available financing,
coutd impact Duke Energy's ability to fund its current liquidity and
capital resource requirements.

Ultimate cash flows from operations are subject to a number of
factors, including, but not limited to, regulatory constraints, economic
trends and market votatility {see Itemn 1A. “Risk Factars” for details).

Duke Energy projects 2011 capital and investment expenditures
of $5.0 billion, primarily consisting of:

»$3.9 billion at LS. Franchised Electric and Gas
*30.7 billion at Commercial Power

= $0.2 billion at International Energy and

» $0.2 tillion at Other

Duke Energy continues to focus on reducing risk and positioning
its business for future success and will invest principally in its
strongest business sectors. Based on this goal, 78% of total projected
2011 capital expenditures are aliocated to the U.S. Franchised
Electric and Gas segment. Total U.S, Franchised Electric and Gas
projected 2011 capital and investment expenditures include $1.7
billion for system growth, $1.8 billion for maintenance and upgrades
of existing plants and infrastructure to serve load growth and $0.4
billion of nuclear fuel.

With respect to the 2011 capital expenditure plan, Duke Energy
has flexibility within its $5.0 billion budget to defer or eliminate
certain spending should the broad economic recavery stall. Of the
$5.0 billion budget, $2.4 nillion relates to projects for which
management has committed capital, including, but not limited to, the
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cortinued construction of Clifiside Unit 6, the Edwardsport 1IGCC
plant and the Buck and Dan River combined cycle gas-fired faciliies,
and management intends to spend those capital dollars in 2011
imespective of broader economic factors. $2.0 billien of projected
2011 capital expenditures are expected to be used primarily for
overall system maintenance, customer connections and corporate
expenditures. Although these expenditures are ultimately necessary to
ensure overall system maintenance and reliability, the timing of the
expenditures may be influenced by broad econamic conditions and
customer growth, thus management has more fiexibility in terms of
when these dollars are actually spent. The remaining planned 2011
capital expenditures of $0.6 billion are of a discretionary nature and
relate to growth opportunities in which Duke Energy may invest,
provided there are opportunities that meet retum expectations.

As & result of Duke Energy's significant commitment 1o
modemize its generating fleet through the construction of new units,
as well as its focus on increasing its renewable energy portfolio, the
ahility to cost effectively manage the construction phase of current
and future projects is critical to ensuring full and timely recovery of
costs of construction within its regulated operations. Should Duke
Energy encounter significant cost overruns above amounts approved
hy the various state commissicns, and those amounts are disallowed
for recovery in rates, future cash fiows and resuits of operations could
be adversely impacted.

Many of Duke Energy's current capital expenditure projects,
including system modemization and renewable investments, qualify
for bonus depreciation. Duke Energy estimates that over time it could
generate cumulative cash benefits between $1.5 billion and $3
billion from these provisions. This broad range reflects uncertainty
over how bonus depreciation rules will be applied; Duke Energy is
waiting for clarification from the US Department of Treasury o
determine which projects will qualify for 50% or for 100% bonus
depreciation deductions. Even though bonus depreciation related to
Duke Energy's regulated projects reduces rate base, the cash benefits
will decrease Duke Energy's need for financings over time and help to
mitigate future customer rate increases. ‘

Duke Energy anticipates its debt to total capialization ratio to be
47% in 2011. In 2011, Duke Energy currently anticipates issuing
additional net debt of $2.2 billion, primarily for the purpose of
funding capital expenditures. Due o the flexibility in the timing of
projected 2011 capital expenditures, the iming and amount of delit
issuances throughout 2011 could be influenced by changes in the
timing of capital spending.
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Duke Energy has access to unsecured revoiving credit facilities,
which are not restricted upon general market congditions, with
aggregate bank commitments of $3.14 billion. Additionally, Duke
Energy has access to $0.2 billion in credit facilities from smaller
regional banks. At December 31, 2010, Duke Energy has available
borrowing capacity of $2.5 billion under these facilities. Management
currently believes that amounts available under its revolving credit
facility are accessible should there be a need o generate additional
short-term financing in 2011, such as the issuance of commercial
paper. Management expects that cash flows from operations and
issuances of debt will be sufficient to cover the 2011 funding
requirements related to capital and mv%tmems expenditures and
dividend payments.

Duke Energy monitors compliance with all debt covenants and
restrictions and does not currently believe it will be in violation or
breach of its significant debt covenants during 2011. However,
circumstances could arise that may alter that view, including a future
change in tax law governing U.S. taxation of foreign eamings, If and
when management had a belief that such potential breach could
exist, appropriate action would be taken to mitigate any such issue.
Duke Energy also maintains an active dialogue with the credit rating
agencies.

Duke Energy periodically evaluates the impact of repatriation of
cash generated and held in foreign countries. Duke Energy's current
intent is 1o indefinitely reinvest foreign eamings. However,
circumstances could arise that may aiter that view. If Duke Energy
were 10 decide to repatriate foreign generated and held cash,
recognition of material U.S. federal income tax liahilities could be
required.

Operating Cash Fiows

Net cash provided by operating activities was $4,511 million in
2010, compared to $3,463 million in 2009, an increase in cash
provided of $1,048 miltion, The increase in cash provided by
operating activities was driven primarily by:

» Excluding the impacts of non-cash impairment charges, net
income increased during the year ended December 31, 2010
compared to the same pericd in 2009,

* A $400 million decrease in contributions to company
sponsored persion plans, and

* Changes in traditionat working capital amounts due fo timing
of cash recefpts and cash payments, principally a decrease in
coal inventory, partially offset by a net decrease in cash fram
taxes of $480 million.

Net cash provided by operating activities was $3,463 million in
2008, compared to $3,328 million in 2008, an increase in cash
provided of $135 million. The increase in cash provided by operating
activities was driven primarily by:

* Excluding the impacts of non-cash impairment charges, net
income increased during the year ended December 31, 2009
compared to the same period in 2008, and
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» Changes in traditional working capital amounts due to timing
of cash receipts and cash payments, principally a net increase
in cash from taxes of $740 million, parfially offset by an
increase in coal inventory, partially offset by

* An $800 million increase in contnbuhons 0 company
sponsored pension plans,

Investing Cash Flows

Net cash used in investing activities was $4,423 million in
2010, $4,492 million in 2009, and $4,611 millior in 2008.

The primary use of cash related to investing activities is capital,
investment and acquisition expenditures, detailed by reportable
business segment in the following table.

Capital, Investment and Acquisition Expenditures by Business
Segment '

Years Ended December 31,
(in millions) 2010 2009 2008
U.S. Franchised Electric and Gas $3,891 ' $3560 $3,650
Commercial Power 525 . 688 870
International Energy 181 128 161
Other 258 181 241
Total consolidated $4,855 $4,557 $4,.922

The decrease in cash used in investing activities in 2010 as
compared to 2009 is primarily due to the following:

= A $300 million increase in proceeds from asset sales,

*» A $120 million decrease in purchases of available-for-sale
securities, net of proceeds, due to net proceeds of $95 million
in 2010 compared to net purchases of $25 million In 2009,
and .

» A $40 miliion increase in net emission allowance activity,
reflecting net sales in 2010 compared to niet purchases in
2009,

These increases in cash used were partially offset by the
following:

« A $300 million increase in capital, mvslment and acquisition
expenditures.

The decrease in cash used in investing activities in 2009 as
compared to 2008 is primarily due to the following:

« A $365 million decrease in capital, investment and
acquisition expenditures, due primarily to 2008 acquisitions.

This decrease in cash used was partially offsat by the following:

* A $125 million decrease in proceeds fram available-for-sale
securities, net of purchases, due to net purchases of $25
million in 2009 compared to net proceeds of $100 miillion in
2008,
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« A $70 million decrease in net emission allowance activity,
reflecting net purchases in 2009 compared to et sales in
2008, and

* A $30 million decrease in proceeds from asset sales.

Financing Cash Flows and Liquidity

Duke Energy’s consolidated capital structure as of
December 31, 2010, including short-term debt, was 45% debt and
55% common equity. The fixed charges coverage ratio, calculated
using SEC guidelines, was 3.0 times for 2010, 3.0 times for 2009,
and 3.4 imes for 2008.

Net cash provided by financing activities was $40 million in
2010 compared o $1,585 million in 2009, a decrease in cash
provided of $1,545 million. The change was due primarily to the
following:

= A $1,785 million decrease in proceeds from issuances of
long-term debt, net of redemptions, as a result of net
issuances of $1,091 miltion during 2010 as compared to net
issuances of $2,876 mitlion during 20089,

* A $200 million decrease in proceeds from the issuances of
common stock primarily related to the DRIP and other internal
plans, and

* A 360 million increase in dividends paid in 2010,

These decreases in cash provided were partiaily offset by:

* A $490 milfion increase due to the repayment of the Duke
Energy Ohio credit facility drawdown and outstanding
commercial paper in 2009, and

Net cash provided by financing activities was $1,585 million in
2009 compared to $1,591 million in 2008, a decrease in cash
provided of $6 million. The change was due primatily to the
following:

« A $475 million decrease due to the repayment of the Duke
Energy Ohio credit facility drawdown and outstanding
commercial paper, and

= At $80 mitlion increase in dividends paid in 2009.

These decreases in cash provided were partially offset by:

= A $385 million increase in proceeds from the issuances of
common stock primarily related to the DRIP and other internal
plans, and

* A $210 miltion increase in proceeds from issuances of long-
term debt, net of redemptions, as a result of net issuanoes of
$2,875 miltion during 2009 as compared o net issuances of
$2,665 million during 2008.

Significant Financing Activities — Year Ended 2010,

Duke Energy issues shares of its commen stock to meet certain
employee benefit and long-term incentive obligations. Beginning in
the fourth quarter of 2008, Duke Energy began issuing authorized
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but unissued shares of common stock to fulfil obligations under its
DRIP and other intemat plans, including 401(k) plans. Proceeds
from all issuances of common stock, primarily related to the DRIP
and other employes benefit plans, including employee exercises of
stock options, were $302 million in 2010..

During the year ended December 31, 2010, Duke Energy's
total dividend per share of commeon stock was $0.97, which resulted
in dividend payments of $1,284 million.

In December 2010, Tep of the World Wind Energy LLC, a
subsidiary of Duke Energy Generation Services, Inc. (DEGS), an
indirect whally-owned subsidiary of Duke Energy, entered into a long-
term loan agreement for $193 milllion principal amount maturing in
December 2028. The collateral for this loan is substantialy all of the
assets of Top of the World Windpower LLC. The initial interest rate on
the notes is the six month adjusted London interbank Oifered Rate
(L'BOR) plus an applicable margin. In connection with this debt
issuance, DEGS entered into an interest rate swap to convert the
substantial majority of the loan interest payments from a variabie rate
to a fixed rate of 3.465% plus the applicable margin, which was
2.375% as of December 31, 2010. Proceeds from the issuance will
be used to help fund the existing wind portfolio.

In September 2010, Duke Energy Carolinas converted $143
miifion of tax-exempt variable-rate demand bonds o tax-exempt term
bonds, which carry a fixed interest rate of 4.375 % and mature
October 2031. Prior to the conversion, the bonds were held by Duke
Energy Carolinas as treasury bonds. in connection with the
conversion, the tax-exempt bonds were secured by a series of Duke
Energy Carolinas' first morigage bonds. ‘

In September 2010, Duke Energy Carolinay converted $100
million of tax-exernpt variable-rate demand bonds, to tax-exempt term
bonds, which camry a fixed interest rate of 4.625% and-mature
November 1, 2040. in connection with the conversion, the
tax-exernpt bonds were secured by a series of Duke Energy Carotinas’
first mortgage bonds. In September 2010, Duke Energy Indiana
refunded $70 million of tax-exempt auction rate bonds through the
issuance of $70 million principal amount of tax-axempt term bonds,
of which $60 million carry a fixed interest rate of 3.375% and
mature March 1, 2019 and $10 million cany a fixed interest rate of
3.75% and mature April 1, 2022, In connection with the
conversion, the tax-exempt bords were secured by a series of Duke
Energy Indiana’s first mortgage bonds.

In September 2010, Duke Energy Indiana refunded $70 million
of tax-exempt auction rate bonds through the issyance of $70 million
principal amount of tax-exempt term bonds, of which $60 million
cany a fixed interest rate of 3.375% and mature March 1, 2019 and
$10 million carry 2 fixed interest rate of 3.75% and mature Aprit 1,
2022, In connection with the conversion, the tax-exempt bonds were
secured by a series of Duke Energy Indiana’s first mortgage bonds.

In July 2010, Duke Energy Indiana issued $500 million
principal amount of 3.75% first mortgage bonds due July 15, 2020.
Proceeds from the issuance were used to repay $123 million of
borrowings under the Master Credit Facility, and will be used to fund
Duke Energy Indiana’s ongoing capital expenditures and for general
corporate purposes.

in Juty 2010, international Energy issued $281 million
principal amount in Brazil, which carries an interest rate of 8.59%
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piug 1GP-M (Brazil's monthly inflation index) non-convertible
debentures due July 2015. Proceeds of the issuance were used to
refinance Brazil debt related to DEIGP and for future debt maturities
in Brazil.

In June 2010, Duke Energy Carolinas issued $450 million
principal amount of 4.30% first morigage bonds due June 15,
2020. Proceeds from the issuance will be used to fund Duke Energy
Carolinas’ ongoing capital expenditures and for general corporate
PUIOSES.

In May 2010, Green Frontier Wind Power, LLC, a subsidiary of
DEGS, an indirect wholly-owned subsidiary of Duke Energy, entered
into a long-term loan agreement for $325 million principal amount
maturing in 2025. The collateral for this loan is a group of five wind
farms located in Wyoming, Colorado and Pennsylvania. The initial
interest rate on the notes is the six month adjusted LIBOR plus an
applicable margin, In connection with this debt issuance, DEGS
entered into an interest rate swap to convert the substantial majority
of the loan interest payments from a variable rate to a fixed rate of
approximately 3.4% plus the applicable margin, which was 2.5% as
of September 30, 2010. Proceeds from the issuance will be used to
help fund the existing wind portfolio.

In March 2010, Duke Energy issued $450 million principal
amount of 3.35% senior notes due April 1, 2015. Proceeds from the
issuance were used to repay $274 million of borrawings under the
master credit facility and for general corporate purposes.

Significant Financing Activities — Year Ended 2009.

Duke Energy issues shares of its common stock to meet certain
employee benefit and iong-term incentive obligations. Beginning in
the fourth guarter of 2008, Duke Energy began issuing authorized
but unissued shares of common stock to fulfill obligations under its
DRIP and other internal plans, including 401(k) plans. Proceeds
from all issuances of common stock, primarily related to the DRIP
and other employee benefit plans, including employee exercises of
stock options, were $519 million in 2009,

During the year ended December 31, 2009, Duke Energy's
total dividend per share of common stock was $0.94, which resuled
in dividend payments of $1,222 milion..

December 2009, Duke Energy Ohio issued $250 million
principal amount of first mortgage bonds, which carry a fixed interest
rate of 2.10% and mature June 15, 2013. Proceeds from this
issuance, together with cash on hand, were used to repay Duke
Energy Ohio's borrowing under Duke Energy's master credit facility. In
conjunction with this debt issuance, Duke Energy Ohio entered into
an interest rate swap agreement that converted interest on this debt
issuance from the fixed coupon fate 1o a variable rate. The initial
variable rate was set at 0.31%.

In November 2009, Duke Energy Carolinas issued $750
millien principal amount of first mortgage bonds, which carry a fixed
interest rate of 5.30% and mature February 15, 2040, Proceeds
from this issuance will be used to fund capital expenditures and
general corparate purposes, including the repayment at maturity of
$500 million of senior notes and first mortgage bonds in the first half
of 2010.

in October 2009, Duke Energy tndiana refunded $50 million of
tax-exempt variable-rate dernand bonds through the issuance of $50
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million principal amount of tax-exempt term bonds, which cany a
fixed interest rate of 4,95% and mature October 1, 2040, The
tax-exempt bonds are secured by a serles of Duke Energy Indiana’s
first moitgage bonds.

In Septernber 2009, Duke Energy Chio and Duke Energy
Indiana repaid and immediately re-borrowed $279 million and $123
million, respectively, under Duke Energy’s master credit facility,

In Septernber 2009, Duke Energy Carolinas converted $77
million of tax-exempt variable-rate demand bonds fo tax-exempt term
bonds, which carry a fixed interest rate of 3.60% and mature
February 1, 2017. in connection with the conversion, the tax-exempt
bonds were secured by a series of Duke Energy Cardiines’ first
mortgage bonds.

In September 2009, Duke Energy Kentucky zssued $100
million of senior debentures, which cany a fixed mest rate of
4.65% and mature October 1, 2019. Proceeds from the issuance
were used to repay Duke Energy Kentucky's borrowings under Duke
Energy’s master credit facility, o replenish cash used to repay $20
rmillion principal amount of debt due September 15, 2009 and for
general corporate purpases.

In August 2009, Duke Energy issued $1 billion principal
amount of senior notes, of which $500 million cairy a fixed interest
rate of 3.95% and mature September 15, 2014 and $500 miliion
carry a fixed interest rate of 5.05% and mature September 15,
2019. Proceeds from the issuance were used to redeem commercial
paper, © fund capitat expenditures in Duke Energy’s unregulated
businesses in the U.5. and for general corporate purposes.

In June 2009, Duke Energy tndiana refunded $55 million of
tax-exempt variable-rate demand bonds through the issuance of $55
million principal amount of tax-exempt term bonds due August 1,
2039, which carry a fixed interest rate of 6.00% and are secured by
a sexies of Duke Energy Indiana's first mortgage bonds. The refunded
bonds were redeemed July 1, 2009.

In March 2009, Duke Energy Ohio issued $450 million
principal amount of first mortgage bonds, which cany a fixed interest
rate of 5.45% and mature April 1, 2019, Proceeds from this
issuanoe were used to repay short-termn notes and for general
corporate purposes, including funding capital expenditures.

In March 2009, Duke Energy Indiana issued $450 million
principal amount of first mortgage bonds, which cay a fixed infevest
rate of 6.45% and mature Aprii 1, 2039. Proceeds from this
issuance were used o fund capital expenditures, 1 replenish cash
used to repay $97 million of senior notes which matured on
March 15, 2009, to fund the repayment at maturity of $125 rniltion
of first morigage bonds due July 15, 2009, and for general corporate
purposes, including the repayment of short-term notes,

In January 2009, Duke Energy issued $750 miltion principal
amount of 6.30% senior notes due February 1, 2014. Proceeds
from the issuance were used to redeem commercigl paper and for
general corporate purposes.

fn January 2009, Duke Energy indiana refunded $271 million
of tax-exempt auction rate bonds through the issuance of $271
million of tax-exempt variable-rate demand bonds, which are
supported by direct-pay letters of credit, of which $144 million had
inttial rates of 0.7% reset on a weekly basis with $44 million
maturing May 2035, $23 million maturing Marcti 2031 and $77
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million maturing December 2039. The remaining $127 miflion had
initial rates of 0.5% reset on a daily basis with $77 million maturing
December 2039 and $50 million maturing October 2040.

Significant Financing Acfivities — Year Ended 2008.

Duke Energy issues shares of its common stock to meet certain
employee benefit and long-term incentive obligations. Beginning in
the fourth quarter of 2009, Duke Energy began issuing authorized
but unissued shares of common stock to fulfill obligations under its
DRIP and ather internal plans, including 401{k) plans. Proceeds
from all issuances of common stock, primarily related to the DRIP
and other employee benefit plans, including employee exercises of
stock options, were $133 million in 2009,

During the vear ended December 31, 2008, Duke Energy's
total dividend per share of common stock was $0.90, which resulted
in dividend payments of $1,143 million.

In December 2008, Duke Energy Kentucky refunded $50
million of tax-exempt auction rate bonds through the issuance of $50
million of tax-exempt variable-rate demand bonds, which are
supported by a direct-pay letter of credit. The variable-rate demand
bonds, which are due August 1, 2027, had an initial interest rate of
0.65% which is reset on a weekly basis.

In Novernber 2008, Duke Energy Carolinas issued $900
mitlion principat amount of first mortgage bonds, of which $500
mitlion carry a fixed interest rate of 7.00% and mature November 15,
2018 and $400 million carry a fixed interest rate of 5.75% and
mature Novermber 15, 2013. The net proceeds from issuance were
used to repay amounts borrowed under the master credit facility, to
repay senicr notes due January 1, 2009, to repienish cash used to
repay senior notes at their scheduled maturity in October 2008 and
for general corporate purposes.

in October 2008, International Energy issued $153 miflion of
debt in Brazii, of which $112 million mature in Septernber 2013
and camy a variable interest rate equal to the Brazil interbank rate
plus 2.15%, and $41 million mature in September 2015 and carry
a fixed interest rate of 11.6% plus an annual inflation index.
Intermational Energy used these proceeds o pre-pay existing long-
ferm debt balances.

In September 2008, Duke Energy and its wholly-owned
subsidiaries, Duke Energy Carolinas, Duke Energy Ohio, Duke Energy
indiana and Duke Energy Kentucky, borrowed a total of $1 billion
under Duke Energy's master credit facility, For additional information,
see “Available Credit Faciliies and Restrictive Debt Covenants” below.

In August 2008, Duke Energy Indiana issued $500 million
principal amount of first mortgage bonds, which catry a fixed interest
rate of 6.35% and mature August 15, 2038. Proceeds from this
issuance were used to fund capital expenditures and for general
corporate purposes, including the repayment of short-term notes and
to redeem first mortgage bonds maturing in September 2008,

In June 2008, Duke Energy issued $500 million principal
amount of senior notes, of which $250 million camry a fixed interest
rate of 5.65% and mature June 15, 2013 and $250 million carry a
fixed interest rate of 6.25% and mature June 15, 2018. Proceeds
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from the issuance were used to redeem commercial paper, to fund
capital expenditures in Duke Energy's unregulated businesses in the
U.S. and for general corporate purposes. .

In April 2008, Duke Energy Carolinas issued $900 mitlion
principal amount of first morigage bonds, of which $300 million
carry a fixed interest rate of 5.10% and mature Apel 15, 2018 and
$600 million carry a fixed interest rate of 6.05% and mature
April 15, 2038, Proceeds from the issuance wereused to fund
capital expenditures and for general corporate purposes. In
anticipation of this debt issuance, Duke Energy Carolinas executed a
series of interest rate swaps in 2007 to fock in tha market inferest
rates at that ime. The value of these interest rate swaps, which weare
terminated prior to issuance of the fixed rate debi, was a pre-tax loss
of $23 million. This amount was recorded as a camponert of
Accumulated Other Comprehensive Loss and is being amortized as a
component of Interest Expense over the life of the debt.

in April 2008, Duke Energy Caratinas refunded $100 million of
tax-exempt auction rate bonds through the issuance of $100 milfion
of tax-exempt variable-rate demand bonds, which are supported by a
direct-pay letter of credit. The variable-rate demand bonds, which are
due Naovermber 1, 2040, had an initial interest rate of 2.15% which
will be reset on a weekly hasis,

In January 2008, Duke Energy Carolinas issued $300 miliion
principat amount of first mortgage bonds, of which $400 million
cany a fixed interest rate of 5.25% and mature January 15, 2018
and $500 mitlion carry a fixed interest rate of 6.00% and mature
January 15, 2038, Proceeds from the issuance were used to fund
capital expenditures and for general corporate purpeses, including the
repayment of commercial paper. In anticipation of this debt issuance,
Duke Energy Carolinas executed a series of interest rate swaps in
2007 to lock in the market interest rates at that time. The value of
these interest rate swaps, which were terminated prior 1o issuance of
the fixed rate debt, was a pre-tax loss of $18 million. This amount
was recorded as a component of Accumulated Other Comprehensive
Loss and is being amortized as a component of Interest Expense over
the life of the debt.

Available Credit Facilities and Restrictive Debt Covenants.

The tofal capacity under Duke Energy’'s master credit facility,
which expires in June 2012, is $3.14 bitlion. The credit facility
contains an aption allowing borowing up to the full amount of the
facility on the day of initial expiration for up to one year, Duke Energy,
Duke Energy Carolinas, Duke Energy Ohio, including Duke Energy
Kentucky, and Duke Energy Indiana {collectively referred 1o as the
horrowers}, each have borrowing capacity under the master credit
facility up to specified sub limits for each bomower. However, Duke
Energy has the unilateral abiliiy to increase or decrease the borrowing
sub limits of each borrower, subject to per borfowes maximum cap
limitations, at any time. The amount available under the master credit
facility has been reduced by the use of the master credit facility to
backstop the issuances of commetcial paper, letters of credit and
certain tax-exempt bonds.
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Master Credit Facility Summary as of December 31, 2010 (in millions)#

Duke Energy DukeEnergy  Duke Energy

Duke Energy Carclinas Chigw Indiana Totat
Facility Sizem $1,097 $ 840 $750 $450 %3137
Less: :
Notes Payable and Commercial Paper — (300} - (150) (450}
Cutstanding Letters of Credit (11) ¥} 27 - (45}
Tax-Exempt Bonds {25) {95) (84) (81) (285}
Availabte Capacity $1,061 $438 $639 $ 219 $2,357

(@) This summary excludes certain demand facilities and committed facilities that are insignificant in size or which genexally support very specific requirernents, which primarily include

facilities that backstop various outstanding tax-exernpt bords.

(b) Credit facility contains a covenant requiring the debt-to-total capitalization zatio to not exceed 65% for each bomower,
{c) Contains sub fimits at Decernber 31, 2010 as folows: $650 million for Duke Energy Ohio arnd $100 million for Duke Energy Kenfucky.

In April 2010, Duke Energy and Duke Energy Carolinas entered
into & new $200 million four-year unsecured revolving credit facility.
Duke Energy and Duke Energy Carolinas are Co-Borowers under this
facility, with Duke Energy having a borrowing sub limit of $100
miltion and Duke Energy Carolinas having no bormrowing sub limit,
Upon closing of the facility, Duke Energy made an initial borrowing of
$75 million for general corporate purposes.

In September 2008, Duke Energy and its wholly owned
subsidiaries, Duke Energy Carolinas, Duke Energy Chic, Duke Energy
Indiana and Duke Energy Kentucky borrowed a total of $1 billion
under Duke Energy’s Master Credit Facility. All outstanding
borrowings have been repaid as of December 31, 2010,

In Septemnber 2008, Duke Energy Indiana and Duke Energy
Kentucky collectively entered into a $330 million three-year letter of
credit agreement with a syndicate of banks, under which Duke
Energy Indiana and Duke Energy Kentucky may request the issuance
of letters of credit up to $279 million and $51 miltion, respactively,
on their behatf to support various series of variable rate demand
bonds issued or 1o be issued on behalf of either Duke Energy indiana
or Duke Energy Kentucky. In September 2010, the letter of credit
agreement was amernided to reduce the size to $327 million and
extend the maturity date to Septerber 2012. This credit facility,
which is not part of Duke Energy’s master credit facility, may not be
used for any purpose other than to support the variable rate demand
bonds issued by Duke Energy Indiana and Duke Energy Kentucky.

Duke Energy’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 December 31, 2010,
Duke Energy was in compliance with ali covenants related to its
significant debt agreements. 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 Ralings.

Duke Energy and certain subsidiaries each hoid credit ratings by
Standard & Poor’s (S&P} and Moody’s Investors Service (Moody's).
Duke Energy's corporate credit rating and issuer credit rating from
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S&P and Moody’s, respectively, as of February 1, 2011 is A- and
Baa2, respectively. The following table summarizes the February 1,
2011 unsecured credit ratings from the rating agencies refained by
Duke Energy and its principal funding subsidiaries.

Senior Unsecured Credit Ratings Summary as of February 1, 2011

Standard  Moody's

and  Investors

Poor's Service

Duke Energy Corporation BBB-+ Baa2
Duke Energy Carolinas, LLC A- AJ

Cinergy Comp. BBB+ Baa2

Duke Energy Ohic, Inc. A Baal

Duke Energy Indiana, Inc. A Baal

Duke Energy Kentucky, Inc. A- Baal

Duke Energy's credit ratings are dependent on, among other
factars, the ability to generate sufficient cash 1o fuid capital and
investment expenditures and pay dividends on its;cormmon stock,
while maintaining the strength of its current balance sheet. i}, asa
result of market conditions or other factors, Duke Energy is unable to
maintain its curent balance sheet strength, or If its eamings and cash
fiow outiook materially deteriorates, Duke Energy’$ credit ratings could
be negatively impacted. i

On January 10, 2011, S&F and Moody’s affirmed the ratings
and stable outlook of Duke Energy and its subsidiaries, exceptfor
Duke Energy Ohio which the outlook was changed from posttive to
stable. These rating agency actions were taken in ‘response 1o the
announcement of the proposed merger with Progress. See Note 3 to
the Consolidated Financial Statements, “Acquisitions and Dispositions
of Businesses and Sales of Other Assets” for further details on the
proposed merger.

Credit-Related Clauses.

Duke Energy may be required to repay certain debt should the
credlit ratings at Duke Energy Carolinas fal to a ceftain level at S&P or
Moody's. As of December 31, 2010, Duke Energy had $4 million of
senior unsecured notes which mature serially through 2012 that may
be required to be repaid if Duke Energy Carolinas” senior unsecured
debt ratings fall below BBB- at S&P or Baa3 at Moody's, and
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$14 million of senior unsecured notes which mature serially through
2016 that may be required to be repaid if Duke Energy Carolinas’
senior unsecured debt ratings fall below BBB at S&P or Baa2 at
Moody's.

Other Financing Matters.

in Septernber 2010, Duke Energy filed a registration staterment
(Form S-3) with the Securities and Exchange Commission (SEC).
Under this Form S-3, which is uncapped, Duke Energy, Duke Energy
Carolinas, Duke Energy Ohio and Duke £nergy Indiana may issue
delit and other securities in the future at amounts, prices and with
terms 10 be determined at the time of future offerings. The registration
staternent also allows for the issuance of common stock by Duke
Energy.

Duke Energy has paid quarterly cash dividends for 85
consecutive years and expects to continue its policy of paying regular
cash dividends in the future. There is ne assurance as to the amount
of future dividends because they depend on future earnings, capital
requirements, financial condition and are subject to the discretion of
the Board of Directors.

Dividend and Other Funding Restrictions of Duke Energy
Subsidiaries.

As discussed in Note 4 to the Consolidated Financial Statements
“Regulatory Matters”, Duke Energy’s wholly-owned public utility
operating companies have restrictions on the amount of funds that
can be transferred to Duke Energy via dividend, advance or loan as a
resuft of conditions imposed by various regulators in conjunction with
Duke Energy's merger with Cinergy. Additionally, certain cther Duke
Energy subsidiaries have other restrictions, such as minimum
warking capital and tangible net worth requirements pursuant to debt
and other agreements that limit the amount of funds that can be
transferred to Duke Energy. At December 31, 2010, the amourtt of
festricted net assets of whally-owned subsidiaries of Duke Energy that
may not be distributed to Duke Energy in the form of a loan or
dividend is $9.8 billion. However, Duke Energy does not have any
legal or other restrictions on paying common stock dividends to
shareholders out of its consolidated Retained Eamings accourt,
Although these restrictions cap the amount of funding the various
operating subsidiaries can provide to Duke Energy, management
does not believe these restrictions will have any significant impact on
Duke Energy's abitity to access cash to meet its payment of dividends
on common stock and other future funding obligations.

Off-Balance Sheet Arrangements

Duke Energy and cerain of its subsidiaries enter into guarantee
arrangements in the normal course of business to facilitate
commercial transactions with third parties. These arrangements
include performance guarantees, stand-by letters of credit, debt
guarantees, surety bonds and indemnifications.
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Most of the guarantee amangements entered into by Duke
Energy enhance the credit standing of certain subsidiaries,
non-consolidated entities or less than wholly-owned entities, enabling
them fo conduct business. As such, these guarantee arangements
involve elements of performance and credit risk,. which are not
included en the Consolidated Balance Sheets. The possibility of Duke
Energy, either on its own or on behalf of Spectrg Energy Capiial, LLC
{Spectra Capital) through indemnification agreements entered info as
part of the spin-off of Spectra Energy Corp (Spedtra Energy), having to
horior its contingencies is largely dependent upan the future
operations of the subsidiaries, investees and other third parties, o the
occurrence of certain future events. :

Duke Energy performs ongoing assessments of ifs guararee
obligations t determine whether any liabilities have been triggered as
a result of potential increased non-performance risk by parties for
which Duke Energy has issued guarantees, Exogpt for certain
performance obligations related to Crescent, which filed Chapter 11
bankruptcy petitions in a U.S. Bankruptcy court in June 2009 and
for which a liability of $26 million was recorded during 2009 due to
the probability of performance under cerain guarantees, it is not
probable as of December 31, 2010 that Duke Energy will have o
perform under ils remaining existing guarantee obligations. However,
management continues to monitor the financial condition of the third
parties or non-wholly-owned entities for whom Duke Energy has
issued guarantees on behalf of to determine whether performance
under these guarantees becomes probable in the future.

See Note 7 to the Consolidated Financial Staterments,
“Guarantees and Indemnifications,” for further details of the
guarantee arangements.

Issuance of these guarantee arrangements;is not required for the
majority of Duke Energy's operations. Thus, if Duke Energy
discontinued issuing these guarantees, there would not be a materal
impact to the consolidated resuits of operations, cash flows or
financial position.

Duke Energy holds interests in VIES, both consolidated and
unconsolidated. For further information, see Note 17 to the
Consolidated Financial Statements, “Variable Interest Entities™.

Qther than the guarantee arangements discussed above and
normal operating lease arrangements, Duke Energy does not have
any material off-balance sheet financing entities or sruchures. For
additional information on these commitments, see Nate 5 to the
Consolidated Financial Statements, “Commitments and
Contingencies.” ‘

Contractual Obligations

Duke Energy enters into contracts that require payment of cash
at certain specified periods, basad on certain specified minimum
quantities and prices. The following table summarizes Duke Energy’s
contractual cash obligations for each of the pericds preserted.



PART [l

—

Contractual Obligations as of December 31, 2010

Payments Due By Period

More than
lessthan 1 2-3 Years 4-5 Years 5 Years
year (2012& {2014& (2016 &

{in millions) Total (2011) 2013) 2015) Thereafter)
Long-term cebtia! $29,475 $1,197 $ 5757 $4095 $18426
Capital leases™ 660 54 o8 89 419
Qperating leases®t 523 87 136 © 83 217
Purchase Obligations:

Firm capacity and transportation payments® 359 23 39 39 258

Energy commadity contractse 13,771 3323 4,709 2,907 2,832

Other purchase, maintenance and service obligationste 2,650 2,260 41 115 234
Other funding obligations® 480 48 96 96 240

Total confractual cash obligations®

$47,918 $6992 3510876 $7.424  $22,626

@ See Note & to the Consolidated Financial Statements, “Debt and Credit Facilities.” Amount includes interest payments over life of debt. Interest payments on vatiable rate dett
instruments were calculated using interest rates derived from the imerpolation of the forecast interest rate curve. In addition, a spread was placad on top of he interest rates to aid in

capturing the volatiiity inberent in projecting future interest rates.

{b) See Note 5 to the Consolidated Finarcial Staterments, “Commitments and Contingencles.” Amounts in the table above include the interest component of capital leases based on the

interest rates explicitly stated! in the lease agreements.

©) Includes firm capacity payments that provide Duke Energy with uninterrupted firm access to electricity transmission capacity, and natural gas transportation contacts.

()

()

includes contractual obligations to purchase physical quantities of electricity, coal, nuclear fuel and limestane. Also, includes contracts that Duke Energy has designated as hedges,
undesignated contracts and contracts that qualify as nomal purchase/normal sale (NPNS). For contracts where the price paid is based on an index, the amount is based on forward
market prices at December 31, 2010. For certain of these amounts, Duke Enengy may settie on a net cash basis since Duke Enengy has entered into payrnent netting agreements with
counterparties that pemmit Duke Energy to offset reqaivables and payabiles with such countermerties,

Includes contracts for software, telephone, data and consulting or advisory services. Amount also inclides contractual obligations for engineering, procurement and comstruction costs for
new generation plants and nuclear plant refurbishments, environmental projects on fossil facilities, major maintenance of certain non-regulated plants, maintenance and day ko day
contract work at certain wind facilities and commitments to buy wind and combustion turbines (CT). Amount excludes certain apen purchass onders for sevices that are provided on
demand, for which the timing of the purchasa carnot be deternined.

Relates to future annual funding obifgations to the nutiear decomenissioning trust fund (NDTF) (see Note 9 10 the Consolidated Finencial Statements, "Asset Retirement Obligations”).
The: kzble above excludes cerain obligations discussed herein related to amounts recorded within Deferved Credits and Other Liabilities on the Consalidated Balanoe Sheets dus o the
uncerainty of the timing 2nd amaunt of future cash flows necessary o settle these obligations. The amount of cash flows to be paid to settle the asset setirement obligations 1s not known
with certainty as Duke Energy may use intemal fresources or extemal resources to perfom retinement activities. As a result, cash abligations for asset retirernent activities are exciuded
from the table above. However, the vast majarity of asset refirement obligations wilt be settied beyond 2014, Asset refirement obligations recognized on the Consulidaied Balance Shects
total $1,816 million an the fair value of the NDTF, which will be used to help fund these obiigations, T $2,014 million at December 31, 2010. The table above excludes seserves for
fitigation, environmental remediation, asbestos-related injuries and damages claims and seff-insurance claims {see Note 5 1o the Consolidated Financial Statements, “Commitments and
Contingencies”) because Duke Energy is uncertain as 0 the timing of when cash payments will be required. Additionally, the table abave exckudes annual insurance premiums that are
necessary fo operate the business, including nuclear insurance (see Note 5 to the Cansolidated Financial Statements, “Commitments and Contingencies™, funding of pension and ather
post-retirement benefit pians (see Note 21 to the Consolidated Firancial Statements, "Employee Benefit Plans”} and regulatory liabilities {se2 Note 4 to the Consolklated Financial
Statements, “Reguiatory Matters”) because the amaunt and timing of the cash payments are uncertain. Also excluded are Defemed Income Taxes and Invesiment Tax Credits recorded on
the Consolidated Balance Sheets since cash payments K income taxes ane tetermined based primarily on taxable income for each discrete fiscal year, Additionally, amounts mlated to

uncartain ta positions are excluded fiom the table above due to urcedainty of liming of Luture payments,
{h} Cument fiabilities, except for current maturities of lang-term debit, and purchase obligations reflected In the Consolidated Balance Sheets, have been excluded fram the above table.

Quantitative and Qualitative Disclosures About Market Risk.

Risk Management Policies

Duke Energy and its registrants are exposed to market risks
associated with commodity prices, credit exposure, interest rates,
equity prices and foreign currency exchange rates. Management has
established compiehensive risk management policies to monitor and
manage these market risks. Duke Energy’s Chief Executive Officer
and Chief Financial Officer are responsible for the overall approval of
market risk management policies and the delegation of approval and
authorization levels. The Finance and Risk Management Committee
of the Board of Directors receives periodic updates from the Chief Risk
Officer and other members of management on market risk positions,
corporate exposures, credit exposures and overall risk management
activities. The Chief Risk Officer is responsible for the overall
govermance of managing credit risk and commodity price risk,
including manitoring exposure limits.,
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Commodity Price Risk
Duke Energy

Duke Energy and its registrants are exposed to the irpact of
rnarket fluctuations in the prices of electricity, coal, natural gas and
other energy-related preducts marketed and purchased as a result of
its ownership of energy related assets. Duke Energy’s exposure to
these fluctuations is limited by the: cost-based regulation of its U.S.
Franchised Electric and Gas operations and certain portions of
Commercial Power's operations as these regulated operations are
typically allowed to recover certain of these costs through various
cost-recovery clauses, including fuel clauses. While there may he a
delay in iming between when these costs are incumed and when
these costs are recovered through rates, changes from year to year
have ro material impact on operating results of these regulated
operations, Additionally, most of Duke Energy’s long-term power sales
contracts substantially shift all fuel price risk to the purchaser.



PART I

Price risk represents the potential risk of loss from adverse
changes in the market price of electricity or other energy
commodities. Duke Energy's exposure to commeodity price risk is
influenced by a number of factors, including contract size, length,
market liquidity, location and unique or specific contract terms. Duke
Energy empleys established policies and procedures to manage its
risks assaciated with these market fluctuations, which may include
using various commodity derivatives, such as swaps, futures,
forwards and options. For additional information, see Note 14 fo the
Consolidated Financial Statements, “Risk Management, Derivative
Instruments and Hedging Activities.”

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

Hedging Strategies.

Duke Energy closely monitors the risks associated with
commodity price changes on its future operations and, where
appropriate, uses various commadity instruments such as electricity,
coal and natural gas forward contracis fo mitigate the effect of such
fluctuations on operations. Duke Energy’s primary use of energy
commodity derivatives is to hedge the generation portfolio against
exposure to the prices of power and fuel.

The majority of derivatives used 1o manage Duke Energy's
commuodity price exposure are either not designated as a hedge or do
not gualify for hedge accounting, These instruments are referred to as
undesignated contracts. Undesignated derivatives entered into by
regulated businesses reflect mark-to-market changes of the derivative
instruments fair value as a regulatory asset or liability on the
Consolidated Balance Sheets. Undesignated derivatives erttered into
by unregulated businesses are marked-to-rarket each period, with
changes in the fair value of the derivative instruments reflected in
eamings.

Certair: derivatives used to manage Duke Energy’s commuodity
price exposure are accounted for as either cash flow hedges or fair
value hedges. To the extent that instruments accounted for as hedges
are effective in offsetting the transaction being hedged, there is no
impact to the Consolidated Statements of Operations until after
delivery or seftlement occurs. Accordingly, assumptions and valuation
techniques for these contracts have no impact on reported eamings
prior to settiermnent. Several factors influence the effectiveness of a
hedge contract, including the use of contracts with differertt
commeodities or unmatched terms and counterparty credit risk, Hedge
effectiveness is monitored regularly and measured at least quarterly.

In addition to the hedge contracts described above and recorded
on the Consolidated Balance Sheets, Duke Energy enters into other
contracts that qualify for the NPNS exception. When a contract meets
the criteria to qualify as a NPNS, U.S. Franchised Electric and Gas
and Commercial Power apply such exception. Income recognition
and realization related to normal purchases and normal sales
contracts generally coincide with the physical delivery of power. For
contracts qualifying for the NPNS exception, no recognition of the

DUKE ENERGY CORPORATION / 2010 FORM 10-K

contract’s fair value in the Consofidated Financial Statements is
required until setlement of the contract as long as the transaction
rermains probable of occurming,

Generation Portfolio Risks for 2011,

Duke Energy is primarily exposed to market price fluctuations of
wholesale power, natural gas, and coal prices in the U.S. Franchised
Electric and Gas and Commercial Power segments. Duke Enengy
optimizes the value of its bulk power marketing (BPM) and
non-regulated generation portfolics. The portfolios include generation
assets (power and capacity), fuel, and emission allowances. The
componeant pieces of the portfolio are bought and sold based on
models and forecasts of generation in arder to manage the economic
value of the portfolio in accordance with the strategies of the business
units. The generation portfolio not utilized to serve retail operations or
committed load is subject to commodity price fuctuations, although
the impact on the Consolidated Staternents of Operations reported
earnings is partially offset by mechanisms in the regulated
jurisdictions that result in the sharing of net profits from these
achvities with retail customers, Based on a sensitivity analysis as of
December 31, 2010 and 2009, it was estimated that a 10% price
change per MWh in forward wholesale power prices would have a
corresponding effect on Duke Energy’s pre-tax income of $20 million
in 2011 and would have had a $12 million impact in 2010,
excluding the impact of mark-to-market changes on non-qualifying or
undesignated hedges relating 1o periods in excess of one year from
the respective date, which are discussed further bélow. Based ona
sensitivity analysis as of Decermnber 31, 2010 and 2009, it was
estimated that a 10% change in the forward price per ton of coal
would have a comesponding effect on Duke Energy's pre-tax income
of $2 million in 2011 and would have had an $8 million impact in
2010, excluding the impact of mark-to-market changes on
non-qualifying or undesignated hedges relating to periods in excess of
one year from the respective date. Based on a sensitivity analysis as
of December 31, 2010 and 2009, it was estimated that a 10%
price change per Million British Thermal Unit (MMBtu} in natural gas
prices would have a carresporiding effect on Duke Energy's pre-tax
income of $17 million in 2011 and would have had a $6 million
impact in 2010, excluding the impact of mark-to-market changes on
undesignated hedges relating to periods in excess of one year from
the respective date, which are discussed further below.

Sensitivities for derivatives beyond 2011.

Derivative confracts executed to manage gengration portiolio
risks for delivery periods beyond 2011 are also exposed to changes in
fair value due to market price fluctuations of wholesale power and
coal. Based on a sensitivity analysis as of December 31, 2010 and
2009, it was estimated that a 10% price change in the forward price
per MWh of wholesale power would have a corresponding effect on
Duke Energy's pre-tax income of $20 million in 2011 and would
have had 2 $24 mitlion impact in 2010, resuliing from the impact of
mark-to-market changes on ner-qualifying and undesignated power
contracts pertaining to periods in excess of one year from the
respective date. Based ont a sensitivity analysis as of December 31,
2010 and 2009, it was estimated that a 10% change in the forward
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price per ton of coal would have an insignificant effect on Duke
Energy's pre-tax income in 2011 and $10 million in 2010, resuling
from the impact of mark-to-market changes on non-qualifying and
undesignated coal cenfracts pertaining to periods in excess of one
year from the respective date,

Other Commodity Risks.

At Decernber 31, 2010, pre-tax income in 2011 was not
expected to be materially impacted for exposures to other
commaodities’ price changes.

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

Duke Energy Carolinas

Duke Energy Carolinas has limited exposure to market price
changes in fuel incurred for its retail customers due to the cost
tracking and recovery mechanisms in its retail jurisdictions. Duke
Energy Carolinas does have exposure to the impact of market
fluctuations in the prices of electricity, fuel and emissions allowances
with its BPM sales. Price risk represents the potential risk of loss from
adverse changes in the market price of electricity or other energy
commodities, Duke Energy Carolinas employs established policies
and procedures to manage its risks associated with these market
fluctuations using various commodity derivatives, such as forwards
and swaps. For further information see Note 14 to the Consolidated
Financial Staternents, “Risk Management, Derivative Instuments and
Hedging Activities.

Generation Portfolio Risks for 2011.

Duke Energy Carolinas is primarily exposed to market price
fluctuations of wholesale power prices through its BPM activities. The
generation portfolio not utilized to serve retail operations or committed
load is subject to commodity price fluctuations, although the impact
on the Consolidated Statements of Operations reported eamings is
partially offset by mechanisms in the regulated jurisdictions that result
in the sharing of net profits from these activities with retail customers,
Based on & sensitivity analysis as of December 31, 2010 and 2008,
it was estimated that a ten percent price change per MWh in forward
wholesale power prices would have a corresponding effect on Duke
Energy Carolinas’ pre-tax income of $1 million in both 2011 and
2010, excluding the impact of mark-to-market changes on
undesignated hedges relating to periods in excess of one year from
the respective date.

Duke Energy Carclinas’ exposure fo commodity price risk is
influenced by a number of factors, including contract size, length,
market liguidity, tocation, availability of coal supply, and unigue or
specific contract terms, The commodity price sensitivity calculations
above consider existing hedge positions and estimated production
levels, but do not consider other potential effects that might result
from such changes in commaodity prices.
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Duke Energy Chio

Buke Energy Ohio has limited exposure fo market price changes
of fuel and ernission allowance costs incurred for its retail customers
due to the use of cost tracking and recovery mechanisms in its retail
jurisdictions. Duke Energy Ohio does have exposure to the impact of
market fluctuations in the prices of electricity, fuet and emission
allowances associated with its generation output rot utilized to serve
retail operations and it natural gas distribution. Price tisk represents
the poterttial risk of oss from adverse changes in the market price of
electricity or other energy commodities, such as gas or coal. Duke
Energy Ohio employs established policies and procedures to manage
its risks associated with these market fluctuations using various
cormmoadity derivatives, such as forwards, swaps and options, See
Note 14 to the Consolidated Financial Statements, “Risk
Management, Derivative Instruments and Hedging Activities,” for
additional information. Other derivatives used to manage Duke
Energy Ohio’s commedity price exposure are either not designated as
a hedge or do not qualify for hedge accounting, Derivatives related to
regulated businesses reflect changes in the fair value of the derivative
instruments as a regulatory asset of liabitity on the Consolidated
Balance Sheets. Derivatives related to unregulated businesses are
marked-to-market each period, with changes in the fair value of the
derivative instruments reflected in eamings.

Generation Portfolio Risks for 2011,

Duke Energy Ohio is primarily exposed to market price
fluctuations of wholesale power, coal, natural gas and emission
allowance prices associated with its excess capacity from generation
assets that are dedicated to serve Ohio retail customers and its
non-regulated operations. Duke Energy Ohio closely monitors the
risks associated with these commedity price changes on its future
generation operations and, where appropriate, uses various
commodity instruments such as electricity, coal and natural gas
forward contracts to mitigate the effect of such fluctuations on
operations, in addition to optimizing the value of its non-regutated
generation portfolio. The portfolio includes generation assets (power
and capacity), fuel, and emission allowances. Modeled forecasts of
future generation output, fuel requirernents, and emission aliowance
requirements are based on forward power, fued and emission
allowance markets. The component pieces of the porifolic are bought
and sold based on this model in order to manage the economic vaiue
of the portfolio, where such market transparency exists. The
generation portfolio not utilized o sexve retail operations or committed
load is subject to commodity price fluctuations. Based on a sensitivity
analysis as of December 31, 2010 and 2009, it was estimated that
a 10% price change per MWh in forward wholesale power prices
would have a comresponding effect on Duke Energy Ohio's pre-iax
income of $19 miilion in 2011 and $10 million in 2010,
respectively, excluding the impact of mark-to-market changes on
non-gualifying or undesignated hedges relating 1o periods in excess of
one year from the respective date, which are discussed further below.
Based on a sensitivity analysis as of December 31, 2010 and 20089,
it was estimated that a 10% change in the forward price per ton of
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coal would have a corresponding effect on Duke Energy Ohio's
pre-tax income of $2 million in 2011 and $8 million in 2010,
respectively, excluding the impact of mark-to-market changes on
non-qualifying or undesignated hedges relating to periods in excess of
one year from the respective date, which are discussed further below.
Based on a sensitivity analysis as of December 31, 2010 and 2009,
it was estimated that a 10% price change per MMBty in natural gas
prices would have a corresponding effect on Duke Energy Ohio's
pre-tax income of $17 million in 2011 and $6 million in 2010,
respectively, excluding the impact of mark-to-market changes on
undesignated hedges relating to periods in excess of one year from
the respective date.

Sensitivities for derivatives beyond 2011.

Derivative contracts executed to manage generation portfolio
risks for delivery periods beyond 2011 are also exposed 1o changes in
fair value due to market price fluctuations of wholesale power and
coal. Based on a sensitivity analysis as of December 31, 2010 and
2009, it was estimated that a 10% price change in the forward price
per MWh of wholesale power would have a corresponding effect on
Duke Energy Chio's pre-tax income of $20 million in 2011 and $24
million in 2010, respectively, resulting from the impact of
mark-to-market changes on non-qualifying and undesignated power
contracts pertaining to periods in excess of one year from the
respective date. Based on a sensitivity analysis as of December 31,
201G and 2009, it was estimated that a 10% change in the forward
price per ton of coal would have an insignificant effect on Duke
Energy Ohio's pre-tax income in 2011 and $10 million in 2010,
resulting from the impact of mark-to-market changes on
non-qualifying and undesignated coal contracts pertaining to periods
in excess of one year from the respective date,

Duke Energy Chio's exposure to commaodity price risk is
influenced by a number of factors, including contract size, length,
market liquidity, location and unique or specific cortract terms. The
commaodity price sensitivity calculations above consider existing
hedge positions and estimated production levels, but do not consider
other polential effects that might result from such changes in
commaodity prices.

Duke Energy Indiana

Duke Energy Indiana has limited expasure to market price
changes of fuel and emission allowance costs incurred for its retail
customers due to the use of cost tracking and recovery mechanisms
in the state of Indiana. Duke Energy Indiana does have exposure to
the impact of market fluctuations in the prices of electricity, fuel and
emission allowances associated with its generation output not utilized
to serve retail operations or committed load (i.e., bi-lateral and
wholesale power sales). Price risk represents the potential risk of loss
from aciverse changes in the market price of electricity or other energy
commodities, such as gas, coal or emission allowances. Duke Energy
fndiana employs established policies and procedures to manage its
risks associated with these market fluctuations using various
commaodity derivatives, such as forwards, swaps and options. See
Note 14 to the Consolidated Financial Statements, "Risk
Management, Derivative Instruments and Hedging Activities," for
additional information,
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Generation Portfolio Risks for 2011,

Duke Energy Indiana is primarily exposed & the impact of
market fluctuations in the prices of electricity, fuel and emission
allowances associated with its generation output not utilized to serve
retail operations or committed load (through Iis bi-lateral and
wholesale power sales activities), although the impact on the
Consolidated Staterments of Operations reported eamings is pariially
offset by mechanisms in the regulated jurisdictions that resuft in the
sharing of net profits from these activities with retait customers. Duke
Energy Indiana closely monitors the risks associated with these
commuodity price changes on its future generation operations and,
where appropriate, uses various commuodity instruments such as
forward coniracts and swap contracis to mitigate the effect of such
fluctuations on operations. The portfolio includes generation assets
(power and capacity), fuel, and emission allowances. Modeled
forecasts of future generation output, fuel requirements, and emission
allowance requirements are based on forward power, fuet and
emission allowance markets. The component pieces of the portfolio
are bought and sold based on this model in arder to manage the
economic value of the portfolio, where such market Wansparency
exists. Based on a sensitivity analysis performed as of December 31,
2010, Duke Energy indiana’s forecasted expesure to commodity
price 1isk is not anticipated to have any material adverse effect on its
cansalidated results of operations in 2011, The sensitivity analysis
performed as of December 31, 2009 related to forecasted exposure
1o commodity price risk during 2010 also indicated that commodity
price risk wouki not have any material adverse effect on Duke Energy
Indiana's consolidated results of operations during 2010 and the
impacts of changing commodity prices in its consolidated results of
operations for 2010 was insignificant. ' -

Duke Energy Indiana's exposure to commodity price risk is
influenced by a number of factors, including contract size, length,
market liquidity, location and unique or specific contract terms. The
commaodity price sensitivity calculations above consider existing
hedge positions and estimated production levels, but do not consider
other potential effects that might result from such changes in
commodity prices.

Credit Risk

Duke Energy

Credit risk represents the loss that Duke Energy Registrants
would incur if a countterparty fails to perform under its contractual
obligations. To reduce credit exposure, Duke Energy seeks to enter
into netting agreements with counterpariies that permit Duke Energy
to offset receivables and payables with such counterparties. Duke
Energy attempts to further reduce credit risk with certain
courtterparties by entering into agreements that enable Duke Energy
to obtain collateral or fo terminate or reset the terms of transactions
after specified time periods or upon the occurrence of credit-related
events. Duke Energy may, at times, use credit derivatives or other
structures and technigues to provide for third-party credit
enhancement of Duke Energy's counterparties’ obligations, Duke
Energy aiso obtains cash or letters of credit from customers to provide
credit support outside of collateral agreements, where appropriate,
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based on its financial analysis of the customer and the regulatory or
contractual terms and conditions applicable to each transaction.

Duke Energy's industry has historically operated under
negotiated credit iines for physical delivery contracts. Duke Energy
frequently uses master collateral agreements to mitigate certain credit
exposures. The collateral agreements provide for a counterarty 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 limit, determined in accordance with the
corporate credit policy. Collateral agreements also provide that the
inability to pest collateral is sufficient cause to terminate contracts and
liquidate all positions.

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

Duke Energy has a third-party insuranoe policy o cover certain
losses related to Duke Energy Caralinas’ ashestos-related injuries and
damages above an aggregate self insured retention of $476 million.
Duke Energy Carglinas’ cumulative payments began 1o exceed the
seff insurance retention on its insurance policy during the second
quarter of 2008. Future payments up to the policy limit will be
reimbursed by Duke Energy's third party insurance camier. The
insurance policy limit for potential future insurance recoveries for
indemnification and medical cost claim payments is $1,005 million
in excess of the self insured retention. Insurance recoveries of $850
miliion and $984 million related to this pelicy are classified in the
Consalidated Balance Sheets in Other within investments and Other
Assets and Receivables as of December 31, 2010 and 2009,
respectively. Duke Energy is not aware of any uncertainties regarding
the legal sufficiency of insurance claims. Management believes the
insurance recovery asset is probable of recavery as the insurance
carrier continues to have a strong financial strength rating.

Duke Energy and its subsidiaries also have credit risk exposure
through issuance of performance guarariees, letters of credit and
surety bonds on behalf of less than whally-owned entities and third
parties. Where Duke Energy has issued these guarantees, it is
possible that Duke Energy coutd be required 1o perform under these
guarantee obligations in the event the obligor under the guarantee
fails to perform. Where Duke Energy has issued guarartiees related to
assets or operations that have been disposed of via sale, Duke Energy
attempts to secure indemnification from the buyer against alf future
performance obligations under the guarantees. See Note 7 to the
Consolidated Financial Statements, “Guarantees and
Indernnifications,” for further information on guarartees issued by
Duke Energy or its subsidiaries.
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Duke Energy is also subject to credit risk of its vendors and
suppliers in the form of performance risk on contracts including, but
nat limited to, outsourcing arrangements, major construction projects
and commodity purchases. Duke Energy’s credit exposure to such
vendors and suppliers may take the formn of increased costs or project
delays in the event of non-performance.

Based on Duke Energy's poficies for managing credit risk, its
expasures and its credit and other reserves, Duke Energy does not
currently anticipate a materialty adverse effect on its consolidated
financial position or results of operations as a resuit of
non-performance by any counterparty.

Duke Energy Carclinas
Retail.

Credit risk associated with Duke Energy Caroiinas’ service to
residential, commercial and industrial customers i$ generally limited
to outstanding accounts receivable. Duke Energy Carolinas mitigates
this credit risk by requiring custormers to provide a cash deposit or
letter of credit until a satisfactory payment history is established, at
which time the deposit is typically refunded. Charge-offs for the retail
customers have historically been insignificant to the operations of
Duke Energy Carolinas and are typically recovered through the retail
rates. Management cortinually monitors customer charge-offs and
payment patterns 1o ensure the adequacy of bad debt reserves.

Wholesale Sales.

To reduce credit exposure related to wholesale sales, Duke
Enemgy Carolinas seeks to enter into netting agresments with
counterparties that permit Duke Energy Carolinas to offset receivables
and payables with such counterparties. Duke Energy Carolinas
atternpts to further reduce credit risk with cettain courtierparties by
entering into agreerents that enable Duke Energy Carolinas to obtain
collateral or to terminate or reset the terms of transactions after
specified ime periods or upon the occurrence of credit-related events.
Where exposed to credit risk, Duke Energy Carolings analyzes the
counterparties’ financial condition prior to entering Intd an agresment,
establishes credit limits and monitors the appropriateness of those
fimits on an ongeing basis. Duke Energy Carolinas’ principal
customers for wholesale sales are marketers, municipalities, electric
cooperatives and utilities focated throughout the Southeastem United
States. Duke Energy Carolinas has concentrations of receivables from
the electric utilities sector. These concentrations of customers may
affect Duke Energy Carclinas’ overall credit risk in that risk factors can
negatively impact the credit quality of the entire sector, Based on
Duke Energy Carolinas’ policies for managing credit risk, its exposures
and its credit and other reserves, Duke Energy Cardlinas does not
anticipate a materially adverse effect on its consolidated financial
positich or results of operations as a result of non-performance by any
counterparty. :

Other.

Duke Energy Carolinas has a third-party insurance polky &
cover certain losses related to ashestos-related injuries and damages
above an aggregate self insured retention of $476 gmiliion. Duke
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Energy Carolinas' cumulative payments began to exceed the self
insurance retention on its insurance policy during the second quarter
of 2008. Future payments up to the policy limit will be reimbursed
by Duke Energy Carolinas’ third party insurance carfier. The
insurance policy limit for potential future insurance recoveries for
indemnification and medical cost claim payments is $1,005 milkion
in excess of the self insured retention. Insurance recoveries of $850
million and $984 million related to this policy are classified in the
Consolidated Balance Sheets primarily in Other within Investments
and Other Assets and Receivables as of December 31, 2010 and
2009, respectively. Duke Energy Carolinas is not aware of any
uncertainties regarding the legal sufficiency of insurance claims.
Management believes the insurance recovery asset is probable of
recovery as the insurance carier continues to have a strong financial
strength rating.

Duke Energy Carolinas is also subject to credit risk of its vendors
and suppliers in the form of performance risk on contracts including
but not limited to outsourcing arrangements, major construction
projects and commodify purchases. Duke Energy Carolinas credit
exposure to such vendors and suppliers may take the form of
increased costs or project detays in the event of non-performance.

Duke Energy Ohio
Retail,

Credit risk associated with Duke Energy Ohio's service o
residential, commercial and industrial customers is generally limited
1o outstanding accounts receivable. Duke Energy Ohio mitigates this
credit risk by requiring customers to provide a cash deposit or letter of
credit uni| a satisfactory payment history is established, at which
time the deposit is typically refunded. Charge-offs for the retail
customers have historically been insignificant to the operations of
Duke Energy Ohio and are typically recovered through the retail rates.
Management continually monitors customer charge-offs and payment
patterns to ensure the adequacy of bad debt reserves. Duke Energy
Ohio sells certain of its accounts receivable and related collections
through Cinergy Receivables, a Duke Energy consolidated variable
interest entity. Losses on collection are first absorbed by the equity of
Cinergy Receivables and next by the subordinated retained interests
held by Duke Energy Chio, Duke Energy Yentucky and Duke Energy
Indiana. See Note 17 to the Consolidated Financial Statements,
*Variable interest Entities.”

Wholesale Sales.

To reduce credit exposure related to wholesale sales, 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 that
enable it 1o obtain collateral or to terminate or reset the terms of
transactions after specified time periods or upon the occumence of
credit-related events. Where exposed to credit risk, Duke Energy Ohio
analyzes the counterpaties’ financial condition 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
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for physical delivery contracts. Duke Energy Ohio may use master
collateral agreements to mitigate certain credit exposures. The
collateral agreements provide for a counterparty to post cash or letters
of credit t the exposed party for exposure in excess of an estabished
threshold. The threshold amount represents an unsacured credit limit,
determined in accordance with the corporate credit policy. Collateral
agreements also provide that the inability to post collaterat is sufficient
cause to terminate contracts and fiquidate all positions.

Based on Duke Energy Ohio's policies for managing credit risk,
its exposures and its credit and ather reserves, Duke Energy Ohio
does not currendy anticipate a materially adverse effect on its
financial position, results of operations or cash flows as a result of
non-performance by any counterparty.

Duke Energy Ohio is also subject to credit risk of its vendors and
suppliers in the form of performance risk on contracts including but
not limited to outsourcing arrangements and cormodity purchases.
Duke Energy Ohio credit exposure to such vendors and suppliers may
take the form of increased costs or project delays in the event of
non-performance.

Duke Energy Indlana
Retail.

Credit risk associated with Duke Energy indiana’s senvice to
residential, commercial and industrial customers is generally limited
10 outstanding accounts receivable, Duke Energy Indiana mitigates
this credit risk by requiring custormers to provide a cash deposit or
letter of credit until a satisfactory payment history is established, at
which time the deposit is typically refunded. Charge-offs for the retail
customers have historically been insignificant to the operations of
Duke Energy Indiana and are typically recovered through the retail
rates. Management continually monitors customer charge-offs and
payment patterns to ensure the adequacy of bad debt reserves. Duke
Energy Indiana sells certain of its accounts receivable and related
collections through Cinergy Receivables, a Duke Energy consolidated
variable interest entity. Losses on collection are first absorbed by the
equity of Cinergy Receivables and next by the subordinated retained
interests held by Duke Energy Ohio, Duke Energy Kentucky and
Duke Energy Indiana. See Nate 17 to the Consolidated Financial
Statements, “Variable Irterest Ertities.”

Wholesale Sales.

To reduce credit exposure related fo bi-lateral sales, Duke
Energy Indiana seeks to extter into netting agreements with
counterparties that pemit it to offset receivables and payables with
such counterparties. Duke Energy Indiana attempts to further reduce
credit risk with certain counterparties by entering into agreements that
enable it to obtain collateral or to terminate or reset the terms of
transactions after specified time periods or upon the occurrence of
credit-related events. Where exposed 1o credit risk, Duke Energy
Indiana analyzes the counterparties’ financial condition prior ta
entering into an agreement, establishes credit limits and monitors the
appropriateness of those limils on an ongoing basis. Duke Energy
Indiana's industry has historicaily operated under negotiated credit
lines for physical delivery contracts. Duke Energy Indiana may use
master collateral agreements 1o mitigate certain credit exposures. The
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collateral agreements provide for a courterparty to pest cash or letters
of credit to the exposed party for exposure in excess of an established
threshold. The threshold amount represents an unsecured credit limit,
determined in accardance with the corporate credit policy. Collateral
agreements also provide that the inability to post collateral is sufficient
cause to terminate contracts and liquidate all positions. Based on
Duke Energy Indiana’s policies for managing credit risk, its exposures
and its credit and other reserves, Duke Energy Indiana does not
currently anticipate a material adverse effect on its consolidated
results of operations, cash flows or financial position as a result of
non-performance by any counterparty.

Duke Energy Indiana is also subject to credit risk of its vendors
and suppliers in the form of performance risk on cortracts including
but not limited to eutsourcing arrangements, maijor construction
projects and commodity purchases. Duke Energy Indiana credit
exposure to such vendors and suppliers may take the form of
increased costs or project delays in the event of non-performance.

Interest Rate Risk

The Duke Energy Registrants are exposed to risk resulting from
changes in interest rates as a result of their issuance of variable and
fixed rate debt and commercial paper. The Duke Energy Registrants
manage interest rate exposure by limiting variable-rate exposures 10 a
percentage of total capitatization and by monitering the effects of
market changes in interest rates. The Duke Energy registrants also
enter into financial derivative instruments, which may include
instruments such as, but not limited to, interest rate swaps,
swaptions and U.S. Treasury lock agreements to manage and
mitigate interest rate risk exposure. See Notes 1, 6, 14, and 15 to the
Consolidated Financial Statements, "Summary of Significant
Accourting Policies,” “Debt and Credit Facilities,” “Risk Management,
Derivative Instruments and Hedging Activities,” and "Fair Value of
Financial Assets and Liabilities.”

Duke Energy

Based on a sensitivity analysis as of December 31, 2010, it
was estimated that if market interest rates average 1% higher (lower)
in 2011 than in 2010, interest expense, net of offsetting impacts in
interest income, would increase (decrease) by $8 million,
Comparatively, based on a sensitivity analysis as of December 31,
2009, had interest rates averaged 1% higher (lower) in 2010 than in
2009, it was estimated that interest expense, net of offsetting impacts
in interest income, would have increased (decreased) by $19 million.
These amounis were estimated by considering the impact of the
hypothetical interest rates on variable-rate securities outstanding,
adjusted for interest rate hedges, short-term and long-term
investrents, cash and cash equivalents outstanding as of
December 31, 2010 and 2009. The decrease in interest rate
sensitivity is primarily due to repayment of the master credit facility
borrowings, swapping project financed debt from fioating to fixed and
increased cash balances. If inferest rates changed significantly,
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's financial structure.
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Duke Energy Carolinas

Basad on & sensitivity analysis as of December 31, 2010, 'it
was estimated that if market interest rates average: 1% higher (lower)
in 2011 than in 2010, interest expense, net of offsetiing impacts in
interest income, would increase (decrease) by $2 million
Comparatively, based on a sensitivity analysis as of December 31,
2009, had interest rates averaged 1% higher (lower) in 2010 than in
2009, it was estimated that interest expense, net of offsetiing impacts
in interest income, would have increased (decreased) by $5 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 and long-term
investments, cash and cash equivalents outstanding as of
December 31, 2010 and 2009. The decrease in inerest rate
sensitivity is primarily due to & decrease of cash and short-iemrm
investments and decrease in floating-rate poliution control bonds. ¥
interest rates changed significantly, 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 Carolinas' financial structure.

Duke Energy Ohio

Based on a sensitivity analysis as of December 31, 2010, it
was estimated that if market interest rates average. 1% higher (fower)
in 2011 than in 2010, interest expense, net of offsetting impacts in
interest income, would increase (decrease) by $1 million.
Comparatively, based on a sensitivity analysis as of December 31,
2009, had interest rates averaged 1% higher {lower) in 2010 than in
2009, it was estimated that interest expense, net of offsetting impacts
in interest income, would have increased (decreased) by $7 million.
These amounts were estimated by considering the impact of the
hypothetical interest rates on variable-rate securities outstanding,
including money pool balances, adjusted for imerest raie hedges and
cash and cash equivalenis outstanding as of December 31, 2010
and 2009. The decrease in interest rate sensitivity'is primarily due to
an increase in cash, If interest rates changed significantly,
management would likely take actions to manage its exposure to the
change. However, due to the uncertainty of the specific actions that
would be tzken and their possible effects, the sensitivity analysis
assumes no changes in Duke Energy Ohig's financial structure.

Duke Energy Indiana

Based on a sensitivity analysis as of December 31, 2010, it
was estimated that if market interest rates average'1% higher (lower)
in 2011 than in 2010, interest expense, net of offsetting impacts in
interest income, would increase (decrease) by $5 million.
Comparatively, based on a sensitivity analysis as of December 31,
2009, had interest rates averaged 1% higher (kwer) in 2010 than in
2009, it was estimated that interest expense, net of offsetting impacts
in interest income, would have increased (decreased) by $6 million.
These sensitivities were estimated by considering the impact of the
hypothetical interest rates on variable-rate instruments outstanding,
including money pool balances, adjusted for cash and cash
equivalents cutstanding as of December 31, 2010 and 2009. There
were no open interest rate hedge positions as of December 31,
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2010. The slight decrease in interest rate sensitivity is primarily due
to an increase in cash. If interest rates changed significantly,
managerment would likely take actions to manage its exposure to the
change. However, due to the uncertainty of the specific actions that
wauld be taken and their possible effects, the sensitivity analysis
assumes no changes in Duke Energy Indiana's financial structure.

Marketable Securities Price Risk
Duke Energy

As described further in Note 16 to the Consolidated Financial
Statements, “Investments in Delst and Equity Securities,” Duke
Energy invests in debt and equity securities as part of various
investment portfolios 10 fund certain obligations of the business. The
vast majority of the investments in equity securities are within the
NDTF and assets of the various pension and other post-retirement
benefit plans.

Pension Plan Assets.

Duke Energy maintains investments to help fund the costs of
providing non-contributory defined benefit retirement and ather post-
retirement berefit plans. Those investments are exposed to price
fluctuations in equity markets and changes in interest rates. Duke
Energy has established asset allocation targets for its pensicn plan
holdings, which take into consideration the investment cbjectives and
the risk profile with respect to the trust in which the assets are held.
Duke Energy's target asset ailocation for equity securities is 58% of
the value of the plan assets and the holdings are diversified to
achieve broad market participation and reduce the impact of any
single investment, sector or geographic region. A significant decline in
the value of plan asset holdings could require Duke Energy to
increase its funding of the pension plan in future periods, which
could adversely affect cash flows in those periods, Additionally, 2
decline in the fair value of plan assets, absent additional cash
contributions to the plan, could increase the amount of pension cost
required to be recorded in future pericds, which couid adversely affect
Duke Energy's results of operations in those periods. During 2010,
Duke Energy contributed $400 million 1o its qualified pension plan.
See Note 21 to the Consolidated Financial Statements, “Employee
Benefit Plans,” for additional information on pension plan assets.

Duke Energy Carolinas
NDTF.

As required by the NRC and the NCUC, Duke Energy Carolinas
maintains trust funds to fund the costs of nuclear decommissioning
{see Note 9 to the Consolidated Financial Staterents, “Asset
Retirernent Obligations™}. As of December 31, 2010, these funds
were invested primarily in domestic and international equity
securities, debt securities, fixed-income securities, cash and cash
equivalents and short-term investments. Per the NRC and the NCUC
requirements, these funds may be used only for activities related to
nuclear decommissioning. The investments in equity securities are
exposed to price fluctuations in equity markets. Accounting for
nuclear decommissioning recognizes that costs are recovered through
Duke Energy Carolinas' rates; therefore, fluctuations in equity prices
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do not affect Duke Energy Carolinas’ Consolidated Statements of
Opevations as changes in the fair value of these investments are
dleferrect as regulatory assets or regulatory liabiiities pursuant to an
Order by the NCUC. Eamings or losses of the fund will ultimately
impact the amount of costs recovered through Duke Energy Carolinas’
rates. 1
In 2005 and again in 2009 and 2010, the NCUC and PSCSC
approved a $48 million annual amount for confributions and
expense levels for decommissioning. In each of the years ended
December 31, 2010, 2009 and 2008, Duke Energy expensed $48
miltion and contributed cash of $48 million t the NDTF for
decommissioning costs. The balance of the NDTF was $2,014
million and $1,765 million as of December 31, 2010 and 2009,
respectively.

As the NCUC and the PSCSC require that Duke Energy update
its cost estimate for decommissioning its nuciear plants every five
years, new site-specific nuclear decommissioning cost studies were
completed in January 2009 that showed total estimated nuclear
decommissioning costs, including the cost to decommission plant
components nat subject to radioactive contamination, of $3 billion in
2008 dollars. This estimate includes Duke Energy Carolina’s
19.25% ownership interest in the Catawba Nuclear Station. The
other joint owners of Catawba Nuclear Station are responsible for
decommissioning costs related to their ownership interests in the
station. Duke Energy filed these site-specific nuclear
decommissioning cgst studies with the NCUG and the PSCSC in April
2009. In addition to the decommissioning cost studies, a new
funding study was compileted and indicates the cumrent annual
funding requirernent of $48 million is sufficient 16 cover the estimated
decommissioning costs. Bath the NCUC anxd the PSCSC approved
the existing $48 million annual funding levet for nuciear
decommissioning costs.

Both the NCUC and the PSCSC have allowed Duke Enetgy to
recover estimated decommissioning costs through retail rates over the
expected remaining service periods of Duke Energy's nuclear stations.
Duke Energy believes that the decommissioning ¢osts being
recovered through rates, when coupled with expacted fund eamings,
will be sufficient to provide for the cost of future decommissioning.

The following table provides the fair value of investments held in
the NDTF at December 31, 2010:

Fair Value at
{in millions} December 31, 2010
Equity Securities $1,365
Corporate Delit Securities 227
U.S. Government Bonds 224
Municipal Bonds 43
Other : 155
Total $2,014

Pension and Other Post-Retirement Benefit Plans.

The Subsidiary Registrants’ proportionate share of Duke Energy's
costs of providing non-contributory defined benefit retirement and
other post-retirement benefit plans are dependent upon a number of
factors, such as the rates of retum on plan assets, discount rate, the
rate of increase in heaith care costs and contributions made o the
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plans. In 2010, Duke Energy contributed $400 mitlion to its
qualified pension plans, of which $158 million was funded by Duke
Energy Carolinas, $45 million was funded by Duke Energy Ohio and
$46 million was funded by Duke Energy Indiana, See Note 21 to the
Consolidated Financial Statements, “Employee Benefit Plans,” far
additional information ors pension plan assets.

Foreign Currency Risk

Duke Energy is exposed to foreign currency risk from
investments in international affiliate businesses owned and operated
in foreign countries and from certain commeodity-related transactions
within domestic operations that are denominated in foreign
currencies. To mitigate risks associated with foreign currency
fluctuations, contracts may be denominated in or indexed to the
U.S. Dollar/infiation rates andfer local inflation rates, or investments
may be naturally hedged through debt denominated or issued in the
foreign currency. Duke Energy may also use foreign currency
derivatives, where possitlle, to manage its risk related to foreign
currency fluctuations. To monitor its cumrency exchange rate risks,
Duke Energy uses sensitivity analysis, which measures the impact of
devaluation of the foreign currencies to which it has exposure.

In 2011, Duke Energy’s primary foreign currency rate exposure
is to the Brazilian Real. A 10% devaluation in the currency exchange
rates as of December 31, 201G in all of Duke Energy’s exposure
currencies would resuit in an estimated net pre-tax loss on the
transiation of local currency earnings of $2Q million to Duke Energy’s
Consolidated Statements of Operations in 2011. The Consolidated
Balance Sheet would be negatively impacted by $180 million
currency transiation through the cumulative translation adjustment in
Accumulated Other Comprehensive Income (A0CI) as of
December 31, 2010 as a result of a 10% devaluation in the
currency exchange rates. For comparative purposes, as of
December 31, 2009, a 10% devaluation in the cumrency exchange
rates in all of Duke Energy's exposure currencies was expected to
result in an estimated net pre-tax loss on the translation of local
currency eamings of $20 million o Duke Energy's Consciidated
Statements of Operations and a reduction of $160 miilion currency
translation through the cumulative translation adjustment in AQCI as
of December 31, 2009,

Other Issues

General.

Duke Energy's fixed charges coverage ratio, as calculated using
SEC guidelines, was 3.0 times for both 2010 and 2009, and 3.4
times for 2008, Duke Energy Carolinas' fixed charges coverage ratio,
as calculated using SEC guidetines, was 3.6 times for 2010, and 3.5
times for both 2009 and 2008. For Duke Energy Chio, for the years
ended Decernber 31, 2010 and December 31, 2009, earnings were
insufficient to cover fixed charges by $317 million and $244 million,
respectively, due primarily to non-cash goodwill impairment charges
of $677 million and $727 million, respectively. For the year ended
December 31, 2008, Duike Energy Ohio's fixed charges coverage
ratio was 4.6 times. Duke Energy Indiana's fixed charges coverage
ratio, as calculated using SEC guidelines was 3.6 times for 2010,
2.9 times for 2009 and 3.8 times for 2008.
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Global Climate Change and Other EPA Regulations Under
Development.

Although there is still much to learn about the causes and long-
term effects of climate change, many, including the Duke Energy
Registrants, advocate taking steps row to begin reducing greenhiouse
gas (GHG) emissions with the long-term aim of stabilizing the
atmaospheric concentration of GHGs.

The U.S. Environmental Protection Agency (EPA) pubtishes an
inventory of man-made U.S. GHG emissions annually. Carbon
dioxide (CO,}, a byproduct of ail sources of combystion including
fossil fuel combustion and motor vehicle operations, currently
accounts for about 85% of total U.S. GHG emissions. The Duke
Energy Registrants’ GHG emissions consist primarily of CO; and most
come from its fieet of coal-fired power plants in the U.S. In 2010, the
Duke Energy Registrants’ U.S, power plants emitted approximately
97.5 million tons of CO,. The €O, emissions from Duke Energy's
international electric operations are less than 3 million tons annually.
The Duke Energy Registrants’ future CO, emissions will be influenced
by variables including new regulations, economic conditions that
affect electricity demand, and the Duke Energy Registrants’ decisions
regarding generation technologies deployed to meet customer
electricity needs.

On June 26, 2009, the U.S. House of Representatives passed
H.R. 2454—the American Clean Energy and Security Act of 2009
(ACES). This legislation included a GHG cap-and-trade program
covering approximately 85% of the GHG emissions in the U.S,
economy, including emissions from the electric utility sector. On
November 5, 2009, the U.5. Senate Environmerk and Public Works
Commitiee passed and sent to the Senate floor S.:1733 - the Clean
Energy Jobs and American Power Act of 2009, The Senaie's
legistation included an economy-wide cap-and-trade program similar
to the one contained in ACES. However, the 111 Congress
adjoumed on January 3, 2011, without passage of H.R 2454 or any
other legislation mandating the control or reduction of GHG
emissions. This means that any potential effort by the 112 Congress
10 pass legisiation mandating GHG emission reductions would have
1o start anew because legisiation that is not passe(i in a previous
Congress does not cany gver ta the next. .

The Duke Energy Registrants believe that it is highly uniikely
that legislation mandating reductions in GHG emissions will be
passed by the 112t Congress which ends at the end of 2012.
Beyond 2012 the prospects for enaciment of any legislation
mandating reductions in GHG emissions is highly:unceriain. While
the Duke Energy Registrants continue to believe that Congress will
eventually adopt some form of mandatory GHG emission reduction
legislation, management cannot predict if or when such legislation
might be enacted, what the reguirements of any potential legislation
might be, or the potential impact it might have on:the Duke Energy
Registrants.

On December 7, 2009, the EPA finalized an Endangerment
Finding for greenhouse gases under the Clean Air Act (CAA). The
Endangement Finding did not impose any regulatory requirements
on the electric utility industry, but it was a necessary prerequisite for
the EPA to be able to finalize several subsequert GHG nules. A
subsequert EPA regulation of GHGs from mobile sources issued in
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2010 resulted in GHGs being pollutants subject 1o regulation under
the CAA, thereby subjecting newly constructed and madified
stationary sources to CAA's Prevention of Significant Deterioration
(PSD) permitting program for increases in GHGs. Without any
changes, the CAA requirements would have subjected tens of
thousands of additional stationary sources to PSD permitting
requirements. To avoid this result, the EPA issued the Tailoring Rule
on June 3, 2010. Under the Tailoring Rule, which went into effect
on January 2, 2011, new major stationary sources of GHGs and
existing major stationary sources of GHGs that undertake a
maodification that will result in a net GHG emissions increase of at
least 75,000 tons per year are subject to GHG permitting
requirements under the PSD permitting program. All of the Duke
Energy Registrants’ existing coal-fired generating units and several of
its natural gas-fired generating units are major sources of GHG
emissions. The PSD permitting program requires sources that trigger
PSD permitting requirements for GHGS to perform a Best Available
Control Technology (BACT) analysis for GHG emissions to determine
what, if any, actions must be taken at the source to limit its GHG
emissions. In each of the states in which the Duke Energy Registrants
operates major stationary sources of GHG emissions, the state is the
permitting authority for the PSD program. This means that the states
will uttimately determine the BACT requirements that will apply in the
event the Duke Energy Registrants trigger PSD permitting
requirements for GHG ernissions at any of its facilities.

Greenhouse gas PSD pemitting requirements and the
application of BACT to limit GHG emissions do not apply to any
existing source that does not undertake 2 modification resulting in a
net GHG emissions increase of at least 75,000 tons per yeat. While
the Duke Energy Registrants do not anticipate taking actions that
would trigger the PSD permitting requirements for GHGs at any of its
existing generating facilities or facilities cumently under construction, if
it were to do so, management does not believe that it would have a
material impact on the Duke Energy Registrants' future results of
operations.

Numerous entities have filed petitions with the D.C. Circuit
Court of Appeals for review of EPA's Endangerment Finding and
Tailoring Rule. Management cannot predict the outcome of the
Iitigation and it could be several years before the legal challenges are
ultimately resolved.

In December 2010, the EPA announced that it had entered into
a settlerment agreement requiring it to propose by July 26,2011 and
finalize by May 26, 2012 a rule to establish GHG emission standards
{New Source Performance Standards) for new fossil-fueled electric
generating units and existing fossil-fueled electric generating units that
undertake a major modification. The EPA also announced that it will
issug emnission guidelines for states for their use in developing plans
for reducing GHG emissions at existing fossil-fueled electric
generating units that do not undertake a major medification. The
outoome of these pending EPA regulatory actions is uncertain and
management cannot determine at this time if they will have a
material impact on the Duke Energy Registrants’ future results of
operations or cash flows.

The Duke Energy Registrants do not anticipate any of the siates in
which it currently operates fossil-fueled electric generating units to take
action to mandate reductions in GHG emissions from these facilities.
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The Duke Energy Registrants are taking actions today that will
result in reduced GHG emissions over time. These actions will lower
the Duke Energy Registrants’ exposure to any future mandatory GHG
emission reduction requirements, whether a result of federal
legisiation or EPA regulaiion. Under any future scenario ivolving
mandatory GHG limitations, The Duke Energy Registrants would plan
10 seek recovery of their compliance costs through appropriate
regulatory mechanisms in the jurisdictions in which it operates.

The Duke Energy Registrants recognize that certain groups
associate severe weather events with climate change, and forecast
the possibility that these weather events could have a material impact
on future resuits of operations shoukd they occur more frequently and

" with greater severity. However, the uncertain nature of potential

changes of extreme weather events {such as increased frequency,
duration, and severity}, the long period of time over which any
potential changes might take place, and the inability to predict these
with any degree of accuracy, make estimating any patential future
financiat risk 1o the Duke Energy Registrants’ operations that may
result from the physical risks of potential changes in the frequency
and/or severity of extreme weather events, whatever the cause or
causes might be, impossible, Currently, the Duke Energy Registranis
plan and prepare for extreme weather events that it experiences from
time to time, such as ice storms, tomados, huricanes, severe
thunderstorms, high winds and droughts, The Duke Energy
Registrants' past experiences preparing for and responding to the
impacts of these types of weather-related events would reasonably be
expected o help management plan and prepare for future severe
weather events 1o reduce, but not eliminate, the operational,
econamic and financial impacts of such events. For example, the
Duke Energy Registrants routinely take steps to reduce the potential
impact of severe weather events on its electic distribution systems.
The Duke Energy Registrants’ electric generating facilities are
designed to withstand extreme weather events without damage. The
Duke Energy Registrants maintain an inventory o coal and oil on site
to mitigate the effects of any potential short-term disruption in its fuel
supply s0 it can continue to provide its customers with an
uninterrupted supply of electricity. The Duke Energy Registrants have
a program in place to effectively manage the impact of future
droughts on its aperations. The Duke Energy Registrants do not
cumently operate in coastal areas and therefore are not exposed to the
effects of potential sea leved rise.

In addition to reguiations for GHGs, the EPA is developing
several other environmental regulations that, as a group, will affect
the electric utility industry. Included in that group are the previousty
propased Transport Rule, regulations for coal combustion residuals
and pending proposals for Clean Water Act 316(h) and Utility Boiler
Maximum Achievable Control Technology (MACT) emission
standards. As a group, non-GHG environmental regulations under
development will require the Duke Energy Registrants to install
additional environmenta! controts and may result in the accelerated
retirement of some older coal-fired units. While the final requirererts
for the Duke Energy Registrartts from the EPA's regulatory actions will
not be known until the second half of 2011 and later, for planning
purposes, the Duke Energy Registramts currently estimate the costs of
new control equipment that may need to be instalied could totat
approximately $5 billion over the next 10 years. The Duke Energy
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Registrants expect to alse incur incremerital increases in operation,
maintenance, and other expenses in conjunction with the nen-GHG
proposad and pending EPA regulations. Additionally, the Duke
Energy Registrants are evaluating the need o retive approximately
2,400 MW of coal-fired generating capacity if it is not economical to
bring these piants into compliance with the EPA regulations and for
other reasons. Until the final regulatory requirements are known and
can be fully evaluated, the potential comptiance costs associated with
these EPA regulatory actions are subject to considerable uncertainty.
Therefore, the actuat compliance costs incurred or MW to be retired
may be materially different from these estimates based on the timing
and requirements of the final EPA regulations,

For additional information on cther issues related to the Duke
Erergy Registrants, see Note 4 to the Consolidated Financial
Staterments, “Regulatory Matters” and Note 5 to the Consolidated
Financial Statements, "Commitments and Contingencies.”

New Accounting Standards

The following new Accounting Standards Updates (ASU) have
been issued, but have not yet been adopted by Duke Energy, as of
December 31, 2010: ’

ASC 605 — Revenue Recognitian {(ASC 605}. In October
2009, the Financial Accounting Standards Board (FASB) issued new
revenue recognition accounting guidance in response to practice
concers related to the accounting for revenue amangements with
multiple deliverables. This new accounting guidance primarily applies
1o all contractual arrangements in which a vendor will perform
multiple revenue generating activities and addresses the unit of
accounting for arrangements involving multiple deliverables, as well
as how amangement consideration should be allocated to the
separate units of accounting, For the Duke Energy Registrants, the
new accounting guidance is effective January 1, 2011 and will be
applied prospectively. The Duke Energy Registrants do nat expect this
new accounting guidance to have a material impact to its
consolidated results of operations, cash flows or financial position.

ASC 350 — Intangibles — Goodwill and Other (ASC 350}, In
December 2010, the FASB amended the accounting guidanoe
related to annuat goedwill impairment tests. This revised accounting
guidance requires entities which have reporting units with a zero or
negative carrying value to assess, considering qualitative factors such
as those described in existing accounting guidance, whether is it
more likely than not that a goodwill impairment exists. If an entity
concludes that it is more likely than not that a goodwill impairment
exists for the applicable reporting unit, the entity must perform step 2
of the goodwill impairment fest. For Duke Energy, the revised
accourting guidance is effective January 1, 2011 and will be applied
prospectively. Duke Energy is currentty evaiuating the potentiat
impact of the adoption of this revised accounting guidance on its
annual impairment test of goodwill and is unable to estimate at this
time the impact of adoption on its consolidated results of operations,

cash flows ar financial position. None of Duke Energy’s reporting
uhits had a negative camying value as of December 31, 2010,

ASC 805 — Business Combinations (ASC 805). In Novemter
2010, the FASB issued new accounting guidance in response to
diversity in the interpretation of pro forma information requirements for
bhusiness combinations. The new accounting guidance requires an
entity to present pro forma financial information as If a business
combination occurred at the beginning of the eariest peviod presented
as weli a5 additional disclosures describing the nature and amount of
material, nonrecuiming pro forma adjustments. For Duke Energy, this
new accounting guidance is effective January 1, 2011 and will be
applied to all business combinations consummated after that date.

ASC 820 — Fair Value Measurements and Disclosures (ASC
820). In January 2010, the FASB amended existing fair value
measurements and disciosures accounting guidance to clarify certain
existing disciosure reguirements and to require a number of additional
disclosures, including amounts and reasons for significant transfers
batween the three levels of the fair vaiue hierarchy, and presentation
of certain information in the reconciliation of vecurring Level 3
measurements on a gross basis. For the Duke Enengy Registrants,
certain portions of this revised accounting guidance were effective on
January 1, 2010, with additional disclosures effetive for periods
beginning January 1, 2011. The initial adoption of this accounting -
guidance resulted in additional disclosure in the notes o the
consalidated financial staternents but did not have an impact on the
Duke Energy Registrants' consalidated results of operations, cash
flows or financial position. The adoption of the remnaining portions of
this accounting guidance will result in additionat disclosure in the
notes 1o the consolidated financial statements but'is not expected o
have an impact on the Duke Energy Registrants' consoliclated result
of operations, cash flows or financial position.

ASC 310 — Receivables (ASC 310). In July 2010, the FASB
issued revised disclosure requirements related to financing receivables
1o address concems about the sufficiency, transparency, and
robustness of credit risk disclosures for finance receivables and the
related allowance for credit losses. This revised accounting guidance
requires disclosure information at disaggregated levels and reguires
roll-forward schedules of the allowance for credit losses and .
information regarding the credit quality of receivables. For the Duke
Energy Registrants, certain portions of these revisad disclosure
requirements were effective for the vear ended Defember 31, 2010,
with additional disclosures effective for periods beginning January 1,
2011. The initial adoption of these revised disclosure requirements
did not result in any significant impact to the notes to the
consolidated financia! statemnents or on the Duke Energy Regisirants’
consolidated results of operations, cash flows or financial position.
The adoption of the remaining portions of this revised accounting
guidance may result in additional disclosure in the niotes o the
consolidated financial statements but is not expected to have an
impact on the Duke Energy Registrants’ consolidated results of
operations, cash flows or financial position.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.

See “Management's Discussion and Analysis of Results of Operations and Financial Condition, Quantitative and Qualitative Disclosures

About Market Risk."
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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 Corporation
Charlotte, North Carolina

We have audited the accompanying consolidated balance sheets of Duke Energy Corporation and subsidiaries (the “Company”™) as of
December 31, 2010 and 2009, and the refated consolidated statements of operations, equity and comprehensive income,;and cash fiows for
gach of the three years in the period ended December 31, 2010. Our audits alse induded the financial staterment scheduiles listed in the Index
at item 15. We also have audited the Company’s intemal coritrol over financial reporting as of December 31, 2010, baset on the criteria
established in Infernal Control — Integraled Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission,
The Company’s management is responsible for these financial statements and financial statement schedules, for maintaining effective intemal
control aver financial reporting, and for its assessment of the effectiveness of internal control over financial reporting, included in the
accompanying Management's Annual Report On Infernal Coniral Over Financial Reporting. Qur responsibility is to express an opinion on these
financial statements and financial statement schedules and an opinion on the Company's internal controf over financial reparting based on our
audits,

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board {United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial staterments are free of material
misstatement and whether effective internal control over financial reporting was maintained in all material respects. Our audits of the financial
statements included examining, on a test basis, evidence supporting the amounts and disclosures in the financial staterments, assessing the
accounting principles used and significant estimates made by management, and evaluating the overall financial staterment presentation. Qur
audit of internal cantrol over financial reporting included obtaining an understanding of intemal controf over financial reporiing, assessing the risk
that a material weakness exists, and testing and evaiuating the design and operating effectiveness of intemnal contro! based ¢n the assessed risk.
Our audits also included performing such other procedures as we considered necessary in the circumstances. We believe that our audits provide
a reasonable basis for our opinions.

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

Because of the inherent limitations of intemal contral over financial reporting, including the possibility of collusion or improper
management overide of controls, material misstatements due to error or fraud may not be prevented o detected on a timely basis. Also,
projections of any evaluation of the effectiveness of the internal control over financial reporting to future periods are subject 10 the risk that the
cortrols may become inadequate because of changes in conditions, or that the degree of compliance with the policies or pmedur&s may
deteriorate.

- In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of Duke
Energy Corporation and subsidiaries as of December 31, 2010 and 2009, and the results of their operations and their cash flows for each of
the three years in the period ended December 31, 2010, in conformity with accounting principles generally accepted in the United States of
Ametica. Also, in our opinion, such financial statement schedules, when considered in relation to the basic consolidated financial statements
taken as a whole, present fairly, in all material respects, the information set forth therein. Also, in our opinion, the Company: maintained, in alf
material respects, effective imtemal control over financial reporting as of Decernber 31, 2010, based on the criteria established in internal
Control — Integrated Framework issued by the Committee of Sponsoring Qrganizations of the Treadway Commission.

/s/ Deloitte & Touche LLP

Charlotte, North Carolina
February 25, 2011
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DUKE ENERGY CORPORATION
Consolidated Statements of Operations

Years Encled December 31,
(In millions, except per-share amounts} 2010 2009 2008
Operating Revenues
Regulated electric $10,723 $10033 §$ 9325
Non-regulated electric, natural gas and other 2930 . 2050 3,002
Regulated natural gas 619 . o648 790
Total operating revenues 14272 12731 13,207
Operating Expenses
Fuel used in electric generation and purchased power-~regulated 3345 3,246 3,007
Fuel used in electric generation and purchased power—non-regulated 1,199 - 765 1,400
Cost of naturaf gas and coal sold 381 433 613
QOperation, maintenance and other 3,825 3313 3,361
Depreciation and amortization 1,786 ' 1656 1,670
Property and other taxes 702 685 639
Goodwill and other impairment charges 726 420 85
Total operating expenses 11964 10,518 10,765
Gains on Sales of Other Assets and Other, net 153 = 36 69
Operating Income 2461 2,249 2511
Other Income and Expenses
Equity in earnings (losses) of unconsolidated affiliates 116 70 {102}
Gains (losses) on sales and impairments of unconsolidated affiliates 103 {21} {9}
Other income and expenses, net 370 284 232
Total other income and expenses 589 333 123
Intesest Expense 240 751 741
Income From Continuing Operations Before Income Taxes 2210 1831 1,891
income Tax Expense from Continuing Operations 850 758 616
Incomre From Continuing Operaticns 1320 1073 1,275
Income From Discontinued Operations, net of tax 3 12 16
Income Before Extraordinary ltems 1323 1085 1,291
Extraordinary ltems, net of tax — —_ 67
Net incoma 1,323 1,085 1,368
Less: Net Income (Loss) Attributable to Nencontrolling Interests 3 10 {4)
Net Income Attributable to Duke Ensz $ 1320 $1075 $ 1362
Earnings Per Share - Basic and Diluted
Income from continuing cperations attributable to Duke Energy Corporation commeon shareheiders
Basic $ 100 & 082 $ 101
Dituted $ 00 3% 082 % 101
Income from discontinued cperations attributable to Duke Energy Corporation common sharehokders
Basic $ — $ 001 $ 002
Diluted '$ — % 001 % 0O
Earnings per share {before extraordinary items) :
Basic $ 100 $ 083 % 103
Diluted $ 100 $ 083 $ 102
Earnings per share (from extraordinary items)
Basic $ — % - % 008
Diluted $ — & — % 005
Net income attributable to Duke Energy Corporation commen shareholders
Basic $ 100 $ 083 $ 108
Diluted $ 100 $ 083 $ 1.07
Dividends per share $ 097 % 094 % 090
Weighted-average shares outstanding
Basic 1318 1,293 1,265
Diluted 1319 1,294 1,267

See Notes to Consolidated Financial Statements
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DUKE ENERGY CORPORATION
Consolidated Balance Sheets
" December 31,
{In millions) . 2010 2009
ASSETS ’
Current Assets
Cash and cash equivalents $ 1670 $ 1542
Receivables (net of allowance for doubtful accounts of $34 at December 31, 2010, and $42 at December 31, 2009) - 855 845
Restricted receivables of variable interest entities (net of allowance for doubtful accounts of $34 at December 31, 2010 and $6at |
December 31, 2009) | 1,302 896
Inventory 11,318 1,515
Other 1,078 968
Total current assets ' 6223 5,766
Investments and Other Assets
Investments in equity method unconsolidated affiliates ! 444 436
Nuclear decommissioning trust funds - 2014 1,765
Goodwill 3,958 4,350
fntangibles, net a67 593
Notes receivable 42 45
Restricted other assefs of variable interest entities - 139 92
Cther - 2,300 2,526
Total investments and other assets - 9,264 9,807
Property, Plant and Equipment 3
Cost 57,597 55,362
Cost, variable interest entities - 942 —
Less accumulated depreciation and amortization ‘18,198 17412
Net property, plant and equipment 40344 37,950
Regulatory Assels and Deferred Debits
Deferred debt expense 246 258
Regulatory assets related to income taxes 780 557
Cther . 2,233 2,702
Total regulatory assets and deferred debits 3,259 3,517
Total Assets $59,090 $57,040

See Notes to Consolidated Financial Staterments
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DUKE ENERGY CORPORATION
Consolidated Balance Sheets—{(Continued)

, December 31,
{In millions, except per-share amounts) : 2010 2009
LIABILITIES AND EQUITY
Current Liabilitles ‘
Accounts payable $ 1587 $ 1,390
Non-recourse notes payable of variable interest entities 216 —
Taxes accrued . 412 428
Interest accrued ‘ 237 222
Current maturities of long-term debt - 275 902
Other 1,170 1,146
Total current liabitities . 3,897 4,088
Long-term Debt 16,959 15,732
Non-recourse long-term debt of varlable intsrest entities . 976 331
Deferred Credits and Other Liabilities 7
Deferred income taxes ' 6,978 6,615
Investment tax credits - 358 310
Asset retirement obligations 1816 3,185
Other " 5,452 5843
Total deferred credits and ather liabiiities 14,605 14953
Commitments and Contingencies ’
Equity
Comman Stack, $0.001 par value, 2 billion shares authorized; 1,329 million and 1,309 miilfion shares outstanding at
Decernber 31, 2010 and December 31, 2009, respectively : 1 1
Additional paid-in capital ' 21,023 20,661
Retained earnings : 1,496 1,460
Accumulated other comprehensive income (loss} 2 (372)
Total Duke Energy Corporation shareholders’ equity 22522 21,750
Nencontrolling interests 131 136
Total equity 22,653 21,886
Total Liabilities and Equity $59,090 $57,040

See Notes to Consolidated Financial Statements
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DUKE ENERGY CORPORATION
Consolidated Statements of Cash Flows
Years Entied December 31,
{In millions} 2010 - 2009 2008
CASH FLOWS FROM OPERATING ACTIVITIES
Net ingome $1323 $1085 $1,358
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization (including amortization of nuclear fuet) 1,994 1,846 1,834
Equity component of AFUDC ‘ (234) {153} (148)
Extracrdinary items, net of tax — — 67,
Gains on sales of other assets (268) (44} (95)
Impairment of goodwill and other long-lived assets 738 449 94
Deferred income taxes 741 941 485
Equity in (earnings) loss of uncansolidated affiliates (116) 70} 102
Contributions to qualified pension plans {400) {800) —
{Increase) decrease in
Net reaiized and unrealized mark-to-market and hedging transactions 15 4 (33)
Receivables ' 19 (38 189
Invertory 198 (298) {209)
Other current assets 227 277 {449}
Increase (decrease} in
Accounts payable 167 80} {136}
Taxes accrued 30 52 47
Other current liabilities 43 70 (38)
Other, assets 157 144 384
Other, liabilities {123) 78 60
Net cash provided by operating activities 4,511 3463 3,328
CASH FLOWS FROM INVESTING ACTIVITIES ‘
Capital expenditures (4,803} (4,296) {4,386)
Investment expenditures (52} (137) (147)
Acquisitions, net of cash acquired - (124) {389)
Purchases of available-for-sale securities 2,168y (3013} (7,353
Proceeds from sales and maturities of available-for-sale securities 2,261 2,988 7.454
Net proceeds from the sdles of equity investments and other assets,
and sales of and collections on notes receivable 408 70 92
Purchases of emission allowances (14) {93} (62)
Sales of emission aliowances 24 67 104
Change in restricted cash {75) 58 115
Other 4 {12) (39)
Net cash used in investing activities 4423) (4,492) (4,611)
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from the: :
Issuance of long-term debt 2,738 4,409 4,794
Issuance of common stock refated to employee benefit plans 302 519 133
Payments far the redemption of long-term debt (1,647 (1533 (2,130
Notes payable and commercial paper (55 (548 73)
Distributions to noncontrolling interests (41+)] (37) (2)
Contributions from noncontrolfing interests ’ -_— _— [
Dividends paid (1,284) : (1,222 {1,143
Other (4} 3 6
Net cash provided by financing activities ’ 40 1585 1,591
Net increase in cash and cash equivalents 128 556 308
Cash and cash equivalents at beginning of petiod 1,542 986 678
Cash and cash equivalents at end of period $1670 $1542 $ 986
Supplemental Disclosures
Cash paid for interest, net of amount capitalized $ 795 $ 689 $ 677
Cash paid (refunded) for income taxes $ 64 % (419) $ 322

Significant non-cash transactions:
Accrued capital expenditures $ 361 ‘% 428
Debt assaciated with the conselidation of variabig interest entities $ 342 '3 —

See Notes to Consolidated Financial Statements
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DUKE ENERGY CORPORATION
CONSOLIDATED STATEMENTS OF EQUITY AND COMPREHENSIVE INCOME

Duke Enengy Corporation Shareholders
Accumulated Gther Comprehensive Incorme {Loss)
Net Gains Pension and
Common Additional Foreign  {Losses) on OPEB Related  Common )
Stock Common  Paid-in  Retained Currency Cash Flow Adjustrents  Stockholders’ Noncontroliing Total
(In millions) Shares  Stock  Capital Eamings Adjustments Hedges Other to ACCI Equity Interests  Equity
Balance at December 31, 2007 1,262 $1 $19933 $1398 § (7) 554 $ 2 %074 $21,199 $181 $21,380
Net incore — — — 1,362 — - — — 1,362 (4} 1,358
Other Comprehensive Income
Foreign currency translation agjustrnents — — — — {299) — — — 1299} {16} (315)
Mat unrealized gains on cash flow hadges® — — — — — 10 — - 10 — 10
Reclassification into earnings from cash flow
edpes® — — — — -— 3 —_ — 3 - 3
Pension and OPEB related adjustments to
AQCI —_ — —_ — - — —_ 3 3 — 3
Net actuarial loss® — - — — — — — (280) (280) — (280)

Unrealized loss on investments in auction

rate securitiesid — — -— — — — (28) — (28) — (28)
Reclassification of losses on investments in

auction rate securities and other

avaitable-for-sale securities into eamings® — — - — — —_ 8 — 8 —_ 8
Unrealized loss on investments in .
available-for-sale securities -_ — - — - - am — {10) — {10)
Total comprehensive income 769 (20} 749
Common stock issuances, including dividend
reinvestrment and employee benefits 10 — 173 — — — — - 173 - 173
Common stock dividends — — — (1,143 — — — — 1,143 —- (1,143)
Additional amounts related to the spin-off of
Spectra Energy — — — {10} — — — — [410)] 2 23]
Balance at December 31, 2008 1,272 $1 320,106 $1607 $(308) $41)  B(28)  H35L) $20,988 $163 $21,15
Net income 1,075 1075 10 1,085
Other Comprehensive Income
Foreign currency translation adjustments — -— — — 323 — — — 323 18 341
Net unrealized gain on cash flow hedgeste! — - - — o 1 - — 1 - 1
Reclassification into earnings from cash flow .
hedgestv — — — - — 18 — — 18 — 18
Pension and OPEB related adjustments to
ADCI® — — — —_ — — — 36 36 — 36
Net actuarial loss® - — — — — — — @1 (21} — @n
Unrealized loss on investments in auction
rate securitiestd — — — — — — (6) — 6 — {6
Reclassification of gains on investments in
available-for-sale securities into eamingste — — - — — - {5) - (5) - . 6]
Unrealized gain on investments in
available-for-sale securities® — — — — — — 8 -— 8 — 8
Total comprehensive income 1,429 28 1,457
Comman stock issuances, including dividend
reinvestment and employee benefits 37 —_ 546 —_ —_ — - - 546 - 546
Purchases and other changes in noncontrolling
imterest in subsidiaries 14 — —_ — —_ — 14 {55) (41)
Commen stock dividends — — — {1,222 — - - - 1,222) - (1,222}
Other — — (5) - — — - —_ & — L)
Balance at December 31, 2009 1,308 $1 $20661 $1460 & 17 $(22)  $(31)  §(336) $21,760 $136 $21,886
Net income - — - 1320 - — — - 1,320 3 1,323
Other comprehensive income — =
Foreign currency translation adjustments — — —_ — 80 — — — B0 a) 79
Pension and OPEB related adjustments to
AOCl® — — — — — — — 276 276 — 276
Net unreatized gain on cash flow hedgest —_ — — — — 1 — — 1 — 1
Reclassification into arnings from cash flow
hedgest — — — — — 3 — - 3 — 3
Unsealized gain on investments in auction
rate securities — — — - — — 14 - 14 — i4
Total comprehensive income 1,694 2 1696
Commaon stock issuances, including dividend '
reinvestment and employee benefits 20 — 362 — n - - — 362 - 362
Common stock dividengs — — — {1,284 — — — - {1,284 — {1,284}
Changes in noncontrolling interest in
subsidiaries — - —_ — — — - — — ¥4} )]
Balance at December 31, 2010 1,329 $1 $21,023 $149 § 97 $18) S$(17 % (60) $22,322 $131 $22,653

(a) Neteof $1 tax expense in 2010 ard $1 tax expense in 2009 and $6 tax benefit in 2008.

(o} Netof insignificant tax experse in 2010 and $10 tax expense in 2009 and $2 tax expense in 2008,
c) MNetof $12 tax benefitin 2009 and $159 tax benefit in 2008.

(d) Net of $8 tax expense in 2010, $4 tax benefit in 2009 and $18 tax benefit in 2008.

(&) Netof $2 tax expense in 2009 and $5 tax expense in 2008,

0 Netof $4 tax expense in 2009 and $8 tax benefit in 2008.

(@ Netaf $150 tax expense in 2010 and $16 tax expense in 2009,

See Notes to Consolidated Financial Staterments
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors of
Duke Energy Carolinas, LLC
Charlotte, North Carolina

We have audited the accompanying consotidated batance sheets of Duke Energy Carolinas, LLC and subsidiaries (the "Company”) as of
December 31, 2010 and 2009, and the related consolidated statements of operations, member's equity and comprehensive income, and cash
flows for each of the three vears in the period ended December 31, 2010. Our audits also included the financial staterment schedule listed in
the Index at ltem 15, These financial statements and financial statement schedule are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these financial statements and financial statement schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. The Cornpany is nat required 1o 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 effectiveness of the Company's intemal 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 the financial statements, assessing the accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

in our opinion, the consolidated financial staterments referred to above present fairly, in all material respects, the financial position of Duke
Energy Carolinas, LLC and subsidiaries at December 31, 2010 and 2009, and the results of their operations and their cash flows for each of
the years in the three-year period ended Decernber 31, 2010 in conformity with accounting principies generally accepted in the United States of
America. Also, in our opinion, such financiat staterment schedule, when considered in refation to the basic consolidated financial statements
taken as a whole, presents fairly in all material respects the information set forth therein,

/s/ Deloitte & Touche LLP

Chartotte, North Carclina
February 25, 2011
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DUKE ENERGY CAROLINAS, LLC
Consolidated Statements of Operations

Years Ended December 31,
(In millions) 2010 2008 2008
Operating Revenues-Regulated Electric $6,424 35495 $5903
Operating Expenses
Fuel used in electric generation and purchased power 1944 1597 1,844
Operation, maintenance and other 1,907 1609 1,721
Depreciation and amortization 787 692 730
Property and other taxes 248 334 316
Total operating expenses 4986 4,232 4611
Gains on Sales of Other Assets and Cther, net 7 24 3
Operating Income 1445 1,287 1,295
Other Income and Expenses, net 212 122 98
Interest Expense 362 330 331
Income Before Income Taxes 1,295 1079 1,062
Income Tax Expense 457 377 372
Net Income $ 838 $ 702 % 690

See Nates to Consclidated Financial Statements
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DUKE ENERGY CARQLINAS, LLC
Consolidated Balance Sheets
December 31,
(In midlions) 2010 2009
ASSETS
Current Assets
Cash and cash equivalents $ 153 §$ 394
Raceivables (net of allowance for doubtful accouns of $3 at December 31, 2010 and $2 at
December 31, 2009) 669 839
Restricted receivabies of variable interest entities (net of allowance for doubiful accounts of $6 at
December 31, 2010 and December 31, 2009) 637 556

Inventory 716 846
Other 398 313

Total current assets - 2,573 2,948
Investments and Other Assets ;
Muclear decommissicning trust funds - 2014 1,765
Other 1,119 1,130

Total investments and other assets 3,133 2,895
Property, Plant and Equipment *
Cost : 31,191 29,917
Less accumulated depreciation and amortization ‘11,126 10,692

Net property, plant and equipment 20,065 19,225
Regulatory Assets and Deferred Debits ‘
Deferred debt expense 169 179
Regulatory assets related to income taxes 601 471
Other 847 972

Total regulatory assets and deferred debits 1,617 1,622
Total Assets $27.388 $26.690

See Notes to Cansolidated Financial Staterments
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DUKE ENERGY CAROLINAS, LLC

Consolidated Balance Sheets - (Continued)

December 31,
(in millions) 2010 2009
LIABILITIES AND MEMBER'S EQUITY
Current Liabilities
Acoounts payable $ 86 3 703
Taxes accrued 114 137
Interest accrued 109 105
Current maturities of long-term debt 8 509
Other 485 478
Total current liabilities 1,572 1,932
Long-term Debt 7462 6,857
Non-recourse long-tesm debt of variable interest ertlities 300 300
Deferred Credits and Other Liabilitles
Deferred income taxes 3988 3,087
Investment tax credits 205 178
Accrued pension and ather post-retirement benefit costs 242 —
Asset retirement cbligations 1,728 3,098
Other 2,975 2,967
Total deferred credits and other liabilities . 9,138 9,330
Commitments and Contingencies
Membes's Equity
Member's Equity 8,938 8,304
Accurutated other comprehensive loss {22) (33}
Total member's equity 8,916 8,271
Total Liabilities and Member's Equity $27,388 326,690

See Notes to Consolitated Financial Statements
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DUKE ENERGY CAROLINAS, LLC
Consolidated Statements of Cash Flows

Years Ended December 31,
(In millions} 2010 2000 2008
CASH FLOWS FROM OPERATING ACTIVITIES
Net incame $ 838 § 702 $ 690
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization (inctuding amortization of nuclear fuel) 984 © 873 885
Equity component of AFUDC (178} (125} (95)
Gains on sales of other assets N (24} (6}
Deferred income taxes 456 600 375
Contributions to qualified pension plans (158) {158) —
(Increase) decrease in
Net realized and unrealized mark-to-market and hedging transactions 1 i 27)
Receivables 24 235 (83
Inventory 134 - (183 (46)
Other current assets (55) . 44 (167)
Increase (decrease} in )
Accounts payable 111 ¢ 138 (129)
Taxes accrued 23) - 3l 117
Other current liabilities 4 42 25
Other assets 19 39 33
Other liabilities (129 = (21D e3
Net cash provided by operating activities 2,030 1,925 1,569
CASH FLOWS FROM INVESTING ACTIVITIES
Capital expenditures (2,280) . (2,236) {2,410}
Acquisitions, net of cash acquired - — {150}
Purchases of available-for-sale securities (1,045} : (2,118} {(5349)
Proceeds from sales and maturities of available-for-sale securities 1,066 2,094 5219
Net proceeds from the sales of other assets, and sales of and coliections on nates receivable - — 3
Sales of emission allowances 7 23 —_
Change in restricted cash 7 15 43
Notes due from affiliate, net 250 (251) (338)
Other (7 a7 ()]
Net cash used in investing activities (2,002) = (2,490) (2,988)
CASH FLOWS FROM FINANCING ACTIVITIES ‘
Proceeds from the issuance of long-term debt 692 @ 9m4 3,064
Payments for the redemption of long-term debt 607 . (511  (1,176)
Notes payable and commercial paper -_ —_ {450}
Noies payable to affiliate, net — e 300
Capital contribution from parent —_ 250 —
Dividends to parent (350) — —
Other 4 - )] 17
Net cash {used in) provided by financing activities {269) 636 1,721
Net (decrease) increase in cash and cash equivalents {241) 71 302
Cash and cash equivalents at beginning of period i 394 323 21
Cash and cash equivalents at end of period $ 153 '§ 394 $ 323
Supplemental Disclosures
Cash paid for interest, net of amount capitalized $ 32 $ 312 § 285
Cash paid (received) for income Taxes $§ 63 $ (317 % €&
Significant non-cash transactions:
AcCrued capital expenditures $ 181 $ 208 $ 151
Allocation of net pension and gther post-retirement assets from parent $ 146 § — % -~

See Motes to Consolidated Financial Statements
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DUKE ENERGY CAROLINAS, LIC

Consolidated Statements of Member's Equity and Comprehensive Income

Accumulated Other Comprehensive Income (Loss)

Net Galns
(Losses) on
Member's  Cash Flow
(In millions) Equity Hedges Other Totat
Balance at December 31, 2007 $6,654 $(21) $— $6,633
Net income 690 — — 690
Other Comprehensive Income
Net unrealized fosses on cash flow hedgest —_ |8 — 8
Reclassification into earings from cash flow hedges® — 2 — 2
Unrealized 10ss on investments in auction rate securitiests — —_ (6} 1G]
Total comprehensive income 678
Advance forgiveness from parent 5 —_ — 5
Balance at December 31, 2008 $7.349 27  $(6) $7.316
Net income 702 — - 702
Other Comprehensive Income ‘
Reclassification into earnings from cash flow hedgesto — 3 _— 3
Unrealized loss on investments in auction rate securitiest - — (3 (3
Total comprehensive income 702
Advance forgiveness frorm parent 3 — — .3
Capital contripution from parent 250 — — 250
Balance at December 31, 2009 $8,304 $(24) $(9) $8,271
Net income 838 —_ — 838
Other comprehensive income
Reclassification into eamings from cash flow hedges®™ — 4 — 4
Unrealized gain on investments in auction rate securitiesto -_— - 7 7
Total comprehensive income ‘849
Allocation of net pension and other post-refirement assets from parent 146 — — 146
Dividend to parent (350) —_— — (350}
Balance at December 31, 2010 $8,938 $(20} $() $8916

(a) Net of $5 tax benefit in 2008,
(B Metof $2 tax expense in 2010, 2009 and 2008.

{c) Netof $5 tax expense in 2010, $3 tax benefit in 2009 and $4 1ax benefit in 2008.

See Notes fo Consolidated Financial Statements
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors of
Duke Energy Chio, Inc.
Charlotte, North Carolina

We have audited the accompanying consolidated balance sheets of Duke Energy Ohio, Inc. and subisidiaries {the “Company”) as of
December 31, 2010 and 2009, and the related consolidated statements of operations, common siockhoider's equity and comprehensive
incerne, and cash flows for each of the three years in the period ended December 31, 2010. Our audits also included the financial statement
schedule listed in the Index at Item 15, These financial statements and financial statement schedule are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements ard financial statement schedule based on our audits.,

We conducted our audits in accordance with the standards of the Public Company Accounting Qversight Board (United States). Those
standards requite that we plan and perform the audit to obtain reasonable assurance about whether the finandlal statemerits are free of material
misstatement. The Company is not required to have, nor were we engaged to perform, an audit of its infemal contral over financial reporting.
Our audits included consideration of intemal control over financial reporting as a basis for designing audit procedures that 4re appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveniess of the Company's intermal control over financial reporting.
Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and disclosunes
in the financial statements, assessing the accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audits provide a reasonable basis far our opinion.

In our opinion, the consolidated financial statements referred 1o above present fairly, In all material respects, the financial positon of Duke
Energy Ohio, Inc. and subsidiaries at December 31, 2010 and 2009, and the results of their aperations and their cash flows for each of the
years in the three-year period ended December 31, 2010 in conformity with acoounting principles generatly accepted in the United States of
Arnerica. Also, in our opinion, such financial statement schedule, when considered in relation to the basic consolidated finpncial statemenits
taken as a whole, presents fairly in all material respects the information set forth therein.

/s/ Deloitte & Touche LLP

Charlotte, North Carolina
‘February 25, 2011
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DUKE ENERGY OHIO, INC.
Consolidated Statements of Operations

Years Ented December 31,
{In millions} 2010 2009 2008
Operating Revenues
Regulated electric $1,823 :$2236 $ 988
Non-regulated electric and ather 885 & 502 1,646
Regulated natural gas 621 - 650 750
Total operating revenues 3329 3388 3424
Operating Expanses :
Fuel used in electric generation and purchased power—regulated 490 772 157
Fuel used in electric generation and purchased powes—non-regulated 465 @ 274 847
Cost of natural gas and coal sold 269 = 329 486
Qperation, maintenance and other 836 . 74 743
Depreciation and amortization 400 - 384 409
Property and other taxes 260 : 262 241
Goodwill and other impairment charges 837 769 82
Total operating expenses 3,557 ' 3534 2965
Gains on Sales of Other Assets and Other, net 3. 12 59
Operating Income (Loss) (225) (134) 518
Other Income and Expenses, net 25 11 34
Interest Expense 109 117 94
tncome {Loss) Before Income Taxes (309) (240} 458
Income Tax Expense 132 - 186 171
Income Before Extraordinary Items 441) - (426) 287
Extraordinary ltems, net of tax —_ — &7
Net Income (Loss) ${441) § (426) $ 354

See Notes to Consclidated Financial Statements
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DUKE ENERGY OHIO, INC.

Consolidated Balance Sheets
December 31,
{In millions} 2010 2008
ASSETS
Current Assets
Cash and cash equivalents $ 228 § 127

Receivables (net of allowance for doubtful accounts of $18 at Decernber 31, 2010

and $17 at Dacember 31, 2009} 888 563
Inventory 254 268
Other 121 176

Total current assets 1491 1,134
Investments and Other Assets
Goodwill 921 1,598
Intangibles, net 248 332
Other 62 86
Total investments and other assets ‘123 2,016
Property, Plant and Equipment
Cost 10259 10,243
Less accumulated depreciation and amortization 2411 2,379
Net property, plant and equipment - 7,848 7,864
Regulatory Assets and Deferred Debits '
Deferred debt expense 23 24
Regulatory assets related to income taxes 78 83
Other 353 330
Total regulatory assets and deferred debits 454 497

Total Assels

$11,024 $11,511

See Notes to Consolidated Financial Statements
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C —
DUKE ENERGY OHIQ, INC.
Consolidated Balance Sheets ~ (Continued)
December 31,

{In millions, except share and per-share amounts) 2010 2009
LIABILITIES AND COMMON STOCKHOLDER'S EQUITY
Curent Liabilities
Accounts payable $ 467 $ 512
Taxes accrued 153 152
Interest accrued 22 26
Current maturities of long-terms ciebt 7 19
Other 95 128

Total current liabilities ., 748 837
Long-term Debt 2,557 2573
Deferred Credits and Other Liablities |
Deferred income taxes 1,640 1,577
Investment tax credits 9 11
Accrued pension and other post-retirement benefit costs 207 249
Asset retirement obligations 27 36
Other arz 330

Total deferred credits and other liabilities - 2,255 2,203
Commitments and Contingencles
Common Stockholder's Equity
Common Stock, $8.50 par value, 120,000,000 shares authorized; 89,663,086 shares outstanding at

December 31, 2010 and December 31, 2009 762 762

Additional paid-in capital 5,570 5,570
Accumulated deficit (846) (405)
Accumulated other comprehensive loss (22) (29}

Total common stockholder's equity 5,464 5,898

Total Liabilities and Common Stockholder's Equity

See Notes to Consolidated Financial Statements
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DUKE ENERGY OHIO, INC.
Consclidated Statements of Cash Flows

Years Ended Decernber 31,
(In millions} 2010 2009 2008
CASH FLOWS FROM OPERATING ACTIVITIES
Net {Joss) income $(443) $(426) $354
Adjustments to reconcile net (loss) income to net cash provided by operating activities:
Depreciation and amortization 403 : 386 412
Extraordinary item, net of tax — —_ 67)
Gains on sales of other assets and ather, net 3 (12) (59)
Impairment of goodwill and other long-lived assets 837 769 82
Deferred income taxes 17 102 53
Accrued pension and other post-retirement benefit costs 12 13 4
Contributions to gualified pension plans 45 (210) —_
{Increase) decrease in
Net realized and unrealized mark-to-market and hedging transactions {18). 35 10
Receivables {30) an as
Inventory 15 (16} (703
Other current assets 71 69 (28)
Increase (decrease} in :
Accounts payable 21) 8 (112)
Taxes accrued 25 18 43)
Other current liabilities 6 (1% 9
Qther assets 42 25 19
Qther liabilities (15) 24 {55)
Net cash provided by operating activities 855 €93 547
CASH FLOWS FROM INVESTING ACTIVITIES
Capital expenditures (446) (433} (568)
Net proceeds from the sales of other assets — — 4
Purchases of emission allowances a2y (25) an
Sales of emission allowances 13 37 74
Notes due from affiliate, net (296) {184) —
Change in restricted cash —_ 10 52
Qther 1 —_— 1
Net cash used in investing activities (740)  (595) (451)
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from the issuance of long-term debt 34 313 136
Payments for the redemption of long-term debt (36) (103 (19D
Notes payable and commercial paper (12) {279 279
Notes payable to affiliate, net — (63) (126)
Dividends to parent - (360) (200)
Other — (6 -
Net cash {used in) provided by financing activities e 2 {102)
Net increase (decrease) in cash and cash eguivalents 101 . 100 (6)
Cash and cash equivalents at beginning of period 127 27 33
Cash and cash equivalents at end of period $228. $127 $ 27
Supplemental Disclosures
Cash paid for interest, net of amount capitalized $108° %$112 % 91
Cash paid for income taxes $114 3§ 2 $187
Significant non-cash transactions:
Accrued capital expenditures $ 40 % 64 § 81

See Notes to Consolidated Financial Staterments
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{ 1
DUKE ENERGY OHIO, INC.
Consolidated Statements of Common Stockholder's Equity and Comprehensive Income (Loss)
Accumulated Other Cormprehensive Loss
Net Galns _Pension and
Additional Reteined {Losses)on OPEB Related
Common  Paki-in Eamings Cash Flow  Adjustments
(In millions) Siock  Capital  {Defict) Hedges AOCY  Total
Balance at December 31, 2007 $762 $5570 $227 $(32 $ 7 $6,534
Net income — - 354 — — 354
Qther comprehensive income
Reclassification into earings from cash flaw hedgests — — — 17 - 17
Pension and OPEB related adjustments to AQCIW — — — — (35) (35
Total comprehensive income 335
Dividends to Prent — — (200} — — (200)
Balance at December 31, 2008 $762 $5570 $381 $(15) §28) $6,670
Net lass — — (426} — — 426
Other comprehensive loss
Cash flow hedges® — — - 16 —_ 16
Pension and OPEB related adjustments to AQCHe! — — — — {2 2)
Total comprehensive loss 412)
Dividends to Parent —_ - (360) — — (360
Balance at December 31, 2009 $762 $5570 $(405) §1 $(30) $5,898
Net loss — — (441} — — (441)
Other comprehensive ingome
Reclassification into eamings from cash flow hedgest® — — — {0 - (1)
Pension and OPEB related acjustments to AQCI® — - _ _ a 8
Totz| comprehensive loss (434
Balance at December 31, 2010 $762 35,570  $(846) $ $(22) 35464

{2) Netof 51 tax benefitin 2010, $8 tax expense in 2009 and $10 tax expense In 2008,
{b)  Netof $4 tax expense in 2010, $1 tax expense in 2009 and net of $19 tax benefit in 2008.
See Notes 10 Consoiidated Financial Statements
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors of
Duke Energy Indiana, Inc.
Charlatte, North Carolina

We have audited the accompanying consclidated balanoe sheets of Duke Energy Indiana, Inc. and subsidiary (the “Compary™) as of
December 31, 2010 and 2009, and the refated consolidated staterments of operations, common stockholder's equity and comprehensive
income, and cash flows for each of the three years in the period ended December 31, 2010. Qur audits also inciuded the financial statement
schedule listed in the Index at item 15. These financial statements and financial statement schedule are the responsibility of the Company’s
management, Our responsibility is 1o express an opinion on these financial statements and financial staternent schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards reguire that we plan and perform the audit to obiiain reasanable assurance about whether the financial staterments: are free of material
misstaternent. The Cormpany is not required to have, nor were we engaged to perform, an audit of its interal control over financial reporting.
Qur audits included consideration of internal control over financial reparting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company's intemal control over financial reperting.
Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and disclostres
in the financial statements, assessing the accounting principies used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audits provide a reasonahble basis for our opinion.

[ our opinfon, the consolidated financial statements referred 1o above present fairy, in all material respects, the financial position of Duke
Energy Indiana, Inc. and subsidiary at December 31, 2010 and 2009, and the results of their operations and their cash flows for each of the
years in the thiee-year period ended December 31, 2010 in conformity with accounting principles generally acospted in the United States of
Armerica. Also, in our opinion, such financial statement schedule, when considered in relation to the basic consolidated financial statements
taken as a whoie, presents fairly in all material respects the information set forth therein.

/& Deloitte & Touche LLP :

Charlotte, North Carolina
February 25, 2011
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DUKE ENERGY INDIANA, INC.
Consolidated Statements of Operations

Years Ended December 31,
(In millions) 2010 ¢ 2009 2008
Operating Revenues-Regulated Electric $2,520 $2,353 $2483
Operating Expenses :
Fuel used in electric generation and purchased power 912 877 1006
Operation, maintenance and other 611 573 592
Dapreciation and amaortization 375 403 353
Property and other taxes 70 73 74
impairment charges 44 — —
Total operating expenses 2012+ 1926 2,025
Losses on Sales of Other Assets and Other, net @ @ 3
Operating Income 506 423 461
Other Income and Expenses, net 70 ¢ 38 70
Interest Expense 136 . 144 123
Income Before Income Taxes 441 . 317 408
Income Tax Expense 156 116 150
Net Income $ 285 $ 201 $ 258

See Notes to Consolidated Financial Statements
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PART II

DUKE ENERGY INDIANA, INC.

Consolidated Balance Sheets
December 31,
{In millions) 2010 2000
ASSETS
Current Assets
Cash and cash equivalents $ 54 & 20
Receivables (net of allowance for doubtful accounts of $1 at December 31, 2010
and December 31, 2009} 431 245
Inventory 267 312
Other 85 31
Total current assets 837 608
Investments and Other Assets
Intangibles, net 64 98
Other 126 134
Total investments and other assets 190 232
Property, Plant and Equipment :
Cost 11,213 10,055
Less accumulated depreciation and amortization 3,341 3,129
Net property, plant and equipment , 7,872 6,926
Regulatory Assets and Deferred Debits
Deferted debt expense 43 44
Regulatory assets related to income taxes m 4
Other 588 596
Total regutatory assets and deferred debits 732 644
Total Assets $9631 § 8410

See Notes to Consolidated Financial Statements
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DUKE ENERGY INDIANA, INC.
Consolidated Balance Sheets - (Continued)

" December 31,
(In milkions, except share and per-share amounts) 2010 2009
LIABILITIES AND COMMON STOCKHOLDER'S EQUITY
Current Liabllities .
Accounts payable $ 314 $ 354
Taxes accrued 45 47
Interest accrued 47 40
Current maturities of long-term debt 11 4
Othey ) 123
Total current fiabilities 516 568
Long-term Deht 3461 3,086
Deferred Credits and Other Liabllities
Deferred income taxes 973 679
Investment tax credits 145 120
Accrued pension and other post-retirement benefit costs 270 314
Asset retirement obfigations 46 42
Other 653 667
Total deferred credits and other liabilities 2087 1822
Commitrments and Contingencles
Common Stockholder's Equity
Comman Stock, no par; $0.01 stated value, 60,000,000 shares authorized; \

53,913,701 shares outstanding at December 31, 2010 and December 31, 2009 1 1
Additional paid-in capital 1,358 1,008
Retained eamings 2200 1915
Accumulated other comprehensive income 8 10

Total comman stockhokler's equity . 3,567 2934
Tota Liabilities and Common Stockholder’s Equity | $9,631 $8410

See Notes to Consclidated Financial Stetements
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DUKE ENERGY INDIANA, INC.
Consolidated Statements of Cash Flows

Years Ended December 31,
{In millions) 2010 . 2009 2008
CASH FLOWS FROM OFERATING ACTIVITIES
Net income $ 285 $ 201 $258
Adjustments to reconcile net income to net cash provided by operating activities: ‘
Depreciation and amortization 380 407 3s8
Equity component of AFUDC (56) : (29) (46)
Losses (gains) on sales of other assets and other, net 2 4 3
Impairment charges 4 — —
Deferred income taxes and investment tax credit amortization 143 109 (15)
Contributions to qualified pension plans (486) {140} -
Accrued pension and other post-retirement benefit costs 23 23 32
{Increase) decrease in
Receivables (99). 31 {22)
inventory 46 96) (78}
Other current assets (14) 50 (65)
Increase (decrease) in
Accounts payable 20 (19) (22}
Taxes accrued -_ 0} {2
Other current fiabilities 17 (25) 21
Other assets 4. 21 26
Other liabilities 46) {24} (9
Net cash provided by operating activities 662 512 426
CASH FLOWS FROM INVESTING ACTIVITIES .
Capital expenditures (1,255): (1,029) 774
Purchases of available-for-saje securities . (24} 73 (20
Proceeds from sales and maturities of available-for-sale securities 25 84 14
Net proceeds from the sales of ather assets — — 4
Purchases of emission allowances (1) (68) (46)
Sales of emission allowances 3. 7 27
Notes due from affiliate, net (84): 90 (121)
Change in restricted cash 6 9 8
Other . @) (12 3
Net cash used in investing activities (1,346) (992 (911)
CASH FLOWS FROM FINANCING ACTIVITIES .
Proceeds from the issuance of fong-term debt 571 : 949 623
Payments for the redemption of long-term debt {198). (728) 49
Notes payable to affiliate, net - — 49
Capital contribution from parent . 350 140 —_
Other 4 (5) (Y]
Net cash provided by financing activities 718 356 617
Net increase (decrease) in cash and cash eguivalents 34 (124) 132
Cash and cash equivatents at beginning of period 20 144 12
Cash and cash equivalents at end of period $ 54 $§ 20 %144
Supplemental Disclosures ‘
Cash paid for interest, net of amount capitalized $ 122 $ 141 %110
Cash paid for income taxes $ 31 3 — $136
Significant non-cash transactions:
Accrued capital expenditures $ 131 $ 150 § 80
Reclassification of money pool borrowings to long-term debt $ — $ — 8180

See Notes to Consolidated Financial Statements
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DUKE ENERGY INDIANA, INC.
Consolidated Statements of Common Stockholder's Equity and Comprehensive Income

Accumutated Other Comprehensive thoome

Net Galns
(Lbsses) on
Common Additional Retained  Cash Flow
{In miltions) Stock  PaicHin Capital  Eamings Hedlges Total
Balance at December 31, 2007 $1 $ 868 $1,456 ‘$12 $2,343
Net income — — 258 C— 258
Other comprehensive loss
Cash flow hedges'® - — — (1) (1)
Reclassification of unrealized gains on available-for-sale securities to
regulatory asset© — — — - (6}
Total comprehensive income 251
Balance at December 31, 2008 $1 $ 868 $1,714 $11 $2,594
Net income —_ — 201 L= 201
Other comprehensive loss :
Cash flow hedges@ — — — o
Total comprehensive income . 200
Capital contribution from parent —_ 140 — - 140
Balance at December 31, 2009 $1 $1,008 $1915 ‘%10 $2.934
Net income _ — 285 Lo—- 285
Other comprenensive loss \ ‘
Reclassification into earnings from cash flow hedgest - — — (2) (2}
Total comprehensive income 283
Capital contribution from parent — 350 — e 350
Balance at December 31, 2010 $1 $1,358 $2,200 t8 $3,567

(@) Net of $1 tax benefit in 2010, 2009 and 2008,
See Notes to Consolidated Financial Staterments
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DUKE ENERGY CORPORATION * DUKE ENERGY CAROLINAS, LLC * DUKE ENERGY CHIO, INC. * DUKE ENERGY INDIANA, INC.

Combined Notes to Consolidated Financial Statements

For the Years Ended Decernber 31, 2010, 2009 and 2008

Index to Combined Notes to Consolidated Financial Statements

The notes to the consolidated financial staternents that follow
are a combined presentation. The following list indicates the
registrants to which the footnates apply:

Registrant Applicable Notes

Duke Energy Corporation 1,2,3,4,56,7,8,9,10,11, 12,13,
14,15,16,17,18, 19, 20, 21, 22, 23,
24, 25

Duke Energy Carolinas, LLC  1,2,3,4,5,6,8,9,10,13, 14, 15, 16,

17,19, 21,22, 23,24, 25

1,2,3,4,5,6 8,9, 10,12, 13, 14, 15,

17,19, 21,22,23,24,25

Duke Energy Indiana, Inc. 1,2,4,5,6,8,9 10,12, 13, 14, 15,
16,17.19,21,22,23,24, 25

Duke Energy Ohio, Inc.

1. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

Nature of Operations and Basis of Consolidation.

Duke Energy Comporation (collectively with its subsidiaries, Duke
Energy), is an encrgy company primarily located in the Americas.
Duke Energy operates in the United States (U.S.) primarily through its
direct and indirect wholly-owned subsidiaries, Duke Energy Carolinas,
LLC {Buke Energy Caralinas), Duke Energy Chio, Inc. (Duke Energy
Ohia}, which includes Duke Energy Kentucky, Inc. (Duke Energy
Kentucky}, and Duke Energy Indiana, Inc. (Duke Energy Indiana), as
well as in South and Central America through Intemational Energy.
When discussing Duke Energy's consolidated financial information, it
necessarily includes the results of its three separate subsidiary
registrants, Duke Energy Carolinas, Duke Energy Ohio and Duke
Energy Indiana {collectively referred to as the Subsidiary Registrants),
which, along with Duke Energy, are collectively refered to as the
Duke Energy Registrants. The information in these combined notes
relates to each of the Duke Energy Registrants as noted in the index
to the Combined Notes. However, none of the registrants makes any
representation as to information related solely to Duke Energy or the
subsidiaries of Duke Energy other than itself. As discussed further in
Note 2, Duke Energy operates three reportable business segments:
U.S. Franchised Electric and Gas, Commercial Power and
International Energy.

These Consolidated Financial Statements include, after
eliminating intercompany transactions and balances, the accounts of
the Duke Energy Registrants and ali majority-owned subsidiaries
where the respective Duke Energy Registrants have contral and those
variable interest entities (VIES) where the respective Duke Energy
Registrants are the primary beneficiary.

Duke Energy's Consoligated Financial Statements reflect Duke
Energy Carolinas' proportionate share of the Catawba Nuclear Station,
as well as Duke Energy Ohio's proporionate share of certain
generation and transmission faciliies in Ohio, Indiana and Kertucky
and Duke Energy Indiana's proportionate share of certain generation
and transmission facifities.

DUKE ENERGY CORPORATION / 2010 FORM 10-K

Duke Energy Carolinas is an electric utility company and
generates, transmits, distributes and sells electricity in central and
western North Carolina and westem South Carolina. Duke Energy
Caralinas’ Consolidated Financial Staternents reflect its proportionate
share of the Catawba Nuclear Station. Duke Energy Carolinas is
subject 1o the regulatory provisions of the North Carofina Utilities
Commission (NCUC), the Public Service Commission of South
Carolina (PSCSC), the U.S. Nuclear Regulatory Commission (NRC)
and the Federal Energy Regulatory Commission (FERC). Substantially
all of Duke Energy Carolinas’ operations are regulated and qualify for
regulatory accounting treatment. As discussed further in Note 2,
Duke Energy Carolinas’ operations include one reportable business
segment, Franchised Electric.

Duke Energy Ohio is a wholly-owned subsidiary of Cinergy Cop.
{Cinergy), which is a wholly-owned subsidiary of Duke Energy. Duke
Energy Ohio is a combination electric and gas public utitity that
provides service in the southwestern portian of Ohio and in northem
Kentucky through its wholly-owned subsidiary Duke Energy
Kentucky, as well as electric generation in parts of Ohio, Hiinois,
Indiana and Pernsylvania, Duke Energy Ohio’s principal lines of
business include generation, transmission and distribution of
electricity, the sale of and/or transportation of natural gas, and energy
marketing. Duke Energy Kentucky's principal lines.of business
include generation, transmission and distribution of electricity, as well
as the sale of and/or transportation of natural gas. References herein
to Duke Energy Chio include Duke Energy Ohio and its subsidiaries.
Duke Energy Ohig’s Consolidated Financial Statements reflect its
proportionate share of certain generation and transmission faciiities in
Ohio, Indiana and Kentucky. Duke Energy Ohio is subject to the
regulatory provisions of the Public Utilities Commission of Chio
(PUCQ), the Kentucky Public Service Commission (KPSC) and the
FERC.

As discussed further in Note 2, Duke Energy Ohio has two
reportable operating segments, Franchised Electric and Gas and
Commercial Power.

Duke Energy Indiana is a wholly-owned subsidiary of Cinergy.
Duke Energy Indiana is an eleciric utility that provides service in north
central, central, and southem Indiana. Duke Energy Indiana’s
Consolidated Financial Statements reflect its propastionate share of
certain generation and transmission facilities. 1t primaty line of
business is generation, ransmission and distribution of etectricity. As
discussed further in Note 2, Duke Energy Indiana opesates one
reportable business segment, Franchised Electric. Duke Energy
Indiana is subject to the regulatory provisions of the Indiana Utility
Reguiatory Cornmission (lURC) and the FERC, The substantial
majority of Duke Energy Indiana's operations are regulated and
qualify for regulatory accounting treatrment.

Use of Estimates.

Ta conform to generally accepted acoounting principles (GAAP)
in the United States, management makes &sﬁmams and assumptions
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DUKE ENERGY CORPORATION ¢ DUKE ENERGY CAROLINAS, LLC ¢ DUKE ENERGY OHIO, INC. * DUKE ENERGY INDIANA, INC.

Combined Notes to Consolidated Financial Statements — (Continued)

that affect the amounts reported in the Consolidated Financial
Statements and Notes. Although these estimates are based on
management’s best available information at the time, actual results
could differ.

Cost-Based Regulation.

Duke Energy Carolinas and Duke Energy indiana account for
their regulated operations in accordance with applicable regulatory
accounting guidance. Duke Energy and Duke Energy Ohio account
for certain of their regulated operations in accordance with applicable
regulatory accounting guidance. The economic effects of regulation
can result in a regulated company recording assets for costs that have
heen or are expected o be approved for recovery from customers in a
future period or recording liabilities for amounts that are expected to
e returned to customers in the rate-setting process in a period
different from the peried in which the amounts would be recorded by
an unregulated enterprise. Accordingly, the Duke Energy Registrants
record assets and liabilities that result from the regulated ratemaking
process that would not be recorded under GAAP for non-regulated
entities. Regulatory assets and liabilities are amortized consistent with
the treatment of the related cost in the ratemaking process.
Management continually assesses whether regulatory assets are
probable of future recovery by considering factors such as applicable
regulatory changes, recent rate orders applicable to other regulated
entities and the status of any pending or potential deregulation
legislation. Additionally, management continually assesses whether
any regulatory liabilities have been incurred. Based on this continual
assessment, managernent believes the existing regulatory assets are
probahle of recovery and that no regulatory liabilities, other than thase
recorded, have been incurred. These regulatory assets and liabilities
are primarily ¢lassified in the Consolidated Balance Sheets as
Regulatory Assets and Deferred Debits and Deferred Credits and
Other Liabilities, respectively. The Duke Energy Registrants
periodically evaluate the applicability of regulatory accounting
freatment by considering factors such as regulatory changes and the
impact of competition. If cost-based regulation ends or competition
increases, the Duke Energy Registrants may have to reduce their
asset balances ta reflect a market hasis less than cost and write-off
the associated regulatory assets and liabilities. If it becomes probable
that part of the cost of a plant under construction or a recentty
completed plant wiil be disallowed for ratemaking purposes and a
reasonable estimate of the amounit of the disallowance can be made,
that amount is recognized as a loss. For further information see
Note 4.

In order to apply regulatory accounting treatment and record
regulatory assets and liabilities, certain criteria must be met. in
determining whether the criteria are met for its operations,
management makes significant judgments, including determining
whether revenue rates for services provided 1o customers are subject
to approval by an independent, third-party regulator, whether the
regulated rates are designed to recover specific costs of providing the
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regulated seyvice, and a determination of whether, in view of the
demand for the regulated services and the level of competition, itis
reasonable to assume that rates set at levels that will recover the
operations’ costs can be charged 1o and collected flom customers.,
This final criterion requires consideration of anficipated changes-in
levels of demand or competition, direct and indirect, during the
recovery period for any capitalized costs. If facls and circumstances
change so that a portion of the Duke Energy Registrants’ regulated
operations meet all of the scope criteria when such criteria had not
been previously met, regulatoly accourting treatrment would be
reapplied to all or a separable portion of the operations. Such
reapplication includes adjusting the balance sheet for amounts that
meet the definition of a regulatory asset or regulatory liability. Refer to
the following section titled, “Reapgplication of Regulatory Accounting
Treatment to Portions of Generation in Ohio.”

Energy Purchases, Fuel Costs and Fuel Cost Deferrals.

Fuel expense includes fuel costs or other recoveries that are
deferred through fuel clauses established by Duke Energy Carolinas'
regulators, These clauses allow Duke Energy Carolinas to recover fuel
oosts, fuel-related costs and portions of purchased power costs
through surcharges on customer rates. These deferred fuel costs are
recognized in revenues and fuel expenses as they are billable to
customers. .

Duke Energy Ohio utilizes a cost fracking recavery mechanism
(commonly referred to as a fuel adjustment clause) that recovers retail
and a portion of its wholesale fuel costs fram customers. The fuel
adjustment clause is calculated based on the estimated cost of fuel in
the next three-month period, and is trued up after actual costs are
known. Duke Energy Ohio records any under-recovery or over-
recavery resutting from the differences between estimated and actual
costs as a regulatory asset or regulatory Yability unti! it is billed or
refunded to its customers, at which point it is adjusted through fuel
expense. Also, Duke Energy Chio began utilizing a fracking
mechanism approved by the PUCO for the recovery of system
reliabitity capacity costs related to certain specified purchases of
capacity to meet reserve margin requirements.

Duke Energy Indiana utilizes a cost fracking necovery
mechanism (commonly referved to as a fuel adjustment clause) that
recovers refail and 2 portion of its wholesale fuel costs from:
customers. Indiana law limits the amount of fuel costs that Duke
Energy Indiana can recover 1o an amount that will not resutt in
earning a retumn in excass of that allowed by the IURC. The fuel
adjustment clause is calculated based on the estimated cost of fuei in
the next three-manth period, and is trued up after actual costs are
known. Duke Energy Indiana records any under-recovesy or over-
recovery resulting from the differences between estimated and actual
costs as a regulatory asset or regulatory liability until it is billed or
refunded to its customers, at which point it is adjusted through fuel
expense.
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In addition to the fuel adjustment clause, Duke Energy Indiana
utitizes a purchased power tracking mechanism approved by the
[URC for the recovery of costs related to certain specified purchases of
power necessary to meet native load peak demand requirernenits to
the extent such costs are not recovered through the existing fuel
adjustment clause.

Reapplication of Regulatory Accounting Treatment to Portions of
Generation in Ohio.

The Midwest generation operations of Duke Energy’s
Commercial Power business segment and Duke Energy Ohio's
Commercial Power business segment include generation assets
located in Chio that ase dedicated under the ESP. These assets, as
excess capacity allows, also generate revenues through sales outside
the ESP customer base, and such revenue is termed wholesale.

Prior to December 17, 2008, Commercial Power did not apply
fegulatory acoounting treatment to any of its operations due t the
comprehensive electric deregulation legislation passed by the state of
Ohio in 1999. As discussed further in Note 4, in April 2008, new
legislation, Ohio Senate Bill 221 (SB 221), was passed in Ohio and
signed by the Govemor of Chio on May 1, 2008. The new law codified
the PUCC's autharity to approve an electric utility's Standard Service
Offer either through an Electric Security Plan (ESP) or a Market Rate
Opticn (MRQ), which is a price determined through a competitive
bidding process. On July 31, 2008, Duke Energy Ohio filed an ESP
and, with cetain amendments, the ESP was approved by the PUCO
on December 17, 2008. The approval of the ESP on December 17,
2008 resulted in the reapplication of regulatory accourting treatment to
certain portions of Commercial Power's operations as of that date. The
ESP became effective on January 1, 2009.

From January 1, 2005, through December 31, 2008,
Commercial Power operated under a Rate Stahilization Plan (RSP},
which was a market-based Standard Service Offer. Although the RSP
contained certain trackers that enhanced the potertial for cost
recovery, there was no assurance of stranded cost recovery upon the
expiration of the RSP on December 31, 2008, since it was initially
anticipated that there would be a move to fuil competitive markets.
Accordingly, Commercial Power did not apply regulatory accounting
treatrnent o any of its generation operations prior to December 17,
2008. In connection with the approval of the ESP, Duke Energy and
Duke Energy Ohio reassessed whether Commercial Power's
generation operations met the criteria for reguiatory accounting
reatment as SB 221 substantially increased the PUCO's oversight
authority over generation in the state of Ohio, including giving the
PUCO complete approval of generation rates and the establishment of
an eamings test to determine if a utility has eamed significantly
excessive earmings. Duke Energy and Duke Energy Ohio determined
that certain costs and related rates (riders) of Commercial Power's
operations felated to generation serving retail load met the necessary
accounting crfteria for regulatory accounting treatment as SB 221
and Duke Energy Ohic's approved ESP enhanced the recovery
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mechanism for certain costs of its generation serving retail load and
increased the likelihood that these operations will remain under a cost
recovery mode! for certain costs for the remainder of the ESP pericd.

Despite certain portions of the Ohio retail loatt operations nat
meeting the criteria for applying regulatory accounting treatment, ali
of Commercial Power's Ohio retail load operations’ rates are subject to
approval by the PUCQ, and thus these operations are referred to
here-in as Commercial Power's regulated operations. Accordingly,
these revenues and corresponding fuel and purchased power
expenses are recorded in Regulated Eleciric withirj Operating
Revenues and Fuel Used in Electric Generation and Purchased
Power — Regulated within Operating Expenses, respectively, on the
respective Consolidated Statemenis of Operations.

Under the ESP, Commercial Power bills for its retail load
generation via numerous riders, SB 221 and the ESP resulted in the
approval of an enhanced recovery mechanism for certain of these
riders, which includes, but is not limited to, a price-to-compare fuel
and purchased power rider and certain portions of a price-fo-compare
cost of environmental compliance rider. Accordingly, Commercial
Power began applying regulatory accounting treatinent to the
comesponding RSP riders that enhanced the mechanism for recovery
under the ESP on December 17, 2008. The remaining portions of
Commercial Power's Qhio retail load generation operations, fevenues
frorn which are reflected in rate riders for which the ESP does not
specifically allow enhanced recovery, as well as all generation
operations assoclated with wholesale operations, including
Commercial Power's gas-fired generation assets, continue fo not
apply regulatory accounting as those operations do not mest the
necessary accounting criteria. Moreover, generaticn remains a
competitive market in Ghio and retail icad customers continue to
have the ability to switch to alternative suppiiers for their electric
generation service. As customers swiich, there is & risk that some or
all of the regulatory assets will not be recovered through the
established riders. n assessing the probability of recovery of its
regulatory assets established for its retail load generation operations,
Duke Energy and Duke Energy Ohio continue to monitor the amount
of retail load customers that have switched to altemative suppliers. At
December 31, 2010, management has concluded that the
established regulatory assets are still probable of recovery even
though there have been increased levels of customer switching.

The reapplication of regulatory accounting treatment to
generation in Ohio on December 17, 2008, as discussed above,
resulted in an approximate $67 million after-tax ($103 million
pre-tax} extraordinary gain related to mark-to-market losses previously
recorded in eamings associated with open forward retaii load
economic hedge contracts for fuel, purchased power and emission
allowances, which the RSP and ESP allow to be recovered through a
fuel and purchase power (FPP) rider. There were no other immediate
income statement impacts on the date of reappiication of regulatory
accounting. A corresponding regulatory asset was established for the
value of these contracts.
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Cash and Cash Equivalents.

All highly liquid investments with maturities of three months or
less at the date of acquisition are considered cash equivalents.

Restricted Cash,

The Duke Energy Registrants have restricted cash refated
primarily to proceeds from debt issuances that are held in trust for the
purpese of funding future environmental construction or maintenance
expenditures. Restricted cash balances are reflected within both Other
within Current Assets and Other within Investments and Other Assets
on the Consclidated Balance Sheets.

Restricted Cash
Decemnber 31,

{in miilions} 2010 2009
Duke Energy $126 338
Duke Energy Carolinas 2 10
Duke Energy Ohia 4 4
Duke Energy (ndiana 6 1
inventory.

Inventory is comprised of amounts presented in the tables below
and is recorded primarily using the average cost method. Inventory
related to the Duke Energy Registrants' regulated operations is valued
at historical cost consistent with ratemaking treatment. Materials and
supplies are recorded as inventory when purchased and
subsequently charged to expense or capitalized to plant when
installed. Inventory related to the Duke Energy Registrants’
non-regulated operations is valued at the lower of cost or market.

Components of Inventory

December 31, 2010

Duke  Duke Duke
Duke Energy Energy  Emergy

(in millions) Energy  Carolinas Ohio  Indiana
Materials and supplies $ 734 $476 $106 $ 78
Caal held for electric
generation 528 240 92 189
Natural gas 56 — 56 —_
Total Inventory $1,318 $716 $254 %267

December 31, 2009

Duke Duke Duke
Duke Energy Energy  Energy

{in millions} Energy  Carolinas Ohio  Indiana
Materials and supplies $ 705 $442 $104 §$ 78
Coal held for electric
generation 748 404 102 234
Natural gas 62 — 62 —
Total Inventory $1,515 $846 $268 312
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Investments in Debt and Eguity Securities,

The Duike Energy Registrants classify investments inte two
categories — trading and available-for-sale. Trading securities are
reported at tair value in the Consolidated Balance Sheets with net
realized and unrealized gains and losses included in eamings each
period, Available-for-sale securities are also reported at fair value on
the Consolidated Balance Sheets with unrealized gains and losses
included in Accumulated Other Comprehensive Income (AOC!) or a
regulatory asset or liability, unless it is determined:that the carying
value of an investment is other-than-temporarily impaired. Other-
than-temporary impairments related o equity securities and the credit
loss portion of debt securities are included in eamings, unless
deferred in accordance with regulatory accounting freatment.
Investments in debt and equity securities are classified as either short-
term investments or Jong-term investments based on management’s
intent and ability to sell these securities, taking into consideration
illiquidity factors in the current markets with respact to certain
investments that have historically provided for a high degree of
liquidity, such as investments in auction rate debi securities.

See Note 16 for further information on the investments in debt
and equity securities, including investments held in the Nuclear
Decommissioning Trust Fund (NDTF).

Goodwill.

Duke Energy and Duke Energy Chio perform an annual goodwill
impairmert test as of August 31 each year and updates the test
between annual tests if events or circumstances dceur that would
more likely than not reduce the fair value of a reporting unit below its
carrying value. Duke Energy and Duke Energy Ohio perform the
annual review for goodwill impairment at the reporting unit level,
which Duke Energy has determined to be an operating segment or
one level below and Duke Enengy Ohio has determined to be an
operating segment.

The annual test of the potential impaimnent of goodwill requires
a two step process. Step one of the impairment st involves
comparing the estimated fair values of reporting units with their
aggregate carrying values, including goodwill. If the canying amount
of a reporting unit exceeds the reporting unit's fair value, step two
must be performed to determine the amount, if any, of the goodwill
impairment loss, If the camying amount is less than fair value, further
testing of goodwill impairment is not performed.

Step two of the goodwill impairment test involves comparing the
impiied fair value of the reporiing unit's goodwill against the canying
value of the goodwill. Under step two, determining the implied fair
vatue of goodwill requires the valuation of a repariing unit's
identifiable tangible and intangible assets and liabilities as if the
reporting unit had been acquired in a business gembination on the
testing date. The difference between the fair value of the entire
reporting unit as determined in step one and the net fair value of alt
identifiable assets and liabilities represents the implied fair value of
goodwill, The goodwilt impairment charge, if any, would be the
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difference hetween the carrying amount of goodwill and the implied
fair value of goodwill upon the completion of step two.

For purposes of the step ane analyses, detenmination of a
reporting unit's fair value is typically based on a combination of the
income approach, which estimates the fair value of reporting units
based on discounted future cash flows, and the market approach,
which estimates the fair value of a reporting unit based on market
comparables within the utility and energy industries.

See Note 12 for further information, including discussion of a
$500 million goodwitl impairment charge recorded at Duke Energy
and a $677 million goodwill impairment charge at Duke Energy Ohio
during the year ended December 31, 2010, and a $371 million
goodwill impairment charge recorded at Duke Energy and $727
million gocdwill impairment charge recorded at Duke Energy Ohio
during the year ended December 31, 2009,

Long-Lived Asset Impainments.

The Duke Energy Registrants evaluate whether long-lived assets,
excluding goodwill, have been itmpaired when circumstances indicate
the camying value of those assets may not be recoverable. For such
long-lived assets, an impairment exists when its carrying value
exceeds the sum of estimates of the undiscounted cash flows
expected to result from the use and eventual disposition of the asset.
When alternative courses of action 1o recover the carrying amount of
a long-lived asset are under consideration, a probabiiity-weighted
approach is used for developing estimates of future undiscounted
cash flows. If the camying value of the long-lived asset is not
recoverable based on these estimated future undiscounted cash
fiows, the impairment loss is measured as the excess of the carrying
value of the asset over its fair value, such that the asset's carrying
value is adjusted to its estimated fair value.

Management assesses the fair value of long-lived assets using
commonly accepted techniques, and may use more than one source.
Sources to determine fair value include, but are not fimited to, recent
third party comparable sales, intemally developed discounted cash
flow analysis and analysis from outside advisors. Significant changes
in market conditions resulting from events such as, among others,
changes in commedity prices or the condition of an asset, or a
change in management’s intent to utilize the asset are generally
viewed by management as triggering events to re-assess the cash
flows related to the long-lived assets.

See Note 12 for fusther information regarding long-lived asset
impairment charges recorded during the year ended December 31,
2010 and 20089.

Property, Plant and Equipment.

Property, plant and equipment are stated at the lower of
histarical cost less accumulated depreciation or fair value, if impaired.
The Duke Energy Registrants capitalize all construction-related direct
labor and material costs, as well as indirect construction costs.
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Indirect costs include general engineering, taxes and the cost of funds
used during construction {see “Allowance for Funds Used During
Construction (AFUDC) and Interest Capitalized,” discussed below},
The cost of renewals and betterments that extend the useful life of
property, plant and equipment are also capitalized, The cost of
repairs, replacements and major maintenance projects, which do not
extend the useful life or increase the expected outhut of the asset, are
expensad as incurred. Depreciation is generally computed oves the
estimated useful life of the asset using the compokite straight-line
method. For regulated operations, depreciation studies are conducted
periodically to update the composite rates and are approved by the
various state commissions. The composite weighted-average
depreciation rates for each of the Duke Energy Regisirant were:

- December 31,
2010 2009 2008
Duke Energy® 32% 33% 3.1%
Duke Energy Carolinast 27% 20% 30%
Duke Energy Ohio 41% 38% 26%
Duke Energy Indiana 35% 4.2% 38%

(@) Excludes nuclear fuel at Duke Energy and Duke Enengy Cardlinas.

When the Duke Energy Registrants retire their regulated
property, plant and equipment, it charges the original cost plus the
cost of retirernent, less salvage value, 1o accumulsted depreciation.
When it sells entire regulated operating units, or retires or seils
non-regulated properties, the cost is removed from the property
account and the related accumnulated depreciation and amortization
accounts are reduced. Any gain or loss is recorded in earnings, unless
otherwise required by the applicable regulatory body.

See Note 10 for further information on the epmponents and
estimated useful fives of Duke Energy’s property, plant and
equipment balance,

Nuclear Fuel.

Amortization of nuclear fuel purchases is included within Fued
Used in Blectric Generation and Purchased Power-Regulated in the
Consolidated Staterments of Operations. The amarization is recorded
using the units-of-production method.

AFUDC and Interest Capitalized.

tn accordance with applicable regulatory accointing guidance,
the Duke Energy Registrants record AFUDC, which represents the
estimated debt and equity costs of capital funds necessary to finance
the construction of new regulated facilities, Bath the debt and equity
components of AFUDC are non-cash amounts within the
Consolidated Statements of Operations. AFUDC is capitalized as a
component of the cost of Property, Plant and Equipment, with an
offsetting credit to Other Income and Expenses, ngt on the
Consolidated Statements of Operations for he equity component and
as an offset o Interest Expense on the Consolidaisd Statements of



PART Il

DUKE ENERGY CORPORATION + DUKE ENERGY CAROLINAS, LLC = DUKE ENERGY OHIO, INC,

* DUKE ENERGY INDIANA, INC.

Combined Notes to Consolidated Financial Statements — (Continued)

Operations for the debt component. After construction is completed,
the Duke Energy Registrants are permitted to recover these costs
through inclusion in the rate base and the corresponding depreciation
expense or nuclear fuel expense.

AFUDC equity is recorded in the Consolidated Statements of
Operations on an after-tax basis and is a permanent difference item
for income tax purposes (i.e., a permanent difference between
financial statement and income tax reporting), thus reducing the
Duke Energy Registrants' effective tax rate during the construction
phase in which AFUDC equity is being recorded. The effective tax
rate is subsequently increased in future periods when the completed
propearty, plant and equipment is placed in service and depreciation
of the AFUDC equity commences. See Note 22 for information
refated to the impacts of AFUIDC equity on the Duke Energy
Registrants’ effective tax rate.

For non-regulated operations, interest is capitalized during the
construction phase in accordance with the applicable accounting
guidance,

Asset Retirement Obligations.

The Duke Energy Registrants recognize asset refirement
obligations for legal obligations associated with the retirement of long-
lived assets that result from the acquisition, construction,
development and/or normal use of the asset, and for conditional asset
retirerment abligations. The term conditional asset retirement
abligation refers to a legal obligation to perform an asset retirement
activity in which the timing and {or) method of settlement are
conditional on a future event that may or may not be within the
control of the entity. The chiigation to perform the asset retirernent
activity is unconditional even though uncertainty exists about the
timing and (ar) method of settlement. Thus, the iming and (or}
method of settlernent may be conditional on a future event. When
recording an asset retirement obligation, the present value of the
projected liability is recognized in the petiod in which it is incumred, i
a reasonable estimate of fair value can be made. The present value of
the liability is added to the carrying amount of the associated asset.
This additional carrying armount is then depreciated over the
estimated useful life of the asset.

in the secand quarter of 2010, Duke Energy Carolinas recorded
a $1.5 nillion corection of an error ta reduce the nuciear
decommissioning asset retirement obligation liability, with offsetting
impacts to regulatary assets and property, plant and equipment. This
comection had no impact on Duke Energy Carolinas’ results of
operations or cash flows.

See Note 9 for further information regarding The Duke Energy
Registrants’ asset retirement obligations.

Revenue Recognition and Unbilled Revenue.

Revenues on sales of electricity and gas are recognized when
either the service is provided or the product is delivered. Unbilled
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retail revenues are estimated by applying average revenue per
kilowatt-hour or per thousand cubic feet (Mcf) for ali customer classes
to the number of estirnated kilowatt-hours or Mcfs delivered but not
billed. Unbilled whotesale energy revenues are caloulated by applying
the contractual rate per megawatt-hour (MWHh) o the number of
estimated MWh delivered but not yet billed, Unbilled wholesale
demand revenues are caiculated by applying the contractual rate per
megawatt (MW) to the MW volume delivered but not et billed. The
amount of unbilled revenues can vary significantly from period to
period as a result of numerous factors, including seasonality,

weather, customer usage pattems and customer mix.

As discussed below, in accordance with new accounting rules
on January 1, 2010, Duke Energy began consotidating Cinergy
Receivables. Accordingly, unbilled revenues which had been
included in the sale of receivables to Cinergy Receivables prior to the
effective date of the new accounting rules, and thus not reflected on
Duke Energy's Consolidated Balance Sheets, are now included in
Receivables on Duke Energy's Consolicated Balande Sheets.

At Decermber 31, 2010 and 2009, Duke Engrgy, Duke Energy
Carolinas and Duke Energy Chio had unbilled revenues within
Restricted Receivables of Variable Interest Entities and Receivables on
their respective Consolidated Balance Sheets as follows:

December 31, December 31,
(in miillions) 2010 2009
Duke Energy $751 $460
Duke Energy Carolinas iz 276
Duke Enesgy Ohicia 54 23

(a) Primarily relates to wholesale sales within the Commercial Power segment.

Additionally, Duke Energy Ohio, including Duke Energy
Kentucky, and Duke Energy Indiana seil, on a revolving basis, nearly
all of their retail and wholesale accounts receivable to Cinergy
Receivables. Duke Energy Ohie and Duke Energy Indiana meet the
revised sales/derecognition criteria of the new accounting rules and,
therefore, continue to account for the fransfers of receivables to
Cinergy Receivables as sales, and accordingly the seceivables sold are
not reflected on the Consolidated Balance Sheets of Duke Energy
Ohio and Duke Energy Indiana. Receivables for unbilled revenues
related to retail and wholesale accounts receivable at Duke Energy
Chio and Duke Energy Indiana included in the sales of acoounts
receivable o Cinergy Receivables at December 31, 2010 and 2009
were as follows:

December 31, December 31,
{in miflions} 2010 2009
Duke Energy Ohio $112 $126
Duke Energy Indiana 125 112

See Note 17 for additional information.
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Accounting for Risk Management, Hedging Activities and Financial
Instruments.

The Duke Energy Registrants may use a number of different
derivative and non-derivative instruments in connection with its
commodity price, interest rate and foreign currency risk management
activities, including swaps, futures, forwards and options. All
derivative instruments except for those that are designated as hedges
and those that qualify for the normal purchase/normal sale (NPNS)
exception within the accounting guidance for derivatives are recorded
on the Consolidated Balance Sheets at their fair value, The Duke
Energy Registrants may designate qualifying derivative instrumenits as
either cash flow hedges or fair value hedges, while others either have
nat been designated as hedges or do not qualify as a hedge
(hereinafter referred to as undesignated contracts).

For all contracts accounted for as a hedge, the Duke Energy
Registrants prepare formal decumentation of the hedge in accordance
with the accounting guidance for derivatives. In addition, at inception
and at least every three months thereafter, the Duke Energy
Registrants formally assess whether the hedge contract is highly
effective in offsetting changes in cash fiows or fair vaiues of hedged
items. The Duke Energy Registrants document hedging activity ty
transaction type (futuses/swaps) and risk management strategy
{commodity price riskfinterest rate risk).

See Note 14 for additional information and disclosures regarding
risk management activities and derivative transactions and balances.

Captive Insurance Reserves.

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

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

Unamertized Debt Premium, Discount and Expense.

Premiums, discounts and expenses incurred with the issuance
of outstanding long-term debt are amortized over the terms of the
debt issues. Any call premiums or unamortized expenses associated
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with refinancing higher-cost debt obligations fo finance regulated
assets and operations are amortized consistent with regulatory
freatment of those items, where appropriate. The amortization
expense is recorded as a component of interest expense in the
Consolidated Staterments of Operations and is reflected as
Depreciation and amortization within Net cash provided by cperating
activities on the Consolidated Statements of Cash Flows.

Loss Contingencies and Environmental Liabllities.

The Duke Energy Registrants are involved in certain legal and
environmental matters that arise in the normal course of business.
Contingent fosses are recorded when it is determined that it is
probable that a loss has occurred and the amount of the less can be
reasonably estimated. When a range of the probable loss exists and
no amount within the range is a better estimate than any other
amount, the Duke Energy Registrants record a loss contingency at the
minimum amount in the range. Unless otherwise required by GAAP,
legal fees are expensed as incurred. 3

Environmental liabilities are recorded on an undiscounted basis
when the necessity for environmentad remediation becomes probable
and the costs can be reasonably estimated, or when other potential
environmental liabilities are reasonably estimable and probable. The
Duke Energy Registrants expense environmental expenditures related
to conditions caused by past operations that do riot generate current
or future revenues. Certain environmental expenses receive regulatory
accourting treatment, under which the expenses are recorded as
regulatory assets. Environmental expenditures related to operations
that generate cument or future revenues are expensed or capitalized,
as appropriate.

See Note 5 for further information.

Pension and Other Post-Retirement Benefit Plans.

Duke Energy maintains qualified, non-qualified and other post-
retirement benefit plans, Duke Energy Carolinas, Duke Energy Ohio
and Duke Energy Indiana employees participate in Duke Energy’s
qualified, non-qualified and other post-retirement benefit plans and
are allocated their proportionate share of benefit dosts by Duke
Energy. See Note 21 for information related to Duke Energy’s benefit
plans, including certain accounting policies assodiated with these
plans.

Severance and Special Termination Benefits.

Duke Energy has an ongoing severance plan under which, in
general, the longer a terminated employee worked prior to termination
the greater the amount of severance benefits. Duke Energy records a
fiability for involuntary severance once an involuntary severance plan
is committed to by management, or sooner, if involuntary severances
are probable and the related severance benefits can be reasonably
estimated. For involuntary severance benefits that are incremental to
its ongoing severance plan benefits, Duke Energy, measures the
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obligation and records the expense at its fair value at the
communication date if there are no future service requirements, or, if
future service is required 1o receive the termination benefit, ratably
over the service period. From time to time, Duke Energy offers special
termination benefits under voluntary severance programs. Special
termination benefits are measured upon employee acceptance and
recorded immediately absent a significant retention period. If a
significant retention period exists, the cost of the special termination
benefits are recotded ratably over the remaining service periods of the
affected employees. Employee acceptance of voluntary severance
benefits is determined by management based on the facts and
circumstances of the special termination benefits being offered. See
Note 19 for further information,

Guarantees.

Upon issuance or modification of a guarantee, Duke Energy
recognizes a liability at the time of issuance or material modification
for the estimated fair value of the obligation it assumes under that
guarantee, if any. Fair value is estimated using a probability-weighted
approach. Duke Energy reduces the obligation over the term of the
guarantee or related contract in a systematic and rational method as
risk is reduced under the obligation. Any additional contingent loss for
guarantee contracts subsequent to the initial recognition of a liability
in accordance with applicable acoounting guidance is accounted for
and recognized at the time a loss is probable and the amount of the
loss can be reasonably estimated.

Duke Energy has entered into various indemnification
agreements related to purchase and sale agreements and other types
of contractual agreements with vendors and other third parties. These
agreements typically cover environmental, tax, litigation and other
matters, as well as breaches of representations, warranties and
covenants. Typically, claims may be made by third parties for various
periods of time, depending on the nature of the claim. Duke Energy's
potential exposure under these indemnification agreements can range
from a specified to an unlimited dollar amount, depending on the
nature of the claim and the particutar fransaction. See Note 7 for
further information.,

Other Current and Non-Current Liabilities.

At December 31, 2010 and 2009, $248 million and $257
million, respectively, of liabilities associated with vacation accrued are
included in Other within Current Liabilities in the Consolidated
Balance Sheets of Duke Energy. As of December 31, 2010 and
2009, this balance exceeded 5% of total current liabilities,

At Decernber 31, 2010 and 2009, $89 million and $94
million, respectively, of liabilities associated with vacation accrued
were included in Other Current Liabilities in the Consclidated Balance
Sheets of Duke Energy Carolinas. At December 31, 2010, this
halance exceeded 5% of total current liabilities,
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Stock-Based Compensation.

Stock-based compensation represents the cost related to stock-
based awards granted to employees. Duke Energy recognizes stock-
based compensation based upon the estimated fair value of the
awards, net of estimated forfeftures. The recognition period for these
costs begin at either the applicable service inception date or grant
date and continues throughout the requisite service period, or for
certain share-based awards urtil the employee becomes retirement
eligible, if earlier. Share-based awards, including stock options, but
not performance shares, granted to employees that are already
retirement eligible are deemed to have vested immediately upon
issuance, and therefore, compensation cost for those awards is
recognized on the date such awards are granted. See Nete 20 for
further information.

Accounting For Purchases and Sales of Emission Altowances.

Emission allowances are issued by the Environmental Protection
Agency (EPA) at zero cost and permit the holder of the allowance to
emit certain gaseous by-products of fossit fuel combustion, including
sulfur dioxide {SO,) and nitrogen axide (NQ,). Allowances may ako
be bought and sold via third party transactions or corsumed as the
emissions are generated. Allowances allocated to or acquired by the
Duke Energy Registrants are held primarily for consumption. The
Duke Energy Registrants record emission allowances as Irtangitie
Assets on their Consolidated Balance Sheets at cost and recognizes
the allowances in earnings as they are consumed or soid. Gains or
losses on sales of emission allowances by regulatel businesses that
do not provide for direct recovery through a cost fracking mechanism
and non-regulated businesses are presented in Gains {Losses) on
Sales of Other Assets and Other, net, in the accompanying
Consolidated Staterments of Operations. For reguiated businesses that
provide for direct recavery of emission allawances, iany gain of loss on
sales of recoverable emission allowances are included in the rate
strycture of the regulated entity 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 the gain or loss is recognized in operating
revenues, the regulatory asset or liability related to the emission
allowance activity is recognized as a component of Fuel Used in
Electric Generation and Purchased Power-Reguiated in the
Consolidated Statements of Operations. Purchases and sales of
emission allowances are presented gross as investing activities on the
Consolidated Statements of Cash Flows. See Note 12 for discussion
regarding the impairment of the carrying value of certain emission
aliowances in 2010 and 2008.

Income Taxes.

Duke Energy and its subsidiaries file a consolidated federal
income tax return and other state and foreign jurisdictional returns as
required. Deferred income taxes have been provided for temporary



PART I}

DUKE ENERGY CORPORATION ¢ DUKE ENERGY CAROLINAS, LLC « DUKE ENERGY OHIO, INC. = DUKE ENERGY INDIANA, INC.

Combined Notes to Consolidated Financial Statements — (Continued)

differences between the GAAP and tax carrying amounts of assets
and liabilities. These differences create taxable or tax-deductible
amounts for future periods. Investment tax credits (ITC) associated
with regulated operations are deferred and are amortized as a
reduction of income tax expense over the estimated useful lives of the
related properties.

Duke Energy Carolinas, Duke Energy Ohio and Duke Energy
Indiana entered into a tax sharing agreement with Duke Energy,
where the separate return method is used 1o allocate tax expenses
and benefits to the subsidiaries whose investments or results of
operations provide these tax expenses or benefits. The accounting for
incorme taxes essentially represents the income taxes that the
Subsidiary Registrants would incur if the Subsidiary Registrants were
a separate company filing their own federal tax retum as a
C-Corporation. Duke Erergy Carolinas files separate state income tax
retums in North Carolina and South Carolina.

The Duke Energy Registrants record unrecognized tax benefits
far positions taken or expected to be taken on tax retums, including
the decision to exclude certain income or transactions from a retum,
when a more-likely-than-not threshold is met for a tax position and
management believes that the positicn will be sustained upon
examination by the taxing authorities, Management evaluates each
position based solely on the technical merits and facts and
circumstances of the position, assuming the position will be
examined by a taxing authority having full knowledge of all relevant
information. The Duke Energy Registrants record the largest amount
of the unrecognized tax benefit that is greater than 50% likely of
heing realized upon settlement or effective settlement. Management
consicers a tax position effectively settled for the purpose of
recognizing previously unrecognized tax benefits when the following
conditions exist: (i) the taxing authority has completed its examination
procedures, including all appeals and administrative reviews that the
texing autherity is required and expected to perform for the tax
positions, (ii) the Duke Erergy Registrants do not intend to appeal or
litigate any aspect of the tax position included in the completed
examination, and (iii) it is remote that the taxing authotity would
examine or reexamine any aspect of the tax position. Deferred taxes
are not provided on translation gains and losses where the Duke
Energy Registrants expect earnings of a foreign operation to be
indefinitely reinvested.

The Duke Energy Registrants record, as it relates to taxes,
interest expense as Interest Expense and interest income and
penaities in Other Income and Expenises, net, in the Consolidated
Staterments of Operations.

See Note 22 for further information,

Accounting for Renewable Energy Tax Credits and Grants Under
the American Recovery and Reinvestment Act of 2009,

In 2009, The American Recovery and Reinvestment Act of
2009 (the Stimulus Bill) was signed into law, which provides tax
incentives in the form of ITC or cash grants for renewable energy
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facilities and renewable generation property either:placed in service
through specified dates ot for whiich construction has begun prior to
specified dates. Under the Stimulus Bill, Duke Energy and Duke
Energy Ohio may elect an ITC, which is determined based on a
percentage of the tax basis of the gualified property placed in service,
for property placed in service after 2008 and before 2014 {2013 for
wind facilities) or a cash grant, which allows entities to elect to
receive a cash grant in liew of the ITC for certain property either
placed in service in 2009 or 2010 or for which construction begins
in 2009 and 2010. When Duke Energy and Duke Energy Chio elect
either the (TC or cash grant on Commercial Power's wind facilities
that meet the stipulations of the Stimulus Bifl, Duke Energy and Duke
Energy Ohio reduce the basis of the property reconded on the
Consolidated Batance Sheets by the amount of the ITC or cash grant
and, therefore, the ITC or grant benefit is recognized raiably over the
life: of the associated asset. Additionally, certain tax credits and
governmentt grants received under the Stimulus Bill provide for an
incremental initial tax depreciable base in excess of the canying value
for GAAP purposes, creating an initial deferred tax asset equal to the
tax effect of one half of the [TC or gavernment grant. Duke Energy
records the deferred tax benefit as a reduction to iicome tax expense
in the period that the hasis difference is created. :

Excise Taxes.

Certain excise taxes levied by state or local governments are
collected by the Duke Energy Registrants from s customers. These
taxes, which are required to be paid regardless of the Duke Energy
Registrants’ ability to cotlect from the customer, are acoounted for on
a gross basis. When the Duke Energy Registrants act as an agent,
and the tax is not required to be remitted if it is not collected from the
custormer, the taxes are accounted for on a net basis. The Duke
Energy Registrants' excise taxes accourted for on a gross basis and
recorded as operating revenues In the accomparying Consolidated
Statements of Operations were as follows:

Year Enged December 31,

(i millions) 2010 2009 2008
Duke Energy Carolinas $156 $132 $127
Duke Energy Chio 115 117 121
Duke Energy Indiana 29 27 30
Total Duke Energy $3p0 $276 $278

Foreign Currency Transtation.

The local currencies of Duke Energy’s foreign operations have
heen determined fo be their functional currencies, except for certain
foreign operations whose functional currency has been determined to
be the U.S. Dollar, based on an assessment of the economic
circumstances of the foreign operation. Assets and liabilities of foreign
qperations, except for those whose functional currgney is the
U.S. Dollar, are translated into U.S. Dollars at the exchange rates at
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period end. Translation adjustments resulting from fiuctuations in
exchange rates are included as a separate companent of AOCH
Revenue and expense accounts of these operations are translated at
average exchange rates prevailing during the year. Gains and losses
arising from balances and transactions denominated in currencies
other than the functional currency are included in the resuits of
operations in the period in which they eccur. See Note 23 for
additional information on gains and losses primarily associated with
International Energy's remeasurement of certain cash and debt
balances into the reporting entity’s functional currency and
transaction gains and losses.

Statements of Consolidated Cash Flows.

The Duke Energy Registrants have made certain classification
elections within their Consolidated Statements of Cash Flows. Cash
flows from discontinued operations are combined with cash flows
from continuing operations within operating, investing and financing
cash flows within the Consolidated Statements of Cash Flows, With
respect to cash overdrafts, book overdrafts are included within
operating cash flows while bank overdrafts are included within
financing cash flows.

Dividend Restrictions and Unappropriated Retained Eamings.

Duke Energy does nat have any legal, regulatory or ather
restrictions on paying common stock dividends to shareholders.
However, as further described in Note 4, due to conditions
established by regulators at the time of the Duke Energy/Cinergy
merger in April 2008, certain wholly-owned subsidiaries, including
the Subsidiary Registrants, have restrictions on paying dividends or
otherwise advancing funds to Duke Energy. At December 31, 2010
and 2009, an insignificant amount of Duke Energy's consolidated
Retained Eamings balance represents undistributed earnings of equity
method investments. '

New Accounting Standards.

The following new accounting standards were adopted by Duke
Energy during the year ended December 31, 2010 and the impact of
such adoption, if applicable has been presented in the accompanying
Consolidated Financial Statements:

Financial Accounting Standards Boand (FASB) Accounting
Standards Codification (ASC) 860 — Transters and Sewvicing (ASC
860). In June 2009, the FASB issued revised accounting guidance
for ransfers and servicing of financia! assets and extinguishrent of
liahilities, to require additional information about transfers of financial
assets, including securitization transactions, as well as additional
information about an enterprise's continuing exposure to the risks
related to transferred financial assets. This revised accounting
guidance eliminated the concept of a QSPE and required those
entities which were not subject to consolidation under previous
accounting rules to now be assessed for consolidation. In addition,
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this accounting guidance clarified and amended the derecognition
criteria for transfers of financial assets (including trahsfers of portions
of financiat assets) and required additiona! disclosutes about a
fransferor's continuing involvernent in transferred financial assets. For
Duke Energy, this revised acoounting guidance was effective
prospectively for transfers of financial assets occurring on or after
January 1, 2010, and early adoption of this statement was
prohibited. Since 2002, Duke Energy Ohio, Duke Energy Indiana,
and Duke Energy Kentucky have sold, on a revolving basis, neary all
of their accounts receivable and related collections through Cinergy
Receivables, a bankruptcy-remote QSPE. The securitization
transaction was structured 1o meet the criteria for sale accounting
treatment, and accordingly, Duke Energy did not cansolidate Cinergy
Receivables, and the transfers were accourtted for 3 sales. Effective
with adoption of this revised accounting guidance and ASC
810-Consolidation (ASC 810), as discussed below; the accounting
treatment and/or financial staternent presentation of Duke Energy’s
accounts receivable securitization programs was imipacted as Duke
Energy began consolidating Cinergy Receivables effective January 1,
2010. Duke Energy Ohio's and Duke Energy indiana's sales of
accounts receivable and related financial statement presertation were
not impacted by the adoption of ASC 860. See Note 17 for additional
information.

ASC 810 — Consolitdations (ASC 810). In June 2009, the
FASB amended existing consolidation accounting guidance to
eliminate the exemption from consolidation for QSPEs, and darified,
but did not significantly change, the criteria for determining whether
an entity meets the definition of a VIE. This revised accounting
guidance also required an ertterprise to qualitatively assess the
determination of the primary heneficiary of a VIE based on whether
that enterprise has hoth the power to direct the activities that most
significantly impact the economic perfarmance of a VIE and the
obligation to absorb losses or the right to receive benefits of a VIE that
oould potentially be significant to a VIE. In addition, this revised
accounting guidance modified existing accounting guidance to require
an ongoing evaluation of a VIE's primary beneficlary and amended
the types of events that trigger a reassessment of whether an entity is
a VIE. Furthermore, this accounting guidance required enterprises to
provide additional disclosures about their involvernent with VIEs and
any significant changes in their risk exposure due to that involvement.

For the Duke Energy Registrants, this accounting guidance was
effective beginning on January 1, 2010, and is applicable o all
entities in which Duke Energy is involved, including entities
previousty subject 1o existing acoounting guidance for VIES, as well as
any QSPEs that existed as of the effective date. Effective with
adoption of this revised accounting guidance, the accounting
treatment and/or financial statement presentation of Duke Energy's
accounts receivable securitization programs were impacted as Duke
Erergy began consolidating Cinergy Receivables effective January 1,
2010. Duke Energy Ohio's and Duke Energy Indiana’s sales of

116
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accounts receivable and refated financial statement presentation were
not impacted by the adoption of ASC 810, This revised accounting
guidance did not have a significant impact on any of the Duke Energy
Registrants’ other interests in VIES. See Note 17 for additional
disclosures required by the revised accounting guidance in ASC 810.

ASC 820 — Fair Value Measurements and Disclosures (ASC
820). In January 2010, the FASB amended existing fair value
measurements and disclosures accounting guidanoe to clarify certain
existing disclosure reguirements and to require a number of additional
disclosures, including amounts and reasons for significant transfers
between the three levels of the fair value hierarchy, and presentation
of certain information in the reconciliation of recurring Level 3
measurements on a gross basis, For the Duke Energy Registrants,
certain portions of this revised accounting guidance were effective on
January 1, 2010, with additional disclosures effective for periods
beginning January 1, 2011. The initial adoption of this accounting
guidance resulted in additional disclosure in the notes to the
consolidated financial statements but did not have an impact on the
Duke Energy Registranis’ consolidated results of operations, cash
flows or financial position.

ASC 310 — Receivables (ASC 310). in July 2010, the FASB
issued revised disclosure requirements related to financing receivables
to address concems about the sufficiency, ransparency, and
robustness of credit risk disclosures for financing receivables and the
related allowance for credit losses. This revised accounting guidance
requires disclosure information at disaggregated levels and requires

“roll-forward schedules of the allowance for credit losses and

information regarding the credit quality of receivables. For the Duke
Energy Registrants, certain portions of these revised disclosure
requiremenits were effective for the year ended December 31, 2010,
with additional disclosures effective for periods beginning January 1,
2011. The initial adoption of these revised disciosure requiremenis
did not result in any significant impact to the notes to the
consolidated financial statements or on the Duke Energy Registrants’
consolidated results of operations, cash flows or financial position.

The fetlowing new accounting standards were adopted by Duke
Energy during the year ended December 31, 2009 and the impact of
such adoption, if appiicable has been presented in the accompanying
Consolidated Financial Statements:

Financial Accounting Standands Board's (FASB) Accounting
Standards Codification (ASC) 105 — Generally Accepied
Accounting Principles (ASC 1035). In June 2009, the FASB
amended ASC 105 for the ASC, which identifies the sources of
accounting principles and the framework for selecting the principles
used in the preparation of financial statements of nongovemmental
entities that are presented in conformity with GAAP. Rules and
interpretive releases of the Securities and Exchange Commission
(SEC} under authority of federal securities laws are also sources of
authoritative GAAP, On the effective date of the changes to ASC 105,
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which was for financial statements issued for interim and annuat
periods ending after September 15, 2009, the ASC supersedes all
then-existing non-SEC accounting and reporting standards. Undey the
ASC, all of its content carries the same level of authority and the
GAAP hierarchy includes only twa levels of GAAP: authoritative and
non-authoritative, While the adoption of the ASC did not have an
impact on the accounting follewed in the Duke Energy Registrants’
consolidated financial staternents, the ASC impaded the references to
authoritative and non-authoritative accounting literature contained
within the Notes.

ASC 805 — Business Combinations (ASC 8035). In December
2007, the FASB issued revised guidance related to the accounting for
business combinations. This revised guidance retained the
fundamental requirernent that the acquisition method of accounting
be used for all business combinations and that an acquirer be
identified for each business combination. This staternent also
established principles and requirements for how an acquirer
recognizes and measures in its financial statemerits the identifiable
assets acquired, the labilities assumed, any noncontralling (minority)
interests in an acquiree, and any goodwill acquired in a business
combination or gain recognized from a bargain purchase. For Duke
Energy, this revised guidance is applied prospectively to business
combinations for which the acquisition date occured on or after
January 1, 2009, The impact to Duke Energy of applying this revised
guidance for periods subsequent to implementation wilk be dependent
upon the nature of any transactions within the scope of ASC 805.
The revised guidance of ASC 805 changed the acoounting for income
taxes related to prior business combinations, such as Diske Energy’s
merger with Cinergy. Effective January 1, 2009, the resolution of any
tax contingencies relating to Cinergy that existed as of the date of the
merger are required to be reflected in the Consalidated Statements of
Operations instead of being reflected as an adjustment to the
purchase price via an adjustrnent to goodwill,

ASC 810. In Decernber 2007, the FASB armended ASC 810 to
establish accounting and reporting standards for the noncontroliing
{rminority) interest in a subsidiary and for the deconsolidation of a
subsidiary and to clarify that a noncontroliing inferest in a subsidiary
is an ownership interest in a consolidated entity that should be
reported as equity in the consolidated financial statements, This
amendment also changed the way the consolidated income
statement is presented by requiring consolidated net incorme to be
reported at amounts that include the amounts attributable to both the
parent and the noncontrolling interest. In addition, this amendment
established a single method of accounting for changes in a parent's
ownership interest in a subsidiary that do not result in
deconsolidation. For the Duke Energy Registrants, this amendment
was effective as of January 1, 2009, and has been applied
prospectively, except for certain presentation and disclosure
requirements that were applied retrospectively. The adoption of these
provisions of ASC 810 impacted the presentation of noncontrofling
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interests in the Duke Energy Registrants’ Consolidated Financial
Staternents, as well as the calculation of the Duke Energy Registrants’
effective tax rate.

ASC 815 — Dernivatives and Hedging (ASC 815), In March
2008, the FASB amended and expanded the disclosure requirements
for derivative instruments and hedging activities required under ASC
815. The amendments to ASC 815 requires qualitative disclosures
about ohjectives and strategies for using derivatives, volumetric data,
quantitative disclosuses about fair value amounts of and gains and
losses on derivative instruments, and disclosures about credit-risk-
related contingent featuires in derivative agreements. The Duke
Energy Registrants adopted these disclosure requirernents as of
January 1, 2009. The adoption of the amendments to ASC 815 did
not have any impact on the Duke Energy Registrants’ consolidated
results of operations, cash flows or financial position. See Note 14 for
the disclosures required under ASC 815.

ASC 715 — Compensation — Retirement Beneffls {ASC
715). in Decernber 2008, the FASB amended ASC 715 to require
more detailed disclosures about employers' plan assets,
concentrations of risk within plan assets, and vaiuation fechniques
used to measure the fair value of plan assets. Additionally, companies
will be required to disclose their pension assets in a fashion
consistent with ASC 820—Fair Value Measurements angd
Disclosures {i.e., Level 1, 2, and 3 of the fair value hierarchy) along
with a roll-forward of the Level 3 values each year. For the Duke
Erergy Registrants, these amendmenis to ASC 715 were effective for
the Duke Energy Registrants’ Form 10-K for the year ended
December 31, 2009. The adoption of these new disclosure
requirements did not have any impact on the Duke Energy
Registrants' results of operations, cash flows or financial position. See
Note 21 for the disclosures required under ASC 715,

The following new accounting standards were adopted by Duke
Energy during the year ended December 31, 2008 and the impact of
such adoption, if applicable, has been presented in the
accompanying Consclidated Financial Staternents:

ASC 820. Refer to Note 15 for required fair value disclosures.

ASC 825 — Financial Instruments (ASC 825). ASC 825
permits, but does not require, entities to elect to measure many
financial instruments and certain other itemns at fair value. See
Note 15.

ASC 860 and ASC 810. In December 2008, the FASB
amended the disclasure requirements related to transfers and
servicing of financial assets and VIEs to require public enfities to
provide additional disclosures about transfers of financial assets and
1o require public enterprises to provide additional disclosures about
their involvernent with VIEs, Additionally, certain disclosures were
required to be pravided by a public enterprise that is {a) a sponsar
that has a variable interest in a VIE and {b) an enterprise that holds a
significant variable interest in a QSPE but was not the transferor
{nontransferor enterprise) of financial assets to the QSPE. The new
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disclosure requirements are intended to provide greater transparency
to financial staternent users about a transferor’s continuing
invoivernent with transferred financial assets and an enterprise’s
involvernent with VIEs. The new disclosure requirements were
effective for Duke Energy beginning December 31, 2008. The
additional requirements of ASC 810 did not have any impact on
Duke Energy's consolidated resutts of operations, cash flows or
financial position. See Note 17 for additional information,

The following rew Accounting Standards Updates (ASU) have
been issued, but have not yet been adopted by Duke Energy, as of
December 31, 2010:

ASC 605 — Revenue Recognition (ASC 605}, In October
2009, the FASB issued new revenue recognition accounting
guidance in response to practice concems related o the accounting
for revenue arangements with multiple deliverables. This new
accounting guidance primarily applies to all contractual arangements
in which a vendor will perform multiple revenue generating activities,
and addresses the unit of accounting for arrangements involving
multiple detiverables, as well as how arrangement consideration
should be aliocated to the separate units of accounting. For the Duke
Energy Registrants, the new accounting guidance is effective
January 1, 2011 and will be applied prospectively. Duke Energy
does not expect this new accourting guidance to have a material
impact to its consolidated results of operations, cash flows or financial
position.

ASC 350 — Imangitiles — Goodwill and Other (ASC 350). In
December 2010, the FASB amended the accounting guidance
related to annual impairment tests. The revised accounting guidance
requires entities which have reporting units with 2 2e0 or negative
carrying value to assess, considering qualitative factors such as those
described in existing accounting guidance, whether it is more likely
than not that a goodwill impairment exists. If an entity concludes that
it is more likely than not that a goodwill impairmert exists for the
applicable reporting unit, the entity must perform step 2 of the
goodwill impairment test. For Duke Energy, the revised accounting
guidance is effective January 1, 2011 and will be applied
prospectively. Duke Energy is currently evaluating the potential
impact of the adoption of this revised accounting guidance on its
annual impairment test of goodwill and is unable to estimate at this
time the impact of adoption on its consolidated results of operations
cash flows or financial position. None of Duke Enérgy's reparting
urits had a negative camying value as of December 31, 2010.

ASC 805, In November 2010, the FASB issued new
accounting guidance in response fo diversity in the interpretation of
pro forma information requirements for business combinations, The
new accounting guidance requires an entity to present pro forma
financial information as if the business combination occurred at the
beginning of the earliest period presented, as well as, additionat
disclosures describing the nature and amount of material,
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nonrecutting pro forma adjustments. For Duke Energy this new
accounting guidance is effective January 1, 2011 and will be applied
to all business combinations consummated after that date.

ASC 820 — Fair Valye Measurements and Disclosures (ASC
820). In January 2010, the FASB amended existing fair vailue
measurements and disclosures accounting guidance to clarify certain
existing disclosure requirements and to require a number of additional
disclosures, including amounts and reasons for significant transfers
between the three levels of the fair value hierarchy, and presentation
of certain information in the reconciliation of recurring Level 3
measurements on a gross basis. For the Duke Energy Registrants,
certain portions of this revised accounting guidance were effective on
January 1, 2010, with additional disclosures effective for periods
beginning January 1, 2011. The initial adoption of this accounting
guidance resulted in additicnal disciosure in the notes tothe
consolidated financial statements but did not have an impact on the
Duke Energy Registrants' consolidated results of operations, cash
flows or financial position. The adoption of the remaining portions of
this accounting guidance will result in additional disclosure in the
notes o the consolidated financial statements but is not expected to
have an impact on the Duke Energy Registrants’ consolidated results
of operations, cash flows or financial position.

ASC 310 — Receivables (ASC 310). In July 2010, the FASB
issued revised disclosure requirements refated to financing receivables
to address concerns about the sufficiency, transparency, and
robustness of credit risk disclosures for finance receivables and the
related allowance for credit fosses. This revised accounting guidance
requires disclosure information at disaggregated levels and requires
roll-forward schedules of the allowance for credit losses and
inforrnation regarding the credit quality of receivables. For the Duke
Energy Registrants, cerain portions of these revised disclosure
requirements were effective for the year ended December 31, 2010,
with additional disclosures effective for periods beginning January 1,
2011. The initial adeption of these revised disclosure requirements
did not result in any significant impact to the notes to the
consolidated financial statements or on the Duke Energy Registrants’
consolidated results of operations, cash flows or financial position.
The adoption of the remaining portions of this ravised accounting
guidance may result in additional disclosure in the notes to the
consolidated financial statements but is not expected 1o have an
impact on the Duke Enerpy Registrants” consolidated results of
operations, cash flows or financial position.

2. BUSINESS SEGMENTS

Management evaluates segment performance based on
eamings before interest and taxes from continuing operations
{excluding certain allocated corporate governance oosts), after
deducting expenses attributable to noncontrolling interests related to
those profits (EBIT). On a segment basis, EBIT excludes discontinued
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operations, represents alf profits from continuing operations (both
operating and non-operating) before deducting interest and taxes, and
is net of amounts attributable to noncontrolling imterests related 10
those profits. Segment EBIT includes transactions between reportable
segments. Cash, cash equivalents and short-term jnvestments are
managed centrally by Duke Energy, so the associated interest and
dividend income and realized and unrealized gains and losses from
foreign currency transactions on those balances are excluded from
segment EBIT.

Operating segments for each of the Duke Energy Registrants are
determined based on information used by the chief operating decision
maker in deciding how to allocate resources and evaluate the
performance at each of the Duke Energy Registrants. There is no
ageregation within reportable operating segments &t any of the Duke
Energy Registrants. '

Duke Energy

Duke Energy has the foilowing reportable operating segments:
U).5. Franchised Blectric and Gas (USFE&G), Commercial Power and
Intemational Energy. :

USFERG generates, transmits, distributes and sells electricity in
central and westem North Carolina, western Scuth Carolina, central,
north central and southem Indiana, ang northem Kentucky. USFERG
also transmits, and distributes electricity in southwestern Ohio.
Additionally, USFE&G transports and sells natural gas in
southwestern Ohio and northem Kentucky. It conducts operations
primarily through Duke Energy Carolinas, certain regulated portions of
Duke Energy Ohio including Duke Energy Kentucky and Duke Energy
Indiana. :

Commercial Power owns, operates and manages power plarits
and engages in the wholesale marketing and procurement of electric
power, fuel and emission aliowances related to these plants as well
as other contractual positions. Cornmercial Power's generation assets
consist of renewable energy generation assets, Duke Energy Ohio's
regulated generation in Ohio and five Midwestern gas-fired
non-reguiated generation assets. The asset portfolio has a diversified
fuel mix with base-load and mid-merit coal-fired uhits as well as
combined cycle and peaking natural gas-fired units. Commercial
Power also has a retail sales subsidiary, Duke Energy Retail Sales,
LLC (Duke Energy Retail), which is certified by the PUCO as a
Competitive Retail Electric Supplier (CRES) provider in Ohio, Duke
Energy Retail serves retail electric customers in southwest, west
cenfral and northem Ohio at competitive rates. Due to Increased
levels of customer switching as a result of the comipetitive markets in
Ohio, Duke Energy Retail has focused on acquiring cusiomers that
had previously been served by Duke Energy Ohio under the ESP, as
well as those previously served by other Ohio franchised wutilities.
Commercial Power also develops and implements customized energy
solutions. Through Duke Energy Generation Services, Inc. ard its
affiliates (DEGS), Commercial Power develops, owns and operates
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electric generation for large energy consumers, municipalities, utiliies
and industrial facilities, In addition, DEGS engages in the
development, censtruction and operation of renewable energy
projects and is also developing fransmission and biomass projects.

International Energy principally operates and manages power
generation facilities and engages in sales and marketing of electric
power and natural gas outside the U.S. It conducts operations
primarily through Duke Energy International, LLC and its affiliates and
its activities principally target power generation in Latin America.
Additionally, intemational Energy awns a 25% interest in National
Methanol Company (NMC), located in Saudi Arabia, which is a large
regional producer of methanol and methyl tertiary butyl ether (MTBE).
Through December 31, 2009, International Energy has a 25%
ownership interest in Attiki Gas Supply S.A. (Attiki), which is a
natural gas distributor located in Athens, Greece. In January 2010,
the counterparty to Aitiki's non-recourse debt issued a notice of
default due to Duke Energy's failure to make a scheduled semi-
annual installment payment of principal and interest following Duke
Energy’s 2009 decision to abandon its investrent in Attiki and the
related non-recourse debt. See Note 13 for additional information
related to the investment in Attiki.

The remainder of Duke Energy’s operations is presented as
Other. While it is not considered a business segment, Other primarily
inctudes certain unallocated corporate costs, Bison Insurance
Company Limited (Bison), Duke Energy's wholly-owned, captive

DUKE ENERGY CORPORATION / 2010 FORM 10-K

insurance subsidiary, Duke Energy's effective 50% interest in
DukeNet Communications, LLC (DukeNet) and related
tefecommunications businesses, Duke Energy Tratling and
Marketing, LLC (DETM), which is 40% owned by Excon Mobi
Corporation and 60% owned by Duke Energy and management is
cutrently in the process of winding down, and Duke Energy’s effective
50% interest in the Crescent JV (Crescent), which' was Duke Energy's
real estate joint venture that filed for Chapter 11 bankruptcy
protection in June 2009 and emerged from bankruptey in June
2010. Foliowing the bankruptcy proceeding, Duke Energy no longer
has any ownership interest in Crescent. See Note 13 for additional
information related to Crescent. In Decernber 2010, Duke Energy
sold a 50% ownership in DukeNet to investments funds managed by
Alinda Cagpital Partners, LLC (collectively Alinda). See Note 3 for
further discussion of the DukeNet disposition trangaction

Unailocated corporate costs include certain costs not allocable to
Duke Energy’s reportable business segments, primarily governance
costs, costs to achieve mergers and divestitures and costs associated
with certain corporate severance programs, Bison's principal activities
as a captive insurance entity include the indemnification and
reinsurance of various business risks and losses, such as property,
business interruption and general liability of subsidiaries and affiliates
of Duke Energy. On a limited basis, Bison also patticipates in
reinsurance activities with certain third parties.
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Business Segment Data®@
Segment EBIT/ ‘
Consolidated Capital and
Income Investment
from Continuing ~ Depreciation  Expenditures
Unaffiliated  (ntersegment Tetai  Qperations before and and  Segment
(in miflions} . Revenues Revenues  Revenues Income Taxes  Amortization Acrjuisitions Assets®
Year Ended December 31, 2010
L).S. Franchised Electric and Gasfc™ $10,563 $ 34 $10597 $2,966 $1,386 $3.891 $45.210
Commercial Powera 2,440 8 2,448 (229) 225 525 6,704
International Energy 1,204 - 1,204 486 86 181 4,310
Total reportabte segments 14,207 42 14249 3,223 1,697 4,587 56,224
Otherts 65 53 118 (255) . 89 258 2,845
Eliminations and rectassifications — (95} (95) - — — 21
Interest expense —_ — — (840) -— — —
Interest income and athert® - — — 72 —_ — ——
Add back of noncontrolling interest component of
reportable segment and Other EBIT — —_ —_ 10 e — —
Tatal consolidated $14,272 $ — $14272 $2,210 $1,786 $4,855 $59,090
Year Ended December 31, 2009
U.S. Franchised Electric and Gas % 9,392 $ 41 $ 9433 $2,321 $1,290 $3560 $42,763
Commercial Powert® 2,109 5 2,114 27 206 688 7,345
International Energy 1,158 — 1,158 365 81 128 4,067
Total reportable segments 12,659 46 12,705 2,713 1,577 4,376 54,175
Other 72 56 128 (251) 79 181 2,736
Eliminations and reclassifications — (102) (102) — - — 129
Interest experse —_ — — (751} — —_ —
Iriterest income and cthert® — — — 102 — — -
Add back of noncontrolling interest component of
reportable segment and Cther EBIT — — — 18 — — -
Total consolidated $12,731 $ — $12,731 $1,831 $1,656 $4,557 $57,040
Year Ended December 31, 2008
U.S. Franchised Electric and Gas $10,130 $ 29 $10,159 $2,398 $1,326 $3,650 $39,556
Commercial Power 1,817 9 1826 264 174 870 7,467
Internaticnal Energy 1,185 — 1,185 411 84 161 3,309
Totat reportable segments 13,132 k] 13,170 3,073 1,584 4,681 50,332
Other@ 75 5% 134 {568) 86 241 2,605
Eliminations and reclassifications — (97) QN — - - 140
Interest expense —_ —_ — (741) — - -
Interest income and otherte! —_ — — 117 — - —
Add back of noncontroiting interest component of
reportable segment and Other EBIT — — — 10 - - —
Total consolidated $13,207 $ — $13207 $1,891 $1,670 . $4922  $53077

{a) Segment results exclude results of entities classified as discontinued operations.
(bl Includes assets held for sake and assets of entities in discontinued operations. See Note 13 for description and canrying value of investments accourted for under the equity method of

accounting within each segment.

{€) On December 7, 2009 and January 10, 2019, the Narth Camlina and South Camlina rate case settlerment agreements were approved by the NCUC and PSCSC, respectively. Among
other things, the rate case setiements included an annual base rate increase of $315 milion in North Carolina to be phased-in primarily over a bwo-year periofl beginning January 1,
2010, and a $74 million annual base rate increase in Sauth Carolina effective February 1, 2010. On July 8, 2009, the PUCO approved a $55 million annual increase bn retes for
electric defivery service. These new rates were effective July 13, 2009, Additionally, on December 29, 2009, the KPSC approved a $13 million increase in anmual base natural gas

rates. New rates went into effect January 4, 2030,

{d} Asdiscussed further in Nete 12, during the year ended December 31, 2010, Commercial Power recarded impairment charges of $660 million, which consisted of a $500 milllon
Booowlll impaimment charge associated with the non-regulated Midwest penerating operations and a $160 milllion charge o write-down the value of certain non-regulated Midwest
generating assets and emission allowances primarily associated with these generation assets. During the year ended Decernber 31, 2009, Commercial Power recorded impaimment
charges of $413 million, which consists of a $371 million goodwill mpaitment charge associated with the non-regulated Midwest generation operations and a $42 milllion charge

write-cown the valug of certain generating assets in the Midwest 1o their estimated fair value,

{e) Ouring 2010, Other recorded a $172 million expense reiated to the 2010 voluntary severance plan and the cansolidation of certain comorate office functions from the Micwest to
Charlotte, North Carolina (see Note 19). This was partially offset by a $139 million gain #rom the sale of 2 50% ownership intevest in DukeNet (see Note 3), and a $109 million gain
from the sale of an equity method invesiment in, G-Comm Corparation (@-Comm) (see Note 13).

{H Other within interest Income and Other includes foreign cumency transaction gains and losses and additional noncantrolling interest amounts not allocated to the reportable segments and

{Other results,

{g) Asdiscussed further in Mote 13, Duke Energy recorded its proportionate share of impainment charges reconded by Crescent of $238 million during the vear ended Dacernber 31, 2008,
{h} As discussed in Nate 4, during the year ended December 31, 2010, USFE&G recarded a $44 million charge related to the Edwardsport integrated gasification: combined cycle ((GCC)

plant that is currently under construction.
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Geographic Data Duke Energy Carolinas
Latin , o
(in millions) U.S. America® Consofidated Duke Energy Caralinas has one reportable operating segment,
Franchised Electric, which generates, transmits, distributes and sells
2010 - ) : .
Consotidated revenues $13,068 $1,204 $14,272  electricity and conducts operations through Buke Energy Carclinas,
Cansotidated long-lived assets 42,754 2,733 45487  which consists of the regulated electric utility business in central and
2009 western North Carolina and westem South Carolina.
g’m:gﬁ e $ii-g§g %é?i; *E‘égi The remainder of Duke Energy Carolinas’ operations is
20%53' one: ' ' ' presented as Cther. While it is not considered an operating segment,
Consolidated revenues $12,022 $1,085  $13,207  Other primarily includes certain allocated corporate goverance costs
Consolidated long-lived assets 37866 2,065 39931  (see Note 13).
{a) Change in armounts of long-lived assets in Latin America is primarily due to foreign
currency transiation adjustments on property, plant and equipment and other long-
fiver asset balances.
Business Segment Data
Segment £BIT/ Capital
Consolidated  Depreciation - and
Unaffiliated  Income before and Acquisition  Segment
(in millions) Revenues®  Income Taxes  Amortization  Expenditisres Assets
Year Ended December 31, 2010
Franchised Electrici $6,424 $1,930 $787 $2,280 $27,388
Total reportable segments 6,424 1,930 787 ‘2280 27,388
Other( — (296) — — -
inferest expense —_ (362) — - _—
Interest income — 23 - -—_ —_
Total consolidated $6,424 $1,295 $787 $2,280 $27,388
Year Ended December 31, 2009 ‘
Franchised Electric $5,495 $1,645 $692 $2236 $2669%
Total reportable segments 5,495 1,545 €692 2,236 26,690
Other — {143} — - -
Interest expense —_ (330} — — —_
Interest income — 7 — —_ —
Total consolidated $5,495 $1,079 $692 $2,236 $26,630
Year Ended December 31, 2008
Franchised Electric $5,903 $1564 $730 $2,560 $24,117
Total reportable segments 5,903 1,564 730 2,560 24,117
Other — (186) — — -
interest expense — (331) — — —
Interest income — 15 — — -
Jotal consolidated $5,903 $1,062 $730 $2,560 $24,117

(2} On December 7, 2009 and January 1C, 2010, the North Carelina and South Carolina rate case settiement agreemenits were aporaved by the NCUC and PSCSC, respectively. Among
other things, the rate case settiements included an annua! base rate increase of $315 million in North Camling fo be phased-in primarily ower 2 two-year period beginning January 1,
2010, and a $74 million annuat base rate increase in South Carolina effective February 1, 2010,

(5) There were no intersegment revenues far the years ended December 31, 2010, 2009 and 2008.

(¢} During 2010, Other recorded a $99 million expense related 1o the 2010 voluntary severance plan {see Note 19).

All of Duke Energy Carolinas’ revenues are generated domestically and its long-lived assets are all in the U.S.
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Duke Energy Ohio

Duke Energy Ghio has two reportable operating segments,
Franchised Electric and Gas and Commercial Power.

Franchised Electric and Gas generates, transmits, distributes
and sells electricity in southwestern Ohio and northern Kentucky and
transports and sells natural gas in southwestem Chio and northern
Kentucky. It conducts operations primarily through Duke Energy Ohio
and its wholly-owned subsidiary Duke Energy Kentucky.

Commercial Power owns, operates and manages power plants
and engages in the wholesale marketing and procurement of electric
power, fuel and emission allowances related to these plants, as well

as other contractual positions. Commercial Power's generation asset
fleet consists of Duke Energy Ohio's regulated generation in Ohlo and
five Midwestern gas-fired non-regulated generation assets. The assst
portfolio has a diversified fuel mix with base-icad and mid-merit coal-
fired units as well as combined cycle and peaking natural gas-fired
units. Duke Energy Ohio's Commercial Power reportable operating
segment does not include the operations of DEGS or Duke Energy
Retail, which is included in the Commercial Power reportable
operating segment at Duke Energy.

The remainder of Duke Energy Ohio’s aperations is presented as
Other. While it is not considered an operating segment, Other
primarily includes certain allocated govemance costs (see Note 13).

Business Segment Data
Segment EBIT/
Consolidated
(Loss) Income  Depreciation
Unaffiliated Before and Capital ~ Segment

(in milligns} Revenues®®  Income Taxes  Amortization  Expenditures Assels
Year Ended December 31, 2010
Franchised Electric and Gas®we $1,623 $137 $226 $353 % 6,258
Commercial Power@te) 1,706 (262) 174 93 4,821

Total reportable segments 3,329 (125) 400 446 11,079
Other —_— (93) - —_ 192
Eliminations and reclassifications — _— -_ —_ 247}
Interest expense _— (109) - — —_
Interest income and other —_ 18 - — —

Total consolidated $3,329 $(309) $400 $446 $11,024
Year Ended December 31, 2009
Franchised Electric and Gas $1,578 $ 283 $205 $294 % 6,091
Commercial Poweris 1,810 {352) 179 139 5,439

Total reportadle segments 3,388 ©9 384 433 11,580
Other — (64) -— —_ 4
Efiminations and reclassifications — —_ — — (73)
Interest expense — (117) - —_ -
Interest income and other — 10 - —_ —

Total consolidated $3,388 $(240) ' $384 $£433 $11,511
Year Ended December 31, 2008
Franchised Electric and Gas $1,778 $ 291 $243 $305 & 5857
Commercial Power 1,646 301 166 260 6,249

Total reportable segments 3,424 592 409 565 12,106
Other — (67) - - 7
Eliminations and reclassifications — — —_ (34)
Interest expense - (94) — —
Interest income and ather — 27 — — —_

Total consolidated $3,424 $ 458 $409 $565 $12,089

(a} As discussed in Note 12, during the year erded December 31, 2010, Commerial Power recorded impairment charges of $621 million, which consisted of a $461 milfion goodwilt
impaimment charge associated with the non-regulated Micwest generation operations and a $160 million charge to write-down the value of certsin non-regulated Midwest generating
assets and emission allowances primarily associated with these peneration assets. During the year ended December 31, 2009, Commenrcial Power reconded impalrment charges of $769
million, which consisted of a $727 million goodwill impairment charge associated with the non-reguiated Midwest generation operations and 2 $42 million charge to write-tiown the

value of certain generating assets in the Midwest to their estimated fair value.

(5} On July 8, 2009, the PUCO approved a $55 million annual increase in rates for eleciric delivery senvice. These new rates were effective July 13, 2009, Additionally, on Decermber 28,
2009, the KPSC approved a $13 million increase in annual base natural gas rates. New mates went info effect January 4, 2010.

(c) inthe second quarter of 2010, Franchised Electric and Gas recorded an impaimrent charge of $216 million: related to the Ohio Transmission and Distribution reparting unit. This
impaimment charge was not applicable to Duke Energy as this reporting unit has a tower canying vaiue at Duke Energy. See Note 12 for additional information.

(d} There was an insignificant amount of intersegment revenues for the years ended Decernber 31, 2010, 2009 and 2008.

(e} In 2010 Duke Energy Ohio eamed approximately 13% of its consolidated operating revenues from PIM. These revenues relate to the sale of capacity and electrichly fram Commercial
Power's gas-fired non-regulated generation assets. i 2009 and 2008 no single countemarty contributed 10% or more of consolidated operating revenue.

All of Duke Energy Ohio's revenues are generated domestically and its long-lived assets are all in the U.S.
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Duke Energy Indiana

Duke Energy Indiana has one reportable operating segment, Franchised Electric, which generates, transmits, distributes and sells electricity
and conducts operations through Duke Energy Indiana, which consists of the regulated electric utility business in north central, central and

southem Indiana.

The remainder of Duke Energy Indiana's operations is presented as Other. While it is not considered an operating segment, Other primarily

inciudes certain allocated governance costs (see Note 13).

Business Segment Data
Segment EBIT/
Consolidated  ‘Depreciation
Unaffiliated  income before and Capital  Segment
{in milions) Revenues®  Income Taxes  Amortization  Expenditures Assets
Year Ended December 31, 2010
Franchised Electrict! $2,520 $ 650 $375 '$1,255 $9,631
Total reportable segment 2,520 650 375 1,265 9,631
Other - &7 —_— - —_
Interest expense — {135) -— -— -
Interest income and other -— 13 — — —
Total consolidated $2,520 $ 441 $375 $1,255 %$9,631
Year Ended December 31, 2009
Franchised Electric $2,353 $ 494 $403 $1,029 $8410
Total reportable segment 2,353 494 403 1,029 8,410
Other e (46} — — —
Interest expense — (144) — —_ —_
Interest income and other — 13 — — —
Total consolidated $2,353 $ 317 $403 $1,029 $8410
Year Ended December 31, 2008
Franchised Electric $2,483 $ 558 $353 $ 774 $7818
Total reportable segment 2,483 558 353 774 7818
Other _ (49) - — -
Interest expense —_ {123) — — —
Interest income and other — 22 — -— —
Total consolidated $2,483 $ 408 $353 $ 774 %7818

(a) Asdiscussed in Note 4, during the year enced Decemnber 31, 2010, Duke Energy indiana recorded a 544 million charge: related to the Edwardsport IGCC plant that is currently under

construction

(I There were ng intersegment revenues for the years ended December 31, 2010, 2009 and 2008.

All of Duke Energy Indiana's revenues are generated domestically and its long-lived assets are in the U.S,

3. ACQUISITIONS AND DISPOSITIONS OF
BUSINESSES AND SALES OF OTHER ASSETS

Acquisitions.

The Duke Energy Registrants consolidate assets and liabilities
from acquisitions as of the purchase date, and include eamings from
acquisitions in consolidated eamings after the purchase date.

Duke Energy

On January 8, 2011, Duke Energy entered into an Agreement
and Plan of Merger (Merger Agreement} by and among Diamond

DUKE ENERGY CORPORATION / 2010 FORM 10-K

Acquisition Corporation, a North Carolina corporation and Duke
Energy’s wholly-owned subsidiary {Merger Sub) and Progress Energy,
Inc. (Progress Energy), a North Carolina corporation. Upon the terms
and subject to the canditions set forth in the Merger Agreement,
Merger Sub will merge with and into Progress Energy with Progress
Energy continuing as the sunviving corporation and a wholly-cwned
subsidiary of Duke Energy.

Pursuant to the Merger Agreemertt, upon the closing of the
merger, each issued and cuistanding share of Progress Energy
commeon stock will automatically be cancelled and converied into the
right to receive 2.6125 shares of commeon stock of Duke Energy,
subject to appropriate adjustment for a reverse stock split of the Duke
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Energy common stock as contemplated in the Merger Agreement and
except that any shares of Progress Energy common stock that are
owned by Progress Energy or Duke Energy, other than in a fiduciary
capacity, will be cancelled without any consideration therefor). Each
outstanding option 10 acquire, and each outstanding equity award
relating to, one share of Progress Energy common stock will be
converted into an option to acquire, or an equity award relating to
2.6125 shares of Duke Energy Common stock, as applicable,
subject to appropriate adjustment for the reverse stock split. Based on
Progress Energy shares outstanding at December 31, 2010, Duke
Erergy would issue 765 million shares of common stock to convert
the Progress Energy common shares in the merger. The merger will
be accounted for under the purchase method of accounting with
Duke Energy treated as the acquirer, for accounting purposes. Based
on the market price of Duke Energy common stock on the date Duke
Erergy and Progress Energy announced the execution of the Merger
Agreement, the transaction would be valued at $14 billion and would
result in incremental recorded goodwill to Duke Energy in the range of
$7 to $8 billion, based on initial estimates. Duke Energy would also
assume $12 billion of Progress Energy debt (based on Progress
Energy's outstanding indebtedness on that date). The Merger
Agreement has been unanimously approved by both companies'
Boards of Directors.

The merger is conditioned upon, amang other things, approval
by the shareholders of both companies as well as expiration or
termination of any applicable waiting period under the Hart-Scott-
Redino Antitrust Improvements Act of 1976 and approval to the
extent required by the FERC, the Federal Communications
Commission (FCC), the NCUC, the PSCSC, the Florida Public Service
Commission (FPSC), the IURC, the KPSC, the PUCO, and the NRC.
Duke Energy is targeting completion of the merger by the end of
2011, however no assurances can be given as to the timing of the
satisfaction of all closing conditions or that all required approvals will
be received.

The Merger Agreement contains certain termination rights for
both Duke Energy and Progress Energy, and further provides for the
payment of a terrination fee of $400 million by Progress Energy
under specified circumstances and a termination fee of $675 million
by Duke Energy under specific circumstances.

In June 2009, Duke Energy completed the purchase of the
remaining approximate 24% noncontrolling interest in the Aguaytia
Integrated Energy Project (Aguaytia), located in Peru, for $28 million,
Subsequent to this transaction, Duke Energy owns 100% of Aguaytia.
As the carrying value of the noncontrolling interest was $42 million at
the date of acquisition, Duke Energy’s consolidated equity increased
$14 million as a result of this transaction. Cash paid for acquiring this
additional ownershig interest is included in Distributions to
noncontrolling interests within Net cash provided by (used in)
financing activities on the Consolidated Statements of Cash Flows.

In June 2009, Duke Energy acquired North Allegheny Wind,
LLC {North Allegheny) in Western Pennsylvania for $124 million.

DUKE ENERGY CORPORATION / 2010 FORM 10-K

The fair value of the net assets acquired were determined primarily
using a discounted cash flow mode! as the output of North Allegheny
is contracted for 23 Y, years under a fixed price purchased power
agreernent. Substantiatly all of the fair value of the acquired net assets
has been attributed to property, plant and equipment. There was no
goodwill associated with this transaction. North Allegheny owns 70
MW of power generating assets that began commercially generating
electricity in the third quarker of 2009.

In September 2008, Duke Energy acquired Catamourt Energy
Corporation (Catamount), a leading wind power company located in
Rutland, Vermont. This acquisition included over 300 MW of power
generating assets, including 283 net MW in the Sweetwater wind
power facifity in West Texas, and 20 net MW of biomass-fueled
cogeneration in New England and also included 1,750 MW of wind
assets with the potential for development in the LS. and United
Kingdom. This transaction resulted in a purchase price of $245
million plus the assumption of $80 million of debt. The purchase
accounting entries consisted of $190 million of equity method
investments, $117 million of intangible assets related to wind
development rights, $69 million of goodwill, none of which is
deductible for tax purposes, and $80 million of debt. See
“dispositions™ below for a discussion of the subsequent sale of two
projects acquired as part of the Catarmount fransaction.

Duke Energy Carolinas

On September 30, 2008, Duke Energy Carglinas completed the
purchase of a portion of Saluda River Electric Cooperative, Inc.'s
{Saluda) ownership interest in the Catawba Nuclear Station. Under
the terms of the agreement, Duke Energy Carolinas paid $150
million for the additional ownership interest in the Catawba Nuclear
Station. Following the closing of the transaction, Duke Energy
Carolinas awns 19.25% of the Catawba Nuclear Station. No goodwill
was recorded as a result of this transaction. See Note 4 for discussion
of the NCUC and PSCSC approvai of Duke Energy Carolinas’ petition
requesting an accounting order to defer incremental costs incurred
from the purchase of this additional ownership itterest.

The pro forma results of operations for Duke Energy and Duke
Erergy Carolinas as f those acquisitions discussed above which
closed prior to Decernber 31, 2010 occurred as of the beginning of
the periods presented do not materially differ from reported results.

Dispositions.

In December 2010, Duke Energy completed the previously
announced agreement with investment funds managed by Alinda to
sell a 50% ownership interest in DukeNet, As a result of the
disposition transaction, DukeNet and Alinda became equal 50%
owners in the new joint venture, Duke Energy received $137 million
in cash. The DukeNet disposition transaction resulted in a pre-tax
gain of $139 million, which was recorded in Gains on Sales of Other
Assets and Other, net in the Consolidated Staterents of Operations.
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The pre-tax gain reflects the gain on the disposition of Duke Energy's
50% irderest in DukeNet, as well as the gain resulting from the
re-measurement to fair value of Duke Energy's retained
nen-contralling interest. Effective with the closing of the DukeNet
disposition fransaction, on December 20, 2010, DukeNet is no
longer consolidated into Duke Energy's consolidated financial
statements and is now accounted for by Duke Energy as an equity
methiod investment.

In the first quarter of 2009, Duke Energy completed the sa'e of
twa United Kingdom wind projects acquired in the Catamount
acquisition. No gain or loss was recognized on these transactions.

Sales of Other Assets.

For the year ended December 31, 2010, the sale of other assets
at Duke Energy resulted in $160 million in proceeds and net pre-tax
gains of $153 million, which are recorded in Gains on Sales of Other
Assets and Other, net, in the Consolidated Statements of Operations.
These gains primarily relate 1o the DukeNet gain as discussed above
and szles of emission allowances by USFE&G and Commercial
Power,

For the years ended December 31, 2009 and 2008, the sale of
other assets at Duke Energy resulted in $63 million and $87 million,
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respectively in proceeds and net pre-tax gains of $36 millian and
$69 million, respectively, which are recorded in Gains on Sales of
Other Assets and Other, net, in the Consolidated Statements of
Operations. These gains primarity relate to sales of emission
allowances by USFE&G and Commercial Power.

The sale of emission allowances and other assets at Duke
Energy Caralinas resutted in proceeds of $8 million, $24 million and
$3 million, for the years ended December 31, 2010, 2009 and
2008, respectively. Net pre-tax gains of $7 million, $24 miilion and
$3 million were recorded for the vears ended December 31, 2010,
2009 and 2008, respectively. These amounts are recorded in Gains
on Sales of Other Assets and Other, net in the Consolidated
Statemnents of Operations.

The sale of ather assets at Duke Energy Ohio resulted in $13
million, $37 million and $77 miliion in proceeds for the years ended
December 31, 2010, 2009 and 2008, respectively. Net pre-tax
gains of $3 million, $12 million and $59 million were recorded for
the years ended December 31, 2010, 2009 and 2008, respectively.
These amounts are recorded in Gains on Sales of Other Assets and
Other, net in the Consolidated Staternents of Operations. Pre-tax
gains relate to Commercial Power's sates of emission allowances.
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l 4. REGULATORY MATTERS

Regulatory Assets and Liabilities.

recorded under GAAP for non-regulated entities. See Note 1 for further information.

Duke Energy Registrants' Regulatory Assets and Liabilities:

The substantial majority of USFE&G's operations and certain portions of Commercial Power’s operations apply regulatory accounting
treatment. Accordingly, these businesses record assets and liabilities that result from the regulated ratemaking process that would not be

|
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As of December 31, 2010
Duke Duke Energy Duke Energy DuleEnergy . RecoveryRefund
| {in millions) Energy Carolinas Ohio Indiana Period Endsi
! Regulatory Assets®
Net regulatory asset related to income faxese $ 780 $ 601 $78 $101 B
Accrued pension and post retirementiot 1,616 680 211 316 L
ARO costs and NOTF assetst 133 133 —_ -— 2043
Regutatory transition charges (RTC) 3 —_ 3 —_ 2011
Gasification services agreement buyout costs 129 — -_ 129 2018
i Deferred debt expense® 138 108 9 21 2040
Vacation accrual® 146 67 3 13 2011
Post-in-sarvice carrying costs and deferred operating expenselcid 92 - 11 81 L
Under-recovery of fuel costs®e 52 20 13 19 2011
Hedge costs and other deferralstd 6 -— 6 - &
Storm cost deferrals® 33 — 21 12 L
Allen Steam StatiorySaluda River deferralstin 39 39 —_ — 2015
Over-distribution of Bulk Power Marketing sharingt? 35 35 _ _— 2011
Manufactured gas plant environmental reservel 60 — 60 - »
Smart Grige 23 —_ 28 - o
Otherh 100 29 12 59 L
Total Regulatory Assets $3,390 $1,712 $460 $751
Regulatory Liabifitiesi2 _
Removal costsicm $2465 $1,684 $220 $565 L
Nuclear property and liability reserves® 141 141 — — 2043
Demand-side management costsi 95 90 5 - @
Accrued pension and other past-retirement benefits? 88 — 20 58 o
Gas purchase costs® 25 — 25 - 2011
Over-recovery of fuel costsm® 155 152 3 — 2011
Commuodity contract termination setilement® 28 —_— — 28 2014
Injuries and damages reserveio® 38 38 —_ —_ L
Hedge costs and other deferralsich 75 60 1 — 2042
Other® 45 22 21 2 L
Total Reguiatory Liabilities $3,155  $2,187 $295 $653
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As of December 31, 2009
Duke DukeEnergy DukeEngrgy  Duke Energy Recovery/Refund

(in millions) Energy Carolinas Chio Indiana - Period Ends®
Regulatory Assets :
Net regulatory asset refated to income taxest® $ 557 $ 471 $ 83 $ 4 a
Accrued pension and post fetirementdr 1,295 — 218 332 L
ARQ costs and NDTF assets™® 901 901 — — 2043
Regulatory transition charges 73 — 73 — 2011
Gasification services agreement buyout costsid 145 — — 145 2018
Deferred debt expenseto 151 118 9 24 2040
Vacation accruaie! 142 &9 8 13 2011
Post-in-service carrying casts and deferred operating expenseicid 95 — 9 86 oy
Under-recovery of fuel costs®e 182 93 a9 — 2011
Hedge costs and other deferralstu 81 — 81 — o
Storm cost deferrals® 38 - 38 —_ o
Allen Steam Station/Saluda River deferrafshioy 63 63 —_ — 2015
Over-distribution: of Butk Power Marketing sharing® 30 — — 2011
Manufactured gas plant environmental reserveld 21 — 21 — o
Smart Grid<® 8 — 8 —_ o
Otherte 104 26 16 62 o
Total Regulatory Assets $3,886 $1,771 $653 $666
Regulatory Liabilities®
Removal coststits $2,277 $1,552 $200 $530 W
Nuclear propesty and liability reservest ‘ 188 188 — — 2043
Demand-site management costs®® 156 140 8 — w
Accrued pension and other post-retirement benefits® 91 — 27 64 o
Gas purchase costs? ‘ 29 — 29 —_ 2011
Over-repovery of fuel costs™a 218 173 7 K"} 2011
Commodity contract temmination seftlernent 30 — — 30 2014
Injurigs and damages reserveiom 49 49 — - &
Hedge costs and other deferraiscre 17 — — — 2042
Other® 53 31 16 14 L
Total Regutatory Liabilities $3,108 $2,133 $287 $676

(a}
b}
©
d
(e)
[}
@
)
®
)]
[G4]
n
(m)
n)
(4]
o]

)
(]

(s)

All regutatory assets and liabilities are excluded from rate base unless otherwise noted.

Recovery/Refund period varies for these items with some curently unknown.

inchuded in rale base.

Included in Other within Regulatory Assets and Deferred Debits on the Consolicated Balance Sheets.

Inchuded in Other within Current Assets on the Consolidated Balance Sheets.

Included in Receivables and Other within Investments and Other Assets on the Consolidated Balance Sheats. .

Aporoximately $13 million and $88 million at December 31, 2010 and 2009, respectively, relakes to under collactions of Commercial Power's ESP joad fied costs.

Inciuded in Other within Current Assets and Other within Regulatiy Assets and Deferred Debits on the Consolidated Balance Sheets.

Included in Other within Deferred Credits and Crther Liabilities on the Consolidated Balance Sheets.

Duke Energy is required to pay interest on the outstanding balance.

included in Gther within Currert Liabilities and Other within Deferred Cradits ang Other Liabilities an the Consolidated Salance Shests.

Included in Accounts Payable on the Gonsolidated Balance Sheets.

Included in Acoountts Payabie and Other within Deferred Credits and Other Liabilities on the Consolidated Bakance Sheets.

North Carofina has approved eaming a retum on the outstanding balance. South Carolina will not eam a vetum during the refund period.

Recovery is aver the life of the associated asset.

Incuirred costs were deferred and are being recovered in rates. Duke Energy Carolinas is qurrently over-recovered for these casis I the South Caroling furisdiction. Expectad refund pesiod
s three years but is dependent on volume of sales.

Liability is extinguished over the kves of the associated assets, ;

Approxirmatefy zero and $75 miition of the balance at December 31, 2010 and 2009, respectively, relates 1 mark-to-market deferrals associated with open ESP load hedge positions at
Commercial Power.

Represents the latest recavery period across all jurisdictions in which the Duke Energy Registrants operate. Regulatory asset and liability bafances may be collected or refunded sooner
than the indicated date in certain jurseictions.
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Restrictions on the Ability of Certain Subsidiaries to Make
Dividends, Advances and Loans to Duke Energy.

As a condition to the Duke Energy and Cinergy merger approval,
the PUCO, the KPSC, the PSCSC, the IURC and the NCUC imposed
conditicns (the Merger Conditions) on the ability of Duke Energy
Carolinas, Duke Energy Ohio, Duke Energy Kentucky and Duke
Energy [ndiana to transfer funds to Duke Energy through loans or
advances, as well as restricted amounts available to pay dividends to
Duke Energy. Duke Energy's public utitity subsidiaries may not
transfer funds to the parent through intercompany loans or advances;
however, certain subsidiaries may transfer funds to the parent by
obtaining approval of the respective state regulatory commissions.
Additionally, the Merger Conditions imposed the following restrictions
on the ability of the public utility subsidiaries to pay cash dividends:

Duke Energy Carolinas. Under the Merger Conditions, Duke
Energy Carolinas must limit curnulative distributions to Duke Energy
subsequent to the merger to (i} the amount of retained earnings on
the day prior to the closing of the merger, plus (i) any future eamings
recorded by Duke Energy Carolinas subsequent to the merger. At
December 31, 2010, Duke Energy Carolinas had restricted net
assets of approximately $3.6 billion that cannot be transferred to
Duke Energy via dividend or loan based on the aforementioned
merger conditions.

Duke Energy Ohio. Under the Merger Conditions, Duke Energy
Ohio will not declare and pay dividends out of capital or uneamed
surplus without the prior authorization of the PUCO., In September
2009, the PUCQ approved Duke Energy Ohio's request to pay
dividends out of paid-in capital up to the amount of the pre-merger
retained eamings and to maintain a minimum of 30% equity in its
capital structure. Under the Merger Conditions, Duke Energy
Kentucky is required 1o pay dividends solely out of retained eamings
and to maintain a minimum of 35% equity in its capital structure. At
December 31, 2010, Duke Energy Ohio had restricied net assets of
approximately $4.8 billion that may not be transferred to Duke
Energy without appropriate approval based on the aforementioned
Merger Conditions.

Duke Energy Indiana. Under the Merger Conditions, Duke
Energy Indiana shall limit curnulative distributions paid subseguent to
the Duke Energy-Cinergy merger to (i) the amount of retained
eamings on the day prior to the closing of the merger plus (i) any
future eamings recorded by Duke Energy Indiana subsequent to the
merger. In addition, Duke Energy Indiana will not declare and pay
dividends out of capitat or uneamed surplus without prior
authorization of the IURC. At Decemnber 31, 2010, Duke Energy
Indiana had restricted net assets of approximately $1.3 billion that
may not be transferred to Duke Energy without appropriate approval
based on the aforementioned Merger Conditions.

Additionally, certain other subsidiaries of Duke Energy have
restrictions on their ability to dividend, loan or advance funds to Duke
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Energy due to specific legal or regulatory restrictions, including, but
not limited to, minimum working capital and tangible net worth
reguirements.

At Decernber 31, 2010, Duke Energy’s consolidated
subsidiaries had restricted net assets of appraximately $9.8 billion
that may not be transferred to Duke Energy without appropriate
approval based on the aforementioned merger conditions.

Rate Related Information.

The NCUC, PSCSC, IURC and KPSC approve rates for retail
electric and gas services within their states. The PUCO approves rates
for retail gas and electric service within Ohig, except that
non-regulated sellers of gas and electric generation also are allowed to
operate in Ohio. The FERC approves rates for electric sales to
wholesale customers served under cost-based rates, as well as sales
of transmission service.

Duke Energy Carolinas 2009 North Carvfina Rate Case.

On June 2, 2009, Duke Energy Carolinas filed an Application
for Adjustrnent of Rates and Charges Applicable to Electric Service in
North Carolina to increase its base rates. The Application was based
upon a historical test year consisting of the 12 manths errded
December 31, 2008, On October 20, 2009, Duke Energy Carolinas
entered into a setdement agreement with the North Carolina Public
Staff. Two organizations representing industrial customers joined the
setlement on October 22, 2009, The terms of the agreement include
a base rate increase of $315 million (or approximaiely 8%) phased
in primarily over a two-year period beginning January 1, 2010. in
order to mitigate the impact of the increase on cystomers, the
agreement provides for {i) a one-year delay in the collection of
financing costs related to the Cliffside modemization project untl
January 1, 2011; and {ji} the accelerated retum of certain regulatory
liabilities to customers which lower the total impact to customer bills
fo an increase of appreximately 7% in the near-term. The proposed
settlement included a 10.7% retum on equity and a capital structure
of 52.5% equity and 47.5% long-term debt. Additionally, Duke
Energy Carolinas agreed not to file another rate case before 2011
with any changes to rates taking effect no sooner than 2012. The
NCUC approved the setlement agreement in full by order dated
December 7, 2009. The new rates were effective on January 1,
2010,

Duke Energy Carolinas 2009 South Carolina Rate Case.

On July 27, 2009, Duke Energy Carclinas filed its Application
for Authority to Increase and Adjust Rates and Charges for an
increase in rates and charges in South Carolina including approval of
a charge to customer bills to pay for Duke Enesgy Carolinas” new
energy efficiency efforts. Parties to the proceeding include the South
Carolina Office of Regulatory Staff (ORS), the South Carotina Energy
Users Committee (SCEUC), and the South Carolina Green Party.
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Duke Energy Carafinas, ORS, and SCEUC filed a setdement
agreement on November 24, 2009, recommending, (i) a $74
million increase in base rates, (i) an allowed retum on equity of 11%
with rates set at a return on equity of 10.7% and capital structuse of
53% equity, and (iii) various riders, including one that provides for
the retum of Demand Side Management charges previously coliectad
from customers over three years, and another that provides for a
storm reserve provision allowing Duke Energy Carolinas to collect $5
millicn annually {up to a maximum funding level of $50 million
accumulating in reserves) to be used against large storm costs in any
particular period. On January 20, 2010, the PSCSC approved the
settiement agreement in full, including the cost recovery mechanism
for the energy efficiency effort. The new rates were effective

February 1, 2010.

Duke Energy Ohio Electric Rate Filings.

Chio legislation (SB 221} cedifies the PUCO's authority to
approve an electric utility’s generation Standard Service Offer (SS0). A
SS0 may include an ESP, which would allow for pricing structures
similar to those under the historic RSP, or a MRO, in which pricing is
determined through a competitive bidding process, SB 221 provides
for the PUCO to approve non-bypassable charges for new generation,
including construction work-in-process from the outset of
construction, as part of an ESP, The new iaw grants the PUCO
discretion to approve single issue rate adjustments to distribution and
transmission rates and establishes new altemative energy resources
(including renewable energy) portfolio standards, such that a utility's
portfolio must consist of at least 25% of these resources by 2025. SB
221 also provides a separate requirement for energy efficiency, which
must reduce a utility's load by 22% before 2025. A utility's eamings
under the ESP are subject to an annual earmings test and the PUCO
must order a refund if it finds that the utility's eamings significartly
exceed the eamings of benchmark companies with similar business
and financial risks. The eamings test acts as a cap o the ESP price.
SB 221 also limits the ability of a utility to transfer its designated
generating assets to an exempt wholesale generator (EWG) absent
PUCO approval. On July 31, 2008, Duke Energy Ohia filed an £SP
1o be effective January 1, 2009. On December 17, 2008, the PUCD
issued its finding and order adopting a modified Stipulation with
respect to Duke Energy Ohig’s ESP filing. The PUCD agreed to Duke
Energy Chio's request for a net increase in base generation revenues,
before impacts of customer switching, of $36 million, $74 million
and $98 million in 2009, 2010 and 2011, respectively, including
the termination of the residential and non-residential RTC, the
recovery of expenditures incurred to deploy the SmartGrid
infrastructure and the implementation of save-a-watt. The Stipulation
also allowed Duke Energy Chio to defer up to $50 million of certain
operation and maintenance cests incurred at the W.C. Beckjord
generating station for its continued operation and to amortize those
¢osts over the three-year ESP period. The PUCO modified the
Stipulation to permit certain non-residential customers to opt aut of
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utifity-sponsored energy efficiency initiatives and 1 allow residertial
govemmental aggregation customers who leave Duke Energy Ohio's
systern to avoid some charges. ‘

As discussed further befow and in Note 1, as a result of the
approval of the ESP, effective December 17, 2008, Commercial
Power reapplied regulatory accounting o certain portions of its
operations.

Duke Energy Ohio Standard Service Oﬁer(SSOj.

On November 15, 2010, Duke Energy Ohid filed for approval of
its next S30 o replace the existing ESP that expires on December 31,
2011. The filing seeks approval of a MRO through which generation
supply will ultimately be procured through a compedtitive solicitation
format. A technical conference was held November 22, 2010, and
the hearing commenced on January 11, 2011. On February 23,
2011, the PUCO stated that Duke Energy Ohio did not file an
application for a five-year MRO as required under Ohio statute. As a
resutt, the PUCO ordered that the case cannot proceed as filed. Duke
Energy Ohio is evaluating its options and plans to file a revised SSO
in early second quarter of 2011. '

Duke Energy Indiana Energy Efficlency.

On June 17, 2010, Duke Energy Indiana withdrew its request
to implement the save-a-watt energy efficiency mpded approved by
the IURC on February 10, 2010. On September 28, 2010, Duke
Energy Indiana filed a petition for new energy efficiency programs to
enable meeting the IURC’s energy efficiency mandates. Testimony in
support of the petition was filed in early November 2010, and an
evidentiary hearing is scheduled 1o begin March 9, 2011,

Duke Energy Indiana Storm Cost Deferrals.

On July 22, 2009, Duke Energy Indiana filed a request with the
1URC to defer storm costs associated with a January 27, 2009 ice
storm, which caused $14 million of damage primarily to its
distribution system. Duke Energy Indiana has requested to defer the
retail jurisdictional portion of the incremental storm costs, which
would otherwise be charged as operating expense, until Duke Energy
Indiana’s next general rate proceeding. The costs at issue were
charged to operating expense pending an IURC order in this
proceeding, Duke Energy indiana filed its case-in-chief testimony on
August 27, 2009, and an evidentiary hearing was held on
November 12, 2009. On July 14, 2010, the IURC appioved the
request to defer $12 million of retail jurisdictional: storm expense until
the next retail rate prooceding. On August 12, 2010, the Indiana
Office: of Utility Consuimer Counselor {OUCC) filed a notice of appeal
with the IURC. The costs were deferred and operating expenses
reduced in the third quarter of 2010. On December 7, 2010, the
IURC issued an order reopening this proceeding for review in
consideration of the evidence presented as a result of an internal
audit performed as part of an IURC investigation discussed further
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below. The IURC noted that this was the only proceeding during
2010 in which an appeal to the Court of Appeals was pursued. The
audit did not find that the order conflicted with the staff report;
however, it did note that the staff report offered no specific
recommendation to either approve or deny the requested relief, and
that the original order was appealed.

Duke Energy Ohio Storm Cost Recovery.

On December 11, 2009, Duke Energy Ohio filed an application
with the PUCO to recover Hurricane Ike storm restoration costs of
$31 million through a discrete rider. The PUCO granted the request
to defer the costs associated with the storm recovery; hawever, they
further ordered Duke Energy Ohio to file a separate action pursuant to
which the actual amount of recovery would be determined. A hearing
was heid in May 2010, and on January 11, 2011, the PUCO
approved recovery of $14 million plus carying costs which will be
spread aver a three-year period. In December 2010, Duke Energy
Ohio recorded a $17 million disailowance of costs previously
deferred. This charge is recorded in Operations, maintenance and
other on Duke Energy Ohio’s and Duke Energy’s Consolidated
Statements of Gperations, Duke Energy Chio filed an application for
rehearing on February 10, 2011, as did the consumer advocate, the
office of the Ohio Consumer's Council. An order on the applications
for rehearing is expected by March 12, 2011.

Duke Energy Carolinas Broad River Energy Center.

On August 25, 2007, Duke Energy Carolinas experienced a
disturbance on its bulk electric system which initiated at the Broad
River Energy Center, a generating station owned and operated by &
third party. The disturbance resulted in the tripping of six Duke
Energy Carolinas generating units and the temporary opening of five
230 kilovolt (kV} transmission lines. The event resulted in no joss of
load. In September 2008 the FERC initiated a preliminary,
nen-public investigation to determine if there were any potential
violations by Duke Energy Carolinas of the North American Electric
Reliability Council Refiability Standards. This investigation was
coordinated with an ongoing Compliance Violation investigation
conducted by SERC Reliability Corporation. On March 5, 2009,
FERC presented its preliminary findings about the event to Duke
Energy Carolinas and solicited Duke Energy Carolinas’ responsive
views about the event and the findings. On March 27, 2009, Duke
Energy Carolinas conveyed its responsive views to FERC Staff. This
investigation could result in penalties being assessed.

Capitat Expansion Projects.

Ovenview.

U.S. Franchised Electric and Gas is engaged in planning fforts
to meet projected load growth in its service temitories. Capacity
additions may include new nuctear, IGCC, coal facilities or gas-fired
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generation units. Because of the long lead times required o develop
such assets, U.S. Franchisad Electic and Gas s taking steps now to
ensure those options are availabie.

Duke Energy Carolinas Wiliam States Lee 111 Nuclear Station.

In December 2007, Duke Energy Carolinas filed an application
with the NRC, which has been docketed for revigw, for a combined
Construction and Operating License (COL) for twp Westinghouse
AP1000 (advanced passive) reactors for the proposed William States
Lee !l Nuclear Station at a site in Cherokee County, South Carolina.
Each reactor is capable of producing 1,117 MW, Submitting the COL
application does not commit Duke Energy Carolinas 1o build nuclear
units. Duke Energy Carolinas had previously recaived approval to
incur project development costs associated with William States Lee Il
Nuclear Station from both the NCUC and the PSCSC. Through
several separate orders, the NCUC and PSCSC have deemed Buke
Energy’s decision to incur project development apd pre-construction
costs for the project as reasonable and prudent through
December 31, 2009 and up to an aggregate maximum amount of
$230 million. On November 15, 2010 and Janyary 7, 2011, Duke
Energy Carolinas filed amended project development applications
with the NCUC and PSCSC, respectively. These applications request
approval of Duke Energy Caroiinas’ decision to continue to incur
project development and pre-construction costs for the project
through Decerber 31, 2013 and up to $459 million.

The NRC review of the COL application corftinues and the
estimated receipt of the COL is in mid 2013. Duke Energy Carofinas
filed with the DOE for a federal loan guarantee, which has the
potential to significantly lower financing costs associated with the
propesed William States Lee [l Nuclear Station; however, it was not
among the four projects selected by the DOE for the final phase of
due diligence for the federal loan guarantee program. The project
could be selected in the future i the program funding is expanded or
if any of the current finalists drop out of the program.

Duke Energy Carolinas is seeking pariners for the William States
Lee |l Nuclear Station by issuing options to purchase an ownership
interest in the plant.

Duke Energy Carofinas Ckffside Unit 6.

On June 2, 2006, Duke Energy Carolinas filed an appiication
with the NCUC for a Certificate of Public Convenjence and Necessity
(CPCN} to construct two 800 MW state of the ant coal generation
units at its existing Cliffside Steam Station in North Carolina, On
March 21, 2007, the NCUC issued an order allowing Duke Enengy
Carolinas to build one 800 MW unit. Following final equipment
selection and the completion of detailed enginearing, Cliffside Unit 6
is expected to have a net cutput of 825 MW. On February 27, 2000,
Duke Energy Carolinas filed an updated cost estimate of $1.8 billion
(excluding up to $0.6 billion of AFUDC) for the approved new
Cliffside Unit 6, In March 2010, Duke Energy Caralinas filed an
updated cost estimate with the NCUC where it reduced the estimated

i
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AFUDC financing costs from $600 miliion to $400 million as a result
of the December 2009 rate case settlement with the NCUC that
allowed the inclusion of construction work in progress in rate base
prospectively. Duke Energy Carolinas believes that the overall cost of
Cliffside Unit & wiil be reduced by $125 million in federal advanced
clean coal fax credits, as discussed further below.

On January 29, 2008, the North Carolina Department of
Environment and Natural Resources (DENR) issued a final air pemit
for the new Cliffside Unit 6. In March 2008, four contested case
petitions, which have since been consolidated, were filed appealing
the final air permit. On May 12, 2009, the Administrative Law Judge
issued rulings favorable to DENR and Duke Energy, dismissing
several of petitioners' claims and granting summary judgment against
petitioners on other claims, resulting in the dismissal of two petitions
and leaving two for hearing. See Note 5 for a discussion of a lawsuit
filed by the Southemn Alliance for Clean Energy, Environmental
Defense Fund, National Parks Conservation Association, Natural
Resources Defenses Council, and Sierra Club {collectively refemred to
as Citizen Groups) related to the construction of Cliffside Unit 6.

On October 14, 2008, Duke Energy Carolinas submitted revised
hazardous air pollutant (HAPs) emissions determination
documentation including revised emission source information to the
Division of Air Quality (DAQ) indicating that no maximum achievable
control technology (MACT) or MACT-like reguirements apply since
Cliffside Unit & has been demonstrated to be a minor source of
HAPs. After issuing a draft permit and holding public hearings on that
draft permit in January 2009, the DAQ issued the revised permit on
March 13, 2009, finding that Cliffside Unit 6 is a minor source of
HAPs and imposing operating conditions to assure that emissions
stay below the major source threshold. In May 2009, four contested
case petitions were fited appealing the March 13, 2009 final air
permit. These four cases have been consolidated with each other and
with the four consolidated cases filed in 2008, resulting in the
dismissal of two of the four cases. The administrative law judge heard
oral arguments on motions for summary judgment in July 2010, The
administrative law judge issued a ruling for summary judgment on
December 8, 2010. The ruling reduced the number of issues
remaining for hearing. A hearing date has not yet been scheduled but
is expected to occur by the third quarter of 2011, Construction of
Cliffside Unit 6 is ongoing and is currently anticipated to be
completed and in-service in 2012,

Duke Energy Carclinas Dan River and Buck Combined Cycle
Facilities.

In June 2008, the NCUC issued its order appraving the CPCN
applications to construct a 620 MW combined cycle natural gas fired
generating facility at each of Duke Energy Carolinas’ existing Dan
River Stearn Station and Buck Steam Station. The DAQ issued a final
air permit authorizing construction of the Buck and Dan River
combined cycle natural gas-fired generating units in October 2008
and August 2009, respectively.
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On November 5, 2008, Duke Energy Carolinas notified the
NCUC that since the issuance of the CPCN order, recent economic
factors have caused increased uncertainty with regard to forecasted
load and near-term capital expenditures, resuiting in a modification of
the construction schedule. On Septernber 1, 2009, Duke Energy
Carolinas filed with the NCUC further information flarifying the
construction schedule for the two projects. Under the revised
schedule, the Buck project is expected to begin opieration in
combined cycle mode by the end of 2011, but without a phased-in
simpie cycle commercial operation. The Dan River project is expected
to begin operation in combined cycle mode by the end of 2012, also
without a phased-in simple cycle commercial opefation. On
December 21, 2009, Duke Energy Carolinas entered into a First
Amended and Restated engineering, construction and commissioning
senvices agreement with Shaw North Carolina, Inc; for $322 million
for the Buck project which reflects the revised schedule. On
December 1, 2010, Duke Energy Carviings entered into a First
Amended and Restated engineering, construction and commissioning
sevices agreement with Shaw North Carolina, Ing: for $307 million
for the Dan River project with reflects the revised schedule. Based on
the most updated cost estimates, total costs (including AFUDC) for
the Buck and Dan River projects are $700 million and $710 million,
respectvely. ‘

Duke Enetgy Indiana Edwardsport Integrated Guiim‘hon
Combined Cycle (IGCC) Plamt.

On September 7, 2006, Duke Energy Indiarla and Southern
indiana Gas and Eleciric Company d/ba Veciren Energy Delivery of
Indiana (Vectren) filed & joint petition with the IURC seeking a CPCN
for the construction of 2 618 MW IGCC power plant at Duke Energy
Indiana’s Edwardsport Generating Station in Knox Courty, indiana.
The facility was initially estimated to cost $2 bilon (inciuding $120
million of AFUDC). In August 2007, Vectren formally withdrew its
participation in the IGCC plant and a hearing was conducted on the
CPCN petition based on Duke Energy Indiana owning 100% of the
project. On November 20, 2007, the IURC issued an order granting
Duke Energy Indiana a CPCN for the proposed IGCC project,
approved the cost estimate of $1.985 hillion and approved the timely
recovery of costs related to the project. On January 25, 2008, Duke
Energy Indiana received the fina! air permit from the Incliana
Department of Environmental Management. The Citizens Action
Coalition of Indiana, Inc. {CAC), Sierra Club, Inc., Bave the Valley,
Inc., and Valley Watch, Inc., all intervenors in the CPCN proceeding,
have appealed the air permit. On May 1, 2008, Duke Energy Indiana
filed its first serni-annual IGCC rider and ongoing review proceeding
with the IURC as required under the CPCN order issued by the IURC.
In its filing, Duke Energy Indiana requested approval of a new cost
estimate for the IGCC project of $2.35 billion (including $125 million
of AFUDC) and for approval of plans to study carbon capture as
required by the IURC’s CPCN order. On January 7, 2009, the IURC
approved Duke Energy Indiana's request, includin*; the new cost
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estimate of $2.35 billion, and cost recovery associated with a study
on carbon capture. Duke Energy Indiana was required to file its plans
for studying carbon storage related to the project within 60 days of
the order. On November 3, 2008 and May 1, 2009, Duke Energy
Indiana filed its second and third semi-annual IGCC riders,
respectively, both of which were approved by the IURC in fulf.

On November 24, 2009, Duke Energy Indiana filed a petition
for its fourth semi-annual IGCC rider and engoing review proceeding
with the IURC. As Duke Energy Indiana experienced design
meodifications and scope growth above what was anticipated from the
prefiminary engineering design, capitat costs to the IGCC project were
anticipated to increase, Duke Energy Indiana forecasted that the
additional capital cost itemns would use the remaining contingency
and escalation amounts in the current $2.35 billion cost estimate
and add $150 millien, or about 6.4% to the total IGCC project cost
estimate, excluding the impact associated with the need to add more
contingency. Duke Energy Indiana did not request approval of an
increased cost estimate in the fourth semi-annual update proceeding:
rather, Duke Energy Indiana requested, and the IURC approved, a
subdocket proceeding in which Duke Energy Indiana would present
additional evidence regarding an updated estimated cost for the IGCC
project and in which a more comprehensive review of the IGCC
project could occur. The evidentiary hearing for the fourth semi-
annual update proceeding was held April 6, 2010, and an interim
order was received on July 28, 2010. The arder approves the
implementation of an updated 1GCC rider to recover costs incurred
through September 30, 2009, effective immediatety. The approvals
are on an interim basis pending the outcome of the sub docket
proceeding invalving the revised cost estimate as discussed further
below.

Duke Energy Indiana filed a new cost estimate for the IGCC
project reflecting an estimated cost increase of $530 million on
April 16, 2010, with its case-in-chief testimory in the subdocket
proceeding. Duke Energy Indiana is requesting approval of the new
cost estimate of $2.88 billion, including AFUDC, and for continuation
of the existing cost recovery treatment. A major driver of the cost
increase includes design changes reflected in the final engineering
teading to increased scope and complexity. On September 17, 2010
an agreement was reached with the QUCC, Duke Energy Indiana
Industrial Group and Nucor Steel - Indiana to increase the authorized
cost estimate of $2.35 billion to $2.76 billion, and 1o cap the
project's costs that could be passed on to customers at $2.975
billion. Any construction cost amounts above $2.76 billion will be
subject fo a prudence review similar 1o most other rate base
investments in Duke Energy Indiana’s next general rate increase
request before the IURC. Duke Energy Indiana agreed to accept 2
150 basis point reduction in the equity retum for any project
construction costs greater than $2.35 billion, Additionatly, Duke
Energy Indiana agreed not to fite for a general rate case increase
before March 2012, Duke Energy Indiana also agreed to reduce
depreciation rates earlier than would otherwise be required and to
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forego a defered tax incentive related o the IGCC project. As a result
of the settlement, Duke Energy Indiana recorded a pre-tax charge to
eamings of $44 million in the third quarter of 2010 to reflect the
impact of the reduction in the retum on equity. The charge is
recorded in Goodwill and other impairment charges on Duke Energy's
Consolidated Statement of Operations. This charge is recorded in
Impairment charges on Duke Energy Indiana's Consolidated
Staternents of Operations. Due to the IURC investigation discussed
below, the IURC convened a technical conference on Novernber 3,
2010 related to the continuing need for the Edwardsport IGCC
facility.

On December 9, 2010, the parties to the settiement withdrew
the settlement agreement to provide an opportunity 1o assess wheather
and to what extent the settlement agreement remained a reasonable
allocation of risks and rewards and whether modifications o the
settlement agreement were appropriate. The JURC granted the
motion and scheduled a new evidentiary hearing to begin March 17,
2011. Management determined that the $44 million charge
discussed above was not impacted by the withdrawal of the
settlernent agreement. .

Additionally, the CAC, Siemra Club, Inc., Save the Valley, Inc.,
and Valley Watch, Inc. fited motions for two subdocket proceedings
alleging improper circurnstances, undue influence, fraud,
concealment and gross mismanagement, and a request for field
hearing in this proceeding. Duke Energy Indiana:opposed the
requests. The IURC has not yet ruled on the request to open
additional subdockets. The IURC has set two field hearings for
February 28, 2011 and March 2, 2011, whichwill provide an
opportunity for the public to comment on the proceeding. The final
cost for the project could be greater than the cument estimate of
$2.88 billion based on current run rates involving labor productivity
at the site and higher AFUDC resulting from delays in the effective
date of CWIP rider updates. Pending a full review of these faciors and
Duke Energy’s ability to mitigate the upward cost pressures, Duke
Energy has not revised the $2.88 billion cost esimate. Duke Energy
is unable to predict the uliimate outcome of these proceedings. In the
event the IURC disallows a portion of the plant costs, additional
charges to expense coukd occur.

During 2010, Duke Energy Indiana filed petitions for its fifth and
sixth serni-annual IGCC riders. In February 2011, Duke Enengy
Indiana filed a motion with the IURC proposing an updated
procedural schedule to address the issues described above. The
proposed schedule would allow for evidentiary hearings to take place
in June 2011.

Consiruction of the Edwandsport IGCC plant is ongoing and is
curently expected to be completed and placed in-service in 2012,

Duke Energy indiana Carbon Secquestration.

Duke Energy Indiana filed a petition with thie IURC requesting
approval of its plans for studying carbon storage, sequestration andfor
enhianced il recovery for the carbon dicxide (CQ,) from the
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Edwardsport IGCC facility on March 6, 2009. On Juiy 7, 2009,
Duke Energy Indiana fited its case-in-chief testimony requesting
approval for cost recovery of a $121 miliion site assessment and
characterization plan for CO, sequestration options including deep
saline sequestration, depieted oil and gas sequestration and
enhanced oil recovery for the CO, from the Edwardsport IGCC facility.
The OUCC filed testimony supportive of the continuing study of
carbon storage, but recommended that Duke Energy Indiana break its
plan into phases, recornmending approval of anly $33 million in
expenditures at this time and deferral of expenditures rather than cost
recovery through a tracking mechanism as propased by Duke Energy
Indiana. The CAC, an intervenor, recommended against approval of
the carbon storage plan stating customers should not be required 1o
pay for research and development costs. Duke Energy Indiana's
rebuttal testimony was filed October 30, 2009, wherein it amended
its request to seei deferral of $42 million to cover the carbon storage
site assessment and characterization activities scheduled to occur
through the end of 2010, with further required study expenditures
subject to future IURC proceedings. An evidentiary hearing was held
on November 9, 2009, and an order is expected by the end of the
second quarter of 2011.

Duke Energy Indiana 1URC Investigation.

On Cctober 5, 2010, the Governor of Indiana terminated the
employment of the Chairman of the HURC in connection with Duke
Energy Indiana's hiring of an attomey from the IURC staff. As
requested by the governor, the Indiana Inspector General has initiated
an investigation into the matter, and the IURC announced it will
irternally audit the Duke Energy Indiana cases dating from
January 1, 2010 through September 30, 2010, on which this
attorney worked while at the IURC, which includes the Indiana storm
costs deferral request discussed above, as well as all Edwardsport
IGCC cases dating back to 2006. Duke Energy Indiana has engaged
an outside law firm to conduct its own investigation regarding Duke
Energy Indiana’s hiring of an JURC attomey and Duke Energy
Indiana's related hiring practices. On October 5, 2010, Duke Energy
indiana placed the attorney and President of Duke Energy Indiana on
administrative leave, they were subsequently terminated on
November 8, 2010. COn December 7, 2010, the IURC released its
internal audit findings concluding that the previous rulings were
supported by sound, legal reasoning consistent with the Indiana
Ruies of Evidence and historical practice and procedures of the IURC
and that the previous rulings appeared to be balanced and consistent
among the parties. The audit concluded it did not reveal any bias or a
resultant unfair advantage obtained by Duke Energy Indiana as a
result of the evidentiary rulings of the former IURC attorney. As noted
above, in the storm cost deferral case, the IURC found no conflict
between the order and the staff report; however, the audit report
noted the staff report offered na specific recommendation to either
approve or deny the requested relief and that this was the only order
that was subject to an appeal. As such, the IURC reopened that
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proceeding for further review and consideration of the evidence
presented.

Federal Advanced Clean Coal Tax Credits.

Duke Energy has been awarded $125 millign of federal
advanced clean coal tax credits associated with its construction of
Cliffsidle Unit 6 and $134 million of federa! advanced clean coal tax
credits associated with its construction of the Edwardsport IGCC
plant. In March, 2008, two environmenital groups, Appalachian
Voices and the Canary Coalition, fited suit against the Federal
government challenging the tax credits awarded 0 incentivize certain
clean coal projects. Although Duke Energy was not a party to the
case, the allegations center on the fax incentives provided for the
Cliffside and Edwardsport projects. The initial complaint alleged a
failure to comply with the National Environmental Policy Act. The first
amended complaint, filed in August 2008, added an Endangered
Species Act claim and also sought declaratory and injunctive relief
against the DOE and the U.S. Department of the Treasury. In 2008,
the District Court dismissed the case. On September 23, 2009, the
District Court issued an order granting plaintiffs’ motion to amend
their comptaint and denying, as moot, the motion for reconsideration.
Plaintiffs have filed their second amended complaint. The Federal
government has moved fo dismiss the second amended complaint;
the motion is pending. On July 26, 2010, the District Court denied
plaintifis’ motion for preliminary injunction seeking to halt the
issuance of the tax credits.

Other Matters.

Pioneer Transmission LLC Joint Venture.

In August 2008, Duke Energy announced the formation of a
50-50 joint ventture, called Pioneer Transmission, LLC (Pioneer
Transmission), with American Electric Power Company, Inc. (AEP) to
build and operate 240 miles of extra-high-voltage 765 kv
transmission lines and related facilities in Indiana. Pioneer
Transmission will be regulated by the FERC and the IURC. Both
Duke Energy and AEP own an equal interest in the joint venture and
will share equally in the project costs, which are currently estimated
at $1 billion, of which $500 million is anticipated to be financed by
Pioneer Transmission and the remaining amount split equally
betwean Duke Energy and AEP. The joint venture will operate in
Indiana as a transmission utility. In March 2009, the FERC issued an
arder granting favorable rate freatment for the project, including
requested rate incentives. That order was affirmeq by a rehearing
order issued by the FERC in January 2010. The IURC has appealed
that order to the United States Coust of Appeals for the Seventh
Circuit. On Qctober 28, 2010, the IURC dropped its appeal to the
Seventh Circuit. As is customary in formuta rate gases, the FERC set
the formula rate that transmission customers would pay for hearing
and settlement procedures to address various challenges by
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intervenors to the inputs and calculations underlying the formula rate,
These rate issues were resolved by a separate settlement amang all
parties, which was approved by the FERC on October 26, 2009. In
December 2009, the Midwest Independent Transmission Systemn
Operator, Inc. {Midwest 1S0)/PJM inter-Regional Planning Committee
did not inctude the Pioneer Transmission project in the current
regional transmission expansion plan. The Committee referred the
project to the regionai generation output study for possible inclusion
in the next regional expansion plan. Duke Energy and AEP continue
to work through the planning and regulatory processes in order to
hring this project to commercial operation by year end 2015.

Duke Energy Ohio and Duke Energy Kentucky Regional
Transmission Organization.

On May 20, 2010, Duke Energy Kentucky filed an application
with the KPSC requesting permission to fransfer control of certain of
its transmission assets to effect a Regional Transmission Organization
(RTO) realignment from Midwest ISO to PJM Intercannection, LLC
(PJM). There may he significant costs associated with this transition
related to Midwest 1S0 transmission expansion costs and exit
obligations. A hearing was held on November 3, 2010, and briefs
were filed by November 19, 2010. On December 22, 2010, the
KPSC issued an order granting approval for the transition, subject to
several conditions. On January 25, 2011, the KPSC issued an arder
stating that the order had been satisfied and is now unconditional.
The order further requires Duke Energy Kentucky to submit to the
KPSC intermal procedures for the receipt and tracking of notices from
PJM regarding customer requests to participate in PJM demand-
TESPONSE Programes.

On June 25, 2010, Duke Energy Ohio and Duke Energy
Kentucky submitted an Initial Filing to the FERC requesting that it
issue an order by November 1, 2010 determining that the RTO
realignment meets FERC standards for withdrawal from the RTO and
approving the participation of Duke Energy Chio and Duke Energy
Kentucky load and resources in certain PIM reliahility pricing model
auctions. The FERC issued an order which approved Duke Energy
Ohio and Duke Energy Kentucky's request on October 21, 2010, and
authorized Duke Energy Ohio and Duke Energy Kentucky to
terminate their existing obligations to the Midwest IS0, subject to
certain conditions.

On December 16, 2010, FERC issued an order related to the
Midwest 1SO's cost allocation methedology surrounding Multi-Value
Projects (MVP), a type of Midwest ISQ fransmission expansion cost.
The Midwest ISO expects that MVP will fund the costs of large
transmission projects designed o bring renewable generation from
the upper Midwest 1o load centers in the eastem portion of the
Midwest ISO footprint. The order provides for the allocation of MVP
costs to withdrawing transmission owners for projects approved by
the Midwest ISO up to date of the withdrawing ransmission owners’
exit from the Midwest 1S0. The basis for allocating such MVP costs
will be the withdrawing fransmission owners’ historical usage of the
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Midwest ISO system. The impact of this order could result in an
increase in the Midwest ISO transmission expansion costs incurred
by Duke Energy Ohio and Duke Energy Kentucky subsequent to a
withdrawal from Midwest ISO. Duke Energy Ohio, among other
parties, is seeking rehearing of the FERC MYP order.

Duke Energy Ohio is cumently negotiating with various
stakeholders regarding recovery of the costs associated with the exit
from the midwest IS0, :

5. COMMITMENTS AND CONTINGENCIES

General Insurance

The Duke Energy Registrants carry insurance and reinsurance
coverage either directly or through indemnification from Duke
Energy's captive insurance company, Bison, and its affiliates,
consistent with companies engaged in similar corhmercial operations
with similar type properties. The Duke Energy Registrants’ coverage
includes (i} commercial general liakifity coverage for tiabilities arising
to third parties for bodily injury and property damage resutting from
the Duke Energy Registrants’ operations; (ii} workers’ compensation
liability coverage to statutory limits; (jii) automobile liability coverage
for all owned, non-owned and hired vehicles covering liabilities &
third parties for bodily injury and property damage; (iv} insurance
policies in support of the indemnification provisions of the Duke
Energy Registrants’ by-laws and (v} properly coverage for all reat and
personal property damage, exciuding electric trangmission and
distribution lines, including damages arising from boiler and
machinery breakdowns, earthquake, flood damage and extra
expense. All coverage is subject to certain deductibles or retentions,
sublimits, terms and conditions common for companies with similar
types of operations.

The Duke Energy Registrants also maintain excess liability
ooverage above the established primary limits for commercial general
liability and automabile liability coverage. Limits, terms, conditions
and deduciibles are comparable to those caried by ather energy
companies of similar size.

The cost of the Duke Energy Registrants’ coverage can fluctuate
year to year reflecting the changing conditions of the insurance and
reinsurance markets.

Nuclear Insurance

Duke Energy Carolinas owns and operates the McGuire and
Oconee Nuclear Stations and operates and has a partial ownership
interest in the Catawba Nuclear Station. The McGuire and Catawba
Nuclear Stations each have two nuclear reactors and the Oconee
Nuclear Station has three, Nuclear insurance inctixles: nuclear
liability coverage; property, decontamination and premature
decommissioning coverage; and business interruption andfor extra
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expense coverage. The other joint owners of the Catawba Nuclear
Station reimburse Duke Energy Carolinas for certain expenses
associated with nuclear insurance premiums per the Catawba
Nuclear Station joint owner agreements. The Price-Anderson Act
requires Duke Energy to provide for public nuclear liability claims
resulting from nuclear incidents to the maximum total financial
protection liability, which currently is $12.6 billion.

Primary Nuclear Liability Insurance.

Duke Energy has purchased the maximum reasonably available
private primary nuclear liability insurance as required by law, which
currently is $375 million,

Excess Nuclear Liability Program.

This program provides $12.2 billion of coverage through the
Price-Anderson Act's mandatory industry-wide excess secondary
financial protection program of risk pooling. The $12.2 billion is the
sum of the current potential cumulative retrospective premium
assessments of $117.5 million per licensed commercial nuclear
reactor. This would be increased by $117.5 mitlion for each
additional commercial nuciear reactor licensed, or reduced by
$117.5 million for nuclear reactors no longer operational and may be
exernpted from the risk pooling program. Under this program,
licensees could be assessed retrospective premiums to compensate
for public nuclear liability damages in the event of a nuclear incident
at any licensed facility in the U.S. if such an incident should occur
and public nuclear liability damages exceed primary nuclear liability
insurance, licensees may be assessed up to $117.5 million for each
of their licensed reactors, payable at a rate not to exceed $17.5
miltion a year per licensed reactor for each incident. The assessment
and rate are subject to indexing for inflation and may be subject to
state prernium taxes. The Price-Anderson Act provides for an inflation
adjustment at least every five years with the last adjustment effective
QOctober 2008.

Duke Energy Carolinas is a member of Nuclear Electric
Insurance Limited {NEIL), which provides property and accidental
outage insurance coverage for Duke Energy Carolinas’ nuclear
facilities under three policy programs:

Primary Property Insurance.

This policy provides $500 million of primary property damage
coverage, with a $2.5 million deductible per occurrence obligation,
for each of Duke Energy Carolinas' nuclear facilities,

Excess Property Insurance.

This policy provides excess property, decontamination and
decommissioning liabitity insurance: $2.25 billion for the Catawba
Nuctear Station and $1 billion each for the Oconee and McGuire
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Nuclear Stations. The Oconee and McGuire Nuclear Stations also
share an additional $1 biltion insurance limit above their dedicated
$1 billion underlying excess. This shared additional excess $1 billion
limit is not subject to reinstaternent in the event of a loss. :

Accidental Quiage Insurance.

This policy provides business interruption and/or extra expense
coverage resulting from an accidertal property damage outage of a
nuclear unit. Each McGuire and Catawba unit is insured for up to
$3.5 million per week, and the Ooconee units are-insured for up to
$2.8 million per week. Coverage amounts decline if more than one
unit is involved in an accidental cutage. Initial coverage begins after a
12-week deductible period for Catawba and a 26-week deductible
period for McGuire and Oconee and continues at: 100% for 52
weeks and 80% for the next 110 weeks. The McGuire and Catawba
policy limit is $490 million and the Oconee policy limit is $392
million.

Losses resulting from non-certified acts of terrorism are covered
as commeon occurrence, such that if non-certified terrorist acts oceur
against one or more commercial nuclear power plant insured by NEIL
with a 12 month period, they would be treated as one event and the
owners of the plants where the act occurred would share one full
limit of liability {currently $3.2 billion)

In the event of large industry losses, NEIL's Board of Directors
may assess Duke Energy Carolinas for amounts up to 10 times its
annual premiums. The curent potertial maxdmum assessments are:
Primary Property Insurance—$37 million, Excess Property
Insurance—$43 million and Accidental Outage Insurance-—$22
million.

Pursuant to regulations of the NRC, each compaty's property
damage insurance policies provide that all proceeds from such
insurance be applied, first, to pace the plant in a safe and stable
condition after a qualifying accident, and second, to decontaminate
before any proceeds can be used for decommissioning, plant repair or
restoration.

In the event of a loss, the amount of insuranice available might
not be adeguate to cover property damage and ather expenses
incurred. Uninsured losses and other expenses, tp the extertt not
recovered by other sources, coukd have a material adverse effect on
Duke Energy Carolinas' results of operations, casth flows or financial
position.

The maximum assessment amounts include 100% of Duke
Energy Carolinas' potential obligatios to NEIL for the Catawba
Nuclear Station. However, the other joint ownersiof the Catawba
Nuclear Station are obligated to assume their pro-rata share of liability
for retrospective premiums and other premium assessments resulting
from the Price-Anderson Act's excess secondary financiat protection
program of risk pooling, or the NEIL policies. '
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Environmental

Duke Energy is subject to international, federal, state and local
yegulations regarding air and water quality, hazardous and solid
waste disposal and other environmental matters. Duke Energy
Carolinas, Duke Energy Ohio and Duke Energy tndiana are subject to
federal, state and local regulations regarding air and water quality,

hazardous and solid waste disposal and other environmental matters.

These reguiations can be changed from time to time, imposing new
obtigations on the Duke Energy Registrants.

The following environmental matters impact all of the Duke
Energy Registrants.

The Duke Energy Registrants are responsible for enwvironmental
remediation at various contaminated sites. These include some
properties that are part of ongping operations and sites formerly
owned or used by Duke Energy entities, such as historic
manufactured gas plant (MGP) sites. Most of these sites were
decommissioned in the 1960s. While a majority of the MGP
by-products were soid off-site during the time period when the plants
operated, some residuals remained on-site during plant
decommissioning. Remediation activities typically focus on the
containment, removal and/or the management of these by-products.
In some cases, Duke Energy no longer owns the property. Managed
in canjunction with relevant federal, state and local agencies,
activities vary with site conditions and locations, remedial
requirements, complexity and sharing of responsibility. If rerediation
activities involve statutory joint and several liability provisions, strict
liatility, or cost recovery or contribution actions, the Duke Energy
Registrants could potentially be held responsible for contamination
caused by other parties. In some instances, the Duke Energy
Registrants may share liability associated with contarnination with
other potentially responsible parties, and may also benefit from
insurance policies or contractual indemnities that cover some or all
cleanup costs. Reserves associated with remediation activities at
certain sites have been recorded and it is anticipated that additional
costs associated with remediation activities at certain sites wili be
incurred in the future. All of these sites generatly are managed in the
normal course of business or affiliate operations.

As of December 31, 2010, Duke Energy Ohio had a totat
reserve of $50 million, related to remediation work at certain MGP
sites. Duke Energy Ohio has received an order from the PUCO to
defer the costs incurred. The PUCO will rule on the recovery of these
costs at a future proceeding. Management believes it is probable that
additional liabilities will be incurred as work progresses at Ohio MGP
sftes; however, costs associated with future remediation cannot
currently be reasonably estimated.

The Duke Energy Registrants have accrued costs associated
with remediation activities at some of its current and former sites, as
well as other relevant environmental contingent liabilities.
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Management, in the normal course of business, continually assesses
the nature and extent of known or potential environmental-refated
contingencies and records liabilities when losses become probable
and are reasonably estimable, Costs associated with remediation
activities within the Duke Energy Registrants’ operations are typically
expensed unless regulatory recovery of the costsiis deemed probable.

Clean Water Act 316(b).

The Environmental Protection Agency (EPA) finalized its cooling
water intake structures rule in July 2004. The ryle established
aquatic protection requirements for existing facilities that withdraw
50 million galtons 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 Registrants are either a whole or
partial owner are affected sources under that rule. Of the fourteen
facilities, eight are owned by Duke Energy Carolinas, three are
partially owned by Duke Energy Ohio and three are owned by Duke
Energy Indiana. On April 1, 2009, the U.S. Supreme Court rued that
the EPA may consider costs when determining which technology
option each site should implement. Depending on how the cost-
benefit analysis is incorporated into the revised EPA rule, the analysis
could change the range of technology options required for each of the
14 affected facilities. The EPA has indicated that it plans to issue a
proposed rule in March 2011 and finalize the rule in July 2012,
Because of the wide range of potential outcomes, the Duke Energy
Registrants are unable to estimate its costs to comply at this ime.

Clean Air Inerstate Rule (CAIR).

The EPA finalized the CAIR in May 2005. The CAIR limits total
annual and summertime NG, emissions and annual SO, emissions
from electric generating facilities across the Eastem U.S. through a
two-phased cap-and-trade program, Phase 1 began in 2009 for NO,
and in 2010 for SO,. Phase 2 begins in 2015 for both NO, and SO,
On March 25, 2008, the U.S. Court of Appeals for the District of
Columbia (D.C. Circuit) heard oral argument in a case involving
multiple challenges to the CAIR. On July 11, 2008, the D.C. Circuit
issued its decision in North Carolina v. EPA No. 05-1244 vacating
the CAIR. The EPA filed a petition for rehearing on September 24,
2008 with the D.C. Circuit asking the court fo reconsider various
parts of its ruling vacating the CAIR. In December 2008, the D.C.
Circuit issued a decision remanding the CAIR to the EPA without
vacatur. The EPA must now conduct a new rulemaking fo modify the
CAIR in accordance with the court's July 11, 2008 opinion. This
decision means that the CAIR as initially finalized in 2005 remains in
effect until the new EPA rule takes effect. On August 2, 2010, the
EPA published a proposed Transpoit Rule in the Federal Register that
will replace the CAIR. The EPA proposed to establish state-level S0,
and NO, caps that would take effect in 2012, The 50, caps would
be reduced in 2014 for 15 of the 31 affected states. The EPA
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proposes 1o allow limited interstate rading and asked for commert on
two more restrictive alternatives. Duke Energy cannot predict the
autcome of this rulemaking. However, the potential cost of complying
with the final regulation may be significant and impairments may
result if any Duke Energy SO, emission allowances book value
exceeds their fair market value, The EPA has indicated that it plans
on finalizing the Transport Rule in June 2011. The emission controls
the Duke Energy Registrants are installing to comply with state
specific clean air legislation contribute significantly to achieving
compliance with the CAIR and future Transport Rule requirements.
Additionally, Duke Energy expects to spend $60 million between
2011 ard 2015 ($53 million in Ohie and $7 miflion in Indiana) to
comply with Phase 1 of the CAIR. The IURC issued an order in 2006
granting Duke Energy Indiana rate recovery to cover its Phase 1
compliance costs of the CAIR.

Coal Combustion Product (CCP} Management,

Duke Energy currently estimates that it will spend $369 million
($131 million at Duke Energy Carolinas, $70 million at Duke Energy
Ohio and $168 million at Duke Energy Indiana) over the period
2011-2015 to install synthetic caps and liners at existing and new
CCP landfills and to convert some of its CCP handling systems from
wet 1o dry systems to comply with cument regulations. The EPA and a
number of states are considering additional regulatory measures that
will contain specific and more detailed requirements for the
management and disposal of CCPs, primarily ash, from the Duke
Energy Registrants’ coal-fired power plants.

On June 21, 2010, the EPA issued a proposal to regulate,
under the Resource Conservation and Recovery Act {(RCRA) coal
combustion residuals (CCR), a term the EPA uses to describe the
CCPs asscciated with the generation of electricity. The EPA proposat
contains two regulatory options whereby CCRs nat employed in
approved beneficial use applications would either be regulated as
hazardous waste or would continue to be regulated as non-hazardous
waste. Duke Energy cannot predict the outcorne of this rulernaking,
however, the potential cost of complying with the final regulation may
be significant. The EPA could issue a final rule by the end of 2011 or
early 2012.

Utility Boifer Maximum Achievable Control Techniology (MACT)
Standards.

The EPA is currently planning to propose a MACT nule in March
2011 and finalize the rule in November 2011. The rule will establish
emission lirmits for hazardous air pollutants that will apply 1o ail coal-
fired electric generating units. Based on this rulernaking schedule and
the requirements of the Clean Air Act {CAA), compliance with final
MACT emission limits would be required in early 2015, although the
CAA provides for possible extensions of the compliance date of up to
two years. Duke Energy cannot predict the cutcome of this
nulemaking. However, the potential cost of compliance with the final
regulation may be significant.
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Litigation

Duke Energy Carolinas, Duke Energy Ohio and Duke Energy
Indiana

New Source Review (NSR).

In 1999-2000, the U.S. Depariment of Justice (DOJ), acting on
behaf of the EPA and joined by various citizen growps and states,
filed a number of complaints and notices of violation against multiple
utilities across the country for alleged violations of the NSR provisions
of the Clean Air Act (CAA). Generally, the govemment alleges that
projects performed at various coalfired units were major
medifications, as defined in the CAA, and that the utiliies violated the
CAA when they undertook those projects without eblaining permits
and installing the best available emission controls for SO,, NO, and
particulate matter, The complaints seek injunctive relief to require
installation of pollution control technology on varioluss generating units
that allegedly violated the CAA, and unspecified civil penalties in
amourts of up to $32,500 per day for each viclation. A number of
the Duke Energy Registrants' plants have been subject to these
allegations. The Duke Energy Registrants assert that there were no
CAA violations because the applicable regulations do not require
permitting in cases where the projects underiaken are “routine” o
otherwise do not resuit in a net increase in emissions.

In 2000, the govemment brought a lawsuit against Duke
Energy Carolinas in the U.S. District Court in Greenshoro, North
Carolina. The EPA claims that 29 projects performed at 25 of Duke
Energy Carolinas’ coal-fired units violate these NSR provisions. Three
environmental groups have intervened in the case, In August 2003,
the trial court issued a summary judgment opinion adopting Duke
Energy Carolinas’ legal positions on the standand to be used for
measuring an increase in emissians, and grantex judgment in favor
of Duke Energy Carolinas. The trial court’s decision was appealed and
ulimately reversed and remanded for trial by the U.S. Supreme
Court, At trial, Duke Energy Carolinas will continue to assert that the
projects were routine o not projected 1o increase emissions. On
July 29, 2010, the district court issued an order on outstanding
motions for summary judgment filed in response to the Supreme
Court remand. The court vacated large portions of the previcus frial
court’s opinion in light of the Supreme Court ruling and found that
Duke Energy Carolinas has the burden of proof for the Routine
Maintenance Repair and Replacement exclusion, but that the
exception must be viewed in light of industry practice, not only in
light of an individual unit. The cout also clarified that it will apply the
“actual-to-projected-actual” emissions test 1o determine whether Duke
Energy Carolinas shoukd reasonably have sought a pre-project pemit
for any of the projects at issue. No trial date has been set, but a trial
is not expected before the end of 2011.

In Novernber 1999, the U.S. brought a lawsuit in the U.S.
Federal District Court for the Southern District of Irndiana against
Cinergy, Duke Energy Ohio, and Duke Enexgy indiana alleging
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various victations of the CAA for various projects at six owned and
co-owned generating stations in the Micdwest. Three northeast states
and wo environmental groups have intervened in the case. A jury
trial commenced on May 5, 2008 and jury verdict was retumed on
May 22, 2008. The jury found in favor of Cinergy, Duke Energy Ohio
and Duke Energy Indizna on ail but three units at Wabash River,
including the Gallagher Station units discussed below. Additionally,
the plaintiffs had claimed that these were a violation of an
Administrative Consent Order entered into in 1998 between the EPA
and Cinergy relating to alleged violations of Ohio's State
Implementation Plan provisions governing particulate maitter at Duke
Energy Ohic's W.C. Beckjord Station. A remedy trial for violations
previously established at the Wabash River and W.C. Beckjord
Stations was held during the week of February 2, 2009. On May 29,
2008, the court issued its remedy ruling and ordered the following
relief: (i} Wabash River Units 2, 3 and 5 to be permanently retired by
September 30, 2009; {ii) surrender of S0, allowanoss equal to the
emissions from Wabash River Units 2, 3 and 5 from May 22, 2008
through September 30, 2009; (iii} civil penalty in the amount of
$687,500 for Beckjord violations; and (iv) installation of a particulate
continuous emissions monitoring system at the W.C. Beckjord Station
Units 1 and 2. The civil penalty has been paid. On September 22,
2009, defendants filed a notice of appeal with the Seventh Circuit
Court of Appeals of the judgment relating to Wabash River Units 2, 3
and 5. On October 12, 2010, the Seventh Circuit issued its decision
reversing the trial court and ordered issuance of judgment in favor of
Cinergy (LJSA v. Cinergy), which includes Duke Energy Indiana and
Duke Energy Ohio. The plaintiffs motion for rehearing was denied on
December 29, 2010. On January 6, 2011, the mandate from the
Seventh Circuit was issued, returning the case to the District Court for
it to enter judgment in Duke Energy Ohio and Duke Energy Indiana's
favor. This ruling wilt allow Wabash River Units 2, 3 and 5 to be
placed back into service.

Regarding the Gallagher Station units, on October 21, 2008,
plaintiffs filed & motion for a new liability trial claiming that
defendants misled the plaintiffs and the jury by, among other things,
not disclosing a consulting agreement with a fact witness and by
referring to that witness as “retired” during the liability trial when in
fact he was working for Duke Energy Indiana under the referenced
consulting agreement in connection with the trial. On December 18,
2008, the court granted plaintifis’ motion for a new liability trial on
claims for which Duke Energy Indiana was not previously found
liable. That new fria! commenced on May 11, 2009, On May 19,
2009, the jury announced its verdict finding in faver of Duke Energy
Indiana on four of the remaining six projects at issue. The two
projects in which the jury found violations were undertaken at Units
1 and 3 of the Gallagher Station in indiana. A remedy trial on those
two violations was scheduled to commence on January 25, 2010;
however, the parties reached a negotiated agreement on those issues
and filed a proposed consent decree with the court, which was
approved and entered on March 18, 201Q. The substantive terms of
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the proposed consent decree require: (i} conversion of Gallagher Units
1 and 3 o natural gas combustion by 2013 {or retirement of the
units by February 2012); (i} installation of additional pollution
controls at Gallagher Units 2 and 4 by 2011; and (iii) additional
environmental projects, payments and penalties. Duke Energy
Indiana estimates that these and other actions irl the settiement will
cost $88 million. Due 1o the NSR remedy order and consent decree,
Duke Energy indiana has requested several approvals from the 1URC
including approval to add a dry sorbent injection.system on Gallagher
Generating Station Units 2 and 4, approval to convert to natural gas
or retire Gallagher Generating Station Units 1 and 3, and approval to
recover expenses for certain SO, emission allowance expenses
required o be sumendered. On September 8, 20110, the {URC
approved the implementation of the dry sorbent injection system. On
September 28, 2010, Duke Energy Indiana filed a petition requesting
the recovery of costs associated with the Gallagher consent decree,
Testimony in support of the: petition was filed in early December
2010, and an evidentiary hearing is scheduled for April 27, 2011.

On April 3, 2008, the Sierra Club filed another lawsuit in the
U.S. District Court for the Southem District of Indiana against Duke
Energy Indiana and certain affiliated companies alieging CAA
violations at the Edwardsport power station. On October 20, 2009,
the deferants filed a motion for summary judgment alleging that the
applicable statute of limitations bars all of the plaintifls’ claims. On
September 14, 2010, the Court granted defendants’ motion for
summary judgment in its entirety; however, entry of final judgment
was stayed pending a decision from the Seventh Circuit Court of
Appeals in USA v. Cinergy, referenced above, on a similar and
potentially dispositive statute of limitations issue pending before that
court. On October 12, 2010, the Seventh Circuit issued its decision
in USA v. Cinergy in which the court riled in favor of Cinergy and
declined to address the referenced statute of limitations issue. The
Seventh circuit issued its mandate on January 6, 2011, and as a
resuft, the defendants will file a motion for entry of final judgment in
this litigation. ‘

On luly 31, 2009, the EPA served a request for information
urder section 114 of the CAA to Duke Energy, Duke Energy Ohio
and Duke Energy Business Sesvices, Inc. The request for information
pertained to various mairtenance projects and emissions and
operations data relevant o the Miami Fort and W.C. Beckjord stations
in Ohio. Duke Energy Ohio's objections and responses to the EPA's
section 114 request were filed on September 28, 2009; however,
Duke Energy Ohio continued to provide information to the EPA. On
Septernber 17, 2010, the EPA sent a similar request to Zimmer
station. Duke Energy Ohio submitted a response in November 2010,
Subsequently, the EPA issued a Notice of Violation.

It is not possible to estimate the damages, if any, that the Duke
Energy subsidiary regisfrants might incur in connection with ihe
unresolved matters discussed above. Ultimate resolution of these
matters relating to NSR, even in setiement, could have a matenial
adverse effect on the Duke Energy Regfstrants’ consolidated results of
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operations, cash flows or financial position. However, the Duke
Energy Registrants will pursue appropriate regulatory freatment for
any costs incurred in connection with such resolution,

Duke Energy
Section 126 Petitions.

in March 2004, the state of Morth Carolina filed a petition under
Section 126 of the CAA in which it alleges that sources in 13 upwind
states, including Ohio, Indiana, Kentucky and South Carolina
significantly contribute to North Carolina’s non-attainment with
certain ambient air quality standards. in August 2005, the EPA
issued a proposed respanse to the petition, The EPA proposed to
deny the ozone portion of the petition based upon a lack of
contribution te air quality by the named states. The EPA also
propesed to deny the particulate matter portion of the petiion based
upon the CAIR Federal implementation Plan (FIP) that would address
the air quality concemns from neighboring states. On April 28, 2006,
the EPA denied North Carolina's petition based upan the final CAIR
FIP described above. North Caralina has filed a legal chalienge to the
EPA's denial. On March 5, 2009 the D.C. Circuit remanded the case
to the EPA for reconsideration. While the EPA has conceded to the
D.C. Circuit's July 18, 2008 decision in the CAIR litigation, North
Carolina v. EPA No. 05-1244, discussed above, a subsequent order
issued by the D.C. Circuit on Decemnber 23, 2008, has eliminated
the legal basis for the EPA’s denial of North Carolina's Section 126
petition. The EPA has taken no action on the North Carolina petition.
With the EPA’s developrnent of the Transport Ruie as a replacernent
for CAIR, it is not expected that any action the EPA might take in the
future in response to the North Carolina petition would result in
emission feduction reguirements more stringent than the Transport
Rule requirements.

Carbon Digxide (CO,) Litigation.

In July 2004, the states of Connecticut, New Yark, California,
lowa, New Jersey, Rhode Island, Vermont, Wisconsin and the City of
New York brought a lawsuit in the U.S. District Court for the Southern
District of New York against Cinergy, AEP, American Electric Power
Service Corporation, The Southern Company, Tennessee Valley
Authority, and Xcel Energy Inc. A similar lawsuit was filed in the U.S,
District Court for the Southern District of New York against the same
comipanies by Open Space Institute, Inc., Open Space Conservancy,
Inc., and The Auduben Society of New Hampshire. These lawsuits
aliege that the defendants’ emissions of CO, from the combustion of
fossil fuels at electric generating facilities contribute to global warming
and amount to a public nuisance. The complaints also allege that the
defendants could generate the same amount of electricity while
emitting significarttly 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 o
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dismiss the Jawsuit. The plaintiffs have appealed this ruling to the
Second Circuit Gourt of Appeals. Oral arguments were held before the
Second Circuit Court of Appeals on June 7, 2006. In September,
2009, the Court of Appeals issued an opinion reversing the district
court and reinstating the lawsuit, Defendants filed a petition for
rehearing en banc, which was subsequently denied. Defendants filed
a petition for certiorari o the United States Suprerne Court on

August 2, 2010, The Solicitor General filed a brief in which it agreed
that the matter should have been dismissed but raised differertt
arguments than did the defendants. On December 6, 2010, the
Supreme Court granted certiorari. Argument on this matter is
scheduled for April 19, 2011. It is not possible tg predict with
certairty whether Duke Energy will incur any liability or to estimate
the damages, if any, that Duke Energy might incyr in connection with
this matter.

Alaskan Global Wamming Lawsuit.

On February 26, 2008, plaintiffs, the goveming bodies of an
Inupiat village in Alaska, filed suit in the U.S. Fegleral Court for the
Northern District of Califormia against Peabody Coal and various of
and power company defendants, including Duke Energy and certain
of its subsidiaries. Plaintiffs brought the action on their own behalf
and on behalf of the village's 400 residents. The lawsuit alleges that
defendants’ emissions of GO, contributed to global warming and
constitute a private and public nuisance. Plaintiffs aiso aflege that
certain defendants, including Duke Energy, congpired to mislead the
public with respect to global warming. Plaintiffs seek unspecified
monetary damages, attorney’s fees and expenses. On June 30,
2008, the defendants filed a motion to dismiss on jurisdictional
grounds, together with a motion to dismiss the conspiracy claims. On
Qctober 15, 2009, the District Court granted defendants motion to
dismiss. The plaintiffs filed a notice of appeal and briefing is
complete. Duke Energy wilt notify the Court of the Supreme Court’s
decision o accept certioran in the Carbon Dioxide Litigation discussed
ahove, ard will ask the Court to defer scheduling argumnent until the
Supreme Court decides that 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 with
this 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 U.S. District Court for the Sauthem District of Mississippi.
Plaintiffs, for and on behalf of a putative class of all residents of
Mississippi, claim that Duke Energy and Cinergy, along with
numerous other utilities, oil companies, coal companies and
chemical companies, are liable for unquantified compensatory and
punitive damages relaing to losses suffered by victims of Huricane
Katrina. Plaintiffs claim that defendants’ greenhouse gas emissions
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contributed to the frequency and intensity of storms such as
Hurricane Katrina. On August 30, 2007, the court dismissed the
case and plaintiffs filed a natice of appeal. In October 2009, the
Court of Appeals issued an opinion reversing the district court and
reinstating the lawsuit. Defendants filed a petition for rehearing en
banc, which was granted. The Court of Appeals granted defendants’
petition for rehearing en banc and a hearing was set, but
subsequently taken off the calendar when an additional judge
recused herself, jeaving the court without a quorum, On May 28,
2010, after briefing on the issue, the court held it could not proceed
with rehearing en banc, the original 5t Circuit opinion was properly
vacated and the court can no longer reinstate it. As a result, the
district court's decision dismissing the case was reinstated and is now
the contralling decision in the case. On August 26, 2010, plaintiffs
filed a petition for a Writ of Mandamus asking the Supreme Court to
either refnstate the panel's decision or to hold in abeyance its action
dismissing the appeal. On January 9, 2011, the Supreme Court
denied the Mandamus petition which ended the case.

Price Reporting Cases.

A total of 13 lawsuits were filed against Duke Energy affiliates
and other energy companies. Of the 13 lawsuits, 11 were
consolidated into a single federal court proceeding in Nevada.

A setlement agreement was executed with the class plaintiffs in
five of the 11 consolidated cases in September 2009. In February
2008, the judge in the consolidated proceeding granted a motion to
dismiss the sixth case and entered judgment in favor of DETM.
Plaintiffs” motion to reconsider was, in large part, denied and on
January 9, 2009, the court ruled that plaintiffs lacked standing to
pursue their remaining claims and granted certain defendants’ motion
for summary judgment. In February 2009, the same judge dismissed
Duke Energy Carclinas from that case as well as four other of the
remaining consolidated cases. In November 2009, the judge granted
Defendants' motion for reconsideration of the denial of defendants’
summary judgrent motion in two of the remaining five cases to
which Duke Energy affiliates are a party. In December 2009,
plaintiffs in the consolidated cases filed a mation to amend their
complaints in the individual cases to add a claim for treble damages
under the Sherman Act, including additional factual allegations
regarding fraudulent concealment of defendants’ allegedly
conspiratorial conduct. Those motions were denied on October 29,
2010.

One case was filed in Tennessee state court, which dismissed
the case based on the filed rate doctrine and federal preemption
grounds. That case was appealed to the Tennessee Court of Appeals,
which reversed this lower court ruling in October 2008, On April 26,
2010, the Tennessee Supreme Court reversed the appellate court
ruling and dismissed all of the plaintiffs’ claims and this decision is
now final, On January 13, 2009, another case pending in Missouri
state court was dismissed on the grounds that the plaintiff lacked
standing to bring the case and the plaintiffs appeal was heard by the

DUKE ENERGY CORPORATION / 2010 FORM 10-K

Missouri Court of Appeals in November 2009. Plaintiffs have
appealed to the Missouri Supreme Court which, on September 24,
2010, entered an order affirming the appeliate court ruling in favor of
Duke Energy and the other defendants.

Each of these cases contains similar ciaims, 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 states.
Plaintiffs seek damages in unspecified amounts. The settlement did
not have a material adverse effect on Duke Energy's consolidated
results of operations, cash flows or financial position. It is not possible
to predict with certainty whether Duke Energy will incur any liability
or 1 estimate the damages, if any, that Duke Energy might incur in
connection with the remaining matters.

Westem Electricily Litigation.

Plaintiffs, on behalf of themselves and other purchasers of
electricity in the Pacific Northwest, aliege in three cases that Duke
Energy affiliates, among other energy companies; artificially infiated
the price of electricity in certain western states. Two of the cases were
dismissed and plaintiffs appealed to the U.S. Court of Appeal for the
Ninth Circuit. Of those two cases, one was dismissed by agreemert
in March 2007. In Novernber 2007, the court issued an opinion
affirming dismissal of the other case, plaintiffs’ motion for
reconsideration was denied and plaintifis did notfile a petition for
certiorari to the Supreme Court. Plaintiffs in the remaining case seek
damages in unspecified amounts. it is not possible to predict with
cerfainty whether Duke Energy wilt incur any liabitity of to estimate
the damages, if any, that Duke Energy might incur in connection with
these lawsuits, but Duke Energy does nat presertly believe the
outcome of these matters will have a matenial adverse effect on its
consolidated results of operations, cash flows or financial position.

Duke Energy Intemational Paranapanema Lawsuit

On July 16, 2008, Duke Energy Infernational Geracao
Paranapanema S.A. (DEIGP) filed a lawsuit in the Brazilian federal
court chalienging the merits of two resolutions promuigated by the
Brazilian electricity regulatory agency (ANEEL) (collectively, the
Resolutions). The Resolutions purport to impose additional
transmission fees (retroactive to July 1, 2004 and effective through
June 30, 2009) on generation companies located in the State of Sao
Paulo for utilization of the etectric fransmission system. The new
assessments are hased upon a flat-fee charge that fails to take into
account the locational usage by each generator. DEIGP has been
assessed $53 million, inclusive of interest. DEIGP challenged the
assessment in Brazilian federal court. Based on DEIGP's continuing
refusal to tender payment of the disputed sums, on Aprit 1, 2009,
ANEEL assessed an additionat fine against DEIGP in the amount of
$9 million. DEIGP filed a request to enjoin payment of the fine and
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for an expedited decision on the merits or, alternatively, a result that
all disputed sums be deposited in the court’s registry in fieu of direct
payment to the distribution companies.

On June 30, 2009, the court issued a nuling in which it granted
DEIGP's request for injunction regarding the second fine and denied
DEIGP's request for an expedited decision or payment into the court
registry. Under the court's order, DEIGP was required to make
payment directly to the distribution companies on the $53 million
assessment pending resolution on the merits. As a result of the
court’s ruting, in the secand quarter of 2009, Duke Energy recorded a
pre-tax charge of $33 miltion associated with this matter. The court’s
ruling also allowed DEIGP to make monthly installment payments on
the outstanding obligation. DEIGP filed an appeal arkd on August 28,
20089, the order requiring installment payments was modified to
allow DEIGP to deposit the disputed portion of each installment,
which was most of the assessed amourtt, into an escrow account
pending resolution on the merits.

Duke Energy Retirement Cash Balance Plan.

A class action lawsuit was filed in federal court in South
Carolina against Duke Energy and the Duke Energy Retirement Cash
Balance Plan, alleging viclations of Employee Retirement Income
Security Act (ERISA) and the Age Discrimination in Employment Act
{(ADEA). These allegations arise aut of the conversion of the
Duke Energy Company Employees’ Retirement Plan into the
Duke Energy Retirement Cash Balance Plan, The case also raises
some Plan administration issues, alleging errors in the application of
Plan provisions (i.e., the calculation of interest rate credits in 1997
and 1998 and the calculation of lump-sum distributions). Six causes
of action were alleged, ranging from age discrimination, to various
alleged ERISA vidlations, t allegations of breach of fiduciary duty.
Plaintiffs sought 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 the revised
and reformed plan. Duke Energy filed its answer in March 2006. A
portion of this contingent liability was assigned to Specira Energy,
Corp. (Spectra Energy) in connection with the spin-off in January
2007. A hearing on the plaintiffs’ motion to amend the complaint to
add an additional age discrimination claim, defendant’s motion to
dismiss and the respective metions for summary judgment was held
in December 2007. On June 2, 2008, the court issued its ruling
denying plaintiffs’ motion to add the additional claim and dismissing
a number of plaintiffs’ claims, including the claims for ERISA age
discrimination. Since that date, plaintiffs have notified Duke Energy
that they are withdrawing their ADEA claim. On September 4, 2009,
the court issued its order certifying classes for three of the remaining
claims but not certifying their claims as t plaintiffs' fiduciary duty
claims. At an unsuccessful mediation in September 2008, Plaintiffs
quantified their claims as being in excess of $150 million. After
mediation an September 21, 2010, the parties reached an
agreement in principle to settle the lawsuit, subject to execution of a
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definitive setlernent agreement, notice to the class members and
approval of the settiement by the Court. In the third quarter of 2010,
Duke Energy recorded a provision related o the seitlerment
agreement, On October 12, 2010, the Court issued an order staying
all pending motions in the case. On February 8, 2011, the
settiement was prelirinarily approved by the court; however, the
setement is still subject to final approval.

On September 3, 2010, the Crescent Resources Litigation Trust
filed suit against Duke Energy along with various affiliates and several
individuals, inctuding current and former employees of Duke Energy,
in the U.S. Bankruptcy Court for the Western District of Texas. The
Crescent Resources Litigation Trust was established in May, 2010
pursuiant to the plan of reorganization approved in the Crescent
bankruptcy proceedings in the same court. The complaint alleges that
in 2006 the defendants caused Crescent to bormow approximately
$1.2 billion from a consortium of banks and immediately thereafter
distribute most of the loan proceeds to Crescent’s parert company
without benefit to Crescent. The complaint further alleges that
Crescent was rendered insolvert by the transactions, and that the
distribution is subject to recovery by the Crescent bankruptcy estate
as an alleged fraudulent transfey. The plaintiff requests return of the
funds as well as other statutory and equitable rekief, punitive damages
and attomeys’ fees. Duke Energy and its affiliated tefendants believs
that the referenced 2006 transactions were legitimate and did not
violate any state or federal law. Defendants filed a motion t dismiss
in December 2010. No trial date has been set.

On Qctober 14, 2010, a suit was filed in Mecklenburg County,
North Carolina by a group of Duke Energy shareholders alleging
breach of duty of loyalty and good faith by certain Duke Energy
directors who were directors at the time of the 2006 Crescent
transaction. On January 5, 2011, defendants filed a Notice of
Designation of this case for the North Carpling Business Court the
defendants’ motion to dismiss was filed on February 14, 2011. ltis
not possible to predict at this ime whether Duke Energy will incur
any liahitity or to estimate the damages, if any, that Duke Energy
might incur in connection with these fawsuits,

Duke Energy has been named as a defendant in ten purported
shareholder actions filed in North Carolina state court and one case
filed in federal court in North Carolina. The actions, which contain
similar allegations, were brought by individual shareholdess against
the following defendants: Progress, Duke Energy, Diamond
Acguisition Corporation and Directors of Progress Energy. The
lawsuits allege that the indivitual deferciarts breached their fiduciary
duties 1o Progress Energy shareholders and that Duke Energy and its
affiliate, Diamond Acquisition Corporation, aided and abetted the
individual defendarts. The plaintiffs seek damages and to enjoin the
merger. It is nat possible 1o predict at this time whether Duke Energy
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will incur any liability of to estimate the damages, if any, that Duke
Erergy might incur in connection with this litigation.

Duke Energy Carolinas
Duke Energy Carofinas Cliffside Unit 6 Permit,

On July 16, 2008, the Southern Alliance for Clean Energy,
Environmental Defense Fund, National Parks Conservation
Association, Natural Resources Defenses Council, and Sierra Club
(collectively referred to as Citizen Groups) filed suitin U.S District
Court for the Westem District of North Carolina alieging that Duke
Energy Carolinas violated the CAA when it commenced construction
of Cliffside Unit 6 at Cliffside Steam Station in Rutherford County,
Nert Carolina without obtaining a determination that the MACT
emission limits will be met for all prospective hazardous air emissions
at that plant. The Citizen Groups claim the right to injunctive relief
against further construction at the plant as well as civil penalties in
the amount of up to $32,500 per day for each alieged violation. In
July 2008, Duke Energy Carolinas veluntarily performed a MACT
assessment of air emission controls planned for Cliffside Unit 6 and
submitted the results to the DENR. On August 8, 2008 the plaintiffs
filed @ motion for summary judgment. On December 2, 2008, the
Court granted summary judgment in favor of the Plaintiffs and
entered judgment ordering Duke Energy Carolinas to initiate a MACT
process before the DAQ. The court did not order an injunction against
further construction, but retained jurisdiction to monitor the MACT
proceedings. On December 4, 2008, Duke Energy Carolinas
submitted its MACT filing and supperting information to the DAQ
specifically seeking DAQ's concurrence as a threshold matter that
construction of Cliffside Unit & is not a major source subject to
section 112 of the CAA and submitting a MACT determination
application. Concurrent with the initiation of the MACT process, Duke
Energy Carolinas filed a notice of appeal to the Fourth Circuit Court of
Appeals of the Court’s December 2, 2008 order to reverse the Court’s
determination that Duke Energy Carolinas violated the CAA, The DAQ
issued the revised permit on March 13, 2009, as discussed above.
Based upon DAQ's minor-source determination, Duke Energy
Carolinas filed a mation requesting that the court abstain from further
action on the matter and dismiss the plaintiffs’ complaint. The court
granted Duke Energy Carolinas mation to abstain and dismissed the
plaintiffs’ complaint without prejudice, but also ordered Duke Energy
Carolinas to pay the plaintiffs’ attomeys' fees. On August 3, 2009,
plaintiffs filed a notice of appeal of the court's order and Duke Energy
Carolinas likewise appealed on the grounds, among others, that the
dismissal should have been with prejudice and the court should not
have ordered payment of attomeys’ fees, The appeals have been
consolidated. On December 7, 2010, the U.5. Court of Appeals for
the Fourth Circuit heard oral argument. A decision is pending.

Itis 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. To the extent that a court of proper jurisdiction halts

DUKE ENERGY CORPORATION / 2010 FORM 10-K

143

construction of the plant, Duke Energy Carolinas will seek fo meet
customers’ needs for power through other resources. In addition,
Duke Energy Carolinas will seek appropriate regulatory treatment for
the investment in the plant.

Duke Energy Carolinas has experienced numerous claims for
indemnification and medical cost reimburserment relating to damages
for bodily injuries alleged to have arisen from the exposure to or use
of asbestos in connection with construction and mairtenance
activities conducted by Duke Energy Carolinas on its electric
generation plants prior to 1985. As of December 31, 2010, there
were 284 asserted claims for non-malignant cases with the
cumulative relief sought of up to $69 mitlion, and 119 asserted
claims for malignant cases with the cumulative relief sought of up to
$37 million. Based on Duke Energy Carolinas’ experience, itis
expected that the ultimate resolution of most of these claims likety will
be less than the amount claimed.

Armounts recognized as ashestos-related reserves related to
Duke Enetgy Carolinas in the respective Consolidated Balance Sheels
totaled $853 million and $980 million as of December 31, 2010
and 2009, respectively, and are classified in Other within Deferred
Credits and Other Liabilities and Other within Current Liabilities.
These reserves are based upon the minimum amount in Duke Energy
Carolinas’ best estimate of the range of loss for current and future
asbestos claims through 2030. Management believes that itis
possible there wilt be additional claims filed against Duke Energy
Carolinas after 2030. In light of the uncertainties inherent in a longer-
term forecast, management does not believe that they can reasonably
estimate the indemnity and medical costs that might be incurred after
2030 related to such potential claims, Ashestos-related loss estimates
incamporate anticipated infiation, if applicable, and are recorded on an
undiscounted basis. These reserves are based upen current esimates
and are subject to greater uncertainty as the projection period
lengthens. A significant upward or dowrward trend in the number of
claims filed, the nature of the alleged injury, and'the average cost of
resolving each such claim coukd change our estimated liability, as
could any substantial adverse or favorable verdict at trial, A federal
legislative solution, further state fort reform or strictured settiement
transactions could also change the estimated liability. Given the
uncertainties associated with projecting matters into the future and
numerous other factors outside our control, management believes
that it is possible Duke Energy Carolinas may incur asbestos liabilities
in excess of the recorded reserves.

Duke Energy Carolinas has a third-party insurance policy to
cover cenain losses related to Duke Energy Carclinas’ asbestos-related
injuries and damages above an aggregate self insured retertion of
$476 million. Duke Energy Carolinas’ cumulative payments began &
exceed the self insurance retention on its insurance policy during the
seoond guarter of 2008, Future payments up to the policy limit will
be reimbursed by Duke Energy Carolinas’ third party insurance

i
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carrier. The insurance policy limit for potential future insurance
recoveries for indemnification and medical cost claim payments is
$1,005 million in excess of the self insured retention. Insurance
recoveries of $850 million and $984 million related ta this policy are
classified in the respective Consolidated Balance Sheets in Cther
within Investments and Other Assets and Receivables as of
December 31, 2010 and 2009, respectively. Duke Energy Carolinas
is not aware of any uncertainties regarding the legal sufficiency of
insurance claims. Management believes the insurance recovery asset
is probable of recovery as the insurance carrier continues to have a
strong financial strength rating.

Duke Energy Ohio
Antitrust Lawsuit.

In January 2008, four plaintiffs, including individual, industriat
and nonprofit customers, filed a lawsuit against Duke Energy Ohio in
federal court in the Southern District of Chip. Plaintiffs alleged that
Duke Energy Chio (then The Cincinnati Gas & Electric Company
(CG&E)), conspired to provide inequitable and unfair price
advantages for certain large business consumers by entering into
non-public option agreements with such consumers in exchange for
their withdrawal of challenges to Duke Energy Ohio's (then CG&E's)
pending RSP, which was implemented in early 2005. Duke Energy
Chio denied the allegations made in the lawsuit. Following Duke
Energy Chio’s filing of & motien to dismiss plaintiffs' claims, plaintifis
amended their complaint on May 30, 2008. Plaintiffs contended that
the contracts at issue were an illegal rebate which violate antitrust
and Racketeer Influenced and Corrupt Organizations {(RICO) statutes.
Duke Energy Ohio again moved 1o dismiss the claims. On March 31,
2009, the District Court granted Duke Energy Ohic’s motion to
dismiss. Praintiffs filed a motion to alter or set aside the judgment,
which was denied by an order dated March 31, 2010. In April
2010, the plaintiffs fited their appeal of that order with the U.S. Court
of Appeals far the Sixth Circuit and briefing continues on this matter.
Both parties have requested oral argument. It is not possible to
predict at this time whether Duke Energy Ohio will incur any liability
or to estimate the damages, if any, that Duke Energy Ohio might
incur in connection with this lawsuit.

Asbestos-related Injuries and Damages Claims.

Duke Energy Ohio has been named as a defendant or
co-defendant in lawsuits related 1o ashestos at its electric generating
stations. The impact on Duke Energy Ohio's consolidated results of
operations, cash flows or firancial position of these cases to date has
not been materiai. Based on estimates under varying assumptions
concermning uncertainties, such as, among others: (i) the number of
contractors potentially exposed 1o asbestos during construction or
maintenance of Duke Energy Ohio generating plants; (i) the pessible
incidence of various illnesses among exposed workers, and (iii) the
potential setlement costs without federal or other legislation that
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addresses ashestos tort actions, Duke Energy Ohi¢ estimates that the
range of reasanably possible expesure in exdisting and future suits over
the foreseeable future is not material. This estimated range of
exposure may change as additional setiements occur and claims are
made and more case law is established.

Duke Energy Indiana
Prosperily Mine LLC. ‘

On October 12, 2009, Prosperity Mine, LLC (Prosperity) filed for
arbitration under an Agreement for the Sale and Purchase of Coal dated
October 30, 2008, The Agreement provided for sate by Prosperity and
purchase by Duke Energy Indiana of 500,000 tons of coal per year,
commencing on January 1, 2009 and continuing until Decerber 31,
2014, unless sooner emminated under the terms of the Agreement.
Duke Energy Indiana could terminate the Agreement if a force majeure
event lasted more than three months. Prosperity declared a force
majeure event on February 13, 2010 and, when Prosperity did not
notify Duke Energy Indiana that the force majeure hiad ended, Duke
Energy Inctiana sent written notice of termination on May 14, 2010.
Prosperity contends that the termination was impraper and that it is
owed damages, quantified at $88 million, for the fult contractual
volumes through 2014, The arbitration panel bifurcated the claims and
conducted a hearing on September 21-22, 2010, on the liability issue.
On November 17, 2010, the arbitrators issued thelr decision, ruling in
favor of Duke Energy Indiana on all counds, On January 7, 2011,
Prosperity filed a lawsuit in Indiana state court alleging that the:
arbitrators exceeded their power and acted without authority and asking
that the arbitrators’ award be vacated.

Asbestos-refated Injuries and Damages Claims.

Duke Energy Indiana has been named as a defendant or
co~defendant in lawsuits related 1o ashestos at its electric generating
stations. The impact on Duke Energy Indiana’s consolidated rsults of
operations, cash flows or financial position of these cases to date has
not been material. Based on estimates under vandng assumptions
conceming uncertainties, such as, among others::{l) the number of
contractors potentially exposed 1o asbestos during: construction or
maintenance of Duke Energy Indiana generating plants; {ii) the
pessible incidence of various ilinesses among exposed workers, and
{iii) the patential setbement costs without federal or other legislation
that addresses asbestos tort actions, Duke Energy Indiana estimates
that the range of reasonably possible exposure in existing and future
suits over the foreseeable future is not material. This estimated range
of exposure may change as additional settlernerts oocur and claims
are made and more case law is established.

Other Litigation and Legal Proceedings

The Duke Energy Registrants are involved in-other legal, tax and
regulatory proceedings arising in the ordinary course of business,
some of which involve substantial amounts. Management believes
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