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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)

Total Fair Value

Amounts at

Decemnber 31,
(in millions) 2010 levell level2 Llevel 3

Description

lvestments in available-for-sale auction rate securitieste! $ 12 &8 — $ — $12
Nuclear decommissioning trust fund equity securities 1,365 1,313 46 &
Nuclear decommissioning trust fund debt securities 649 35 573 41
Darivative assets® 62 1 61 —
Total assels 2,088 1,349 680 59
Derivative liabilifiest) (1) (n — —
Met assets $2,087 $1,348 $680 $59

(@) Included in Other within investments ang Other Assats on the Cansolidated Balance Sheets.

) Included in Gther within Current Assets and Other within Investments and Qther Assets on the Cansclidated Balance Sheets,
16)  tncluged in Cther within Current Ulabilities and Other within Deferred Credits and Qther Liabilities on the Consolidated Balance Sheets.

The following table provides a reconciliation of beginning and ending balances of assets measured at fair value on a recurring basis where

the determination of fair value includes significant unobservable inputs (Level 3%

Rolfforward of Level 3 Measurements

Available-for- Sale  Available-for-Saie
Auction Rate " NDTF
(in milligns) Securities Investments Total
Year Ended December 31, 2011
Balance at January 1, 2011 $12 547 $59
Met purchases, sales, issuances and settlements:
Purchases — 8 8
Sales 3 @
Total gains included on the Consalidated Balance Sheet as regulatory asset or lavility —_ 1 1
Balance at December 31, 2011 $12 $53 $65
Availablefor- Sale  Avallablefor-Sale
Auction Rate ’ NDTF
(in millions) Securities Investments Totai
Year Ended December 31, 2010
Balance at January 1, 2010 $ 66 $— % 66
Total pre-tax gains included in other comprehensive income:
Gains on availabie for sale securities and other 12 — 12
Net purchases, sales, issugnces and setiiements (68) 45 (21)
Total gains inciuded on the Consolidated Balance Sheet as regulatory asset or liability — 2 2
Balance at December 31, 2010 $12 %47 $59

Available-for-5ale
Auction Rate

{in mitlions) Securities
Year Ended December 31, 2009
Balance at January 1, 2009 $72
Total pre-tax unrealized losses included in Other Comprehensive income:
Losses on available for sale securities and other (6}
Balance at December 31, 2009 $56
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DUKE ENERGY CORPORATION

* DUKE ENERGY CARCLINAS, LLC *

DUKE ENERGY OHIC, INC. * DUKE ENERGY INDIANA, INC.

Cambined Notes to Consolidated Financial Statements - (Continued)

Duke Energy Chio

The following tables provide the fair value measurement
amounts for assets and liabilities recorded on Duke Energy Ohio's
Consolidated Balance Sheets at fair value at December 31, 2011
and December 31, 2010. Amounts presented in the tables below
exclude cash collateral amounts which are disclosed separately in
Note 14,

Total Fair Value
Amounts at
December 31,
(in miltions} 2011  Levell Level2 leveld
Description
Derivative assets@ $56  $42 $5 5 9
Perivativa
liabilities® - (30 {10} 8) (12)
Net Assets %26 $ 32 $(3) $ (3)

(@) Included in Other within Current Assets and Other within Investments and Other Assets
on the Consolidated Balance Sheets.

&) Included in Other within Curent Liabilities and Other within Defarrad Credits and Other
Liabilities an the Consalidated Balance Sheets.

Total Fair Value

Amounts at

December 31,
(in millions) 2010 Llevell level2 level3

Description

Derivative assets® $ 59 $20 $6 $33
Derivative liabilities®® (32) 7 (%) (20)

Net (Liabilities} :
Assets 27 $13 $1 $13

tal  Included in Other within Current Assets and Other within frivastments and Other Assets
on the Consolidated Balance Sheets.

(b} Inciuded in Other within Current Liabilities and Other within Defarred Credits and Cther
Liahiltties on the Consclidated Balance Sheets.

The following table provides a reconciliation of beginning and
ending balances of assets measured at fair value on a recurring basis
where the determination of fair value includes significant
unobservable inputs (Leve! 3):

Rollforward of Level 3 Measurements

Derivatives
{net)
Year Ended December 31, 2011
Balance at January 1, 2011 $13
Total pre-tax realized and unrealized lossas included in
eamings:
Revenue, non-regulated electric and other )
Met purchases, sales, issuances and settlements:
Settlements (14)

Total gains included on the Consolidated Balance
Shest as regulatory asset or liablity or as
non-current liability 2

Balance at December 31, 2011 $ (3}

There were insignificant amounts included in the
Consolidated Staterents of Cperations related to Level 3
measurements outstanding at December 31, 2011.

Year Ended December 31, 2010
Balance at January 1, 2010 3 7
Total pre-tax realized and unrealized gains (losses)
included in earnings:
Revenue, non-regulated electric and ather g
Fuel used in electric generation and purchasad

power-non-regulated (12)
Total pre-tax losses included in other camprehensive
income; :
Losses an commodity cash flow hedges (1)
Net purchases, sales, issuances and settlements &

Total gains included on the Consolidated Balance
Sheet as regulatory asset or Hability or as
non-current liability 3

Balance at December 31, 2010 $13
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Combined Notes to Consolidated Financial Statements - (Continued)

Derivatives
(net}
Pro-tax amaounts included in the Cansalidated Statements of Operations related to Lavel 3 measurements outstanding at Decernber 31,
2010: .
Revenue, non-regulated electric and other ' - $.17
Total ) x ‘ $17
Year Ended December 31, 2009 . )
Balance at January 1, 2009 38
Total pre-tax realized and unrealized (losses) gains included in earnings: :
Ravenue, non-reguiated electric and other ®)
Fuel used in electric generation and purchased power-non-regulated 16
Total pre-tax gains included in ather comprehensive incams;
Geains on commaodity cash flow hedges . : 1
Net purchases, sales, issuances and settlements .. B
Total losses included an the Consolidated Balance Sheet as regulatory asset or liability or as non-current liability (18)
Balance at December 31, 2009 $ 7
Pre-tax amaunts included in the Consolidated Statements of Operations related to Level 3 measurements outstanding at December 31,
2009: :
Fue! used in electric generation and purchased power-non-regulated ) . - {12)
Total : $(12)

Duke Energy Indiana

The foliowing tables provide the fair value measurement amounts for assets and liabilities recorded on Duks Energy Indiana's Consofidated
Balance Shests at fair value at Decernber 31, 2011 and December 31, 2010. Amounts presented in the tables below exciude cash collateral
amounts. ‘ :

Total Fair Value
Amounts at
‘ December 31, ]
{in millions) 2011 levell LevelZ2 Level3
Description ‘ - -
Available-for-sale aquity securitiesia $ 46 $46 $ — $—
Availabte-for-sate debt securities - 23 - 23 —
Derivative assets'® ’ 4 — — 4
Total Assets ‘ 78 46 28 4
Derivative liabilitigst : ‘ (69) 1 (68) —
Met Assets $ 9 $45 ${40) $4
(a) Included in Other within lnvestments and Other Assets on the Cansolidated Balance Sheets.
{t) Included in Gther within Current Assets on the Consclidated Balance Sheets,
¢} inchuted in Other within Currert Liatilities and Cther within Deferred Credits and Cther Liabilities on the Consolidated Balance Sheets.
Total Fair Value
Armoeunts at
Decemnber 31,
{in millions) 2010 Llevell Level?2 Level 3
Description ‘
Available-for-sale equity securitiestl $47 $47 $— $—
Availabie-for-sale debt securitiest? 26 B 26 —
Derivative assets® 4 — — 4
Total Assets 77 47 26 4
Derivative liabilities 2) — 2) —
Net Assets 375 $47 %24 $4

(a) Included in Other within Investments and Other Assets on the Consalidated Salance Sheets.
(0 Included in Other within Current Assets on the Consolidated Balance Sheats.
(5} Included in Gther within Current Liabilities and Gther within Deferred Cradits and Other Liabilities on the Consalidated Balance Sheets.
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Combined Notes to Consolidated Financial Statements ~ {Continued)

Rollforward of Level 3 measurements

. . Derivatives
(in millions) (net)
Year Ended December 31, 2011 -
Balance at January 1, 2011 $ 4
Total pre-tax realized or unrealized galns included in earnings: _
Revenue, regulated electrict® : 14
Net purchases, sales, issuances and seftlements: -
Purchases®! ) 8
Settlernents 21
Tetal losses included on the Conso\ldated Balance Sheet as reguiatory asset or liability or as current or non-current liability (n
Balance at December 31,2011 - $ 4
la)  Amounts refate o financial transmissian rights.
Year Ended Detember 31, 2010
Balance at January 1, 2010 ) ’ $ 4
Net purchases, sales, issuances and seftiements ‘ ‘ {15)
Total gains included on the Consolidated Balance Shest as regulatory asset ar Nability or as current or non-current liability 15
Balance at December 31, 2010 $ 4
Year Ended December 31, 2009 : .
Balance at January 1, 2009 . $10
Net purchases, sales, issuances and seftlements - : o)
Total gains included on the Consclidated Balance Shest as regulatory asset or liability or as current or non-current lizbitity 3

Balance at December 31. 2009 ’ i $ 4

Additional Fair Value Disclosures — Long-term debt: : N

The fair value of financial instrurents, excluding financial assets and certain financial liahilities included in the scope of the accounting
guidance for falr value measuraments disclosed in the tables abaove, s summarized in the following tahle. Judgment is required in interpreting
market data to develop the estimates of fair value. Accordingly, the estimates determined as of December 31, 2011 and 2010 are not
necessarily indicative of the amounts the Duke Energy Registrants could have settled In current markets.

As of December 31, 2011

Duke Energy :
Duke Energy Cardlinas Duke Energy Ohio Duke Energy Indiana

Baok  Approximate Book  Approximate Book  Approximate Book  Approximate
{in millicns) - Valugi@ Fair Value  Valye® Fair Value Value Fair Value Value Fair Value

Lang-term debt, including currant
maturities $20,573 = $23,053 %9274 $10,629 $2,555 $2,688 $3,459 $4,048

(@) Incluges Nun-recourse long-term debt of varable interast entities of $249 million for Duke Energy and $300 million for Duke Energy Carolinas.

As ot December 31, 2010

Duke Energy . .
Duke Energy Carolinas . Duke Energy Ohic Duke Energy Incliana
Book  Approximate Baock  Approvimate Book  Approximate Bock  Approdimete
{in millions} Value Fair Value Value Fair Value Value Fair Vatue Value Fair Vaiue
Long-term debt, including current )
maturitiesta $18,210 $19484 37,770 $8,376  $2,564 $2,614 $3,472 $3,746

a)  Includes Norrecourse long-term debt of variable interest entities of $976 million for Duke Energy and $300 mitlion for Duke Energy Carolinas.
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Combined Notes to Consolidated Financial Statements ~ (Continued)

At both December 31, 2011 and December 31, 2010, the fair
value of cash and cash equivaients, accounts and nctes receivable,
accounts and nctes payable and commercial paper, as well as
restricted funds held in trust at Duke Energy Ohio, are not materially
different from their carrying amounts because of the short-term nature
of these instruments and/or because the stated rates approximate
market rates.

See Nate 21 for disclosure of fair value measurements for
investrments that support Duke Energy’s gualified, non-gualified and
other post-retirernent benefit plans.

16. INVESTMENTS IN DEBT AND EQUITY SECURITIES

The Duke Energy Registrants classify their investments in debt
and equity securities into two categories — trading and
available-for-sale. Investments in debt and equity securities held in
grantar trusts associated with certain deferred compensation plans
and certain other investments are classified as trading securities and
are reported at fair value in the Consolidated Balance Shests with net
realized and unrealized gains and losses included in eamings each
period. All athér investments in debt and equity securities are
classified as available-for-sale securities, which are also reported at
fair value on the Consolidated Balance Sheets with unrealized gains
and losses excluded from earnings and reported either as a regulatory
asset or liahility, as discussed further helow, or as a compenent of
other comprehensive income until realized.

Trading Securities. Duke Energy holds investments in debt and
equity securities in grantor trusts that are associated with certain
deferred compensation plans. At December 31, 2011 and 2010, the
fair value of these investments was $32 miltion and $29 million,
respectively. Additionally, at December 31, 2010 Duke Energy held
Windstream Carp. equity securities, which were received as proceeds
from the sale of Duke Energy's equity investment in Q-Comm during
the fourth quarter of 2010 (see Note 2). The fair vaiue of these
securities at December 31, 2010 was $87 million. Duke Energy -
subsequently sold these securities in the first quarter of 2011.
Proceeds received from the sale of Windstream eguity securities are
reflected in Net proceeds from the sale of equity investments and
other assets, and sales of and collections on notes receivable in the
Duke Energy Consolidated Statement of Cash Flows. -

Available for Sale Securities. Duke Energy's available-for-sale
securities are primarily comprised of investments held in the NDTF at
Duke Energy Carolinas, investments in a grantor trust at Duke Energy
Indiana related to other post-retirement benefit plans as reguired by
the IURC, Duke Energy captive insurance investment portfalio, Duke
Energy foreign operations investment portfolio, and investments of
Duke Energy and Duke Energy Carolinas in auction rate debt
securities. ’ :

The Investrments within the Duke Energy Carolinas NDTF and
the Duke Energy Indiana grantor trust are managed by independent
investrment managers with discretion to by, sell and invest pursuant
to the objectives set forth by the trust agreements. Therefore, Duke

Energy Carolinas and Duke Energy Indiana have limited oversight of
the day-to-day management of these investments. Since day-to-day
investment decisions, including buy and sell decisions, are made by
the investment manager, the ability to hold investments in unrealized
loss pasitions is outside the control of Duke Energy Carolinas and
Duke Energy indiana. Accordingly, all unrealized losses associated
with equity securities within the Duke Energy Carolinas NDTF and
the Duke Energy Indiara grantor trust are considered other-than-
temporary and are recognized immediately when the fair value of
individual investments is less than the cost basis of the investment.
Pursuant to regulatory accounting, substantially all urrealized losses
associated with investments in debt and equity securities within the
Duke Energy Carolinas NDTF or the Duke Energy Indiana grantor
trust are deferred as a regulatory asset, thus there is no immediate
impact on the earnings of Duke Energy Carolinas and Duke Energy
Indiana as a result of any other-than-temporary impairments that
wollld ctherwise be required to be recognized in eamings.

Far investments in debt and equity securities held in the captive
insurance investment portfolio and investments in auction rate debt
securities, unrealized gains and losses are included in other
comprehensive fncome until reaiized, unless it is determined that the
carrying value of an investment is other-than-temporarily impaired, at
which time the write-down to fair vaiue may be included in eamings
hased on the criteria discussed helow.

For available-for-sale securities outside of the Duke Energy
Caralinas NDTF and the Duke Energy Indiana grantor trust, which
are discussed separately above, Duke Energy analyzes all investment
holdings sach reporting period to determine whether a decline in fair
vaiue should be considered other-than-temporary. Criteria used to
evaluate whether an impairment associated with equity securities is
other-than-temperary includes, but is not limited to, the length of time
over which the market value has been lower than the cost basis of
the investment, the percentage decline compared to the cost of the
investment and management’s intent and ability to retain its
investment in the issuer for a period of ime sufficient to allow for any
anticipated recovery in market value. If a decline in fair value is
determined to be other-than-temporary, the investment is written
down to its fair value through a charge to eamings.

With respect to investments in debt securities, under the
accounting guidance for other-than-temporary impairment, f the
antity does not have an intent to sell the security and it is not mare
likely than not that management will be required to sell the debt
security before the recovery of its cost basis, the impairment write- |
down to fair value would be recorded as a component of other
comprehensive income, except for when it is determined that a credit
loss exists. In determining whether a credit loss exists, management

~ considers, among other things, the length: of time and the extent to
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which the fair vaiue has been less than the amertized cost basis,
changes in the financial condition of the issuer of the security; or in
the case of an asset backed security, the financial condition of the
underlying loan chligors, consideration of underlying collateral and
guarantees of amounts hy govemment entities, ahility of the issuer of
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the security to make scheduied interest or principal payments and
any changes to the rating of the security by rating agencies. If it is
determined that a credit loss exists, the amount of impairment write-
down to fair value would be split between the credit loss, which
would be recognized in eamnings, and the amount attributable to all
cther factcrs, which would be recognized in other cormprehensive
incomé. Since management believes, based on consideration of the
criteria above, that no credit ioss exists as of December 31, 2011
anhd 2010, and management does not have the intent fo sell such
investments in auction rate dett securities and the investrmenis in
debt securities within its captive insurance investment portfolio, and
foreign operations investment portfalio, and it is not more likely than
not that management will be required 10 sell these securities before
the anticipated recovery of their cost basis, management concluded
that there were no cther-than-temporary impairments necessary as of
December 31, 2011 and 2010. Accordingly, all changes in the
market value af investments in auction rate debt securities, captive
insurance investmments, and foreign operation investments were
reflacted as a component of ather comprehensive income in 2011
and 2010. See Note 15 for additional information related to fair value
measurernents for investments in auction rate debt securities.

Management will continue to manitar the carrying value of its
entire portfolio of investments in the future to determine if any
additional other-than-tempaorary impairment losses should be
recorded. ‘ :

Investmenits in debt and equity securities are classified as either
short-term investments or long-term investments based on
management's intent and ability 1o sell these securities, taking inte
consideration liquidity factors in the current markets with respect to
certain short-term investments that have historically provided for a
high degree of liquidity, such as investments in auction rate debt
securities.

Short-term investments.

During the year ended December 31, 2011, Duke Energy
purchased $190 million of corporate debt securities using excess
cash from its foreign operations. These investments are classified as
Short-Term Investments on the balance sheet and are available for
current operations of Duke Energy's foreign business. During the year
ended December 31, 2011, Duke Energy received proceeds on sales
of auction rate securities of approximately $59 million (par valug).
During the year ended December 31 2G10, thers were no purchases
or sales of short-term investments.

Long-term investments.

Duke Energy classifies its investments in debt and equity
sacurities held in the Duke Energy Carclinas NDTF {see Note 15 for
further information), the Duke Energy Indiana grantor trust and the
captive insurance investment portfolio as long term. Additionally,
Duke Energy has classified $71 miliion carrying value ($82 million
par value) and $1 18 million carrying value ($149 million par value)
of investrments in auction rate debt securities as long-term at

‘December 31, 2011 and 201G, respectively, due to market iII[quidIty

factors as a resuit of confinued failed auctions. All of these
investmants are classified as available-for-sale and, therefore, are
reflected on the Consolidated Balance Sheets at estimated fair value
based on either quoted market prices or management’s best estimate
of fair value based on expected future cash flaw using appropriate
risk-adjusted discount rates. Since management does nct intend to
use these investments In current operations, these investments are
classified as long term.

The cost of securities is determined using the specific
identification methed.

The estimated fair vaiues of investments classified as
available-for-sale are as follows (in millions):

Duke Energy )

December 31, 2011 December 31, 2010

Gross Gross Gross Gross -
Unreaiized Unrealized Estimated Unrealized Unrealized  Estimated
Holding Helding Fair Holding Holding Fair
Gainste! Losses@ Value Gainst Lossesi@ Value
Short-term Investments $ — $ — $ 190 $ — $ — L
Total short-term investments $ — § — % 190 $ — 5 — s —
Equity Securities $448 (18 $1,357 $481 $(16) $1,435
Corporate Debt Securities 9 3 256 12 (3) 270
Municipal Bonds 3 — 79 1 9 69
U.S. Govemment Bonds 17 —_ 327 10 {1 235
Auction Rate Debt Securities - (17) 71 — 31) 118
Qther 6 4) 229 11 {5) 274
Tatal long-term investments $483 $(42) 42,359 $515 $(65) $2,401

{a} The table above includes unrealized gains and losses of $473 million and $22 million, respactively, at Decermber 31, 2011 and unrealized gains and kosses of $505 million and $32
million, respectively, at December 31, 2010 associated with Investments Reld in the Duke Energy Carolinas NDTF. Adcfitianally, the table abave includes unrealized gains of $6 million
and §1 milien of unrealized losses at Decembar 31, 2011, and unreaiized gains of $6 million and an insignificant armount of unrealized osses, at December 31, 2010 associated with
investments held in the Duke Energy Indiana grantar trust. As disclssed above, unrealized losses on investments within the NDTF and Duke Energy Indiana grantor trust are deferred as
a regulatory asset pursuant to regulatory accounting treatment.
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For the years ended December 31, 2011 and 2009, a pre-tax gain of $6 millicn and $7 million, respectively were reclassified out of AQCI
into earnings. There were no reclassifications out of AQCI into earnings for the year ended December 31, 2010,

Debt securities held at December 31, 2011, which excludes auction rate securities based cn the stated maturity date, mature as follows:
$141 million in less than one year, $318 million in one o five years, $240 million in six to 10 years and $381 million thereafter.

The fair values and gross unrealized losses of available-for-sale debt and equity securities which are in an unrealized loss position for which
gther-than-temporary impairment losses have not been recorded in the Consclidated Staternent of Operations, summarized by investment fype and

length of time that the securities have been in a cantinuous lass position, are presented in the table below as of December 31, 2011 and 2010.
‘ As of December 31, 2011

As of Decermber 31, 2010

Unrealized Unrealized Unrealized Unrealized

Estimated Loss Loss  Estimated Loss Loss

Fair Position Position Fair Position Position

Valugi? >12months <12 months Valug® =12 months <12 monihs

Equity Securities . $123 (6} $(12} $ 85 (11} $ (5}
Corporate Debt Securities 258 {2} {11 73 (2 {2
Municipal Bonds 3 — -— 42 (8 (1
1J.S. Government Bonds 8 — — 38 — (1
Auction Rate Debt Securitiesto! 71 (17} — 118 (31 —
Other 121 .- {4} 84 {1) (3
Total long-term investments $584 $(25) $(17} $440 $(53) $(12)

(a) The table ahove includes fair values of $289 million and $226 million at December 31, 2011 and December 31, 2010, respactively, associated with invesiments held in the Duke
Energy Carclinas NDTF. Additionally, the table above includes fair values of $11 million and $5 million at December 31, 2011 and Cecermber 31, 2010, respectively, assosiated with

investmerts hekd in the Duke Energy Indiana grantor trust.

(b See Note 15 for Information about fair value measurements related to investments in auclion rate debt securilies.

Duke Energy Carolinas

December 31, 2011

December 31, 2010

Gross Gross Gross Gross
Unrealized Unrealized Estimated Unrealized Unrealized  Estimated
Holding Holding Fair Haiding Halding Fair
QGains Lossas Value Gains Losses Value
Equity Securities $443 $(1e}  $1,337 $475 . $(16)  $1,365
Corporate Debt Securities 8 (2} 205 10 3 227
Municipal Bonds 2 — 51 1 19} 43
LS. Government Bonds 16 — 306 10 —_ 224
Aucticn Rate Debt Securities — (3) 12 — (3) 12
Other 4 @ 161 9 (4) 155
Total long-term investments $473 $(25) $2,072 $505 $(35)  $2.026

Debt securities held at December 31, 2011, which excludes auction rate securities based on the stated maturity date, mature as follows:
$85 million in less than one year, $144 miilion in one to five years, $205 million in six to 10 years and $302 million thereafter.

The fair values and gross unrealized losses of available-for-sale debt and equity securities which are in an unrealized ioss position for which
other-than-temparary impairment losses have nat bsen recorded in the Consolidated Statement of Operaticns, summarized by investment type
and length of time that the securities have been in a continuous loss pbsition. are presented in the fable below as of December 31, 2011 and

Dacember 31, 2010.
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As of December 31, 2011 As of December 31, 2010
Unrealized Unrealized Unrealized Unrealized
Estimated Loss Loss  Estimated Loss Loss
Fair Position Position - Fair Position Position
Value >12months <12 months Value >12months <12 months
Equity Securities $111 (@ $(12) $ 79 an § 9
Corporate Debt Securities 57 (1) (1) 59 (2 {1
Municipal Bonds —_ — —_ 28 8 {1}
U.5. Government Bends -] — — 33 — —
Auction Rate Debit Securitiest 12 (3) — 12 (3) —
Other 113 {1} (3} 27 n (3)
Totat lang-term investments $301 ${9) $(186) $238 $(25) $10)

(a) See Note 15 for information about fair value measurgments refated to investrments in auction rate debt securities.

Duke Energy Indiana

December 31, 2011 December 31, 2010

Gross Gross Gross Gross
Unrealized Unrealized Estimated Unrealized Unrealized  Estimated
Holding Holding Fair Halding Holding Fair
Gains Losses Value Gains Losses Vailue
Equity Securities 55 (1 $46 $6 $— £47
Municipal Borkds 1 — 28 — — 26
Total long-term investments $6 $(1) $74 $6 $— $73

Debt securities held at Pecember 31, 2011 mature as follows: $1 million in less than one year, $20 miliion in one to five years, $6
million in six to 10 years and $1 million thereafter.

The fair values and gross unrealized losses of available-for-sale debt and equity securities which are in an unrealized loss position for which
aother-than-temporary impairment losses have not been recorded in the Consolidated Statement of Operations, summarized by investment type
and length of time that the securities have been in a continuous less position, are presented In the table below as of December 31, 2011 and
December 31, 2010.

As of December 31, 2011 As of December 31, 2010

Unrealized Unrealized Unrealized Unrealized

Loss Loss Loss Loss

Fair Position Position fFair Position Position

Value >12months <12months Value >12months <12 months

Equity Securities $8 5— $(1) $— $— $—
Municipal Bonds 3 — — 14 — —
Total long-term investmenis $11 $— $(1) $i4 $— $—

17. VARIABLE INTEREST ENTITIES

A VIE is an entity that is evaluated for consolidation using more than a simple analysis of voting control. The analysis to determine whether
an entity is a VIE considers contracts with an entity, credit support for an entity, the adequacy of the equity investment of an entity and the
relationship of voting power to the amount of equity invested in an entity. This analysis is performed sither upon the creation of a legal entity or
upon the occurrence of an event requiring reevaluation, such as a significant change in an entity's assets or activities. If an entity is determined
to be a VIE, a qualitative analysis of control determines the party that consolidates a VIE based on what party has the power to direct the most
sfgnificant activities of the VIE that impact its economic performance as well as what party has rights to receive benefits or is obligated to absorb
losses that are significant to the VIE. The analysis of the party that consolidates a VIE is a continual reassessment.
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CONSOLIDATED VIEs

The table below shows the VIES that Duke Energy and Duke Energy Carolings consolidate and how these entities impact Duke Energy's
and Duke Energy Carolinas’ respective Cansolidated Balance Sheets, Nane of these entities is consolidated by Duke Energy Ohia or Duke Energy
Indiana.

Other than the discussion below related to CRC, no financial support was provided to any of the consolidated VIES during the years ended
December 31, 2011 and 2010, respectively, or is expected to be provided in the future, that was not praviously contractually required.

Duke Energy
Duke Energy
Carolinas
Duke Energy
Receivables
Financing LLC
(in millicns} (DERF} CRC CinCapV Renewables Other Total -
At December 31, 2011 ’ ’
VIE Balance Sheets
Restricted Receivables of VIEs : ‘ $581 $547 $13 $ 13 $3 $1,157
Other Current Assets — — 2 124 8 134
Intangibles, net ’ — — — 12 — 12
Restricted Other Assets of VIEs ~— — 65 10 60 135
(Jther Assets : —_ — 14 36 —_ 50
Property, Plant and Equipment Cost, VIEs — - —_ 913 — 913
Less Accurnulated Depreciation and Amortization : —_— — —_ {62) — (62)
Other Deferred Cebits —_ — _ 24 2 26
Total Assets . . 581 547 - a4 1,070 73 . 2,365
Accounts Payable ‘ — - - 1 1 2
Non-Recourse Notes Payable —_ 273 —_ — — 273
Taxes Accrued : : S — — 3 - 3
Current Maturities of Long-Term Debt . ‘ L= — 11 . 49 5 65
Other Current Liabilities ‘ -— — 3 59 - — 62
Non-Recourse Long-Term Deit 300 — 60 528 61 949
Deferred Income Taxes — — —_ 160 — 160
Asset Retirement Obligation — —_ — 13 — 13
Cther Liakilities ' —_ — 13 37 — 50
Total Liabilities 300 273 B7 850 67 1,577
Noncontrolling interasts — — — — 1 1

Met Duke Energy Corporation Shareholders’ Equity $281 $274 $7 $ 220 $5 $ 787
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Duke Energy
Duke Energy
Carglinas
Duke Energy
Receivahles
Financing LLC
{DERF} CRC  CinCapV  Renewables  Cther Tetal
{in millions)
At December 31, 2610
VIE Balance Sheets : )
Restrictett Receivables of Vits $637 3628 $ 12 % 20 % 4 $1,302
Other Current Assets — — 4 282 8 294
intangibles, net — — — 13 — 13
Restricted Other Assats of VIEs — — 76 (2 65 139
Other Assets ‘ - — — 23 - = 23
Property, Plant and Equipment Cost, VIES — — — 892 50 942
Less Accumulated Depreciation and Amortization — — — (26} (29) . (65)
Other Deferred Debits — — — .24 3 21
Total Assets 637 629 115 1,203 a5 2,679
Accounts Payable — — — 2 2 4
Non-Recourse Notes Payable — 216 — — — 21e
Taxes Accrued . — — — 1 — -1
Current Maturities of Long-Term Debt - — 9. 45 7 6l
Other Current Liabiiities - — o 15 —_ 21
Non-Recourse Long-Term Deft 300 — 71 518 87 976
Deferred Income Taxes — — — 191 — 151
Asset Retirement Obligation —— - — 12 — 12
Other Liabilities. -— — 22 4 — 26
Total Liabilities 300 216 107. ‘ 789 96 1,508
Noncontrolling interests — — — : — 1 1
Net Duke Energy Corporation Shareholders' Equity $337 %413 $ 8 $ 414§ 2y $L.170

DERF.

Duke Energy Carolinas securitizes certain accounts receivatle
through DERF, a bankruptcy remote, special purpose subsidiary.
DERF is a whoily-owned Yimited tiability company of Duke Energy
Carolinas with a separate legal existence fram its parent, and its
assets are net intended to be generally available to creditors of Duke
Energy Carclinas. As a result of the securitization, on a daily basis
Cuke Energy Carofinas seils certain accounts receivable, arising from
the sale of electricity and/or related services as part of Duke Energy
Carolinas' franchised electric business, to DERF. In order to fund its'
purchaseé' of accourts receivahle, DERF has a $300 million secured
credit facility with a commercial paper conduit, which expires in
August 2013. Duke Energy Carolinas provides the servicing for the
receivables (collecting and applying the cash to the appropriate
receivabies). Duke Energy Carolinas’ barrowing under the credit
facility is limited to the amount of qualified recelvables sold, which
has been and is expected fo be in excess of the amount borrowed,
which is raintained at $300 millien, The debt is classified as long-
term since the facility has ar expiration date of greater than one year
from the balance sheet date.

The obligations of DERF under the facility are non-recourse to
Cuke Energy Carolings. Duke Energy and its subsidiaries have no
requiternent to provide liquidity, purchase assets of BERF or

guarantee performance. DERF is considered a VIE because the equity
capitalization is insufficient to support its operations. If deficiencies in
the net worth of DERF were to occur, those deficiencies wouid be
cured through funding from Duke Energy Carolinas. In addition, the
“most significant activity of DERF relates to the decisions made with
respect to the management of delinguent receivables. Since those
decisions are made by Duke Energy Carclinas and any net worth
deficiencies of DERF would be cured through funding from Duke
Energy Carclinas, Duke Energy Carolinas consolidates DERF.

CRC.

CRC was formed in arder to secure low cost financing for Duke
Energy Ohio, including Duke Energy Kentucky, and Duke Energy
Indiana. Duke Energy Chio and Duke Energy Indiana sefl on a
revelving basts at a discount, nearly all of their customer accounts
recaivable and related collections to CRC. The receivables which are
sold are selected in order to avoid any significant concentration of
credit risk and exclude delinquent receivables. The recelvabies sold
are secuitized by CRC through a facility managed by two unrelated
third parties and the receivables are used as coliateral for commercial
paper issued by the unrelated third parties. These loans provide the
cash portion of the proceeds paid by CRC to Duke Energy Chio and
Guke Energy Indiana. The proceeds attained by Duke Energy Ohio
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and Duke Energy Indiana frem the sales of regeivables are cash and
a subordinated note from CRC {subordinated retained interest in the
sold receivables) for a portion of the purchase price (typically
approximates 25% of the total proceeds). The amount bormowed by
CRC against these receivables is non-recourse to the general credit of
Duke Energy, and the associated cash cailections from the accounts
raceivable seld is the sole source of funds to satisfy the related debt
obligation. Borrowing is limited to approximately 75% of the
transferred recelvables. Losses on coflection in excess of the discount
are first absorbed by the equity of CRC and next by the subordinated
retained interests held by Duke Energy Chio and Duke Energy
Indiana. The discount on the receivables reflects interest expense plus
an allowance for bad debts net of a servicing fée charged by Duke
Energy Ohio and Duke Energy Indiana. Duke Energy Ohio and Duke
Energy Indiana are responsible for the servicing of the receivables
{collecting and applying the cash to the appropriate receivables).
Depending on the experience with collections, additional equity
infusions to CRC may ke required to be made by Duke Energy in
arder to maintain a minimum equity bafance of $3 million. For the
years ended December 31, 2011, 2010 and 2009, respectively,
Duke Energy infused $6 miliion, $10 miilion and $11 million of
equity to CRC to termedy net worth deficiencies. The amount
borrowed fluctuates based on the amount of receivables sold. The
debt is short tenm because the facility has an expiration date of less
than one year from the balance sheet date. The current expiration
date is October 2012. CRC is considered a VIE because the equity
capitalization is insufficient to support its operations, the power to
direct the most significant activities of the entity are not performed by
the equity holder, Cinergy, and deficiencies in the net worth of CRC
are not funded by Cinergy, but by Duke Energy. The most significant
activity of CRC relates fo the decisions made with respect to the
management of delinquent receivables. These decisions, as well as
the requirement to make up deficiencies in net worth, are made by
Duke Energy and not by Duke Energy Ohio, Duke Energy Kentucky
_or Duke Energy Indiana. Thus, Duke Energy consolidates CRC. Duke
Energy Ohio and Duke Energy Indiana do not consolidate CRC.

CinCap V.

CinCap V was created to finance and execute a power sale
agreement with Central Maine Power Company for approximately 35
MW of capacity and energy. This agreerment expires in 2016. CinCap
V is considered a VIE because the equity capitalization is insufficient
to support its operations. As Duke Energy has the power o direct the

maost significant activities of the entity, which are the decisions to
hedge and finance the power sales agreement, CinCap V is
consalidated by Duke Energy.

Renewables.

Duke Energy's renewable energy facilities include Green Frontier
Windpawer, LLC, Top of The Warld Wind Energy LLC and various
solar projects, all subsidiaries of DEGS, an indirect wholly-owned
subsidiary of Duke Energy.

These renewable energy faciiities are VIEs due to power
purchase agreements with terms that approximate the expected life of
the projects. These fixed price agreements effectively transfer the
commodity price risk to the buyer of the power. Duke Energy has
consolidated these entities since inception because the most
significant activities that impact the economic performance of these
renewable energy facilities were the decisions associated with the
siting, negotiation of the purchase power agreement, engineering,
procurement and construction, and decisions asscciated with
ongoing operations and maintenance related activities, all of which
were made solely by Duke Energy.

The debt held by these renewable energy facilities is
non-recourse to the general credit of Duke Energy. Duke Energy and
its subsidiaries have no requirement to provide liguidity or purchase
the assats of these renewable energy facilities. Duke Energy does not
guarantse performance except for an iImmaterial multi-purpose letter
of credit and various immaterial debt service reserve and operations
and maintenance reserve guarantees. The assets are restricted and
they cannot be pledged as collateral ar sold to third parties without

the prior approval of the debt holders.

Other.

Duke Energy has other VIEs with restricted assets and
non-recourse debt. These VIES Include certain cn-site power
generation facilities. Duke Energy consolidates these particular on-site
power generation entities because Duke Energy has the power to
direct the majority of the most significant activities, which, most
hotably involve the oversight of operation and maintenance related
activities that impact the economic performance of these entities.

During the second quarter of 2011, the customer for one of
these on-site generation facilities canceled its contract, As a result, the
entity providing the on-site gereration services no longer has any
activity or assets, other than a receivable with payments to be
collected through 2017, As of December 31, 2011, Duke Energy no
ionger consolidates this entity. '
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NON-CONSOLIDATED ViEs

The table below shows the VIEs that the Duke Energy Registrants do not cansolidate and how thess entities impact Duke Energy’s, Duke
Energy Chio’s and Duke Eneray Indiana’s respeactive Consoiidated Balance Sheets. As discussed above, whiie Duke Energy consolidates CRC,
‘Duke Energy Chio and Duke Energy Indiana do not censolidate CRC as they are nat the primary beneficiary.

Duke Energy , .
Duke Energy  Duke Eﬁergy
{in miliions; DukeMet  Renewables Other  Total " Ohie Indiana
At December 31, 2011
Consaolidated Balance Sheets : )
Receivatles $ — $— F — 3% — T $129 $139
Investments in equity method unconsolidated affiliates 129 81 25 235 — -
Intangibles —_ — 111 111 111 —
Total Assets 129 81 136 346 240 139
(ther Current Liabilities —_ —_ 3 3 — —
Deferred Credits and Other Liabilities — —_ 15 18 — —
Total Liabilities — — 21 21 — —_
Net Duke Energy Corporation Shareholders’ Equity $129 581 $I15 §325 $240 $139
Duke Energy
Duke Erergy  Duke Energy
{in millions) DukeNet  Renewables  Qther Taotal Ohio Indiana
At December 31, 2010
Consolidated Balance Sheets
Receivables 3 — $— $ — % — %216 $192
Investments in equity method unconsolidated afitliates 137 35 23 255 — —
Intangibles —_ — 119 119 119 —_
Total Assets 137 95 142 374 335 192
Qther Current Liakilities — — 3 3 — —
Deferred Credits and Qther Liabilities — — 28 28 —_ —
Tota! Liahilities — — 31 31 — —
Net Duke Energy Corporation Shareholders Equity $137 $95 $111  $343 - $335 $192

Ng financial suppor‘é that was not previously contractually
reguired was provided 1o any of the unconsolidated VIEs during the
years ended December 31, 2011 and 2010, respectively, or is
expected to be provided in the future.

With the excepfion of the pawer purchase agreement with the
Ohio Valley Electric Corporation (OVEC), which is discussed below,
and vatious guarantees, reflected in the table above as "Deferred
Credlits and Cther Liabilities”, the Duke Energy Registrants are not
aware of any situations where the maximum exposure ta Joss
significantly exceeds the carrying values shown above.

CRC.

Ag discussed above, CRC is consolidated only by Duke Energy.

Accordingly, the retained interest in the sold receivabies recorded on
the: Consolidated Balance Sheets of Duke Energy Ohio and Duke
Energy Indiana are eliminated in cansolidation at Duke Energy.
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The proceeds obtained from the sales of receivables are largely
tash but do include a subordinated note from CRE for a portion of the
purchase price (typically approximates 25% of the total proceeds).
The suthordinated note is a retained interest (right to receive a
specified portion of cash flows from the soid assets) and is classified
within Receivables in Duke Energy Ohio's and Duke Energy Indiana’s
Consolidated Balance Sheets at December 31, 2011 and 2010,
respectively. The retained interests reflected on the Consolidated
Balance Sheets of Duke Energy Chio and Duke Energy Indiana
approximate fair value.
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The carrying values of the retained interests are determined by
allocating the camying value of the receivables between the assets
sold and the interests retained based on relative fair value. Because
the receivabies generally turnover in less than tw months, credit
losses are reasonably predictable due to the broad customer base and
lack of significant concentration, and the purchased tenefictal interest
(equity in CRC) is subordinate to all retained interests and thus would
ahsaih losses first, the allocated basis of the subordinated notes are
not materially different than their face valug. The hypothetical effect
on the fair value cf the retained interests assuming botha 10% and a
20% unfavorable variation in credit losses or discount rates is not
material due 1o the short turnover of receivakles and historically low
credit loss history. Interest accrues to Duke Energy Ohio, Duke Energy
Indiana and Duke Energy Kentucky on the retained interests using
the accretakle yiefd method, which generaily approximates the stated
rate on the notes since the allocated basis and the face value are
nearly eguivalent. An impairment charge is recorded against the
carrying value of both the retained interests and purchased beneficial
interest whenever it is determined that an cther-than-temporary
impairment has occurred. The key assumptions used in estimating
the fair value in 2011 and 2010 is detailed in the following table:

2011 2010

Duke Energy Ohic

Anticipated credit loss ratio 0.8% 0.8%

Discount rate 26% 27%

Receivable turnaver rate 127% 12.6%
Duke Energy Indiana

Anticipated cradit loss ratio 0.4% (05%

Discount rate 26% 27%

Receivable turnaver rate 10.2% 10.2%

The following table shows the gross and net receivables sold as
of December 31, 2011 and December 31, 2010, respectively:

Duke Energy Ohio Duke Energy Indiana
Receivables sold as of
December 31, 2011 $302 $279
Less: Retained interests 129 139
Met raceivables sold as of
December 31, 2011 $173

$140

Duke Energy Ohic  Duke Energy Indiana

Receivables sold as of

December 31, 2010 $373 $284

Less: Retained interests 216 192
Net receivables sold as of

December 31, 2010 $157 $ 92

182

The following table shows the retained interests, sales, and cash
flows dufing the years ended December 31, 2011, 2010 and 2009
respectively: :

Duke Energy Ohio Duke Energy Indiana
Year Ended December 31,
2011 ’
Sales
Receivables sold $2,390 $2,658
Loss recognized on sale 21 16
Cash flows
Cash proceeds from
receivables sold $2,474 $2,674
Collection fees received 1 1
Return received on retained
interests 12 T 13
Duke Energy Ohio  Duke Energy Indiana
Year Ended December 31,
2010
Sales )
Receivables sold $2,858 $2,537
Loss recognized on sale 26 17
Cash flows
Cash proceeds from
receivables sold $2,809 $2,474
Collection fees received 1 1
Returm received on retained
interesis 15 13
Duke Enargy Onio  Duke Energy Indiana
Year Ended December 31,
2009
Sales
Recelvables sold $3,108 $2,398
Loss recognized on sale 26 15
Cash flows
Cash proceeds from
receivables sold $3.063 %2,353
Collection fees received 2 1
Return received on retained ’
interests 15 12

Cash flows from the sale of receivables are reflected within
Operating Activities an Duke Energy Chio's and Duke Energy
Indiana’s Consolidated Statements of Cash Fiows.

Collection fees received in connection with the servicing of
transferred accounts receivable are included in Operation,
Maintenance and Other on Duke Energy Ohio’s and Duke Energy
Indiana’s Consolidated Statements of Operations. The loss recognized
on the sale of receivables is calculated manthly by multiplying the
receivables sold during the menth by the required discount which is
derived monthly utilizing a three year weighted average formuta that .
considars charge-off history, late charge history, and turnover history
¢n the sold receivables, as well as a component for the time value of
money. The discount rate, or compenert for the time value of money,
is calculated monthly by summing the prior menth-end LIBCR plus a
fixed rate of 2.39%.
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DukeNet.

in 2010, Duke Enargy sold a 50% ownership interest in
DukeNet to Alinda. The sale resulted in DukeNet becorning a joint
venture with Duke Energy and Alincia each owning a 50% interest.
In connection with the formation of the new DukeNet joint venture, a
five-year, $150 million senior secured credit facility was executed
with a syndicate of ten external financial institutions. This crecit
facility is nor~recourse to Duke Energy. DukeMet is considered a VIE
because it has entered into certain contractual arrangements that
provide DukeNet with additional forms of subordinated financial
support. The most significant activities that impact DukeNet's
economic performance relate 1o fis business development and fiber
optic capacity marketing and management activities. The power to
direct these activities is jointly and equally shared by Duke Energy
and Alinda. As a result, Duke Energy does not consolidate the
DukeNet joint venturs, Accordingly, DukeNet is a non-consolidated
VIE that is reported as an equity method investment,

Unless consent by Duke Energy is given otherwise, Duke Energy
and its subsidiaries have no requirement to provide liquidity,
purchase the assets of DukeNet, or guarantee petfermance.

Renewables.

Duke Energy has investments in various entities that generate
electricity through the use of renewable energy technology. Some of
these entities, which werg part of the Catamount acquisition, are VIEs
which are not consolidated dug to the joint ownership of the entities
when they were created and the: power to direct and control key
activities is shared jointly Instead, Duke Energy's investment is
recorded under the equity method of accounting. These entities are
VIES due to power purchase agreements with terms that approximate
the expetted life of the project. These fixed price agreements
effectively transfer the commaodity prica risk to the buyer of the power.

Other.

Duke Energy has investments in various other entities that are
WIEs which are not consoiidated, The most significant of these
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investments s Duke Energy Ohic's 9% ownership interest in OVEC.
Through its ownership interest in OVEC, Duke Energy Ohio has a
contractual arrangement through June 2040 to buy power from
QVEC's pawer plants. The proceeds from the sale of power by OVEC
to its power purchase agreement counterparties, including Duke
Energy Ohio, are designed 1o be sufficient for OVEC to meet its
cperating expenses, fixed costs, debt amortization and interest
expense, as well as eam a return on egquity. Accordingly, the value of
this cantract is subject to variability due to fluctuations in power '
prices and changes in OVEC's costs of business, including costs
assaciated with its 2,256 megawatts of coal-fired generation
capacity. As discussed in Note 5, the proposed rulemaking on
cooling water intake structures, utiity boiler MACT, CSAPR and CCP's
could increase the costs of QVES which would be passed through o
Duke Energy Ghio. The initial canying value of this contract was
recorded as an intangible asset when Duke Energy acquired Cinergy
in April 2006.

in addition, the company has guaranteed the performance of
cerfain entities in which the company no longer has an eguity
interest. As a result, the company has a variable interest In certain
other VIEs that are non-consolidated.

18. EARNINGS PER SHARE

Basic Earnings Per Share (EPS) is computed by dividing net
incorme attributable to Duke Energy carnmen shareholders, adjusted
for districuted and undistributed eamings ellacated to participating
securities, by the weighted-average nurmnber of common shares
outstanding during the period. Diluted EPS is computed by dividing
net income attributable to Duke Enargy comman shareholders, as
adjusted for distributed and undistributed earnings allocated to
participating securities, by the diluted weighted-average number of
commen shares outstanding during the period. Diluted EPS reflects
the potential dilution that coukd nccur if securities or other agreements
fo issue common stock, such as stock options, phantom shares and
stock-based performance unit awards were exercised or setflied.
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The following tabie illustrates Duke Energy’s hasic and diluted EPS calculations and reconciles the weighted-average number of commaon
shares outstanding to the diluted weighted-average number of common shares outstanding for the years ended December 31, 2011, 2010,

and 2008.
Average

{in millions, except per share amounts) Income Shares EPS
2011
Income from continuing operations aﬂnbufable o Duke Energy commien sharehclders, as adjusted for pammpatmg

securities — basic $1,702 1,332 $1.28
Effect of dilutive securities

Stock options, performance and restricted stock ‘ . 1
Income from continuing operations atiributatle to Duke Energy common sharehoiders, as adjusted for participating

securities — diluted $1,702 1,333 %$1.28
2010
Income from continuing operations atfributable to Duke Energy comimen sharehoiders, as adjusted for participating . ‘

securities — basic $1,315 1,318 $1.00
Effect of dilutive securities: )

Stock options, performance and restricted stock 1
Income from continuing aperations attributahle to Duke Energy comman shareholders, as adjusted for participating

securities — diluted $1,315 1,319 $1.00
2009 .
Inceme from continuing operations attributable to Duke Energy common sharsholders, as adjusted for participating

securities — basic $1,061 1,293 $0.82
Effact of dilutive securitias:

Stack options, performance and restr\cted stock 1
Income from continuing operations attributable to Duke Energy common shareholders, as adjusted for participating

securities — diluted . . $1,061 1,294  $0.82

As of Decernber 31, 2011, 2010 and 2009, 7 miliion,

13 million and 20 million, respectively, of stock options, unvested
stock and performance awards were nat included in the “effect of
dilutive securities” in the above table hecause either the option
exercise prices were greater than the average market price of the
comman shares during thase periods, or perfofmance measures
related to the awards had net yet been met.

Beginning in the fourth quarter of 2008, Duke Energy began
issuing authorized but previously unissued shares of common stock
fo fulfilt obligations under its Dividend Reinvestrment Plan (DRIF) and
other internal plans, including 401(k} plans. During the years ended
December 31, 2610 and 2009, Duke Energy received proceeds of
$288 million and $494 million, respectively, from the sale of
common stock associated with these plans. Proceeds from the sale of
common stock associated with these plans were nat significant in
2011, Duke Energy has discontinued issuing new shares of common
stock under the CRIP.

19. SEVERANCE

2011 Severance Plans.

In conjuncticn with the proposed merger with Progress Energy, in
August 2011, Duke Energy announced plens to cffer a voluntary
severance plan to approximately 4,850 eligible employees. As this is a
veluntary plan, all severance benefits offered under this plan are

. considered special termination benefits under GAAP. Special

"
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termination benefits are measured upan employee acceptance and
recorded immediately absent a significant retention period. If a .
significant retention period exists, the cost of the special termination
benefits are recorded ratably over the remaiﬁing service periods of the
affected employess. Approximately 500 employees accepted the
fermination henefits during the voluntary window period, which closed
on November 30, 201 1. Duke Energy reserves the right fo reject any
request 1o volunteer based on business needs and/or excessive
participation. The estimated amaount of severance payments associated
with this voiuntary plan, contingent upon a successful close of the
praposed merger with Progress Energy, are expected to be
approximately $30 million.

2010 Severance Plans.

During 2010, the majority of severance charges were related to
a voluntary severance plan whereby efigible employees were provided
a window during which to accept termination benefits. As this was a
voluntary plan, afl severance benefits offered under this plan were
considered special termination benefits under GAAP. Special
termination benefits are measured upon employee acceptance and
recorded immediately absent a significant retention period. If a
significant retention pericd exists, the cost of the special termination
benefits are recorded ratably over the remaining service periods of the
affected employees. Approximately 900 employees accepted the
termination benefits during the voluntary window period, which
closed March 31, 2010, Future severance costs under Duke
Energy’s ongoing séverance plan, if any, are currently not estimable.
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Amounts included in the table below represent severance
expense recorded by the Duke Energy Registrants during 2010. The
Cuke Energy Registrants recorded insignificant amounts for severance
expense during 2011,

Year Ended

December 31,

2010@

Duke Energy $172
Duke Energy Carclinas 99
Duke Energy Ohio 24
Dule Energy Indiana 33

(@) These amounts ave recorded in Operagion, Maintenance and QOther within Operating
Expenses an the Consolidated Statements of Operations.

The severance costs discussed abave for the Subsidiary
Registrants include an allacation aof their preportionate share of
severance costs for émployees of Duke Energy’s shared services
affiliate that provides support to the Subsidiary Registrants. Amounts
included in the table below reprasent the severance liability recorded
by Duke Energy Caralinas and Duke Energy Indiana for employees of
those registrants, and excludes costs allocated from and paid by Duke
Energy's shared services affiliate.

Balance at Balance at

December 31, Provision/ Cash December 31,

{in millions) 2010 Adiustments Reductions 2011

Duke Erargy $87 $(2) $(53) $32
Duke Energy )

Carolinas 21 (2} (18} 1

Duke Erergy
Indiana 1 — (1) —

20. STOCK-BASED COMPENSATION

ror employee awards, equity classified stock-based
compensation cost is measured at the serdca inception date or the
grant date, based on the estimated achievement of certain
performance metrics or the fair value of the award, and is recognized
as experise or capitalized as a component of property, plant and
equipment over the requisite service period,

Duke Energy's 201C Long-Term Incentfve Pian {the 2010 Plan)
reserved 75 million shares of common stock for awards to employees
and outside directors. The 2010 Plan superseded the 2006 Long-
Term Incentive Plan, as amended (the 2006 Plan), and no additional
grants will be made from the 2006 Plan. Under the 2010 Pian, the
exertise price of each option granted cannct be less than the market
price of Duke Energy’s common stoek on the date of grant and the
maxitmum option term is 1Q years. The vesting periods range from
immediate to three years. Duke Energy has historically fssued new
shares upon exercising ar vesting of share-based awards. In 2012,
Duke Energy may use a combination of new share issuances and
open market repurchases for share-based awards which are exercised
or become vested; however Duke Energy has nat determined with
certainty the amount of such new share issuarces or open market
repurchases.

The 2010 Plan aliows for a maximum of 18.75 million shares
of comman stock to be issued undeat various stock-hased awards
cther than options and stock appreciation rights.

Stock-Based Compensation Expense

Pre-tax stock-based compensation expense racorded in the

Consolidated Staterments of Cperations is as follows:
For the Years Ended
December 31, .
(in millions) 2011@  2010% 20099
Stack Options $2 52 32
Phantom Awards 27 26 17
Performanca Awards 23 39 20
Cther Stock Awards — — 1
Tatal $52 $67 340

(a)  Excludes stock-brased ompensation cost capitalized a5 2 compaonant of propery, plant
and equipment of $2 million, $4 million and $4 million for the years ended
Decernber 31, 2011, 2010 and 2009, respectively,

The tax benefit associated with the stock-based cornpensation

expense for the years ended December 31, 2011, 2010 and 2009
was $20 miliion, $26 miliion and $16 million, respectively.
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Stock Option Activity Phantom Stock Awards
Weighted- : . _
Weighted- Average  Aggregate - Phantomn stock awards issued and outstanding under the 2010
Average  Remaining Intrinsic Plan and the 2006 Flan generally vest over perieds fram immediate
_ Options Exercise  Life  Valus o three years. The following table includes information related to
{in thousands) Price {inyearsi (in millions) Duke Energy's phantom stock awards.
Outstanding at
December Shares awarded  Fair valuels
31, 2010 13,881 $17 {in thousands)  (in millions)
Granted 1074 - 18 Years ended December 31, ,
Exercised (4,734 15 :
Forfeited or 2011 1,907 $34
axpired (3,954) 22 Egcl)o %8‘9‘; ‘ iz_’
Quitstanding at 2009 . , .
gle]?.elmber 3t 6.267 $15 1.6 341 {a} Based on the market price of Duke Energy’s comman stock at the grant date.
Exercisabte at . . )
December 31, _ The following table summarizes information about phantom
2011 4256 $1% C 27 $31  siock awards outstanding at December 31, 2011: ’
Options '
Expected to Weighted Average
Vst 2011 $17 86 $10 Shares  Per Share Grant
(in thousands) Date Fair Value
On December 31, 201C and 2009. Duke Energy had MNumber of Phantom Stock
12 million and 17 million exercisable options, respectively with a Awards:
weighted-average exercise price of $17 and $18, respectively. The Outstanding at December 31,

N ne . istelv th 2010 1,763 §17
options granted In 2011 were expensed immediately, thesefore, there Granted 1.907 18
is no future compensatian cost associated with these options. The Vested {1,057} 18
following table includes information related to Duke Energy’s stock Forfeited (46} 8
options. Outstanding at December 31,

2011 2,567 517
For the Years Ended , -
Phantom Stock Awards Expected
Decemoer 31, to Vest 2,503 $17
(in millions) 2011 2010 2009
Intrinsic value of options exercised - $ 26 $§ 2 % 6 | i f ine th
Tax benefit elated o options exercised 10 3 5 The total grant date fair value of the shares vested during the
Gash received fram optians exgtcised 74 14 ng  Yearsended December 31, 2011, 2010 and 2009 was $19
(in thousands of shares) million, $29 million and $23 millicn, respectively. At December 31,
Stock optians grantedie 1,074 1,103 603 2011, Duke Ensrgy had $19 millior of unrecognized compensation

7 (a) The options granted in 2011 ware exgensed immediately, therefare, there is na future
compensation cost assodiated with these options.

These assumptions were used to determine the grant date fair
value of the stock options granted during 2011:

Weighted-Average Assumptions for Option Pricing

Risk-free interest ratet 25%
Expected dividend yieid® 9.7%
Expected lifet 6.0 years
Expected volatil ity 18.8%
{a) The risk free rate i3 based upon the U.5. Treasury Constant Maturity rates as of the

grant date.

(b} The expected dividend yield is based upcn annualized dividends and the 1-year
average closing stock price.

(c) The expected life of options is desived from the simplified method approach.

(g Volatility is based upen 50% historical and 50% implied volatility. Historic volatility is
based on Duke Energy’s historical valatility over the expected life using daily stock
prices. Implied velatitty is the average for all option contracts with a term greater than
s manths using the strike prica closest ie the steck price on the valuation date,

cost which is expected to be recognized over a weighted-average
pericd of 2.5 years.

Performance Awards

Stock-based awards issued and outstanding under the 2010
Plan and the 2006 Plan generally vest over three years if
performance fargets are met. Vesting for certain stock-based
performance awards can occur in three years, at the earliest, if
performance is met. Certain performance awards granted in 2011,
2010 and 2009 contain market conditions based on the total
sharghoider return (TSR) of Duke Energy stock refative to a
pre-defined peer group {relative TSR). These awards are valued using
a path-dependent model that incorporates expected relative TSR into
the fair vatue determination of Duke Energy's performance-based
share awards. The model uses three year historical volatilities and
correlations for all cempanies in the pre-defined peer group, including
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Duke Energy, to simulate Duke Energy’s relative TSR as of the end of
the performance period. For each simulation, Duke Energy’s refative
TSR associated with the simulated steck price at the end of the
performance perfod plus expected dividends within the pericd results
in a value per share for the award portfolio. The average cf these
simulations is the expected partfolio value per share. Actual life to
date resuits of Duke Energy’s relative TSR for each grant is
incarporatad within the madel. Other performance awards not
‘containing market conditions were awarded in 2011, 2010 and
2009, The performance goal for the 2011 and 2010 award is Duke
Energy’s Return on Equity (ROE) over a three year period. The
performance goal for the 2002 award is Duke Energy's compounded
annua! growth rate of annual diluted EPS, adjusted for certain items,
over a three year period. All of these awards are measured at grant
date price. The following tabie includes information related to Duks
Energy’s performance awards.

Shates awarded  Fair valuef®
(in thousands)  (in millions)

Years ended December 21,
2011 1,294 $20
2010 2734 38
2009 3426 44

(a) Based on the market price of Duke Energy’s commen stock at the grant date.

The following table summarizes infarmation about stock-based
performance awards outstanding at the maximurm level at
December 31, 2011:

Weighted Average
Per Share
Shares Grant
(in thousands) Date Fair Value
Number of Stock-based
Parformance Awards:
Qutstanding at December 31,
2010 7,550 $14
Granted 1,294 la
Vested (2,111) 16
Foreited (363} 13
Outstanding at December 31,

2011 5,370 $14
Stock-based Performance Awards

Expected to Vst 6,212 $14

The total grant date fair value of the shares vested during the
years ended December 31, 2011, 2010 and 2009 was $33
million, $15 million and $20 miilion, respectively, At December 31,
2011, Duke Energy had $17 million of unrecognized compensation
cost which is expected to be recognized over a welghted-average
period of 1.5 years.
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Other Stock Awards

Cther stock awards issued and outstanding under the 1998
Plan vest over pericds from three to five years. There were no other
stock awards fssued during the years ended December 31, 2011,
2010 or 2008.

The following table summarizes information about ather stock
awards outstanding at December 31, 2011:

Weighted Average Per Share
Shares Grant
{in thousands} Date Fair Value
Number of Other Stock”
Awards:

Dutstanding at
December 31,

2010 131 £28
Vested (13D} 28
Forfeited — —

Dutstanding at
— $—

December 31, 2011

The total fair value of the shares vested during the years ended
December 31, 2011, 2010 and 2009 was $4 million, $1 million,
and $1 million, respectively.

21. EMPLOYEE BENEFIT PLANS

Duke Energy

Defined Benefit Retirement Plans

Duke Energy and its subsidiaries (including legacy Cinergy
husinesses) maintain qualified, non-contributory defined benefit
retirement plans. The plans cover most U.S. employees using a cash
balznce formula. Under a cash balance formula, a plan participant
accumulates a retirement benefit consisting of pay credits that are
based upon a percentage (which varies with age and vears of senvice)
of current eligible eamings and current interest credits. Certain legacy
Cinergy U.S. emplayees are covered under plans that use a final
average eamings formula. Under a final average eamings formula, a
plan participant accumulates a refirement benefit equal o a
percentage of their highest 3-year average earnings, plus a
percentage of their highest 3-year average earnings in excess of
covered compensation per year of participation (maximum of 35
years}, plus a percentage of their highest 3-year average earmings
times years of participation in excess of 35 years. Duke Energy also
maintains non-gualified, non-cortributory defined benefit retirement
plans which cover certain executives.
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Duke Erergy's policy is to fund amounts on an actuarial basis to
provide assets sufficient 1o meet benefit payments to be paid o plan
participants. The following tatle includas information related to Duke
Energy's contributions to its U.5. qualified defined benefit pensicon
plans.

For the Years Ended

December 31,
{in milfions) 2012 2011 2010 2009
Cantributions made — %200 $400  $800

Anticipated contributions $200 — — —

Actuarial gains and losses subject to amortization are amortized
over the average remaining $&rvice perind of the active amployees.
The average remaining service period of active employess covered by
the gualified retirement plans is ten years. The average remaining
service period of active emplovees covered by the non-qualified
retirement plans 7s nine years. Duke Energy determines the market-
related value of plan assets using a calculated value that recognizes
changes in fair value of the plan assets in a particular year on a
straight line basis over the next five years.

Net periodic benefit costs disclosed in the fables below for the
qualified, non-gualified and other post-retirement benefit plans
represent the cost of the respective benefit plan for the periods
prasented. However, portions of the net periodic benefit costs
disclosed in the tables below have been capitalized as a component
of property, plant and equipment, .

Duke Energy uses a December 31 measurement date for its
defined bensfit retirement plan assets and obligations,

Qualified Pension Plans

Components of Net Periodic Pension Costs: Qualified Pension
Plans

Far the Years Ended
‘December 31,

{in millions) 20i1@ 20106  2000@
Service cost $ % % % % 8%
Interest cost on projected benefit

obligation 232 248 257
Expected refurn on plan assets (384) (378) (362)
Amortization of prior service cost 6 5 7
Amortization of actuanial loss 77 50 2
Settlement and contractual termination

benefit cost — 13 —
Other ., : . 18 13 17
Net periodic pension costs $ 45 $ 52 % 6

{a) These amounts exclude $14 million, $16 million and $10 milkon for the years endad
Decernber 31, 2011, 2010 and 2009, respectively, of ragulatory asset amaortization
resulting from purchase accounting adjustments associated with Duke Energy's merger
with Cinergy in Aprif 2006, .
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Other Changes in Plan Assets and Projected Benefit Qbligations

Recognized in Accurnulated Other Comprehensive Income and
Regulatory Assets: Qualified Pension Plans

For the.Years Ended

December 31,
(in millions) 2011 2010
Regulatory assets, net increase $152 $ 350
Accumulated other comprehensive (income) lossi@ _
Deferred incame tax asset 10 143
Actuarial losses (gains) arising during the ’
year - : &0 (5)
Amortization of prior year actuarial losses (8} (16)
Reclassificatian of actuarfal gains (losses) o
regulatory assets ' ‘ 8 (365)
Arnortization of prior year prior service cost 1} (3
Reciassification of prior service cost to
regulatory assets ’ C— (19
Net armaunt recognized in accumulated cther
comprehensiva (income) loss $ 49 $(265)

{(a) Excludes actuarial losses of $2 million in 2011 and $3 million in 2010 recagnized in
other accumuiated comprehensive income, net of tax, associated with a Brazilian
retirement plan,

Reconciliation of Funded Status to Net Amount Recognized:
Qualified Pension Plans

As of and for the Years
Ended December 31,

{in millions) 2011 2010
Change in Projected Benefit Obligation
Obligation at prior measurement date %4.861 $4,695
Servica cost 56 .. 98
Interest ¢cost 232 248
Actuarial (gains) losses (7 - 190
Plan amendments 18 2
Settlement and contractual termination

henefit cost — 13
Benefits paid (320) (383)
Chligation at measurement date $4,880 $4,861

The accumulated benefit obligation was $4.661 million and
$4,611 million at December 31, 2011 and 2010, respectively.

As of and for the Years
Ended December 31,

{in millicns) 2011 2010
Change in Fair Vaiue of Plan Assets ) ‘

Plan assets at prior measuremart date $4,797 $4,224
Actual return on plan assets 64 556
Benefits paid (3200 (383
Employer contributions 200 400
Plan assets at measurement date $4,741 $4,797
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Amounts Recognized in the Consolidated Balance Sheets:
Qualified Pension Plans

Assumptions Used for Pension Benefits Accounting
As of December 31,

The following tabfe provides the amounts refated to Duke (percentages) 2011 2010 2009
Energy's qualified pension plans that are reflected in Other within Benefit Obligations
Investments and Other Assets and Cther within Deferred Credits and Discount rate 510 500 550
Other Lizhilities on the Consolidated Batance Sheets at December 31, Salary increase (graded by age) 440 410 440
2011 and 2010: 2011 2010 2009
As of December 31,  Net Periodic Berefit Cost
- Discount rate 500 350 650
(in miflions) 2011 2010 Salary increase 4,10 450 450
Prefundex! pension cost 5 — %101  Expected long-term rate of retum on plan
Accrued pension liabitity (139) (1565) assets 825 850 850
izad $(139) 3 (64) . )
Nef amount eooe@ The discount rate used to determine the current year pension

The foliowing tabie provides the amounts refated to Duke
Energy’s qualified pension plans that are reflected in Other within
Regulatory Assets and Deferred Debits and AQCH on the Consolidated
Balance Sheets at Decemnber 31, 2011 and 2010

As of December 31,

(in miNions) 2011 2010
Regulatory assets $1411 $1,259
Accurmulated other comprehensive (income) loss

Deferred income tax asset {73) (63)

Prior service cost 4 5

Net actuarial loss 201 141
Meat amount recognized in accumulated other

comprehensive {incoma) losst! $ 132 & 83

{a) Excludes accurmnuiated otber comprehensive income of $19 million and $17 million as
of Decernber 21, 2011 and 2010, respectively, net of tax, associated with 2 Brazilian

obligation and following vear's pension expense is based on a bond
selection-sefilernent portfolio approach. This approach develeps a
discount rate by selecting a portfolic of high quality corporate honds
that generate sufficient cash fiow to provide for the projected benefit
payments of the plan. The selected bond portfolic is derived from a
universe of non-callable corporate tonds rated Aa quality or higher,
After the bond portfolio is selected, a single interest rate is dstermined
that equates the present value of the plan's projected benefit
paymenis discourted at this rate with the market value of the bonds
selected.

Non-Qualified Pension Plans

Companents of Net Periodic Pension Costs: Non-Qualified Pension
Plans

For the Years Ended

retiremant plan.
. . December 31,
Of the amounts above, $38 milfion of unrecognized net o £
actuarial loss and $5 million of unrecognized pricr service cost will be (in millions) 2011 2010 2009
recognized in net periodic pension costs in 2012. Service cost ) . $1 %1 $2
interest cost on projected benefit obligation 8 9 10

- . . . L Amartization of prior service cost - 2 2 2
Additional Information: Qualified Pension Plans Setflement crediit - e O
Information for Plans with Accumulated Benefit Obligation in Net periedic pension costs $11 $12 $13
Excess of Plan Assets

As of December 31,
(in millions) 2011 2010
Projectad benefit obligation $— $1,0582
Ac,:umulated benefit obligation — 956
Fair vatue of plan assets - 251
189
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Other Changes in Plan Assets and Projected Benefit Obligations

Recognized in Regulatory Assets, Regulatory Liabilities and
Accumulated Other Comprehensive Income: Non-Qualified
Pension Plans

For the Years Ended

December 31,
(in millions) 2011 2010
Regulatory assefs, net increasa $2 $23
Regulatory liabilities, net increase 7 3
Accumulated other comprehensive (income) loss
Deferred income tax asset 1 8
Actuarial fosses (gafns) arising during the
vear 1 8}
Reclassification of actuarial losses o
regulatory assets - (1}
Amartization of prior vear prior service cost — (2)
Reclassification of prior services cost i
regulatory assets — 1)
Reclassification of prior services cost to
regulatory Yiabitities - — &
MNet amount recognized in accumulated other
comprehensive (income) loss $— $(12)

Reconciliation of Funded Status to Net Amount Recognized:
Non-Qualified Pension Plans

As of and for the Years

Ended December 31,
(in millions) 2011 2010
Change in Projected Benefit Obligation
Obligation at prior measurement date $167 $173
Service cost 1 1
Iterest cost - 8 3
Actuarial losses (gains) (2) 2
Benefits paid (14) (18)
Obligation at measurement date $160 $167

. Change in Fair Value of Plan Assets

Benefits paic $(14) (18)
Employer contributions 14 18
Plan assets at measurement date $ — $ —

The accurmulated benefit obligation was $151 million and
$160 million at Decernber 31, 2011 and 2010, respectively,
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Amounts Recognized in the Consolidated Balance Sheets:
Non-Qualified Pension Plans

The following table provides the amounts related to Duke
Energy's non-gualified pension plans that are reflecied in Ciher within
Deferred Credits and Other Liabilities on the Consolidated Balance
Sheets at December 31, 2011 and 2010:

As of December 31,
(in millions) 2011 2010
Accrued pension liabilityte! $(160} $167)

(a) Includes $17 million and $19 million recognized in Other within Current Liabilities on
the Consclidated Balance Sheets as of December 31, 2011 and 2010, respectively.

The following table provides the amounts refated to Duke
Energy’s non-qualified pension plans that are reflected in Other within
Regulatory Assets and Deferred Debits, Other within Deferred Credits
and Other Liabilities and AQCI on the Consclidated Balance Sheets at
December 31, 2011 and 2010:

As of December 31,

{in mifions) 2011 2010
Regulatory assets $25 $23 -
Regulatary liahilities 10 3
Accumulated other comprehensive (income) loss

Deferred income tax (asset) liability — 1

Prior service cost — 1

Net actuarial loss (gain) 1 n
Met amount recognized in accurmulated ather

comprehensive {income) loss $1 $1

Of the amounts above, $1 million of unrecognized prior service
cost and $1 million of unrecognized net actuarial loss will be
recognized In net periodic pension costs in 2012.

Additional Information: Non-Qualified Pension Plans

Information for Plans with Accumulated Benefit Obligation in
Excess of Plan Assets

As of December 31,
{in millions) 2011 2010
Prejected benefit obiigation $180 $167
Accurnulated benefit obligation 151 160

Fair value of plan assets - —

Assumptions Used for Pension Benefits Accounting

As of December 31,

(percentages) 2011 2010 2009
Benefit Obligations
Discount rate 510 500 5.50
Salary increase (graded by age) 440 410 450

2011 2010 2009
Net Periodic Benefit Cost
Discount rate 500 5B0 650
Salary increase 410 450 450
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The discount rate used to determine the current vear pension
obligation and following year's pension axpense is based on & bond
selection-seftlement portfolic approach. This approach develops a
discount rate ty selecting a porifolio of high quality corporate bonds
that generate sufficient cash flow to provide for the projected benefit
payments of the plan. The selected bond portiolio Js derived from a
universe of non-caliabie corporate bonds rated Az guafity or higher,
After the bond portfolio is selected, a single interest rate is determined
that equates the present value of the plan’s projected benafit
payments discounted at this rate with the market value of the bonds
selected. :

Other Post-Retirement Benefit Plans

Duke Energy and most of its subsidiaries provide scme health
care and fife insurance benefits for.retired employess on a
contributary and non-contributery basis. Employees are eligibie for
these benefits if they have met age and service requirements at
retirement, as defined in the plans.

Duke Energy did not make any pre-funding contributions to its
other post-retirement benefit plans during the years ended
December 31, 2011, 2010 or 2009. '

These benefit costs are accrued over an employee’s active
service period to the date of full benafits eligibility. The net |
unrecognized transition obligation is amortized aver 20 years.
Actuarial gains and losses are amortized over the average remaining
service period of the active employees. The average remaining service
period of the active employess covered by the pian is 11 years.

Components of Net Periodic Other Post-Retirement Benefit Costs
For the Years Ended

December 31,

(in mitlions) 20119 2010 2009
Sarvice cost $ 7 $ 7 $ 7
tnterest cost on accumulated post- .

retirement benefit obligation 35 38 45
Expected return on plan assets (15 (15} {16}
Amgrtization of prior service credit 8) (8 (8
Amartization of net ransition lability 10 11 1Q
Amortization of actuarial gain (3) (5} (5
Net periodic other post-retirement benefit

costs $26 $28 $34

{a} These amounts exclude $8 million, $3 million and 3 million for the years ended
Oecember 31, 2011, 2010 and 2009, respectively, of regulatony asset amortization
resulting from purchase actounting adjustments associated with Duke Energy’s mergar
with Cinergy in April 2006,

The Medicare Prescription Drug, Impravement and
Madermization Act of 2003 (Modemization Act) infroduced a
prescription drug henefit under Medicare (Medicare Fart D) as well as
a federal subsidy to sponsors of retiree health care benefit plans.
Accounting guidance issued and adopted by Duke Energy in 2004
prescribes the appropriate accounting for the federal subsidy. The
after-tax effect on net periodic post-retirement benefit cost was a

_decrease of $3 million in 2011, $4 million in 2010 and $3 million

in 2009, Duke Energy recognized a $1 miilicn subsidy receivable as
of December 31, 2011 and 2010, which is included in Receivables
on the Consolidated Balance Sheets,

Other Changes in Plan Assets and Projected Benefit Obligations
Recognized in Accumulated Gther Comprehensive Income,
Regulatory Assets and Regulatory Liahilities: Other Post-
Retirement Benefit Plans

For the Years Ended
December 31,
(in millions) 2011 2010
Regulatory assets, net decrease $22)  $14)
Regulatory liabilities, net increasa {decrease) 21 (5}
Accumidlated other comprehensive {income) loss
Deferred income tax liability 1 1
Actuarial (gain) loss arising during the year — (3
Amortization of prior vear actuarial gains : 1 i
Reclassification of actuarial losses to tegulatory
liahilities — (8)
Amortization of prior year priar service cradit — 2
Reclassification of prior service credit {o
regulatory liabilities — 4
Amertization of prior year net transition liability C— (2)
Reclassification of net transition lizbility to
regulatory liabilities — (2)
Net armaunt recognized in accumulated ather
comprehensive {income} loss $ (2

$ 2

Reconciliation of Funded Status to Accrued Other Post-Retirement
Benefit Costs

As of and for ihe Years

Ended
December 31,

(in millions) 2011 2010
Change in Benefit Obligation
Accumulated post-retirement benefit obigation at

prior measurerment date $723 $728
Service cost ‘ 7 7
Interest cost 35 38
Plan participants’ contributions 32 35
Actuarial gain {55 (12}
Benefits paid (83} (79}
Eatly retiree reinsurance program subsicly 3 -
Accrued retiree drug subsidy 5 5
Accumulated post-retirement benefit obiigation at

measurement date ‘ $667 3723
Change in Fair Value of Plan Assets
Plan assets at prior measurement date $186 %169
Actual retum on plan assets 4 19
Benefits paid (83) (79}
Empioyer contributions 42 42
Plan parlicipants’ contributions 32 RES
Pian assets at measurement date $i81 $186
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Amounts Recognized in the Consolidated Balance Sheets: Other
Post-Retirement Benefit Plans

The following table provides the amounts related to Duke
Energy's other post-retirement benefit plans that are reflected in Other
within Deferred Credits and Other Liabilities on the Consolidated
Balance Sheets at December 31, 2011 and 2010:

As of December 31,
(in millicns) 2011 2010
Accrued other post-retiremnent liahility'® $(486) (53D

{a) Includes $3 million and $2 million recognized in Other within Current Liabilities on the
Consglidated Balance Sheets as of Decermber 31, 2011 and 2010, respectively.

The following table provides the amounts related to Duke
Energy's other post-retirement benefit plans that are refiected in Other
within Regulatory Assets and Deferred Debits, Other within Deferred
Credits and Other Liabilities and ACCI on the Censolidated Balance
Sheets at December 31, 2011 and 2010:

As of December 31,
{in millions) 2011 2010
Regulatory assets $ 37 $59
Regulatary liabilities 107 86
Accurnulated other comprehensive (incomelloss:
Deferred income tax liability 4 3
Prior service credit (3} (3
Net actuarial loss (gain} (5} (7
Met amaunt recognized in accumulated ather
comprehensive (income)/loss $ B 3

Of the amounts above, $8 million of unrecognized net transition
obligation, $6 million of unrecognized actuarial gains and $8 miliion
of unrecognized prior service credit {which will reduce pension
expensa) will be recognized in net periodic pension costs in 2012,

Assumptions Used for Other Post-Retirement Benefits Accounting

The discount rate used to determine the current year other post-
retirement benefits obligation and foliowing year's other post- .
refirement benefits expense is based on a bond sefection-settlement
portfolic approach. This approach develops a discount rate by
selecting a partfolio of high quality corporate bonds that generate
sufficient cash flow to provide for the projected benefit payments of
the plan. The selected bond portfolio s derived from & universe of
non-caliabie carporate bonds rated Aa quality ot higher. After the
hond portfolio is selected, a single interest rate is determined that
equates the present value of the plan’s projected benefit payrments
discountad at this rate with the market value of the bands selected.

Assumed Health Care Cost Trend Rate

2010

2011
Health care cost trend rate assumed for next yvear 8.75% B8.50%
Rate to which the cost trend is assumed to decline (the
uitimate trend rate) : 5.00% 5.00%
Year that the rate reaches the ultimate trend rate 2020 2020

Sensitivity to Changes in Assumed Health Care Cost Trend Rates

1-Percentage- 1-Percentage-
{in millions) Paint Increase Point Decrease
Effect on total service and interest
costs $ 2 2
Effect on post-retirement benefit
obligation 31 (28)

Expected Benefit Payments: Defined Benefit Retirement Plans

The following table presents Duke Energy's expected benefit
paymenrtts to participants in its qualified, non-qualified and other post-
retirement benefit plans over the next 10 years, which are primarity
paid out of the assets of the various trusts. These benefit payments
reflect expected future service, as appropriate.

As of December 31,
Non-  Other Post-
(percentages) 2011 2010 2009 Qualffied  Qualified  Retirement
Determined Benefit Obligations {in millions} Plans Plans Plangs  Total
Di ie . . .
iscount rate 5.10 5.00 5.50 Years Ended December 31,
2011 2010 200% 2012 $ 463 $17 $ 49 $§ 529
Net Pericdic Benefit Cost 2013 451 15 52 518
Discount tate 5.00 550 650 2014 440 17 53 5l
Expected long-term rate of retumn on 2015 434 14 54 502
plan assets 5.36-8.25 5.53-8.50 553-8.50 2016 428 13 55 496
Assumad tax rate® 35.0 35.0 35.0 2017 - 2021 2,050 64 270 2,384

(a) Applicable o the health care portion of funded post-retirement banefits,
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{a) Duke Energy expects to receive future subsidies under Medicare Part D of $4 million in
2012 and 33 million in gach of the years 2013-2016, and a total of $15 million
during the years 2017-2021.
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Plan Assets

Master Retirement Trust. Assets for both the qualified pension
and ather post-retirement benefits are maintained in a Master
Retirement Trust {Masfer Trust). Approximately 7% of Master Trust
assets were allacated to qualified pension plans and approximately
3% were allocated to cther post-retirement plans, asof
December 31, 2011 and 2010. The Investment objective of the
Master Trust is to achieve reasonable returns, subject to a prudent
level of partfalio risk, for the purpose of enhancing the security of
henefits for plan participants. The long-term rate of return of 8.00%
as of December 31, 2011, for the Master Trust was developed using
a weighted-average calculation of expected returns based prirmarily on
future expected retums across assat classes considering the use of
active asset managers. The following table includes the weightad-
average retums expected by asset classes:

Weighted-
average
retums
expected
Asset Class
.5, Equities 2.61%
Non-U.5. Equities 1.50%
Global Eguities 0.99%
Debt Securities 1.69%
Global Private Equity 0.37%
Hedge Funds 0,24%
Real Estate 0.30%
Other Glokal Securities 0.30%

The asset allocation targets were set after considering the
investment objective and the risk profile. U.S. equities are held for
their high expected return. Non-U.S. equities, debt securities, and
rea! estzte are held for diversification. Investments within asset
classes are to be diversified to achieve broad market participation and
reduce the impact of individual managers or investments. Duke
Energy regularly reviews its actual asset allocation and periodically
rebalances its Investments to the targeted aliccation when consideted
-appropriate,

The Duke Energy Subsidiary Registrants’ qualified pension and
other post-retirement henefits are derfved from the Master Trust, as
such, each are ailocated thelr proportionate share of the assets
discussed below, -

The following table presents target and actual asset aflocations
for the Master Trust at December 31, 2011 and 2010:

Percentage at

December 31,
Target -
Allocation 2011 2010
Asset Category -
LS. equity securities 28% 28%  30%
Non-U.5. equity sectirities 15 15 19
Global eguity securities 10 9 10
Debt securities 32 32 27
Global private equity securities 3 1 —
Hedge funds 4 3 3
Real estate and cash 4 9 7
Cther global securities 4 3. 4
Total - 100% 100% 100%

VEBA I/Il. Duke Energy also invests other post-retirement assets
in the Duke Energy Carporation Employee Benefits Trust (VEBA 1), As
of December 31, 2010, Duke Energy invested in the Duke Energy
Corporation Post-Retirement Medical Benefits Trust (VEBA ). The
investment ctjective of VEBA | is to achieve sufficient returns, subject
ta a prudent level of portfolio figk, for the purpose of promating the
secUrity of plan benefits for participants. VEBA | is passively
managed. '

The following tables present target and actual asset allocations
for the VEBA | and VEBA Il at December 31, 2011 and 201C:
Parcentage at
December 31,
Target ———M—
VEBA | Aliocation 2011 2010
Asset Category
L.5. equity securities % 20% 22%
Debt securities 45 31 34
Cash 25 49 44
Total 100%  100%  100%
Percentage at
VEBA II December 31,
Targst —— ——
Allocation 2011 2010
Asset Category
1J.S. equity securities —% —% 1%
Debt securities — —_ 6%
Cash — — 0
Total —% —% 100%
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Fair Value Measurements.

The accounting guidance for falr value defines fair value,
establishes a framework for measuring fair value in GAAP in the U.S,
and expands disclosure requirements about fair value measurements.
Urnder the acoounting guidance for fair value, fair value is considered
fo be the exchange price in an orderly transaction between market
participants to sell an asset or transfer a liabifity at the measurement
date. The fair value definftion focuses on an exit price, which is the
price that would be received by Duke Energy to sell an asset or paid
to transfer a liability versus an entry price, which would be the price
paid to acquire an asset or received 1o assume a liability. Aithcugh
the accounting guidance for fafr value does not require additicnal fair
value measurements, i applies to ather accounting pronouncaments
that require or permit fair value measurements.

Duke Energy classifies recurring and non-recuning fair value
rmeasurements based on the following fair vatue hierarchy, as
prescribed by the accounting guidance for fair value, which prioritizes
the inputs to valuation techniques used to measure fair value into
three levels: '

Level 1 — unadjusted quoted prices in active markets for
identical assets or liabiiities that Duke Energy has the ability to
access. An active market for the asset or liahility Is one in which
transactions for the asset or liability occurs with sufficient
frequency and volume to provide ongoing pricing information.
Duke Energy does not adjust quoted market prices on Level 1
fior any blockage factar,

Level 2 — a fair value measurerment utilizing inputs other than
a quated market price that are observable, either directly or
indirectly, for the asset or liability. Level 2 inputs include, but are
nct limited to, quoted prices for similar assets or liabilities in an
active market, quoted prices for identical or similar assets or
liabilities in markets that are not active and inputs other than
quoted market prices that are observable for the asset or lizhility,
such as interest rate curves and yield curves obsetvable at
commenly quoted intervals, volatilities, credit risk and default
rates. A Level 2 measurament cannot have mora than an
insignificant partion of the valuation based on uncbservable
inputs.

Level 3 — any fair value meastirements which include
unabservable inputs for the asset or liability for more than an
insignificant portion of the valuation. A Level 3 measurement
may be based primarily on Level Z Inputs.

The following table provides the fair vaiue measurement
armounts for Master Trust qualified pension and other post-retirement
assets at December 31, 2011:
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Total Fair Value
Amounts at
December 31,
{in miliigns} 2011® Level 1 Level2 Level 3
Master Trust
Equity securities $2568 51,745 $ 823 $ —
Corporate bonds 1,237 — 1,236 1
Shori-term investment funds - 328 276 52 —_
Partrership interests 127 — — 127
Hedge funds 89 — 8% —
Real estate invastment trust 152 — —_ 152
U.S. Gavemment securities 211 — 211 —
Other investmentse 33 30 2 1
Guaranteed investment

contracts 39 — — 39
Governrrent bonds —

Foreign 39 — 38 1
Cash 7 7 — -
Asset backed securities 4 - 3 1
Government and

commercial mortgage

backed securities 8 -— 8 —

$4,842 $2,058 $2,462 $322

(a) Excludes $27 millian in net receivables and payables asscciated with securily
purchases and sales.
(b} Includes pending invastment sales (net of investment purchases) of $3 million.

Total Assets

" The following tabie provides the fair value measurement
amounts for Master Trust qualified pension and other post-retirerment
assets at Decermnber 31, 201C:

. Total Fair Vatue

Amounts at

December 31,
{in millions) ’ 2010@ Level 1 Lavel 2 ievel 3
Master Trust
Equity securifies $2,978 $2,012 $ 959 § —
Corporate honds 1,062 11 1,040 0 11
Short-term investrment funds 484 469 15 —
Partnership interests 108 — — 108
Hedge funds 94 — 94 —
Reai estate investment trust 66 — — 66
U.S. Govemment securities 138 — 138 —
Other investmentst® (121) (84) 3 {40
Guaranteed investment

contracts 38 — — 38
Government bonds —

Forelgn 35 — 34 1
Cash 2 2 — —
Asset backed securities 9 — 8 1
Government and cormmercial

mortgage backed securities 8 — 8 —

Total Assels 34,501 $2,417 $2.299 §185

{a) Excludes $23 million in net receivables and payables associated with security
purchases and sales.
{6} includes pending investrnent sales (net of investment purchases} of $(13%} millian.
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The following table provides the fair value measurement
armourits for VEBA | other post-retirement assets at December 31,
2011: 5 )

Total Fair Value

Amounts at
December 31,
(in miilions) 2011 Levell Level?2 Level3
VEBAI
Cash and cash
equivalents $26 $— $26 $—
Equity securities - 11 — 11 —
Debt securities ] 16 _ 16 —
Total Assets $53 $— $53 5—

The fallowing tabie provides the fair value measturement
amounts for VEBA | andVEBA |l other post-retirement assets at
December 31, 2010: : .

© Total Fair Value

Amounts at
December 31,
(in millions) 2010 levell levelZ2 Level 3
VEBA [/l
Cash and cash
equivalents $30 $— $30 $—
Equity securities ‘ 12 — 12 —
Debt securities - 17 - 7. -
Total Assats $59 $— $59 $—

The following table provides a reconciliation of beginning and
ending halances of Master Trust assets measured at fair value on a
recurring basis where the determination of fair value includes
significant unchservable inputs (Lev{al 3) for the year ended
Decemper 31, 2011: ' .

Year Ended December 31, 2011 (in millions)

Master Trust
Balance at January 1, 2011 $185
Purchases, sales, issuances and settfements:
Puichases 156
Sales ’ ’ (29}
Total gains {losses), (realized and unrealized) and other 10
Baiance at December 31, 2011 $322

The fellowing table provides a reconciliation of beginning and
ending balances of Master Trust assets measured at fair value on a
recurring basis where the determination of fair value includes
significant unchservable inputs (Level 3) for the year ended
December 31, 2010 ‘

Year Ended December 31, 2010 (in miflions)

Master Trust

Balance at January 1, 2010 $256
Purchases, sales, issuances and setiiements {ned) 71)
Tatal gains (losses), realized and unrealized and other —

Balance at Decembear 31, 2010 $185

185

Valuation methods of the primary fair value measurements
disclosed above are as foilows:

Investments in equity securities:

Investrrents in equity securities are typically valued at the
closing price in the principal active market as of the last business day
of the quarter. Principal active markets for equity prices include
published exchanges such as NASDAQ and NYSE. Foreign equity
prices are translated from their trading cumency using the curency
exchange rate in effect at the close of the principal active market.
Duke Energy has not adjusted prices to reflect for after-hours market
activity. Most eguity security valuations are Level 1 measures,
Investrents in equity securities with unpublished prices are valued
as Level 2 if they are redeemable at the measurerment date.
Investments in equity securities with redemption restrictions are
valued as Level 3.

Investments in corporate bonds and U.5. govemment securities:

Most debt investments are valued based on a calculation using
interest rate curves and credit spredds applied o the terms of the debt
instrument (maturity and coupon interest rate) and consider the
counterparty credit rating. Most debt valuations are Level 2 measures, If
the market for a particular fixed income security is relatively inactive or
iliquid, the measurement is a Level 3 measuremesnt.

Investments in short-term investment funds: ‘

Valued at the net asset value of units held at vear end.
Investments in short-term investment funds with published prices are
valued as Level 1. Investments in shaort-term investment funds with
unpublished prices are valued as Level 2, '

Investments in reaf estate investment trust: .

Valued based upon property appraisal reports prepared by
independent real estate appraisers. The Chief Real Estate Appraiser of
the asset manager is responsible for assuring that the valuation
process provides independent and reasonable propery market value
estimates. An externat appraisal management firm not affiliated with’
the asset manager has been appointed to assist the Chief Real Estate
Appraiser in maintaining and monitaring the independence and the
accuracy of the appraisal process. :

Employee Savings Plans

Duke Erergy sponsors employee savings plans that cover
substantiaily all .S, employees. Most employees participate in a
matching contribution formula where Duke Energy provides a
matching contribution ganerally ecual to 100% of employee
before-tax and Roth 401(k) contributions, of up to 6% of eligible pay
per pay periad. Duke Energy made pre-tax employer matching
contributions of $86 million in 2011, $85 million in 2010 and $80C
millian in 2009, Dividends cn Duke Energy shares held by the
savings plans are charged to retained eamings when declared and
shares held in the plans are considered outstanding in the calculation
of basic and diluted earnings per share.
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DUKE ENERGY CAROLINAS
Duke Energy Retirement Plans.

Duke Energy Carolinas participates in Duke Energy sponsored
qualified non-contributory defined benefit retirement plans. The plans
cover most U.S. employeas using a cash balance formula, Under a
cash balance formula, a plan particinant accurnulates a retirement
benefit consisting of pay credits that are based upon a percentage
{which may vary with age and years of service) of current eligible
eamirgs and current interest credits. Duke Energy Carolinas also
participates in Duke Energy sponsered non-qualified,
non-contributory defined Lenefit pension plans which caver certain
executives.

Duke Energy’s policy is to fund amounts on an actuarial basis to
provide assets sufficient to meet benefits to be paid to plan
participants. The following tabie includes infarmation related to Duke
Energy Carolinas’ contributions fo Duke Energy’s qualified defined
benefit pensicn plans.

Qualified Pension Plans

Components of Net Periodic Pensian (Benefit) Costs as allocated
by Duke Energy: Qualified Pension Plans

For tha Years Ended

December 31,
(in mitlions) 2011 2010 2009
Senvice cost $ 37 % 36 3% 31
Interest cost on projected benefit obligaticn 85 91 95
Expected retum on plan assets (150) (147) (142
Amortization of prior service cost 1 1 1
Amortization of actuarial loss 37 27 2
Other 7 8 7
Net perindic pension costs {benefit) $ 17 $ 18 & (8

Other Changes in Plan Assets and Projected Benefit Obligations
Recognized in Regulatory Assets: Qualified Pension Plans

Far the Years Ended

Years Ended December 31, December 31,
(in millions} 2012 2011 2010 2009 (in millions) 2011 2010
Contributions made — $33  $158 %1858 Regulatory assets, net increase $65 $628
Anticipated contributions $65 — — —

Actuarial gains and losses subject to amortization are amortized
over the average remaining service period of the active employees,
The average remaining service period of the active employess covered
by the quatified retirement plans is nine years. The averags remaining
service period of active employees covered by the non-cualified
retirernent plans is also hine-years. Duke Energy datermines the
market-related value of plan assets using a calculated value that
recognizes changes in fair vajue of the plan assets in a particular year
on a straight-ling basis over the next five years.

Net periodic pension costs disclosed in the tables below for the
qualified, non-gualified and other post-retirement benefit plans
represent the cost of the respective plan for the periods presented.
However, portions of the net periodic pension costs (benefits)
disclosed in the tables have been capitaiized as a component of
property, plant and equipment.

Duke Energy uses a December 31 measurement date for its
defined benefit retirement plan assets and obligations.

Amounts presented in the tables below represent the amounts
of pension and other post-retirement benefit cost allocated by Duke
Energy for employees of Duke Energy Carclinas. Additionally, Duke
Erergy Carclinas is allocated fts propertionate share of pension and
other post-retirement benefit cast for employees of Duke Energy’s
shared services affiliate that provides suppert to Duke Energy
Carolinas. These allocated amounts are included in the governarice
and shared services costs discussed in Note 13.

196

Reconciliation of Funded Status to Net Amount Recognized:
Qualified Pension Plans

As of and for the Years

Ended December 31,
(in millicns) 2011 2010
Change in Projected Benefit Obligation
Obligation at prior measurement date $1,786 $1,737
Service cost 37 36
Interest cost 85 91
Actuarial losses 20 57
Transfers (5} (5
Pian amendments 13 —
Benefits paid (105} (130
Ohbligation at measurement date $1,831 $1,786

The accumulated benefit obligation was $1,787 million and
$1,743 miltion at December 31, 2011 and 2010, respactively.

As of and for the Years
Ended December 31,

{in millions) 201% 2010
Change in Fair Value of Plan Assets

Plan assets at prior measurement date $1,837 $1,602
Actual retum on plan assets 60 212
Benefits paid (105} {130}
Transfers (5) (653
Employer cortributions 33 158
Plan assets at measurement date $1,820 31,837




PART Il

DUKE ENERGY CORPORATION

* DUKE ENERGY CAROLINAS, LLC * DUKE ENERGY OHIO, INC. »

DUKE ENERGY INDIANA, INC.

Combined Notes to Consolidated Financial Statements - (Continued)

Amounts Recognized in the Consolidated Balance Sheets:
Qualified Pension Plans

The following table provides the amounts related o Duke
Energy's Carolinas’ guaiified pension plans that are reflacted in Othar
within Investments and Qther Assets an the Consglidated Balance
Shests at December 31, 2011 and 2010:

As of and for the Years

Ended December 31,
(in millions) 2011 2010
Prefunded pensicn cost $— 351
Acciued pension liakitity {11} —

The following f2ble provides the amounts related to Duke Energy
Carolinas’ qualified pension plans that are refiected in Other within
Regulatory Assets and Ceferred Cebits on the Consolidated Balance
Sheets at December 31, 2011 an_d 2010: '

As of December 31,
2011 2010
$693 $628

(in millions)

Regulatory assats

Of the amounts above, $46 million of unrecognized net
actuarial loss and $1 miliion of unrecognized prior service cost will be
reccgnized in net pefiodic pension costs in 2012.

Additiona| Information: Qualified Pension Plans

Information for Plans with Accumulated Benefit Qbligation in
Excess of Plan Assets as aflocated by Duke Energy

As of December 31,
(in millicns) 2011 2010
Prajected benefit obligation $— $—

Accumulated benefit obligatior _ —
Fair value of plan assets — —

The discount rate used to determine the current year cther post-
retirement benefits chiigation and following year's other post
refirernent bensfits expanse is based on a bond selection-sattlement
portfolio approach. This approach develops a discount rate by
selecting a portfolio of nigh quality corporate bonds that generate
sufficient cash flow to provide for the projected benefit payments of
the plan. The selected bond portfolio is derived from a universe of
non-callable corporate bonds rated Aa quality or higher, After the
bond pertfolio is selected, a single interest rate is determined that .
equates the present value of the plan's projectad benefit payments
discounted at this rate with the market value of the bonds selected.

Non-Qualified Pension Plans

Cumponehts of Net Periodic Pension Cpsts as allecated by Duke
Energy: Non-Qualified Pension Plans -

For the Years Ended
December 31,
(in millions) 2011 2010 2009
Amortization of prior service cost $— $1 31
Interest cost on projected benefit obligation 1 1 1
Net periodic pension costs $1 §2 $2

Other Changes in Plan Assets and Projected Benefit Qbligations
Recagnized in Regulatory Assets: Non-Quatified Pension Plans
For the Years Ended
December 31,
2011 2010

(in millions)
Regulatory assets, net increase — %32

Reconciliation of Funded Status to Net Amount Recognized:
Non-Qualified Pension Plans

As of and for the Years
Ended December 31,
Assumptions Used for Pension Benefits Accounting tin millions) 2011 2010
- As of December 31, Change in Projected Benefit Obligation )
(percentages) 2011 2010 2009  Odligation at prior measurement date $21 $22
Transfers m - —
Benefit Obiigations Interest cost - 1 1
Discount rate 5.10 500 550 Actuarial losses - — 1
Salary increase {graded by age) 440 410 450 Benefits paid (3} 3)
2011 2010 2009 Qbligation at measurement date . %18 $21
Net Periodic Benefit Cost . Change in Fair Value of Plan Assets
Discount rate 500 550 650  Benefis paid % (3) )
Salary increase 410 450 450 Employer contributions 3 3
Expected long-term rate of return on plan " _ .
sssels 825 830 850 Pian assets at measuterment date $ $

The accumulated penefit obligation was $17 million and $20
miltion at December 31, 2011 and 2010, respectively.
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Amounts Recognized in the Consolidated Balance Sheets:
Non-Qualified Pension Plans

The following tatle provides the amounts related to Duke Energy
Carclinas’ non-gualified pension plans that are reflected in Other
within Deferred Credits and Other Liabilities on the Consolidated
Balance Sheets at December 31, 2011 and 2010:

As of December 31,
(in millions) 2011 2010
Accrued pension liabifiy $(18) 2L

{a} Includes $3 million and $5 million recognized in Other within Cument Liahilities on the
Consolidated Balance Sheets as of December 31, 2011 and 2010, respectively.

The foliowing table provides the ameunts related to Duke
Energy's non-qualified pension plans that are reflected in Other within
Regulatory Assets and Deferred Debits on the Consolidated Balance
Sheets at December 31, 2011 and 2010:

As of December 31,
(in millions) 2011 . 2010
Reguiatory assets $3 $3

Of the amounts above, an insignificant amount will be
recognized in net pericdic pension costs in 2012,

Additional information: Non-Qualified Pension Plans

Information for Plans with Accurnulated Benefit Obligation in
Excess of Plan Assets as allocated by Duke Energy

As of Decermber 31,
' - 201 2010
{in millions)
Projected benefit okbligation $18 $21
Accumulated benefit ohligation 17 20

Fair value of plan assets — —

Assumptions Used for Pension Benefits Accounting

As of December 31,

(percentages) 2011 2010 2009
Benefit Obligations
Discount rate 510 500 550
Salary increase 440 410 450

. 2011 2010 2009
Determined Expense ‘
Discount rate 500 550 850
Salary increase 410 450 450

The discount rate used to determine the current year other post-
retirement benefits obligation and following year's other post-
retirement benefits expense is basad on a bond selection-settlement
partfolic approach. This approach develops a discount rate by
selecting a porffolic of high quality corperate bonds that generate

\
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sufficient cash flow to provide for the projected benefit payments of
the plan. The selected bond portfolio is derived from a universe of
non-callable corporate bonds rated Aa quality or higher. After the
band portfolio is selected, a single interest rate is determined that
equates the present value of the plan’s projected benefit payments
discounted at this rate with the market value of the bonds selected.

Other Post-Retirement Benefit Plans

In conjuncticn with Duke Energy, Duke Energy Carolinas
provides some health care and Iife insurance benefits for retfred
employees on a centributory and nan-contributory basis. Employess’
are gligible for these benefits if they have met age and service
requirements at retirement, as defined in the plans.

These benefit costs are accrued over an employee’s active
service penod to the date of full henefits eligihility. The net ‘
unrecognized transition obligation is amortized over 20 years. -
Actuarial gains and losses are amortized over the average remaining
service heriod of the active employees. The average remaining service
periad of the active employees covered by the plan is fen years.

Components of Net Pericdic Other Post-Retirement Benefit Costs
as allocated by Duke Energy

For the Years Ended
December 31,
2011 2010 2009
{in millions)

Service cost benefit eamed during the year $2 %2 %2
Interest cost on accumulated post—retlrement . ’

benefit obligation 16 17 21
Expected return on plan assets {10 {10} (11)
Amertization of prior service credit (3 (5} (5)
Amertization of net transition liabiiity 9 9 g
Amortization of actuarial loss 2 3 1
Met pericdic other post-retirement benefit .

costs $14 $16 $17

Other Changes in Plan Assets and Projected Benefit Obligations
Recognized in Regulatory Assets: Other Post-Retirement Benefit
Pians

For the Years Ended
December 31,

2011 2010
(in millions)
Regulatary assefs, net (decrease) increase $(12) %49
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Reconciliation of Funded $tatus to Accrued Other Post-Retirement
Benefit Costs

As of and for the Years
Ended December 31,

{in millions} 2011 2010
Change in Benefit Obligation
Accumulated post-retirement benefit obligation at

prior measurement date . %326 5338
Service cost 2 2
Interest cost 16 17
Plan participants’ contributions 21 24
Actuarial gain {12} (14)
Transfer ¥} (1)
Plan transfer (1 —
Benefits paid T (4 (44)
Early retiree reinsurance pragram subsidy 2 —
Accrued retiree drug subsidy -3 -4
Accumulated pest-retirement benefit obligation at ’

measurement date $312 $326
Change in Fair Value of Plan Assets
Plan assets at prior measurement date $125 £114
Actual return on plan assets 2 13
Benefits paid : (44) (44)
Employer contributions . 16 - - 18
Plan participants' contributions - . 21 .24
Plan assets at measurement date $120 125

Amounts Recognlzed in the Consolidated Balance Sheets: Other
Post-Retirement Benefit Plans

The followi ng table provides the amounts related to Duke Energy
Carclinas’ other post-retirement benefit plans that are reflected in
Other witnin Deferred Credits and Other |iabilities on the
Consolidated Balance Sheets at December 31, 2011 and 2010:

) As of December 31,
(in millions) 2011 2010
Accrued other post-retirement liabifity $(182) $H(20D)

The following table provides the amounts related to Duke Energy
Carolinas' other post-retirement benefit plans that are reflected in
Other within Regulatory Assets and Deferred Debits on the
Consclidatéd Balance Sheets at December 31, 2C11 and 2010:

As of December 31,
{in millions) 2011 2010
Regulatory assets $37 $49

Of the amounts above, $6 million of unrecognized net fransition
obligation, $3 million of unrecognized losses and $5 million of
unracognized prior service credit {which will reduce pension expense)
will be recognized in net periodic pension costs in 2012,

Assumptions Used for Other Post-Retirement Benefits Accounting

{percentages) 2011 2010 2009
Determined Benefit Obligations - '
Discount rate 5.10 5.00 550

2011 2010 2009

Determined Expense .
Discount rate 5.00 550 6.50
Expected long-term rate of return on

plan assets 5.36-8.25 5.53-850 553850
Assumed tax ratefet 35.0 35.0 350

(a) Applicable to the hea\th care portion ¢f funded post-refirement benefits.

The discount rate used o defermine the current year omer post-
retirernent benefits obligation and following year's other post-
retirement benefits expense is fased on a bond selection-settlement
portfolio approach. This approach develops a discourtt rate by
selecting a portfolio of high quality corporate bongds that generate
sufficient cash flow to provide for the projected benefit paymeants of
the plan. The selected bond portfalio is derived from a universe of
non-callable corporate bonds rated Aa guality or higher, After the
bond portfolic is selected, a single interest rate is determined that
equates the present value of the plan's projected benefit payments
discounted at this rate with the market value of the bonds selected.

Assumed Health Care Cost Trend Rate

2011 2016
8.75% 850%

Health care cost trend rate assumed for next year

Rate to which the cost trend is assumed to decline (the .
ultimate trend rate) 5.00% 5.00%

Year that the rate reaches the ultimate trend rate 2020 2020

Sehsitivity to Changes in Assumed Health Care Cost Trend Rates

1-Percentage- 1-Percentage-

(in millions) Poirt Increase  Point Decrease
Effect on total service and interest
costs ‘ $1 $ (L
Effect on post—renrement benefit ‘
obligation . 13 (12)

199




PART [}

DUKE ENERGY CORPORATION

* DUKE ENERGY CAROLINAS, LLC = DUKE ENERGY OHIO, INC.

-

DUKE ENERGY [NDIANA, INC,

Combined Notes to Consolidated Financial Statements - (Continued)

Expected Benefit Payments: Defined Benefit Retirement Plans

The following table presents Duke Energy's expected benefit
payments made on behalf of Duke Energy Carclinas to participants in
its qualified, non-qualified and other post-retirement benefit pians
over the next 10 years, which are primarily paid out of the assets of
the various trusts. These benefit payments reflect expected future
service, as appropriate.

Other Post-
Qualified -Non-Qualified Retirement
(in rillicns) Plang Plans Plangit  Tetal
‘Years Ended December 31,
2012 $186 $3 $ 22 $211
2013 186 3 23 212
2014 185 3 24 212
2015 183 3 25 211
2016 179 2 26 207
2017 - 2021 806 10 129 945

(2) Duke Erergy expects to receive on behalf of Duka Energy Carolinas, future subsidies
under Medicare Part D of $2 million in each of the years 2012-2016 and a total of $2
miliion during the years 2017-2021.

Employee Savings Plans

Duke Energy spensors, and Duke Energy Caralinas participates
in, an employee savings plan that covers substantially all U.S.
employees. Duke Energy contributes a matching confribution equal to
100% of employee before-tax and Roth 401{k) contributions, of up
to 6% of eligible pay per pay pericd. Duke Energy Carolinas expensed
pre-tax plan contributions, as allocated hy Duke Energy, of $37
million in 2011, $36 million in 2010 and $36& million in 2002,

DUKE ENERGY OHIO
Duke Energy Retirement Plans.

Duike Energy Ohio participates in qualified and non-gualified
. defined benefit pension plans and other post-retirement benefit plans
sponscred by Duke Energy. Duke Energy allocates pensicn and other
post-retirement chiigaticns and costs refated to these plans to Duke
Energy Ohio.

et periodic benefit cost disclosed in the tables below for the
qualified, non-gualified and other post-retirement benefit plans
represent the cost of the respective plan for the periods presented.
However, portions of the net pericdic benefit cost disclosed in the
tables have heen capitalized as a component of praperty, plant and
equipment.

Duke Energy uses a December 31 measurement date for its
defined benefit retirement plan assets and obligations.
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Amounts presented in the tables below represent the amounts
of pension and other post-retivement benefit cost allocated to Duke
Energy Ohio. Additionaily, Duke Enargy Ohio is allocated its
proportionate share of pension and other post-retirement benefit cost
for ernployees of Duke Energy's shared services affiliate that provides
suppcrt to Duke Energy Ohlo. These allocated amounts are included
in the governance and shared services costs discussed in Nots 13,

Qualified Pension Plans

Duke Energy's qualified defined henefit pension plans cover
substantially all employses meeting certain minimum age and senvice
requirements. The plans cover most empicyees using a cash balance”
formula, Under a cash balance formula, a plan participant
accumulates a retirement benefit consisting of pay credits that are
hasad upan a percentage (which varies with age and years of sevice)
of current eligible earnings and current interest credits. Certain lagacy
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, pius a percentage of their
highest 3-year average eamings in excess of covered compensation |
per year of participation (maximurm of 35 years}, plus a percentage of
their highest 3-year average earnings times years of pariicipation in
excess of 35 years. Duke Energy Chio alsa participates in Duke
Energy sponsored non-gualified, non-contributory defined benefit
pension plans which cover certain executives.

Duke Energy's policy is to fund amaunts on an actuarial basis to
provide assets sufficient to meet benefits ta be paid to plan
participants. The following table includes informaticn related to Duke
Energy Ohio's contributions to Duke Energy's qualified defined benefit
pension plans.

Years ended December 31,

(iry millions) 2012 2011 2010 2009
Contributions made — $48 $45 %210
Anticipated contributions $29 — — —

Actuatial gains and losses are amortized over the average
remaining service period of active employees. The average remaining
service pericd of active employees covered by the qualified retirernent
plans is ten years. The average remaining service period of active
employees covered by the non-qualified retirement plans is also ten
years. Duke Energy defermines the market-related value of pian
assets using a calculated value that recoghizes changes in fair value
of the plan assets over five vears.
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Components of Net Periodic Pension Costs as allocated by Duke
Energy: Qualified Pension Plans

The accumulated benefit obligation was $602 million and
$616 million at December 31, 2011 and 2010, raspactivaly,

For the Years Ended As of and for the Years Ended
December 31, December 31,
{in millions) 2011 2010« 20099 {in millions) 2011 2010
Service cost $ 7 $ 7 $ 8
Interast cost on projected benefit Change in Fair Vatue of Plan Assets
obligation 32 33 38 Plan assets at prior measurement date $565 $657
Expected return on plan assets 41 (44} {43)  Actual return on plan assets 6 &5
Amortization of prior senvice cost 1 1 .1 Transfers 17 (54)
Amortization of actuarial loss 7 4 — Benefits paid (37} (48)
Other 2 2 2 Employer contributions 48 45
Net periodic pension costs ' $ 5 $ 3 $ 6 Plan assets at measurement date - $565 $565

(a) These amounts exclude $7 milion, §7 milion and $4 mitlion for the years enced
Decerber 31, 2011, 2010 and 20089, respectively, of regufatory asset amortization
resulting from purchase accounting adjustments assaciated with Duke Energy's merger
with Cinergy in April 2006.

Other Changes in Plan Assets and Projected Benefit Obligations
Recognized in Regulatory Assets and AQOCH: Qualified Penston
Plans

Amounts Recognized in the Consolidated Balance Sheets:
Qualified Pension Plans

The following table provides the amounts related to Duke Energy
Ohio's qualified pension plans that are reflected in Cther within
Deferred Credits and Other Liabilities on the Consolidated Balance
Sheets at Decemnber 31, 2011 and 2C10:

As of and for the Years Ended

Decemnber 31,
{in millions) . 2011 2010
Accrued pension liability $(62) $(86)

The following table provides the amounts related to Duke Energy
Ohic’s qualified pensicn plans that are refiected in Other within
Regulatory Assets and Deferred Debits and ACCI on the Consolidated
Balance Sheets at December 31, 2011 ang 2010:

For the Years Ended
December 31,
{in millions) ‘ 2011 2010
Regulatory assets, net increase $11 $6
Accumuiated ather comprehensive (income) loss
Deferred income tax asset 1 4
Actuarial loss (gain} arising during the year 10 3
Amortization of prior year actuarial losses (3) (1)
Amortization of prior year prior service cost _ (1)
Net amount recognized in accumulated other
comprehensive (incorne) loss $8 (7
Reconciliation of Funded Status to Net Amount Recognized:
Qualfied Pension Plans
As of and for the Years Ended
) December 31,
{in millions) 2011 . 2010
Change in Projected Beneflt Obligation
Ohbligation at prior measurement date %651 $68%
Service cost 7 7
Interest cost 32 33
Actuarial {gains) losses % T 24
Plan amendments — c =
Transfers (17} (54)
Benefits paid (37) (48)
Obiligation at measurement date $627 %651
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: As of Decamber 31,
{in miliions) 2011 2010
Regulatory assets $122 $111
Accumulated Other Comprehensive (Income) Loss
Deferred income tax asset $ (15) $(16)
Prior service cost 1 1
MNet actuarial loss 52 45
Net amount recognized accumulated othar

comprehensive loss (income) $38 . %30

Of the amounts above, approximately $9 miltion of
unrecognized net actuarial loss and approximately $1 million of
unrecognized pricr setviee cost will be recognized in net periodic
pension costs in 2012
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Additional Information:. Qualified Pension Plans

Information for Plans with Accumulated Benefit Obligation in
Excess of Plan Assets as allocated by Duke Energy

As of December 31,
{in rniftions) 2011 2010
Projected benefit cbligation $— 3651
Accurmulated benefit cbligation : C - gle
Fair value of plan assets — 565

Assumptions Used for Pension Benefits Accounting

As of December 31,
(percentages} 2011 201C 2009
Benefit Obligations
Discount rate 510 500 550
Salary increase {graded by age} 440 410 450
2011 2010 2009

Determined Expense

Discount rate 500 550 650

Salary increase "4,10 450 450
Expected long-term rate of return on plan
assets 825 &850 BAD

The discount rate Used to determine the current vear other post-
retirement benefits obligation and fallowing vear's ather post-
retirement benefits expense is based on a bend selection-setflement
portfolic approach. This approach develops a discount rate by
selecting a portfolic of high quality corporate bonds that generate
sufficient cash flow to provide for the projected benefit payments of
the plan. The selected bond portfoiio' is derived from a universe of
non-callable corporate bonds rated Aa quality or higher. After the
bond partfolio is selected, a singie interast rata is determined that
equates the present value of the plan's projected benefit payments
discounted at this rate with the market value of the bonds selected,

Non-Qualified Pension Plans

‘Components of Net Periodic Pension Costs as allocated by Duke
Energy: Non-Qualified Pension Plans

Duke Energy Chig's non-quaiified pension plan pre-tax net
periodic pension benefit costs as allocated by Duke Energy was
insignificant for the years ended December 31, 2011, 2010 and
2009.

Other Changes in Plan Assets and Projected Benefit Obligatians

Recognized in Regulatory Assets and Accumulated QOther
Comprehensive Income; Non-Qualified Pension Plans

Duke Energy Chin's non-qualified pension plan Other Changes
in Plan Assets and Projected Benefit Obligations Recognized in
Regulatory Assets and Accumulated Other Comprehensive Income as
aliccated by Duke Energy was inzignificant for the years ended
December 31, 2011 and 2010.

Reconciliation of Funded Status to Net Amount Recogmzed
Non-Qualified Pension Plans

As of and for the Years
Ended December 31,

{in millions} 2011 2010
Change in Projected Benefit Obligation

Ohligation at pricr measurement date $6 $4
Service gost — —
Interest cost : r — _
Actuarial logses {1} 3
Benefits paid )] (N
Obligation at measurement'date 54 $6

Change in Fair Value of Plan Assets . .

Berefits paid : B 3¢ $i1)
Employer contributicns : ) : 1 1

Plan assets at measurernent date $— $—

The accumulated benefit obligation was $4 million and $&
million &t December 31, 2011 and 2010, respectively.

Amounts Recognized in the Consolidated Balance Sheets:
Non-Qualified Pension Plans

The following table pravides the amounts related to Duke Energy
Onio’s nen-qualified pensicn plans that are reflected in Other within
Deferred Credits and Other Liabiiities on the Consofidated Balance
Sheets at December 31, 2011 and 2010:

As of December 31,
(in millions) 2011 2010
Accrued pension [iabilityte $(4} $(6)

(@) Includes $1 million reocénr‘zed in Other within Current Lizbilities on the Consolidated
Batanice Sheets as of botn Decemiper 31, 2011 and 2010,

Amcunts related to Duke Energy Ohio's non-gualified pension
plans that are reflected in Other within Regulatary Assets and
Deferred Debits and AQCH on the Consolidated Ralance Sheets were
insignificant at December 31, 2011 and 2010,

Additional Information: Non-Qualified Pension Plans

Information for Plans with Accumulated Benefit Obligation in
Excess of Plan Assets as allocated by Duke Energy

. As of December 31,
{in wmillions) 2011 2010
Projected benefit obligation $4 26
Accumulated benefit cbligation 4 - &

Fair value of plan assets — —

The discount rate used to determine the current year other post-
retirernent benefits obligation and following year's other post-
retirement bengfits expense is based on a bond sefection-gettlement
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porifolia approach. This approach develops a discount rate by
seleciing a portfolio of high quality corporate bonds that generate
sufficient cash flow to provide for the projected benafit payments of
the plan. The selected bond portfolio is derived from a universe of
non-callabie corporate bonds rated Aa quality or higher, After the
bond portfolio is selected, a single interest rate is determined that
aquates the present value of the plan's projected benefit payments
discounted at this rate with the market velue of the bonds selected.

(@) These amounts exclude $2 millian for each of the years ended Decamber 31, 2011,
2010 and 2009 of regulatory asset amortization resuiting from purchase accounting
adjustments associated with Duke Energy's merger witn Cinergy in April 2006,

Other Changes in Plan Assets and Projected Benefit Obligations
Recognized in Accumuiated Other Comprehensive Income
Regulatory Assets and Regulatory Liabifities: Other Post-
Retirement Bevefit Plans

For the Years Ended

- ‘ December 31,
Assumptions Used for Pension Benefits Accounting {in millions) - 201t 2010
As of December 31, Regulatory liabilities, net decrease (1) - (4

{percentages) 2011 2010 2009 Accumulated other comprehensive (incomelloss )

- Deferred income tax liakility o (1 3
Benefit Obligations Actuarial loss {gain} arising duting the year z (3}
Discount rate 510 500 530 Amoartization of prior year actuaria! gains 1 1
Salary increase 440 .410 450 -

— MNet amount recognized in accumulated other .

Net Periodic Benefit Cost comprehensive (income)/ioss "2 %1
Discount rate 500 550 650 -
Salary increase 410 450 450

Other Post-Retirement Benefit Plans

Duke Energy Chio participates in other post-retirement benefit
plans sponsored by Duke Energy. Duke Energy provides certzain
health care and life insurance benefits to retired emplayees and their
eligible dependents on a contributory and non-contributory basis.
These henefits are subject to minimum age and service requirements.
The health care benefits include medical coverage, dental coverage,
and prescription drug coverage and are subject to certain limitations,
such as deguctibles and co-payments, These benefit costs are
accrued aver an employee's active service period to the date of full
bensfits eligibiiity. The net unregogrized transmcm ohligation is
amortized over 20 years.

Actuarial gains and losses are amortized over the average
remaining senvice period of the active ernplovess, The average
rermaining service period of the active empicyees covered by the plan
is 10 years. Duke Energy did not make any contributions to its ather
post-retirement plans in 2011, 2010 or 2009.

Components of Net Periodic Other Post-Retirement Benefit Costs
as allocated by Duke Energy

For the Years Ended

December 31,

{in millions) 2011 2010 2009
Service cost $1 $1 51
Interest cost on accumulated post-

retirament benefit obligation 3 3 4
Expected retum on plan assets (1) ( {1}
Amortization of prior service credit (1} (1 N
Amortization of actuarial gain {2) (2) {2)
Net periodic other post-retirement benefit .

costs $— F— $1
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Reconciliation of Funded Status to Accrued Other Post-Retirement
Benefit Costs

As of and for the Years

Ended December 31,

(in millions) 2011 2010
Change in Benefit Obligation
Accumulated post-retirement benefit obllgatlon

at prior measuwrement date $66 $70
Service cost 1 1
Interest cost 3 3
Plan participants’ contributions 1 1
Actuarial loss — 2
Transfers (2) (B)
Benefits paid . (8) (5)
Accumulated post-retirement benefit obligation

at measurement date %61 $68
Change in Fair Value of Plan Assets
Plan assets at prior measurament date 58 57
Actual return on plan assets — 2
Benefits paid (8 (%
Employer contributions 8 3
Plan participants’ contributions 1 1
Plan assets at measurement date $9 %8
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Amounts Recognized in the Consolidated Balance Sheets: Othey
Post-Retirement Benefit Plans

The fallowing table provides the amounts related to Duke Energy
Ohio’s other post-retirerment benefit plans that are reflected in Other
within Deferred Credits and Other Liabitities on the Consolidated
Balance Sheets at Qecember 31, 2011 and 2010;

As of December 21,
(in millions) 2011 2010
Accrued other post-retirement liabilityte 5(52) $(68)

Sensitivity to Changes in Assumed Health Care Cost Trend Rates.

1-Percentage-
Paint Increase

1-Percentage-

{in miftions) Paint Decrease

Effect on 1otal service and interest

COStS $1 $ (1)
Effect on post-retirement benefit )

obligation 18 16)
Expected Benefit Payments

{a) Includes $2 million recognized in Other within Current Liabilites on the Consalidated
Balance Sheets as of both December 31, 2011 and 2010,

The following table provides the amounts related to Duke Energy
Ohio's other post-refirement benefit plans that are reflected in Other
within Deferred Credits and Other Uabilities and AQC! on the
Consalidated Balance Shests at December 31, 2011 and 2010:

As of December 31,

(in millions} 2011 2010
Regulatory liabiitties 319 320
Accumulated ather comprehensive income

Deferred income tax liability $ 4 $ 5

Priar service credit (1) {1

Met actuarial loss gain =) (12)
Net amount recognized in accumulated other )

cornprehensive (income)/loss $ (6) $ 8

Qf the amounts abave, $2 millicn of unrecognized gains and $1
miilion of unrecognized prior service credit (which will reduce pension
expense) will be recognized in net pericdic pension costs in 2012,

Assumptions Used for Qther Post-retirement Benefits

Accounting
{percentages) 2011 2010 2009
_ Benefit Obligations ‘

Discourt rzte 510 500 550
Net Periodic Benefit Cost
Discount rate 5.00 5.50 &.50
Expected long-term rate of return on plan

assets 8.25 850 . 850
Assumed Health Care Cost Trend Rate

2011 2010

Heaith care cost trend rate assumed for next vear 8.75% 8.50%
Rate to which the cost trend is assumed to decline {the

ultimate trend rate) 5.00% 5.00%
Yaar that the rate reaches the ultimate trend rate 2020 2020
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The foliowing table presents Duke Energy’s expected benefit
payments made on behalf of Duke Energy Ohio to participanits in its
gualified, non-qualified and other post-retirement benefit plans over
the next 10 years, which are primarily paid out of the asseats of the
varfous trusts. These benefit payments reflect expected future service,
as appropriate,

Other Post-
Qualified Non-Qualified Retitament
(in millions) Plans Pians Plans Tota!
Years Ended December 31, '
2012 $ 46 $1 $5 %52
2013 45 1. .5 51
2014 44 1 & 51
2015 43 1 6 50
2016 - 44 1 6 51
-2017-2021 241 3 27 271
Empioyee Savings Plans

Duke Energy sponsors, and Duke Energy Ohio participates in,
an employee savings plan that covers substantially all U.S.
empioyeas. Duke Energy contributes a matching contribution equal to
100% of employee beforeax and Roth 401 (k) employes
confributions, of up to 6% of eligible pay per period. Duke Energy.
Ohio expensed pre-tax plan cenrtributions, as allocated by Duke
Energy, of 34 millicn in 2011, $4 million in 2010 and $2 million in
2009, o

DUKE ENERGY INDIANA
Duke Energy Retirement Plans.

Duke Energy Indiana participates in gualified and nor-qualified
defined benefit pension plans and other post-refirement benefit plans
sponsored by Duke Enargy. Duke Energy allgcates pension and ather
post-retirement obligations and costs related to these plans to Duke
Energy indiana. ' A

Net periodic benefit cost disclosed beiow for the quaiified,
non-gualified and other post-refirerment benefit plans represent the
cost of the respective plan for the periods presented. However,
paortions of the net periodic costs disclosed have been capitalized as a
compenent of property, plant and equipment.
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Duke Energy uses a December 31 measurement date for its
defined benefit retirement plan assets and obligations.

Amounts presented below represent the amounts of pension
and other post-retirernent berefit cost allccated to Duke Energy
Indiana. Additionally, Duke Energy Indiana is allncated its
proportionate share of pension and other post-retirement benefit cost
for employess of Duke Energy’s shared services affiliate that provides
support o Duke Energy Indiana. These allocated amounts are
included in the governance and shared services costs discussed in
Note 13.

Qualified Pension Plans

Duke Energy’s qualified defined benefit pension plans cover
substantially all employees meeting certain minimum age and service
requirements. The plans cover most empioyees using & cash halance
formula. Under a cash balance formula, a plan participant
accumulates a retirement benefit congisting of pay credits that are
based upon a percentage (which varies with age and years of service}
of qurrent eligible earnings and current interest credits. Cettain legacy
Cinergy employees are covered under plans that use a final average
eamings formula. Under a final average earnings formula, a plan
participant accumnulates a retirerment benefit equal to a percentage of
their highest 3-year average eamings, plus a percentage of their
highest 3-year average earnings in excess of covered compensation
per year of participation (maximum of 35 years), plus a percentage of

Components of Net Periodic Pension Costs as allocated by Duke
Energy: Qualified Pension Plans

For the Years Ended

Cecember 31,
(in millions) 2011 2010 2009
Service cost $11 %11 % ¢
interest cost on projected benefit obligation 30 32 - 33
Expected return on plan assets 45) (45 42
Amortization of prior service cost 2 2 2
Amgrtization of actuarial loss 14 iz 5
Other 2 2 2
Net periodic pension costs $14 %14 $ 9

Other Changes in Plan Assets and Projected Benefit Obligations
Recognized in Regulatory Assets

For the Years Ended

December 31,
{in millions} 2011 2010
Reguiatory assets, net increase (decrease) $5 $4

Reconciliation of Funded Status to Net Amount Recognized:
Qualified Pension Plans

As of and for the Years Ended
December 31,

e R R (in millions) 2011 2010

their highest 3-year average earnings times years of participation in
excess of 35 years, Duke Epergy Indiana allso paricipates in Duke Change in Projected Benefit Obligation
Energy sponsored non-quaiified, non-contributory defined benefit Ghligation at prior measurement date $628 £502
pension plans which cover cerfain executives, Service cost 11 11

Duke Energy's policy is 1o fund amounts on an actuarial basisto ~ Interestcost. _ 30 3z
provide assets sufficient to mest benefits to be paid ta plan Actuarial (gains) losses a1 32

. . . ) . Pl2n amendments (1) 2
participants, The following table includes information related to Duke Transfers 1 7
Energ‘y Indialna's contributions to Duke Energy's qualified defined Benefits paid (45) (42}
henefit pension plans. Obligation at measurement date $613 $628
Years ended
December 31, The accumulated benefit obligation was $582 million and

{in millions) 2012 2011 2010 2009  $578 million at December 31, 2011 and 2010, raspactively.
Contributions made — 352 $45  $140 As ot and for the Years Ended
Anticipated contributions $24 — - — December 31,

Actuarial gains and | rtized over th ' (in millions) 2011 2010

4 0sses are amartized over

. vana g ns a.n ) m © € average Change in Fair Value of Plan Assets
remaining service period ¢f the active employees. The average Plan assets at piior measurement date $565 $505
Ternaining service period of the active employees covered by the Actual return on plan assets 9 65
gualified refirement plans is 10 years. The average remaining service Benefits paid ) 45) {44}
period of the active employees covered by the qualified retirement Transfers o 1 @
plans is also 10 years. Duke Energy determines the market-refated Employer contributions ' 52 46
value of plan assets using a calculated value that recogriizes changes  Plan assefs at measursment date $582 1565

in fair value of the plan assets aver five years.
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Amounts Recegnized in the Consolidated Balance Sheets:
Qualified Pension Plans

The following table pravides the amounts related to Duke Energy
Indiana’s qualified pension plans that are reflected in Other within
Deferred Credits and Other Liabilities on the Consalidated Balance
Sheets at December 31, 2011 and 2010:

As of and for the Years Ended December 31,
2011 . 2010

$(31) $63)

(in millions}
Accrued pension liability

The fallowing table provides the amounts related to-Duke Energy
Indiana’s qualified pension plans that are reflected in Other within
Regulatory Assets and Deferred Debits on the Consolidated Balance
Sheets at December 31, 2011 and 201C: . .

As of December 31,
(in millions) 2011 2010
Regulatory assels $224

$229

Additional Information: Quafiﬁed Pension Plans 7

Information for Plans with Accumulated Benefit Obligation in
Excess of Plan Assets as allocated by Duke Energy

equates the present value of the plan's projected benefit payments
discounted at this rate with the market value of the bonds selected.

Nen-Qualified Pension Plans

Components of Net Periodic Pénsion Costs as allocated by Duke
Energy Non Qualified Pension Flans _

Duke Energy Indiana's non-qualified persion plan pre-tax net
periodic pension benefit costs, as allocated by Cinergy, were
insignificant for the years ended December 31, 2011, 2010 and
2009.

 Other Changes in Plan Assets and Projected Benefit Obligations

Recognized in Regulatory Assets: Non-Qualified Pension Plans

For the year ended

- December 31,
(in millions) 2011 2010
Regulatory assets, nat {decrease) increase $(1) $1

Reconciliation of Funded Status to Net Amount Recognized:
Non-Qualified Pension Plans

As of and for the Years
Ended December 31,

As of December 31, (in mitlions) - 2011 2010
(in mmillions) 2011 2010 Change in Projected Benefit Obligation - ‘
Projected beneft ablization §— 3673 gct:nthgzglacir;oztszsrlor measurement date $.(ii)- 3 '6
Accumulated henefit obligation : - 578 ua : -
Fair value of plan assets oo — 565  Obligation at measurement date ' $5 $6
. i ) Cha-nge in Fair Value of Plan Assets e -
Assumptions Used for Pension Benefits Accounting Benefits paid - g
As of Decernber 31, Employer contributions A _ - -
2011 2010 20ﬁ9 Plan assets at measurement date — . $—
o o percentages) The accumulated benefit obligation was $5 rillicn and 34
Benefit Obligations ilion at December 31, 2011 and 201G, respectivel
Discount rate o 510 500 550 mithion at Lecember 31, an TSP y.
Salary increase 440 410 450
.Net Perindic Benefit Cost Amounts Recognized in the Consolidated Balance Sheets:
Discount rate 500 5850 650 Non-Qualified Pension Plans
Salary increase 410 450 450 . o .
Expected long-term rate of return on plan The following table provides the amounts related to Duke £nergy
assets 825 850 850 ndiana's nonqualified pension plans that are refliected in Other

The discount rate used to determine the currént year ather post-
retirement benefits otligation and following year's other post-
retirement henefits expense is based on a bond selection-settlement
portfolic approach. This approach develops & discount rate by '
selecting a portfciio of high quality corporate bonds that generate
sufficient cash flow to provide for the projected benefit payments of
the plan. The selected bond portfolio is derived from a universe of
non-callable corporate bonds rated Aa quality or higher. After the
bond portfolio is selectad, a single interest rate is determined that

2C6

within Deferred Cregits and Other Liabilities on the Consolidated
Balance Sheets at December 31, 2011 and 2010: -

- As of Decernber 31,
{in millions} 2011 2010
Accrued pension liabiliy . $(5) $(8)

(a) Includes $1 million recognized in Other within Curent Liabilities on the Consclidated
Balance Sheets as of both Decamber 31, 2011 and 2010.
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The following table provides the amounts related to Duke Energy
Indiara's non-qualified pension plans that are reflected in Regulatory
Assets on the Consolidated Balance Sheets at December 31, 2011
and 2010: ‘

As of Decemnber 31,
(in millions) 2011 2010
Regulatory assets . $2 33

0f the amounts above, an insighificant amount wiil be
recognized in net periodic pension casts in 2012.
Additional Information: Non-Qualified Pension Plans

Information for Plans witfi Accumulated Benefit Obligation in
Excess of Plan Assets as allocated by Duke Energy

As of December 31,
{in millions) . . 2011 . 2010
Projected benefit obligation $5 $6
Accumulated benefit abligation 5 6

Fair value of plan assets — -

Assumptions Used for Pension Benefits Accounting: Non-Qualified
Plans

) As of December 31,
(percentages) : 2011 2010 2009
Benefit Obligations
Discount rate 510 500 550
Salary increase 440 410 450
Net Periodic Benefit Cost
Discount rate 500 550 650
Salary increase 410 4580 450

The discount rate used to determine the current year other post-
retirernent benefits obligation and fallowing vear's other post-
retirernent benefits expense is based on a bond seléction-settlernent
portfolic approach. This approach develaps a discount rate by
selecting a portfolio of high quality corporate bonds that generate
sufficient cash flow to provide for the projected benefit payments of
the plan. The selected bend porfolic is detived from a universe of
non-callable corporate bonds rated Aa quality or higher. After the
bond portfolio is selected, a single interest rate is determined that
equates the present value of the plan's projected benefit payments
discounted at this rate with the market vaiue of the bonds selected.

Other Post-Retirement Benefit Plans

Duke Energy Indiana participates in other post-retirement benefit
plans sponsored by Duke Energy. Duke Energy provides certain
health care and life insurance benefits to ratired employees and their
eligible dependents an a contributory and non-contributory basis.
These benefits are subject to minimum age and service requirements,
The health care benefits include medical coverage, dental coverage,
and prescription drug coverage and are subject to certain limitations,
such as deductibles and co-payments. These berefit costs are
accrued over an employee’s active service pericd to the date of full
benefits eligibility. The net unrecognized transition obligation is
.amortized over 20 years. Actuarial gains and tosses are amortized
qver the average remaining service period of the active emplayees,
The average remaining service period of the active employees covered
by the plan is 11 years.

Components of Net Periodic Other Post-Retirement Benefit Cdsts

as allocated by Duke Energy
For the Years Ended -
. December 31,

{in millions) 2011 2010 -200@
Servige cost ; . $1 $ L $1
Interest cost on accumulated post-retirement

henefit abligation 7 8 11
Expected return on plan assets L 1 - D
Amortization of actuarial kss (gain) 2 1 2
Net periodic ather post-retirament benefit ‘

costs $9 $9 $13

Other Changes in Plan Assets and Projected Benefit Obligations
Recognized in Regulatory Assets and Regulatory Liabilities: Other
Post-Retirement Benefit Plans

Far the year ended

o Dacember 31,

(in millions) 2011 2010
Regulatery assets, et decrease $(7 3012
Regulatory liabilities, et increase (decrease} 12 (5)
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Combined Notes to Consolidated Financial Statements - (Continued)

Reconciliation of Funded Status to Accrued Other Post-Retirement
Benefit Costs

As of and for the Years
" Ended December 31,
{in mllions} 2011 2010
Change in Benefit Obligation i
Accumulated post-retirement benefit abligation
at prior measurement date $152 3154
Service cost 1 1
Interest cost 7 2
Plar participants’ contributions 4 . 3
Actuarial (gain) loss (17) 1
Benefits paid (14} {15)
Transfers — (1)
Early retires reinsurance program subsidy 1 —
Accrued retiree drug subsidy 1 1
Accumulated post-ratirement benefit obligation
at measurement date $135 %152
Change in Fair Value of Plan Assets
Plan assets at prior measurement date $ 14 % 13
Actual return on plan assets —_ 2
Benefits paid (14) (15)
Employer contributions 10 11
Plan participants' contributions 4 3
Pian assets at measurement date $ 14 $ 14

Amounts Recognized in the Consolidated Balance Sheets: Other
Post-Retirement Benefit Plans

The following table pravides the amounts refated to Duke Energy
Indiana’s other post-retirement benefit plans that are reflected in
Cther within Deferred Credits and Other Liabilities on the
Consalidated Balance Sheets at December 31, 2011 and 2010:

" As of December 31,
{in millions} . 2011 2010
Accrued ather pesf-retirement liabilityta $(121)  $(138)

T @) Iencludes an insignificant amount recognized in Cther within Curert Liabilities on the
Consolidated Balance Sheets as of both December 31, 2011 and 2010.

Assumptions Used for Other Post-retirement Benefits Accounting

As of December 31,

(percentages) 2011 2010 2009
Benefit Obligations
Discount rate 510 500 550
Net Periodic Benefit Cost
Discourt rate 500 550 650
Expected long-term rate of return on plan

assets 825 850 &50

The discount rate used to determine the current year other post-
retiremant benefits obligation and following year's othet post-
retirement benefits expense is based on a bond selection-settlernent
partfolio approach. This approach develops a discount rate by
selecting a portfalio of high quality corporate bonds that generate
sufficient cash flow to provide for the projected benefit payments of
the plan. The selected bond ponifolio is derived from a universe of
non-callable corporate bonds rated Aa quality or higher, After the
hond portfolio is seiected, a single interest rate is determined that
equates the present value of the pian’s projected benefit payments
discounted at this rate with the market value of the bonds selected.

Assumed Health Care Cost Trend Rate

2011 2010
8.75% B.50%

Heaith care cost trend rate assumed for next year

Rate to which the cost frend s assumed to decline {the
" ulimate trend rate)

Year that the rate reaches the ultimate trend rate

5.00%
2020

5.00%
2020

Sensitivity to Changes in Assumed Heafth Care Cost Trend
Rates

1-Percentage-
Point Increase

1-Percentage-

(in millicns} Point Decrease

Effect on total service and inferest

costs § 1 $ (1
Effect en post-retirerment benefit
ohligation 18 {16)

The following table pravides the amounts refated to Duke Energy
Indiana's other post-retirement benefit plans that are refiected in
Other within Regulatory Assets and Deferred Debits and within Other
within Deferred Credits and Other Uabilities on the Consolidated
Balance Sheets at December 31, 2011 and 2010:

As of Decemper 31,
2011 2010
{in mitions)
Reguiatory assets $83 $90
Reguiatory liabilities 70 58
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Combined Notes to Consolidated Financial Statements — (Continued) -

Expected Benefit Payments

The following table presents Duke Energy's expected benefit
payments to participants on behalf of Duke Energy Indiana in its
qualified, non-quaiified and other post-retirement berefit plans over
the next 10 years, which are primarily paid out of the assats of the
various trusts. These benefit payments reflect expected future service,
as appropriate.

Non- Other Post-
Quatified Qualified Retirement

{in millions) Plans Plans Plans®  Total
Years Ended December 31,

2012 $ 46 31 $12 § 59
2013 43 1 13 57
2014 42 1 13 56
2015 432 1 13 56
2016 43 1 i3 57
2017 - 2021 ©223 3 61 287

{a} Duke Energy axpects to receive future subsidies undar Medicare Part D on behalf of
Duke Energy indiana of $1 million in each ¢f the years 2012-2016 and a 1ot of $5
million during the years 2017-2021.

Employee Savings Plans

Duke Energy sponsors, and Duke Energy Indiana participates
in, an empioyee savings plan that covers substantially all U.S.
emplayess. Duke Energy contributes a matching contribution equal to
10G% of employee before-tax and Rath 401{k) employee
contributions, of up to 6% of eligible pay per period. Duke Energy
Indiana axpensed pre-tax plan ¢ontributions, as allocated by Duke
Erergy, of $8 million in 2011, $6 million in 2010 and $5 millon in
2009.

22. INCOME TAXES

Duke Energy and ifs subsidiaries file income tax rejums in the
1J.S. with federal and various state governmental authorities, and in
certain foreign jurisdictions. The taxable income of Duke Energy and
jts subsidiaries is reflected in Duke Energy's U.S. federal and state
income tax returns, These subsidiaries have a tax sharing agreerment
with Duke Energy where the separate return method is used to
allocate tax expenses and benefits to the subsidiaries whose
Investments or resuits of operations provide these tax expenses and
henefits. The accounting for income taxes essentially represents the
Income taxes that each of these subsidiaries would incur f itwere a’
separate company filing its own tax return as a C-Corpaoration,
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The fallowing details the companents of income tax expense:

INCOME TAX EXPENSE
For the Year Ended
December 31, 2011
Duke Duke Duke
Duke Energy Energy  Energy
{in millions) Energy Carolinas Ohio Indiana
Current income faxes
Federal $(37) $(122) %95 § 95
State 21 30 1 42
Foreign 164 — — —_—
Total current income
taxes 148 (92) (94} 137
Deferred income taxes
Federal 826 531 194 (38)
Stata 56 40 {2 (23)
Foreign 32 — —_ —
Total deferred income .
taxes 614 571 192 1{61)
Investment tax credit ‘
. amortization (10) (N (2) @

Total income tax expense
included in Consolidated
Statements of Operationst $752 $472 396  $ 74

(a) Included in the *Total current income taxes™ fine above are uncertain tax benefits
relating primarily to certain temporary differerices of $43 million at Duke Energy, $43
million at Duke Energy Caralinas, $3 million at Duke Erergy Ohio and $3 miflion at
Duke Energy Indiana. The offset to these temporary differences are included in the
"Total deferred incorme taxes” fine above.
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DUKE ENERGY CORPORATICN » DUKE ENERGY CAROLINAS, LLC « DUKE ENERGY OHIQ, INC. =+ DUKE ENERGY INDIANA, INC.

Combined Notes to Consolidated Financial Statements — (Continued)

{a) [ncluded in the "Tolal curment incorme taxes” line above are uncertain tax benefits
relating primarily 1o certain ternporary differences of $392 milfion at Duke Energy,
$300 million at Duke Energy Carglinas, $3 million at Duke Energy Chic and 37
miltion at Duke Energy Indiana. The offset to tese temporary differences are included

in the "Total deferred income taxes” line above,
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For the Year Ended For the Year Ended
December 31, 2010 Decembper 31, 2005
Duke Duke . Duke Duke Duke Duke
Duke Energy  Energy Energy Duke Energy Energy Energy
{in millions) Energy  Carolinas Ohie  Indiana (in millions) Energy  Carolinas Chio  Indiana
Current income taxes Current income taxes
Federal $ (B $ 3 $107 3 3) Federal $(271) $(198) % 77 $ 2
- State 39 (2) 8 16 State 3 (27) 7 5
Foreign 125 — — — Fareign 96 — — —
Total current : ‘ Total current
income taxes 159 1 115 13 income: taxes {172) {223) 84 7
Deferred income taxes Deferrad income taxes
Federal 539 388 6 123 Federal 767 518 97 29
State 83 75 12 22 State 148 8 7 22
Foreign 20 - — — — Farelgn 27 — — —
Total deferred S Total deferred
income taxes 742 463 18 145 income taxes 942 607 104 111
Investment tax ‘ Investment tax credit .
credit amortization {12} (7) (2} (2
amortization . abn (7 ) (@ Total income tax expense
Total income tax expense from continuing : :
from continuing : operaticng 758 377 186 116
operations 890 457 132 156 Total income tax benefit
Tatal income tax benefit from discontinued
from discontinued operations {2 — — -
operations ) i —  Total income tax expense
Total income tax expense inclucted in
included in Consalidated -
Consolidated Statements of . )
Staternents of Operations@! $ 756 $ 377 3186 $11A
Operationse $889 $457 $132 $156

{a) Included in the “Total current income taxes” line above are uncertain tax benefits
relating primarily to sertain temparary differences of $91 million at Duke Energy,
uncertain tax expenses of $42 millian, $22 million and $20 milion at Ouke Energy
Carclinas, Duke Energy Chio, and Duke Energy Indlana, respectively, The offset to
these temporary differgnces are included in the “Total deferred income taxes” fine

above,

Duke Energy Incorne from Continuing Operations before Income

Taxes ‘
For the Years Enged
December 31,

(in millions) 2011 2010 2009
Domestic $1,780 $1,731  $1,433
Foreign 685 479 398
Total incorne from continuing ‘

aperations bafara income taxes $2,465 $2,210 $1.831
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Reconciliation of Income Tax Expense at the U.S. Federal For the Year Ended
Statutory Tax Rate to the Actual Tax Expense from Continuing Decemier 31, 2009
Operations (Statutory Rate Reconciliation) Duke Duke  Duke
Duke  Erergy Energy Energy
For the Year Ended {in millions) Erergy Carcines  Obio Indiana
December 31, 2011 -
Income tax expense, computed at
Duke  Duke  Duke . the satutory rate of 35% - $641  $378 § (84) $111
Buke  Energy Energy  Energy State income tax, net of feceral ;
{in millions} Energy  Carolinas Ohio  Indiana income tax effect 58 40 g 18
Income tax expense, Tax differential an foreign
computed at the statutory earnings (16) — — —
rate of 35% % 863 $457 $107 $ 85 Goodwill impairment charges 130 — 254 —_
State Income tax, net of AFUDC eguity income (53) (44) 1 ol
federal income tax Cther items, net (42) 3 6 (3
effect 50 46 1 13 Tatal incorne tax expense
Tax dIfrerEnt\al on fram Continuing
AFfSrgngn 2armings g‘ll; (;] (—2} (3—1) operations $756 3377 $ 18 $116
equity income . o
Other items, net (26 28 @3 7 Effective tax rate 41.4% 34.9% (77.5)% 36.7%
TO:‘(‘ igﬁ?gfot;" Yatuation aliowances have been established for certain foreign
cegtinuing and state net operating loss camyforwards that reduce deferred tax
aperations %752 $472 % 96 $ 74 assets 1o an amount that wili be realized cn a mare-likely-than-nat
Effactive tax rate 30.5% 36.1% 33.1%  30.6% hasis. The net changelin the tc?tal valuation allowance is included in -
Tax differential on foreign earnings and State income tax, net of
For the voar Ended federat income tax effect in the above table.
Decernber 31, 2010 N Tax Liahil i
e a of
e Dok oule et Deferred Income Tax Liability Componen
Duke Energy  Energy  Energy Far the Year Encled
{in millions) Energy  Carolinas Ohio  Indiana DegembEf 31, 2011
Incomne tax expense, ‘ Duke Duke . Duke
camputed af the statutary . Duke Energy Energy Energy
rate of 36% $774 $454  $(108) $155  (in millions) Energy Carolinas Chio  Indiana
State Income tax, net of 2Deferred credits and other
federal incame tax tiabifities $ 790 $ 2285 683 -92
effect 82 48 14 26 Tax Credits and NOL ’
Tax differential on Carryforwards'? 930 199 _ 95
fareign earnings 22 - — —  Investments and other assets - — — 3 —
Goodwiil impairment Other 137 18 31 5
charges 175 -— 237 — -
AFUDC equtty income 82} - 61} (2} (20 TogzllsiteSfErred Income tax 1857 445 102 192
Other items, net {37) 16 - (9) B) yaluation allowance (144} - - -
Total income tax ' Net deferrad income tax -
expense from assets 1,713 445 102 192
cortinuing Invesiments and other assets 809) (7200 — (2
Dperations 3890 5457 3132 S1%6 s ieried depreciotion miss  (6989) (3.576) (1706)  (968)
Effective tax rate 40.3% 353% {43.0)% . 355% Regulatory asses and deferred :
debits {1,219} (658) (216) {(136)
Total deferred income tax
liabilities (9,017) (4,954 {1,922} (1,106)

Net deferred income tax

liabilities $(7,304) $(4,509) 5(1,820) § (914)

{a) See Tax Credits and NOL Cairyfarwards table belaw.
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Combined Notes to Consolidated Financial Statements — (Continued)

Tax Credits and NOL Carryforwards

Deferred Tax Assets (Liabilities)

{im midfions) For the Year Ended For the Year Ended
December 31, 2011 December 31, 2011
Description Amount Expiration year Duke Duke Duke
Investment Tax Credits $362 2029 - 2031 . Duke  Energy  Energy  Energy
Alternative Minimurm Tax Credits 145 Indefinite {in miliions) Energy  Carolinas Ohio _ Indiana
Federal NOL 274 2031
State NOL(a' 47 2016 - 2031 Current deferred tax
Foreign NOL® 102 2015 - 2029; Indefinite ssats, included n
{al A valuation allwance of $41 milion has heen recarded on the State NOL ather current assets $ 210 € 48 § 33 $ 13
Carryforwards, as presanted in the Net Defened Income Tax Liability Components Non-current deferred
tabie. .
(b A valuation allowance of $102 million has been recorded on the Fareign NOL ?ax aSSEt_S' included
Carrylonwards, &s presented in the Met Deferredd income Tax Lishility Components in other investments
table. and other assets 67 — — —
Nor-current deferred
For the Year Ended tax abilities {7.581) (4,555} (1,853} ©@z7
December 31, 2010 Total net deferred
Duke Duke Duke income tax
Duke Energy Energy Energy liabllitias $(7,304) ${4.509) $(1,820) ${914)
{in milfions) Energy  Carolinas Chio Indiana
For the Year Ended
Deferred credits and December 31, 2010
ather liahilitias $ 679 % 204 $ 61 % 70
Tax Credits and NOL Duke Duke Duke
Carryforwards 554 52 . 100 Duke Energy  Erergy  Energy
GCther 100 15 19 g (inmilions) Erergy  Carofinas Ohic  Indiana
Total deferred .
income tax assets 1,333 271 80 175  Current deferrec tax
. - assets, Included in .
Valuation allowance {143) — — — cther cuttent assets $ 236 0§ 8L % g $ 21
et deferred income Mon-current deferred
- tax assets 1,188 271 80 175 tax assets, included
Investrents and ofther in othet investments
assets : (781) (675) (11) (41 and other assets 101 — — —
Acceierated depreciation Non-current deferrad .
tates (6,052} (29907 (1,529 (973) tax liabilities (6,978} (3,988) (1,640 (973)
Regulatory assets and :
deferred debits QU8 (5130 (7)) (g3) |oulnetdeferred
- income tax
Total defesred liabilities $(6,641)  $(3,907) $(1,831) $(93D)
income tax .
liabilities 7,829y {4,178 (1,711) (_1 L07) Deferred income taxes and foreign withholding taxes have not
Net deferred income : bean provided on undistributed eamings of Duke Energy's fareign
tax liabilities $(6,641) (3,907 H163L) % (932 P g B g

The above amounts have been classified in the Consolidated

Balance Sheets as follows:
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subsidiaries when such amounts are deemed to be indefinitely

reinvested. The cumulative wndistributed eamings as of

December 31, 2011 on which Duke Energy has not provided

deferred income taxes and foreign withholding taxes is $1.7 billion.
The amount of unrecognized deferred tax liability related to these
undistributed eamings is estimated at between $250 million and

%325 million.
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Changes to Unrecognized Tax Benefits

Far the Year Ended
December 31, 2011
Duke Ouke Duke
Duke Energy  Energy Energy
(in milliens) Energy . Carolinas Chio  Indiana
Increase/(Decrease} '
Unrecognized Tax
Benefits — January 1, %342 $217 $29 $21
Unrecognized Tax
Benefits Changes
Gross increases —
tax positions in
prior pericds 49 a2 4 3
Gross decreases —
tax positions in
prior periods (18) 8} &) 3
Gross increases —
current period tax
positions 16 9 4 3
Settlements {4) — - -
Tatal Changes 43 43 3 3
Unrecogrized Tax
Benefits —
December 31, $385 %260 $32 $24
For the Year Ended
December 31, 2010
Duke Duke Duke
Duke Energy  Energy Energy
{in millions) Energy  Carolinas Ohic  Indiana
Increase/{Decrease)
Unrecognized Tax Benefits
— January 1, % 664 %517 $ 3z %28
Unrecognized Tax Benefits
Changes
Gross increases — tax
pasitions in prior
periods 36 14 15 7
Gross decreases — tax
positions in prior
periods (43} (7 (21) (13
Gross increases —
current period tax
positions 5 3 1 1
Seflements {320 310) 2 (2)
Totai Changes {322) (300) (3 )
Unrecognized Tax
Benefits — ..
Decermber 31, $ 342 $ 217 $ 29 $21
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Far the Year Ended
December 31, 2003
Buke Puke Duke
Duke Energy  Energy Energy
{in milfions) Energy  Carolinas Ohio  Indiana
Increase/{Decrease)
Unrecognized Tax Benefits
— Januay 1, 572 $462 %15 $ 9
Unrecopnized Tax Benefits
Changes
Gross increases — tax
positions fn prior
pericds 132 58 30 22
Gross decreases — tax
nositions in prier
pericds {38) (11} {9 (1)
Gross increases —-
current period tax
positions 11 8 1 2
Settlernents {13} — )] (4)
Total Changes g2 55 17 19
Unrecognized Tax
Benefits —
December 31, $664 £517 $32 $£28
The fallowing table inciudes information regarding the Duke
Energy Registrants unrecognized tax benefitst.
Duke Duke Duke
Duke Energy  Enargy Energy
(in millicns) Energy  Carolinas Ohie  Indiana
December 31, 2011
Amount that if
recognized, wauld
affect the effective tax
rate o regulatory
liabilityte! 121 115 — _—
Amount that if
recaognized, would be
recarded as &
component of
discontinued
operations 11 -_— — —

(a] The Duke Registrants do nat anticipate a material increase or decrease in unrecognized

tax benefits in the next 12 months,

&) Duke Energy and Duke Energy Cardlinas are unable o estimate the specific 2mounts
that would affect the effective tax rate or reguiatary liability.
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The following tables include interest and penalties recognized in
the consolidated statements of operations and the consclidated

balance sheets:

{in millions)

Duke
Energy

Duke

Energy
Carolinas

Duke .
‘ Energy

Ohio

Duke
Energy
Indiana

December 31, 2011

Net interest income
recognized related to
income taxes

Net interest expense
recognized related to
income taxes

Interest receivable reiatad
to incomna taxes
included in the
consolidated balance
sheets

Interest payable related
10 income taxes
included in the
consolidated balance
sheets

Accruals for the payment
of penaities included
in the consolidated .
balance sheets

$12

$5

{in millions)

Duke
Energy

Duke

Energy
Carolinas

Duke

Energy
Ohio

Duke
Energy
Indiana

December 31, 2010

Met interest income
recognized related to
incarme taxes

Interest receivable related
to income taxes
included in the
consolidated balance
sheets

Interest payable related to
income taxes included
in the consclidater
balance sheets

Accruals for the payment
of penalties inchuded Tn
the consclidated
balance sheets

$26

33

$18

34

$4

$5

(in millions)

Duke
Erergy

Dulke
Energy
Carolinas

Duke
Energy
Chio

Duke
Energy
Indiana

December 31, 2009
Net irterest expense

recognized related to
~ income faxes

$7

$8

$5
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Duke Energy and its subsidiaries are ne longer subject to U.S.
federal examination for years before 2004. The years 2004 and
2005 are in Appeals. The Internal Revenue Service (IRS) is currently
auditing the federal intome tax retums for years 2006 and 2007,
With few exceptions, Duke Energy and its subsidiaries are no longer
subject tn state, local or non-U.S. income tax examinaticns by tax
authorities for years before 1999, .

23. SUBSEQUENT EVENTS

For infermation on subsequent events related to acquisitions,
regulatory matters, commitments and contingencies, debt and cradit
facilities and joint ownership of generating and transmissian facilities,
see Notes 2, 4, 5, 6 and 8 respectively.

24. QUARTERLY FINANCIAL DATA (UNAUDITED)

Duke Energy

{In millions,
except per First
share data) Quarter

éecund
Quarter

Third
Quarter

Fourth
Quarter

Total

2011
Operating
revenies
Operating
income 814
Met income
attributable
to Duke
‘Energy
Corporatian 511
Eamings ner
share:
Basicial ~
Dilutedt®

$ 028
$ 0.38

2010
Cperating
revEnues
Operating
income
{loss) 761
Met income
(loss)
attributable
to Duke
Energy
Corporation 445
Eamings
(loss) per
shara:
Basicta:
Dilutecia)

$3,594

$ 034
$ 034

$3,663

$3,534

679

435

$ 0.33
$ 0.33

$3,287

{14)

{222

$ 61N
$(0.17)

$3,964

767

472

$ 0.35
$ 035

- $3,246

©1,033

670

$ 051

$ 0.51

$3,368

517

288

$ 0.22
$ 0.22

$3,445

681

427

$ 032
$ 0.3z

' $14,529

2,777

1,706

$ 128
$ 128

$14.272

2,461

1,320

$ 1.00
$ 100

{a) CQuarterly EPS amounts are meant to be stand-alone caleulations and are not ahways
additive to full~year amount due to rounding.
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The following table includes unusual or infrequently occurring Duke Energy Carolinas
itams recorded by Duke Energy in each quarter during the two most First  Second Third  Fourth
recently compieted fiscal years. All amounts discussed below are (In mitfions) Guarter Quarter Quarter  Quarter Total
pra-tax unless otherwise noted. 2011
Firt Second  Thid Fouth  Operating

(In millions) Quarter Quarter Quarter  Quarter revenues $1,552 $1,607 $1,868 $1,466 $6493
2011 Orerating
Edwardsport 1GCC income 363 331 541 245 1,480

impairrment (see Note 4) $— $ —  $(222) % — ggtllgwme 208 133 s 125 B34
Ermnission Allowance Operating

impairment (see Note 12) - - 79 —  everues  $1,545 $1,513  $1,877 $1,489 $6424
Energy afficiency revenue Operating

adjustment® — — — % icome 347 313 521 264 1,445
Total F— $ — $(301) $-59 Net income 192 202 315 129 238
2010 : '

Voluntary severance

program expenses (see

MNote 19) 68 (76 (200 % (8
Commmercial Power

nen-regulated Midwest

generation goodwill ‘

impairment (see Note 12) — (5000 — —
Midwest generation asset

and emission allowance

impairment (see Note 12) — (160} Lo —
Edwardsport IGCC

impairment (see Note 4) — — (44) —
Gain on sale of investmeant

in Q-Comm (sea Note 13) — — — 109
Gain on sale of DukeNet .

(see Note 3) — — — 139

Toral 368  $738r % B4 %240

(3) In the fourth quarter of 2011, Duke Enhergy recorded $59 million of previously deferred
revenue resulting frorm the receipt of an order from the NCUC which allowed the
recognition of revenue in excéss of amounts bilied to custorners,
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The following table includes unusual or infrequently occurring
items recorded by Duke Energy Carclinas in each quarter during
2011 and 2010. All amaunts discussed below are pre-tax unless
otherwise noted.

First  Second Third Fourth

{In mitlicrs) - Quarter Quarter Quarter Quarter
2011 ‘

Energy efficlency revenue

adjustment@ $59
2010

Yoluntary severance

program expenses (see

Note 199 ${42) $(43) $(13) (1)
(@) In the fourth quarter 0{'2011‘ Duke Energy Camtinas recorded $99 miflion of

praviously deferred revenue resulting fram the receipt of an order from the NCUC which
allowet the recognition of revenue in excess of amounts billed to customers.
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Duke Energy Chio Duke Energy Indiana
First  Second Third Fourth First  Second Third Fourth
{In millions) Quarter  Quarter  Quartet  Quarter Total (In millions} Guarter  Quarter Quarter  Quarter Total
2011 2011
Operating Operating
revenues $879 $694 $838 $770 $3,181 revenLies $659 $620 $718 $625 $2,622
Operating Operating
income 135 59 116 65 375 incorme
Net income 73 33 51 37 194 (loss) 130 109 (42) 85 232
2019 Net income
Operating (loss) 76 68 (31) 55 168
revenues $977 $ 649 $923 $780 $3,329 2010
Cperating Operating
income TeVenuEes $610 $579 $694 %637 $2,520
(loss) 222 (781) 279 56 (225)  Operating )
Net income income 121 109 149 127 506
{loss} 130 {759) 176 12 (441)  Netincome 70 57 az 66 285

The following table includes unusual or infrequently occurring
iterns recorded by Duke Energy Ohio in each quarter during the two
mast recently completed fiscal vears. All amounts discussed below
are pre-tax unless otherwise noted.

The following tabie includes unusual or infrequently occurring
iterns recorded by Duke Energy [ndiana in each quarter during the
twa most recently completed fiscal years. All amounts discussed
beiow are pre-tax unless otherwise noted.

First  Second Third  Fourth First  Second Third  Fourth

{In millions) Quarter Quarter Quarter Quarter (In millions) Quarter Quarter Quarter Quarter
2011 2011
Ernission Allowance . Edwardsport IGEC :

impairment {see Note 12) $— 5 — $(79) 4 — impairment (see Nate 4) 5 — $—  B(222) $—
2010 2010
Voluntary severance Voluntary severance

pragram expenses (see . program expenses (see

Mote 19) iy % (1O $ (2 % (1) Note 19) $(10 $16r $ @ 3 (4}
Commercial Power : Edwardsport IGCC L

non-regulated Midwest impairment [see Nate 4) — — (44) —

generaticn goodwill

impairment {see Note 12) — (461) — — Total 310 s $ @ S @
FE&G Dhio T&D goodwil!

impairment (see Note 12) — (216) — —
Midwest generation asset

and emission zllowance

Impairment (see MNote 12) — {160} — —
Disailowance of previousty

deferred storm costs — — — {17}
Total $(11) (847 % (2 $(18)
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DUKE ENERGY CORPORATION

Schedule | - Condensed Parent Company Financial Statements

Condensed Statements of Operations

Yearg Ended December 31,
{In miffions, except per-share amounts) 2011 2010 2009
Dperating Revenues $ — 5 — 3 —
Operating Expenses 6 52 1
Operating Loss &) (52) (1)
Equity in Earmings of Subsidiades 1,782 17384 1,095
Cther Income and Expenses, net 21 & 9
Interest Expense 156 139 99
Incame Before income Taxes 1,641 1,199 1,004
Income Tax Benefit (54 (118) (59}
Income From Continuing Operations 1,705 1,317 1,063
income From Discontinued Cperaticns, net of tax 1 3 12
Net income $1,706  $1,320 $1,075
Common Stock Data
Earnings per share (from rontinuing operations)
Basic $128 %100 % 082
Diluted $ 128 § 100 $ 082
Eatmings (loss) per share (from discontinued operations)
Basic $ ~—~ % — %001
Diluted $ — ¢ — §o001
Earnings per share
Basic $128 $1.00 % 083
Diluted $1.28 %100 % 083
Dividends declared per share $ 099 $ 087 $ 094
Weighted-average shares outstanding
Basic 1,332 1,318 1,293
Diluted 1,333 1319 1,294
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DUKE ENERGY CORPORATION
Schedule | - Condensed Parent Company Financial Statements
Balance Sheets

December 31,
{In millions, except per-share amounts) 2011 2010
ASSETS
Current Assels
Cash and cash equivalents $ 845 % 488
Receivabies 653 813
(Other 100 34
Totat current assets 1,598 1,435
Investments and Other Assets
Notes receivable 450 450
Investment in consolidated subsidiaries 25,670 24,410
Other 571 525
Total investments and other assets . 26,691 25,386
Total Assefs : $ 28289 § 26820
LIABILITIES AND EQUITY
Current Liabilities
Accounts payable ' s — % 138
Notes payable and commercial paper 154 =
Taxes accrued 35 39
Cther 65 58
Total current fiabilities 254 235
Long-term Deht 4,328 3,222
Other Long-Term Liabilities . ‘
Deferrad income taxes . 16 —
Qther . 919 841
Total cther long-term liabilities 935 841
Commitments and Contingencies
Common Stockholders” Equity )
Common Stock, $0.001 par valug, 2 billion shares authorized; 1,336 million and 1,329 millien shares outstanding at
December 31, 2011 and December 31, 201G, respectively 1 1
Additional paid-in capital . 21,132 21,023
Retained earnings 1,873 1,496
Accumulated other comprehensive loss : (234} 2
Total common stackholders’ equity ’ 22,772 22,522
Total Liabilities and Common Stockhoiders' Equity $ 23,289 % 26,8320

218



PART I

DUKE ENERGY CORPORATION
Schedule | - Condensed Parent Company Financial Statements
Condensed Statements of Cash Flows

Years Ended December 31,

2009

{Irt miflions) 2011 2010
CASH FLOWS FROM OPERATING ACTIVITIES ) _
Net income ‘ $ 1,706 $ 1320 § 1075
Adjustments to reconcile net ;ncome to net cash provided by operating activities (1,993) (1,142) (1,002)
MNet cash (used in) provided by cperating activities (287) 178 73
CASH FLOWS FROM INVESTING ACTIVITIES )
Purchases of avaiiable-for-sals securities {45) — -
Prageeds from sales and maturities of avaitable-for-sale securities 105 36 17
Distributions from whally-owned subsidiaries 299 350 —_
Investment in wholly-owned subsidiary — C— (250)
MNotes receivable from affiliate, net 264 . 263 (272)
Other 14 6 9
Met cash provided by (used in) investing activities 637 . - 655 (4586)
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from the: '
Issuance af long-tarm debi . 996 522 1,740
Issuance of common stock refated to empioyee benefit plans 67 302 519
Payments for tha redemption of long-ferm debt - (274) —
Notes payabls and commercial paper 151 (2) (269)
Notes Payable due to affiliate 105 — —
Dividends paid {1,329) - (1,284) . (1,222)
Other -17 26 15
Met cash provided oy (used in) finzncing activities 7 710) 783
Met increase in cash and cash equivalents 357 123 360
Cash and cash equivalents at beginning of period 488 - 365 5
Cash and cash equivalents at end of period $ 365
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DUKE ENERGY CORPORATION

Combined Notes to Consolidated Financial Statements

1. BASIS OF PRESENTATION

2. DEBY

Duke Energy Corporation (Duke Energy) is a holding company
that conducts substantially all of its business operations through its
subsidiaries. As specified in the merger conditions issued by various
state cornmissions in connection with Duke Energy’s merger with
Cinergy Corp. {Cinergy} in April 2008, there are restrictions on Duke
Energy’s ability to obtain funds from certain of its subsidiaries through
dividends, ioans or advances. For futther information, see Note 4 1o
the Consolidated Financial Statements, “Regulatory Matters.”
Accardingly, these condensed financial statements have been
prepared on a parent-anly basis. Under this parent-only presentation,
Duke Energy’s investments in its consolidated subsidiaries are
presented under the equity method of accounting. In accerdance with
Rule 12-04 of Reguiation 5-X, these parent-only financial statements
do not include all of the information and footnotes reguired by
Generally Accepted Accounting Principles (GAAF} in the United
States (L1.S.) for annual financial statements. Because these parent-
cnly financial statements and notes do nat include all of the
inforrmaticn and footnotes required by GAAP in the U.S. for annual
financial staternents, these parent-only financial statements and other
information included should be read in conjunction with Duke
Energy's audited Consolidated Financial Staternents contained within
Part II, ltem & of this Form 10-K for the year ended December 31,
2011,

Duke Energy and its subsidiaries file a consolidated federal
incomne tax return and other state and foreign jurisdictional returns as
required. The taxable income of Duke Energy’s wholly-owned
operating subsidiaries is reflected in Duke Energy’s U.S. federal and
state income tax retums. Duke Energy has a tax sharing agreement
with its wholly-owned operating subsidiaries, where the separate
return method is'used to allocate tax axpenses and benefits fo the
wholly-owned operating subsidiaries whose Investments or results of
operations provide these tax expenses and benefits. The accounting
for income taxes essentially represents the income taxes that Duke
Energy’s wholly-owned operating subsidiaries would incur if each
ware a separate company filing its own tax return as a C-Corporation.

Summary of Debt and Related Terms

Weighted- December 31,
Average ) —_—
{in mitlions) " Rate Year Due 2011 2010
Unsecured debt 43% 20132021 $3878 $2,772

Notes Payable and

commercial paper® 0.5% - 604 450
Total debt 4,482 3222
Short-term notes payaile

and commercial paper (154) —
Tetal long-term debt $4,328 $3.222

(a} Asof December 31, 2011, this amount includes an intercompany lean of $105
million with Duke Energy's affiliate, Bison Insurance Company Limited.

Includes $450 million at December 31, 2011 and 2010 that was classified as Long-term
Cebt on the Consofidated Balance Sheets due to the existence of long-term credit facilities
which back-stop these commercial paper balances, along with Duke Energy's abilty and
intent to refinance these balances on a long-tlerm basis. The weighted-average days to
matuity was 17 days and 14 days as of December 31, 2011 and 2010, respectively,

L4

At December 31, 2011, Duke Energy has guaranteed
approximately $2.0 biliion of debt issued by Duke Energy Carsiinas,

LLC, one of Duke Energy's wholly-owned operating subsidiaries.
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In Novernber 2011, Duke Energy issued $500 million of senior
notes, which carry a fixed interest rate of 2.15% and mature
November 15, 2016, Proceeds from the issuance will be used to
fund capital expenditures in Duke Energy’s unregulated businesses in
the U.S. and for general corporate purposes.

In August 2011, Duke Energy issued $500 million principal
amount of senior notes, which carry a fixed interest rate of 3.55%
and mature September 15, 2021. Proceeds from the issuance will
be used to repay a portion of Duke Energy’s commercial paper as it
matures, to fund capital expenditures in Duke Energy's unregulated
businesses in the U.S. and for general corporate purposes.

In Aprit 2011, Duke Energy fied a registration statement
{(Form §-3) with the SEC to sell up to $1 billion of variable
denomination floating rate demand notes, called PremierNates. The
Form $-3 states that no more than $500 million of the notes will be
outstanding at any particular time. The nates are offered on a
contintious basis and bear interest at a floating rate per annum
deterrmined by the Duke Energy PremierNotes Committee, or its
designee, on a weekly basis. The interest rate payable on notes held
by an nvestor may vary based on the principal amount of the
investment. The notes have no stated maturity date, but may be
redeamed in whole or in part by Duke Energy at any time. The notes
are non-transferable and may be redeermed in whele or in part at the
investor's option. Proceeds from the sale of the notes will be used for
general corporate purposes. The halance as of December 31, 2011
is $79 million. The notes reflect a short-term debt obfigation of Duke
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Schedule | - Condensed Patent Company Financial Statements -
Combined Notes to Consolidated Financial Statements — (Continued)

Energy and are reflected as Notes payable on Duke Erergy's
Condansed Cansolidated Balance Shests.

Duke Energy also issued an additional $75 miflion in
Commercial Paper in the third quarter of 2011, for generai corporate
purposes, which is classified as Notes payable and commercial paper
on Duke Energy's Condensed Consolidated Balance Sheets. 7

In Novernber 2011, Duke Energy entered into a new $5 billion,
five-year master credit facility, with $4 billion available at closing and
the remaining $2 hillion available following successful completicn of
the proposed merger with Progress Energy. The Duke Energy
Registrants each have borrowing capacity under the master credit
facility up to specified sublimits for each bormower. However, Duke
Energy has the unilaterai ability at any time to Increase or decrease -
the barrowing sublimits of each borrower, subject to a maximum
sublimit for each borrower. As of December 31, 2011, Duke Energy
has a harowing sublimit of £1,250 million. The amount available
under the master credit facility has been reduced, by the use of the
master credit facility to backstop the issuances of commercial paper,
letters of credit and certain fax-exernpt bonds.

In March 20103, Duke Energy issued 3450 million principal
armaunt of 3.35% senior notes due Aprit 1, 2015, Proceeds from the
issuance were used to repay $274 million of gorrowings under the
master credit facility and for general comporate purposes.

Annual Maturities as of December 31, 2011

(in millions}
2012 £ —
2013 249
2014 1,325
2015 450
2016 950
Thereafter 1,354
Total long-term debt, including current maturities $4,323

3. COMMITMENTS AND CONTINGENCIES

Duke Energy and its subsidiaries are a party to litigation,
anvironmental and other matters. For further information, see Note 5
to the Consolidated Financial Statements, “Commitments and
Contingencies.”

Duke Energy has various financial and performance guarantess
and indemrifications which are issued in the normal course of
business. These contracts inciude performance guarantees, stand-by
letters of credit, debt guarantess, suraty bonds and indemnifications.
Duke Energy enters info these arrangements to facilitate commercial
transactions with third parties by enhancing the value of the
transaction to the third party. Tha maximum potential amount of
future payments Duke Energy could have been required to make
under thesa guarantees as of December 31, 2011 was
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approximately $4.7 billiorr. Of this amount, substantially all refates to
guarantees of wholly-owned consolidated entities, including debt
issued by Duke Energy Carolinas discussed above, and less than
wholly-owned consolidated entities, The majority of these guarantees,
expire at various times hetween 2012 and 2036, with the emaining
performance guarantees having no contractual expiration. See Note 7
to the Consalidated Financial Statements, “Guarantees ang
Indemnifications,” for further discussion of guarantees issued on
hehalf of unconsolidated affiliates and third parties.

4. RELATED PARTY TRANSACTIONS

Balances due to or due from related parties included in the
Balance Sheets as of Decembier 31, 2011 and 2010 are a5 foliows:

December 31,
(in millions) 2011 2010
Assets (Liabilities)
Current. assets due fram affiliafed companieseit $ 38 3 39
Current liabilities due to affiliated companiest $ — 8139
Non-current Yiabilities due to affilisted companiest® $(871) (766}

(a) Balance excludes assets of liabilities associated with monay peol arangements, which
are discussed below.

The betarces at Decenber 31, 2011 and 2010 ar classified as Receivabies on the
Balance Sheets.

The balenca at December 31, 2019 is classified as Actourts Payable on the Balance
Sheets,

Of the barance at Decernper 31, 2001, $7656 million is cassifiet as Cther within Cther
Long-Term Liabilities and $105 mitlion is classified as Long-term Debt on the Bafance
Sheets. The balence at December 31, 2010 is classified as Cther within Caner Long-
Term Liahilities on the Bafence Sheets,

i)
e}
ids

Duke Energy provides support to ceriain subsidiaries for their
short-term borrowing needs through participation in a money pool
arrangemant. Under this arrangement, certain subsidiaries with short-
tetm funds may provide short-term Joans to affiliates participating
under this arrangement. Additionally, Duke Energy provides loans o
subsidiaries through the money poal, but is not perritted to borrow
funds through the money poal arrangement. Duke Energy had money
pool-refated receivabies of $450 million classified as Notes
Receivable on the Balance Sheets as of both December 31, 2011
and 201Q.

As of December 31, 2011 and 2010, Duke Energy had an
intercompany loan outstanding with Cinergy of $608 million and
$B72 million, respectively, which is classified within Receivables on
the Balance Sheets. The $264 million decrease in the intercompany
loan during 2011 and the $263 million decrease during 2010 are
reflectad as Notes Receivable from Affiliates, net within Net Cash
Provided by (Used in) Investing Activities on the Condensed
Statements of Cash Flows.

In conjlinction with the money pool arrangement and the
intercompany loan hoted above, Duke Energy recorded interest
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income of approximately $4 million, $7 million and $12 million in
2011, 2010 and 2009, respectively, which is inciuded in Other
income and Expenses, net on the Condensed Siatements of
Operations.

Duke Energy also provides funding to and sweeps cash from
subsidiaries that do not participate in the money pool. For these
subsidiaries, the cash is used in or ganerated from their operations,
capital expenditures, debt payments and other activities. Amounts
funded or received are carried as open accounts as either,
Investments and Advances fo Consolidated Subsidiaries or as Other
Non-Current Liabilities and do not bear interest, These amounts are
included within Net Cash {Used in) Provided by Operating Activities
on the Condensed Statements of Cash Flows.

During the year endegt December 31, 2011, Duke Energy
received 2n equity distribution of $299 milfion from Duke Energy

222

Carclinas, which is reflected within Net Cash {Used in) Provided by
Operating Activities on the Condensed Statements of Cash Flows.
Agditionally, Duke Energy received an equity distibution from Duke
Energy Carolinas of $350 millicn in 2010, which is reflected within
Net Cash (Used in} Provided by Operating Activities on the
Condensed Statements of Cash Flows,

During the year ended December 31, 2011, Duke Energy paid
a'$15 million advance to Cinergy Com. for Green Frontier Windpower
LLC PTC funding contributions. During the year ended Decernber 31,
2010, Duke Energy forgave a $29 million advance to Cinergy Corp.

During the year ended December 31, 2009, Duke Energy
contributed approximately $250 million of capital to its subsidiary,”
Duke Energy Carcfinas. ' '
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DUKE ENERGY CORPORATION * DUKE ENERGY CAROLINAS, (LC « DUKE ENERGY OHIO, INC. + DUKE ENERGY INDIANA, INC.

Schedule 11 - Valuation and Qualifying Accounts and Reserves
Combined Notes to Consolidated Financial Statements - {Continued)}

Duke Energy
Additinns:

Balance at Charged to Balance at
Beginning  Charged to Other End of
(in milligns) of Period Expense Accounts  Deductionsta! Period

Decernber 31, 2011:
Injuries and damagest® $ 858 s — $— $ 52 $ 806
Allowance for doubtful accounts 34 27 — 26 35
Allowance for doubtfui accounts — restricted receivables of VIEs 34 & — — 40
Otherid 380 74 134 327
$1,306 $107 $ 7 212 $1,208

December 31, 2010:
Injuries and damagest £ 984 31 $— $127 $ 853
Allowance for doubtful accounts 42 26 — 34 34
Allowance for doubtful accounts — restricted receivables of VIEs! 6 7 22 1 34
Qtherie . 396 120 44 180 380
$1,428 $ic4 66 342 $1,306

December 31, 2009:

_Injuries and damages®™ $1,035 P — $— $ 51 § 984
Allowance for douptful accounts 42 23 g 26 48
Otherte 555 52 24 235 396

$1,632 $ 75 $33 $312 $1,428

{a) Frincipally cash payments and reserve reversals.
{hi Principally asbestos reserves at Duke Energy Carolinas.
(¢} Principally allowance for CRC which was consolidated on January 1, 2010.

(d) Principally nuclear property fnsurance reserves at Duke Energy Camhnas, Insurance reserves at Bison and other reserves, included in Other within Current Liabilities or Other wnmn

Deferad Credits and Qther Liagilities on the Cansolidated Balance Shesats,

The valuation and reserve amounts above do not include unrecognized tax benefits amounts or deferred tax asset valuation allowance ameunts,
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* DUKE ENERGY INDIANA, INC.

Schedule Il - Valuation and Qualifying Accounts and Reserves
Combined Notes to Consolidated Financial Statements — (Continued)

Duke Energy Carolinas
Additions:
Balance at Charged to Balance at
Beginning  Charged to Other End of
{In millions) of Pericd Expense  Accounts Deductions® Period
December 31, 2011:
Infuries and damagest $ 853 $— $— $ 52 $801
Allowance for doubtful accounts 3 15 — 15 3
Altowance for doubtful accounts — restricted receivables of VIEs [ - — — 6
Otherio 133 1 — 33 101
955 $16 $— 5100 911
December 31, 2010 ‘
Injuries and damages® $ 980 $— $— $127 $ 853
Aliowance for doubtful accounts 2 17 — 16 3
Allowance for doubtful accounts — restricted recsivables of ViEs & 1 — 1 3]
Dtherie : 124 31 25 133
$1.112 $49 $3 $169 9395
December 31, 2009:
Injuries and damages® $1,031 $— — $ 51 $ 980
Allowance for doubtful accounts 7 17 . 16 3
Otherte 200 4 — 80 124
$1.238 %21 $— $147 $1,112 .

(a) Principally cash payments and reserve raversals.
(5 Principally ashestos reserves.

(e} Principally nuclear property insurance and other reservas, included in Gther within Deferrad Credits and Other Liabilities on the Consclidated Balance Sheets,

The valuation and reserve amounts above do not include unrecognized tax benefits amounts or deferred tax asset valuaticn allowance amaounts.
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Schedule 11 — Valuation and Qualifying Accounts and Reserves

Combined Notes to Consolidated Financial Statements - (Continued)

DUKE ENERGY INDIANA, INC.,

Duke Energy Ohig
Addlitions:
Balance at Charged to Balance at
Beginning  Charged to Other End of
{n millions) of Period Expense  Accounts  Deductions® Period
Year Ended December 31, 2011:
Aliowarice for doubtful accounts 518 $— $— $ 2 $16
Environmental(® 49 —_ - 5 26 28
Uncertain Tax Provisions'd 10 11 —_ — 21
Otheris 1 6 — 2 5
378 $17 $5 $30 $70
Year Endled December 31, 2010: .
Allowance for doubtful accounts 317 $ 1 $-— 5— $18
Environmental® 20 —_ 356 10 49
Uncertain Tax Provisions® — 20 — 10 10
Othert 11 — — 10 1
$43 $21 $39 $30 378
Year Ended Decenber 31, 2009:
Allowance for doubtful accaunts %18 $ 1 $— $ 2 $17
Environmentalb! 11 (10 21 2 20
Otheric 11 2 —_ 2 11
$40 3D $21 %6 $43

{2} Principally cash payments and reserve réversals.

(b} included i Other within Deferred Credits and Cther Liabiiities on the Consolidated Balance Sheets. In 2003, PUCQ issued an order allowing the defarral of costs related to Manufactured
Gas Plant s7as info a tegulatory asset, which resulted inl a net cradit to expense during 2009,

{£)  Frincipally mark-to-rmarket and other reserees, included in Uniealized gaing on mark-to-market and hedging ransactions within Current Assats and Other within Investmenis and Other
Assats, Unrealized lnsses on mark--market and hedging transactions within Curent Liabilities and Gther within Qefemad Credits and Cther Lighilitias an the Consalidated Balance

Sheets.

{d) iIncludad in Taxes accrued and Interest accrued within Currant Liabilitiss on the Consplidated Balance Sheets,
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DUKE ENERGY CORPORATION

e DUKE ENERGY CAROLINAS, LLC * DUKE EMERGY QHIO, INC. * DUKE ENERGY INDIANA, INC.

Schedule Il — Valuation and Qualifying Accounts and Reserves

Combined Notes to Consolidated Financial Statements - (Continued)

Duke Energy Indiana
Additions:
Balance at Charged to Balance at
Beginning  Charged to Other End of
(In millions} of Period Expense Accounts  Deductions®@ Period
December 31, 2011:
Injuries and damages $ 4 $— $— $— $4
Aliowance for doubtful accounts 1 — —_ —_ 1
Othertt) 12 5 — 5 12
$17 $-5 $— $5 $17
December 31, 2010:
Injuries and damages $ 4 5— $— $— "3 4
Allowance for doubtul accounts 1 — — — 1
Otherit? 18 1 — 7 12
$23 $1 5 — 57 $17
December 31, 2009: ’
injuries and damages $ 4 $— $— $— % 4
Allowance for doubtful accounts 1 1 — 1 1
Otherit 15 5 — . 18
$20 $ 6 $— $ 3 $23

(a) Principally cash payments and reserve reversals.
(b} Principally environmental reserves inciuded in Other within Deferred Credits and Other Liabilities on the Consolidated! Balance Sheets.

amounts.
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The valuation and reserve amounts above do not include unrecognized tax benefits amaunts or deferred tax asset valuation allowance
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ITEM S. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE.

None,

ITEM 9A. CONTROLS AND PROCEDURES ~ DUKE ENERGY, DUKE ENERGY CAROLINAS, DUKE
ENERGY OHIO AND DUKE ENERGY INDIANA.

Disclosure Centrols and Procedures , Management's Annual Report On Internal Control Over Financial
Disclosure controls and procedures are contrals and other Reporting
procedures that are designed to ensure that information required to be The Duke Energy Registrants’ management is responsible for
disclosed by the Duke Energy Registrants in the reports they file or establishing and maintaining an adequate system of intemal control
submit under the Securities Exchange Act of 1934 (Exchange Act) is over financial reporting, as such term is defined in Exchange Act
recorded, processed, summarized, and reported, within the time Rules 13a-15(f) and 15d-15(f). The Duke Energy Registrants’
periods specified by the Securities and Exchange Cormmission’s (SEC) internal control system was designed fo provide reasonable assurance
riles and forms. . regarding the refiability of financial reporting and the preparation of
Disclosure controls and procedures include, without limitation, financial statements for external purposes, in accordance with U.S,
controls and procedures designed to pravide reasonable assurance generally accepted accounting principles. Because of inherant
that information required to be disclosed by the Duke Energy limitations, intemal controf over financial reporting may not prevent or
Registrants in the reports they file or submit under the Exchange Act detect misstatements. Also projections of any evaluation of
is accumulated and communicated to management, including the “effectiveness to future periods are subject to the risk that controls may
Chief Executive Officer and Chief Financial Officer, as appropriate, o become inadeguate because of changes in conditions, or that the
aliow timely decisiors regarding required disclosure. degree of compliance with palicies and pracedures may deteriorate.
Uinder the supervision and with the participation of The Duke Energy Registrants’ management, including their
management, including the Chief Executive Cfficer and Chief Chief Executive Officer and Chigf Financial Officer, has conducted an
Financial Officer, the Duke Energy Registrants have evaluated the evaluation of the effectiveness of their internai control over financial
effectiveness of their disciosure controls and procedures (as such reperting as of December 31, 2011 based on the framework in
term is defined in Rule 13a-15(e} and 15d-15(e) under the internal Control — Integrated Framework issued by the Committee of
Exchange Act) as of December 31, 2011, and, based upon this Spensoring Organizations of the Treadway Commission. Based on
" evaluation, the Chief Executive Cfficer and Chief Financial Officer that evaluation, management conciuded that its internal controls over
have concluded that these contrels and procedures are effective in financial reporting were effective as of December 31, 2011.
providing reascnable assurance of carmpliance. Deloitte & Touche LLP, Duke Energy's independent registered
public accounting firm, has issued an aftestation report on the
Changes in Internal Control over Financial Reporting effectiveness of Duke Energy’s internal control over financial reporting.

Under the supervision and with the participation of
management, including the Chief Exectitive Officer and Chief
Financial Officer, the Duke Energy Registrants have evaluated
changes in internal control ever financial reporting (as such term is
defined in Rules 13a-15(f) and 15d-15{f) under the Exchange Act)
that occurred during the fiscal quarter ended December 31, 2011
and have concluded no change has materially affected, or is
reasonably likely to materially affect, internal contral over financial
reporting.
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ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE.

Duke Energy wili provide information that is responsive to this Iltem 10 in fts definitive proxy statement or in an amendment to this Annual
Report not later than 120 days after the end of the fiscal year covered by this Annual Report, in ither case under the caption “Directors and
Executive Officers,” and possibly elsewhere the.rein. That information is incorporated in this ltem 10 by reference.

ITEM 11. EXECUTIVE COMPENSATION.

Duke Energy will provide information that is respensive to this Item 11 in its definitive proxy statement ar in an amendment o this Annual
Report not later than 120 days after the end of the fiscal year covered by this Annual Repert, in elther case under the caption “Executive
Compensation,” and possibly elsewhere therein, That information is incomorated in this ltem 11 by reference.

ITEM 12.SECURITY QWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND
RELATED STOCKHOLDER MATTERS.

Duke Energy will provide information that is responsive to this ltem 12 in its definitive proxy statement or in an amendment to this Annual
Repart not later than 120 days after the end of the fiscal year covered by this Annual Report, in either case under the caption “Security

Ownership of Certain Beneficial Owners and Management and Related Stockhoider Matters,” and possibly elsewhere therein, That information
is incorporated in this ltem 12 by reference. '

ITEM 13.CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR
INDEPENDENCE

Duke Energy wili provide information that is responsive to this ltem 13 in its definitive proxy statement or in an amendment to this Annual
Repert not later than 120 days after the end of the fiscal vear covered hy this Annual Report, in either case under the caption “Certain
Relationships and Related Transactions,” and possibly elsewhere therein. That information is incorporated in this Item 13 by reference.
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ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES.

Deloitte & Touche LLP, and the member firms of Deloitte Touche Tohmatsu and their respective affiliates {colfectively, Deloitte} provided
professionat services to Duke Energy Corporation {Duke Energy) and its consolidated subsidiaries for 2071 and 2010. A poriion of these cosis
have been allocated to Duke Energy Carolinas, LLC (Duke Energy Carolinas), Duke Energy Ohio, Inc. (Duke Energy Chio) and Duke Energy
Indiana, Inc. {Duke Energy Indiana), collectively referred to as the Subsidiary Registrants. The following tables present the Deloitte fees for
senvices rendered to Duke Energy and the Subsidiary Registrants during 2012 ang 2010:

Duke Energy
{in millions)
Types of Fees ‘ 2011 2010
Audit Fees@ $85 %85
Audit-Related Fees®™ . _ . 2.8 21
Tax Fees® : 02 0.8
Total Fees: $11.5 $11.4
Subsidiary Registrants .
{In miliions)

Duke Enetgy Caralinas  Duke Energy Chio Duke Energy indiana
Types of Fees 2011 201¢ 2011 2010 2011 2010
Audit Fees® $3.9 $4.2 $21  $138 $1.1 $1.3
Audit-Related Fees® 1.2 11 0.7 c.4 0.4 0.3
Tax Fegs@ 0.1 0.4 —_ 6.2 - 0.1
Total Fees: $5.2 $5.7 $2.8 $2.4 $1.5 $1.7

{@) Audi Fees are fees billed of expecied to be hilleg for professionat services for the audit of Duke Energy and the Subsiciary Regispants' financizl statements inthuded in the armual epon
an Forrm 10-K and the review of financlal statements included in quarterly reporis on Form 10-Q, for services that are normafly pravided by Deloitie In connection with statutory,
regulalony of other filings or engagements o for any other service perfarmed by Deloitte to comply with generally accented auditing standards.

fh) Audit-Related Fees ane fees for assurance and related senvices that ara reasonably related to the performance of an audit or review of financial statements, including assistance with
acgwsitions and divestitures and internal control reviews.

(c)  Tax Fees are fees for tax retum assistance and preparation, tax exarnination assistance, and professional services related 1o tax planning and tax strategy.

To safeguard the continued independence of the independent auditor, the Duke Energy Audit Committee adopted a policy that provides
that the independent public accountants are only permilted ta provide services to Duke Energy and its consolidated subsidiaries, including the
Subsidiary Registrants that have been pre-appraved by the Duke Energy Audit Commitiee. Pursuant to the policy, detaited audit services, audit-
refated services, tax services and certain ather services have been specifically pre-approved up te certain fee fimits. In the event that the cost of
any of these services may exceed the pre-approved fimits, the Duke Energy Audit Comimittee rust pre-approve the service. All other services
tnat are not prohibited pursuant to the Securities and Exchange Commission's of other applicable reguiatory bodies” rules of regulations must be
specifically pre-approver! by the Duke Energy Audit Comemittee. All services performed in 2011 and 2010 by the independent public
accountant were approved by the Duke Energy Audit Committes pursuant to its pre-approval policy.
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ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES.

(a} Consolidated Financial Statements, Supplemental Financial Data and Supplemental Schedules |ncluded in Part (I of this annual report
are as follows: :
Duke Energy Corporatlon

Caonsolidated Financial Statements

- Consolidated Statements of Operations: for the Years Endaed December 31, 2011, 2010 and 2009

Consolidated Balance Sheets as of December 31, 2011 and 2010

Consolidated Staterments of Cash Flows for the Years Ended December 31, 2011, 2010 and 2008

Consolidated Statements of Equity and Comprehensive Income for the Years ended December 31, 2011, 2010 and 2009

Notes ta the Consolidated Financial Staternents

Quarterly Financial Data, {unaudited, included in Note 24 to the Consolidated Financial Statements)

Consolidated Financial Staternent Schedule | — Condensed Parent Company Financial Information for the Years Ended
December 31, 2011, 2010 and 200%

Consolidated Financial Statement Schedule | — Valuation and Qualifying Accounts and Reserves for the Years Ended’
‘Decernber 31, 2011, 2010 and 2009

Report of Independent Registered Puldic Accounting Ftrm
Duke Energy Carolmas, LLC:
Consolidated Financial Statements
Consolidated Staternents of Operations for the Years Ended December 31, 2011, 2010 and 2009
Consoildated Balance Sheets as of December 31, 2011 and 2010
Consolidated Statements of Cash Flows for the Years Ended December 21, 2011, 2010 and 200%

Corsolidated Statements of Member's Equity and Comprehenswe Income for the Years ended December 31, 2011, 2010
and 2009

Notes to the Consolidated Financial Statements
Quartetly Financiat Data, (unaudited, included in Note 24 to the Consolidated Financial Statements)

_Consolidated Financial Statement Schedule Il — Valuation and Qualifying Accounts and Reserves for the Years Ended
December 31, 2011, 2010 and 2009

Repert of Independent Registered Public Accounting Firm

All other schedules are omitted because they are nat required, ar because the required informatien is included in the'
Consolidated Financial Statements or Nates.

Duke Energy Ohio, Inc:
Consalidated Financial Statements
Consolidated Statements of Operations for the Years Ended December 31, 2011, 2010 and 2009
Consolidated Balance Shests as of December 31, 2011 and 201Q
Consolidated Statemments of Cash Flows for the Years Ended December 31, 2011, 2010 and 2009 -

Cansolidated. Statements of Comman Stockholder's Equity and Comprehensive income for the Years Ended December 31
2011, 201C and 2009

Notes to the Consolidated Financial Statements
Quarterly Financial Data {(unaudited, included in Mate 24 to the Consolldated Financial Statements)

Consolidated Financial Statement Schedule || — Valuation and Qualifying Accounts and Reserves for thé Years Ended
December 31, 2011, 2010 and 2009

Repart of Independent Registered Public Accounting Firm
All other schadules are omitted because they are not required, or because the required informaticn is included in the
Consalidated Financial Statements or Notes.
Duke Energy Indiana, Inc:
Consolidated Financial Statements
Cansolidated Statements of Operations for the Years Ended December 31, 2011, 2010 and 2002
Consolidated Balance Sheets as of December 31, 2011 and 2010
Consolidated Statements of Cash Flows for the Years Ended December 31, 2011, 2010 and 2009

Consolidated Statements of Commeon Stackholder’s Equity and Comprehensive income for the Years Ended December 31,
2011, 2010 and 2009

Notes to the Consolidated Financial Statemants
Quarterly Financial Data (unaudited, included in Note 24 to the Consolidated Financial Statements)

Consolidated Financial Staternent Schedule 1l — Valuation and Qualifying Accounts and Reserves for the Years Ended
December 21, 2011, 2010 and 2009

Report of Independant Registered Public Accounting Firm
Al other schedules are omitied because they are not required, or because the required information is inciuded in the
Consolidated Financial Statements or Notes,

{b) Exhibits—See Exhibit Index immediately following the signature page.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrants have duly caused this
report to be signed on their behaif by the undersigned thereunto duly authorized,

Date; February 28, 2012

DUKE ENERGY CORPORATION
(Registrants)
By: /s/ JAMES E. ROGERS

James E, Rogers
Chairman, President and
Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on
behalf of the registrant and in the capacities and on the date indicated.

(i) /sf James E. Rogers
James E. Rogers
Chairman, President and Chief Executive Cfficer (Principal Executive Officer and Director)

) /s Lynn J. Good
Lynn J. Good
Group Executive and Chief Financial Officer (Principal Financial Officer)

(i) /s Steven K. Young

Steven K. Young .

Sentor Vice President and Controller (Principal Accounting Cficer)

(v) Directors:

Willizm Bamet, 11+

Ann M. Gray*

3. Alex Bemhardt, Sr.*

James H. Harce, Jr.*

Michael G. Browning*

E. James Reinsch*

Daniel R. DiMicco*

James T. Rhodes*

John H. Forsgren®

Philip R. Sharp*

Date: February 28, 2012 .

Lynn J. Gocd, by signing her name hereto, does hereby sign this document on behalf of the registrant and on behalf of each of the above-
named persons previously Indicated by asterisk pursuant to a power of attorney duly executed by the registrant and such persons, filed with the
Securities and Exchange Cormmission as an exhibit hereto.

By: J& LYNN J. GDOD
Attorney-In-Fact

231




PART IV

L T B e R T T R e R T s e B e e SO SENS

SIGNATURES

SRt et R e L A

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused thns
report to be signed on |ts behalf by the undersigned, thereunto duly authorized.

Pate: February 28, 2012

‘ DUKE ENERGY CAROLINAS, LLC

(Registrant}
By: /4 JAMES E. ROGERS
James E. Rogers'
Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on
behaif of the registrant and in the capacities and on the date indicated.

(i) /o tames E. Rogers
James E. Rogers
Chief Executive Officer {Principal Executive Officer)

(i) /¢ Lynn 1. Good
Lynn J, Geod
Chief Financial Officer (Principal Financial Officer}

(ii) /4 Steven K. Young
Steven K, Young
Senior Vice President and Contrefler {Principal Accounting Officer)

(v} Directors:

/5 James E. Rogers
James E. Rogers

/s/ Lynn J. Good
Lynn J, Goed

/8/ Marc E. Manly
Marc E. Manly

Date: February 28, 2012
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this
veport to be signed on its behalf by the undersigned, thereunto duly authorized.

Date: Febniary 28, 2012

DUKE ENERGY OHIO, INC.

{Registrant)
By: /s JAMES E. ROGERS
James E. Rogers
Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been sngned below by the following persons on
behalf of the registrant and in the capacities and on the date indicated.

(0 /s/ James E, Rogers
lames E. Rogers
Chief Executive Officer (Principal Executive Offi cerJ

{ii) /5 Lynn J. Goad
Lynn J. Good
Chief Financial Officer {Principal Financial Officer)

{iii) /s/ Steven K. Young
Steven K. Young

Senior Vice President and Controller (Principal Accounting Officar)
(iv) Directors: '

#5/ James E. Rogers
James E. Rogers

fsf Lynn 1. Good
Lynn J. Goad

Js/ Marc E. Manly
Mavc E. Manly

Date: February 28, 2012
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Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this
report fo be signed on its behalf by the undersigned, thereunto duiy authorized.

Date: February 28, 2012

DUKE ENERGY INDIANA, INC.
(Registrant)

By: 5 JAMES E. ROGERS

James €. Rogers
Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been 5|gned below by the followmg persons on
behalf of the registrant and in the capacities and on the date indicated.

(i} /& James E. Rogers
James E. Rogers
Chief Executive Officer (Principal Executive Officer)

(i) /o Lynn J. Good
Lynn J. Good
Chief Financial Gfficer (Principa! Financial Officer)

{iii) /s Steven K. Young
Steven K. Young
Senior Vice President and Controlier {Principal Accounting Officer)
(iv) Directors:

/s/ Kelley A, Kam
Kelley A, Karn

/5 Douglas F. Esamann
Douglas F. Esamann

/s/ Marc E. Manly
Marc E. Manly

Date; February 28, 2012
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EXHIBIT INDEX

Exhibits filed herewith are designated by an asterisk {*). All exhibits not so designated are incorparated by reference to a prior filing, as
indicated. ltems constituting management contracts or compensatory plans or arrangémenis are designated by a double asterisk {**), The
Company agrees to fumish upon request to the Commission a copy of any omitted schedules or exhibits upon request on all items designated
by a triple asterisk (¥**).

Exhibit Duke Energy Duke Energy Duke Energy

Number Duke Energy Carolinas Ohia Indiana
2.1 Agreement and Plan of Merger, dated as of May 8, 2005, a5 amended as X X

of July 11, 2005, as of October 3, 2005 and as of March 30, 2006, by
and among the registrant, Duke Energy Corporation, Cinergy Cory., Deer
Acquisition Corp,, and Cougar Acquisition Carp, {filed with Form B-K of
Duke Energy Corporation, File No. 1-32853, April 4, 2006, as Exhibit 2-
1) .

2.2 Separation and Distribution Agreement, dated as of December 13, 2006, X
by and between Duke Energy Corporation and Spectra Energy Corp (filed
with the Form 8-K of Duke Energy Corporation, File
Na. 1-32853, December 15, 2008, as Exhibit 2.1},

2.3 Agreement and Plan of Merger by and ameng Duke Energy Corporation, X
Diamond Acquisition Corporation and Progress Energy, Inc. dated as of
January 8, 2011 {filed with the Form 8-K of Duke Energy Corporation, File
No. 1-32583, January 11, 2011},

31 Amended and restated Cerificate of incorperation (ﬂ'.éd with the Form 8-K X
of Duke Energy Corporation, File Ne. 1-32853, April 4, 2008, as Exhikit 3-
1. :
3.2 Articles of Organization Including Articles of Conversion (filed with Form 8-K : x

of registram, File No. 1-4928, April 7, 20086, as exhibit 3.1).

3.2.1 Amended Certificate of Incorporation, effective Cctober 1, 2006 (filed with . X
the Form 10-Q of the registrant for the quarter ended September 30, 2008,
File No. 1-4928, as exhibit 3,1).

33 Amended Articles of Incorparation of Duke Energy Ohio, Inc. effective i X
October 23, 1996 (filed with Form 10-Q of Duke Energy Chio, Inc.
{formerly The Cincinnati Gas & Electiic Company} for the quaster ended
September 30, 1996, File No. 1-1232). .

331 Amended Articles of Consalidation, effective QOctober 1, 2006 (filed with . X
Form 10-Q of Duke Energy Ohio, Inc. (formerly The Cincinnat! Gas &
Electric Company) for the quarter ended September 30, 2008, File No, 1-
1232),

34 Armended Articles of Consalidation of PSI, as amended Agril 20, 1995 {filed ] X
with Form 10-Q of Duke Energy Indiana, Inc. (formerly PS! Energy, inc.) for
the quarter ended June 30, 1995, File No. 1-3543). ’

34.1 Amendment to Articie D of the Amended Articles of Gonsalidation of PSI, ' X
effective July 10, 1997 (filed with Form 10-K of Duke Energy Indiana, Inc,
(formerly PSi Energy, inc.) for the yvear ended Decemiber 31, 1997, File No.
1-3543).

342 Amended Articles of Consolidation, effective October 1, 2006 (filed with X
Form 10-0) of Duke Energy indiana, inc. {formesty PSY Energy, Inc.} for the
quarter ended September 30, 2006, File No., 1-3543).

35 Amended and Restated By-Laws of registrant (filed with the Form 8-K of X
Duke Energy Corporation, File No, 1-22853, March 3, 2008, as Exhibit
3.1
36 Limitad Liabiiity Company Operating Agreement (filed with Form 8-K of X

registrant, Fila No. 1-4928, April 7, 20086, as exhibit 3.13.
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Exhibit ) Duke Energy  Duke Energy  Duke Energy
Number Duke Energy Carclinas Ohio Indiana

37 Regulations of Duke Energy Ohio, Inc., as amended on July 23, 2003 (filed X
with Form 10-Q of Cuke Energy Ohio, Inc. dormerly The Cincinnat! Gas &
Electric Company) for the guarter ended June 30, 2003, File No. 1-1232).

3.8 By-Laws of PS!, as amended on Jjuly 23, 2003 (filed with Form 10-Q of X
Duke Energy Indiana, Inc. {formerly PSI Energy, Inc.) for the quarter ended
June 3C, 2003, File No, 1-3543).

4.1 Original Indenture (First Maortgage Bonds) between Duke Energy Ohio, Inc. - X
and The Bank of New York (as Trustee) dated as of August 1, 1936 (filed
with Registration Statement of Duke Energy Ohio, Inc. (formerly The
Cincinnati Gas & Eiectric Company} File No. 2-2374).

4.1.1 Fourteenth Supplemental 'ndenture between Duke Energy Ohio, inc. and X
The Bank of New York dated as of November 2, 1972 (filed with
Registration Statement of Duke Energy Ohio, Inc. (formerly The Cincinnati
Gas & Electric Company) File No. 2-60961).

412 Thirty-third Supplementzl Indenture between Duke Energy Ohlo, Inc. and X
The Bank of New York dated as of September 1, 1992 (filed with
Registration Statement of Duke Energy Chio, Inc. (formerly The Cincinnati
Gas & Electric Company) File Mo. 2-53578). -

41.3 Thirty-fourth Supplemental Indenture between Duke Energy Ghio, Inc. and X
The Bank of New York dated as of October 1, 1993 (filed with Form 10-Q
of Duke Energy Chio, Inc. {formerly The Cincinnati Gas & Electric Compary)
for the quarter ended September 30, 1993, File No. 1-1232).

414 Thirty-fifth Supplementa! Indenture between Duke Energy Ohio, Inc. and X
The Bank of New York dated as of January 1, 1994 (flled with Registration
Staterment of Duke Enargy Chio, Inc, (formerly The Cincinnati Gas & Electric
Company) Fila No. 2-52335).

4.1.5 Thirty-sixth Supplemental Indenture between Duke Energy Ohig, Inc. and X
The Bank of New Yark dated as of February 15, 1994 (filed with
Registration Staterment of Duke Energy Ohio, Inc. {formerly The Cincinnati
(Gas & Eiectric Company} File No. 2-52335).

4186 Thirty-seventh Supplemental Inderture between Duke Energy Ohio, Inc. X
and The Bank of New York dated as of October 14, 1996 (filed with Form
10-K of Duke Energy Ohig, Inc. (formerly The Cincinnati Gas & Electric
Company) for the year ended December 31, 1996, File No. 1-1232).

4.1.7 Thirty-gighth Supplemental Indenture betwsen Duke Energy Ohie, Inc. and X
The Bank of New York dated as of February 1, 2001 {filed with Form 10-Q
of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company)
for the quarter ended March 31, 2001, File No. 1-1232). .

4.1.8 Thirty-ninth Supplemental Indenture dated as of September 1, 2002, : X
between Duke Energy Ohio, Inc. and The Bank of New York, as Trustee
(filed with Form 10-Q of Duke Energy Ohio, Inc. {formerly The Cincinnati
Gas & Blectric Company) for the quanter ended September 30, 2002, File
No. 1-1232),

4.2 Criginat Indenture (First Mortgage Bonds) dated September 1, 1939, . X
between PSI and The First National Bank of Chicago, as Trustee, and
LaSalle Naticnal Bank, as Successor Trustee (filed as Exhibit A-Part 5 in File
No. 70-258 Supplemental Indenture dated March 30, 1684).

4.2.1 Forty-second Supplemental Indenture between P3| and LaSaile National X
4 Bank dated August 1, 1988 (filsd with Form 10-K of Duke Energy Indiana,
inc. {formerly PSI Energy, Inc.) for the vear ended Decernber 31, 1988, File
No. 1-3543).
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Exhibit
Number

Duke Energy  Duke Energy
Duke Energy Carolinas Dhio

4.2.2

4.23

4.2.4

425

4.2.6

4.27

428

4.2.9

4.2.10

4.2.11

4212

4.2.13

4.2.14

e Lt gt

Duke Energy
Indizna

Farty-fourth Supplemental Indenture hetween PSI and LaSalle Mational
Bank dated March 15, 1920 (filed with Form 10-K of Duke Energy
Inchana, Inc. (formeny PSI Energy, inc.) for the year ended December 31,
1990, File No. 1-3543),

Forty-fifth Supplemental Indenture between PS) and LaSalle Nationa! Bank

dated March 15, 1390 (filed with Form 10-K of Duke Energy Indiana, Inc,

{formerly PSi Energy, inc.) for the year ended December 31, 129G, File No.
1-3543).

Forty-sixth Supplemental Indenture between PSI and LaSalle National Bank
dated June 1, 1590 (filed with Form 10-K of Duke Energy Indiana, Inc.
{ormery P3i Energy, inc.) for the yezr ended December 31, 1991, File No.
1-3543).

Forty-seventh Supplemanital Indenture between PSI and LaSalle National
Bark dated July 15, 1991 (filed with Form 10-K of Duke Energy Indiana,
Inc. Gormerly PSI Energy, Inc.) for the year ended Decemnber 31, 1991, File
MNo. 1-3543).

Forty-eighth Supplemental Indenture between PSI and LaSaile National
Bank dated Juiy 15, 1992 (filed with Form 10-K of Duke Energy Indiana,
Inc. (fommerly PSI Energy, Inc.) for the year ended Decambar 31, 1992, File
No. 1-35433.

Forty-ninth Supplemental Indenture between PS! and LaSalle National Bank
dated February 15, 1993 (filed with Form 10-K of Duke Energy Indiana,
Inc. (formerly PSL Energy, nc.) for the year ended December 31, 1992, Fiie
No. 1-3543).

Fiftieth Supplemental Indenture between PS! and LaSalle National Bank
dated February 15, 1993 (filed with Form 10-K of Duke Energy Indiana,
Inc. (formerly PSI Energy, Inc.) for the year ended December 31, 1992, File
No, 1-3543}

Fifty-first Supplemental Indenture between PSI and LaSalle National Bank
dated February 1, 1994 {flled with Form 10-K of Duke Energy Indiana, inc.
{formerly PSI Energy, Ing.) for the year ended December 31, 1993, File No.
1-3543).

Fifty-second Supplementa! indenture between PSI and LaSalle National
Bank, as Trustee, dated as of April 30, 1999 {filed with Form 10-Q of Duke
Energy Indiana, Inc. (formerly PSI Energy, Inc.) for the quarter ended
March 31, 1999, File No. 1-3543).

Fifty-third Supplementai Indenture between P3| and LaSalle National Bank
dated June 15, 2001 (filed with Farm 10-G: of Duke Energy Indiana, inc.
(formerly PSI Energy, Inc.) for the quarter ended June 30, 2001, File No.
1-3543),

Fifty-fourth Supplemental Indenture dated as of September 1, 2002,
hetween PSI and LaSetle Bank National Association, as Trustes (filed with
Form 10-Q of Duke Energy Indiana, Inc. (farmerly PSI Energy, Inc.) for the
quarter ended September 30, 2002, File No. 1-3543).

Fifty-fifth Supplemental Indenture between PS| and LaSalle National Bank
dated February 15, 2003 (filed with Form 10-G of Duke Energy Indiana,
Inc. formerly PSI Energy, inc.) for the quarter ended September 30, 2003,
File No. 1-3543},

Fifty-Sixth Supplemental Indenture dated as of Decenber 1, 2004, between
PS!and LaSalle Bank NMational Association, as Trustee (filed with Farm
10-K of Duke Energy Indiana, Inc, (formerly PS! Energy, inc.} for the year
ended Decermnber 31, 2004, File No. 1-3%43).
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Duke Energy Duke Energy  Duke Energy

Ohio Indiana

4.3

4.4

4.4.1

4.4.2

4.4.3

4.4.4

4,45

4456

4.4.7

4438

4.5

4.6

4.6.1

Repayment Agreement between Duke Energy Ohio, Inc. and The Dayton
Paower and Light Campany dated as of December 23, 1992 (filed with
Form 10-K of Duke Energy Ohio, Inc. (formery The Cincinnat! Gas &
Electric Comnpany) for the year ended December 31, 1992, File No, 1-
1232).

Indenture dated November 15, 1996, between PS| and The Fifth Third
Banj, as Trustee (filed with Form 10-K of Duke Energy Indliana, Ing,

(formerly PSI Energy, Inc.) for the year ended December 31, 1996, File No.

1-3543).

First Supplemental Indenture dated November 15, 1996, between PSi and
The Fifth Third Bank, as Trustee {filled with Form 10-K of Duke Energy
Indiana, inc. farmerly PSI Energy, Inc.) for the year ended Decernber 21,
1946, File No. 1-3543).

Third Supplementa) indenture dated as of March 15, 1998, between PSI
and The Fifth Third Bark, as Trustee (filed with Form 10-K of Duke Energy
Indiana, Inc. (formerly PS) Energy, Inc.) for the vear ended December 31,
1997, File No. 1-3543).

Fourth Supplemental Indenture dated as of August 5, 1998, between PSI
and The Fifth Third Bank, as Trustee (filed with Form 10-Q of Duke Energy
Indiana, Inc. Gormerly PSI Energy, Inc.) for the quarter ended June 30,
1958, File No. 1-3543). .

" Fifth Supplemental Indenture dated as of December 15, 1998, between

PS!t and The Fifth Third Bank, as Trustee (filed with Form 10-K of Duke
Energy indiana, Inc. (formerly PSI Energy, Inc.} for the year ended
December 31, 1998, File No. 1-3543).

Sixth Supplemental Indenture dated as of April 30, 1999, between PS! and
The Fitth Third Bank, as Trustee {filed with Form 10-G of Duke Energy
Indiana, Inc. (formenly PSI Energy, Inc.) for the quarter ended March 31,
1999, File No., 1-3543).

Seventh Supplementa! Incenture dated as of October 20, 1999, between
PSI and The Fifth Third Bank, as Trustee (filed with Form 10-Q of Duke
Energy Indiana, Inc. (formerly PSI Energy, Inc.) for the quarter ended
September 30, 1999, File No. 1-3543).

Eighth Supplemental Indenture dated as of September 23, 2003, between
PSI and The Fifth Third Bank, as Trustee {filed with Form 10-Q of Duke
Energy Indiana, Inc. {formerly PSI Energy, Inc.) for the quarter ended
Septernber 30, 2003, File Mo. 1-3543).

Tentn Supplemental inderdure dated as of June ©, 2008, between PSI
Energy, Inc. and The Bank of New York Trust Company, N.A. (successor
trustee to Fifth Third Bank), as Trustee (filed with Form 8-K of Duke Energy
Indiana, Inc. (formerly PSI Energy, inc.), filed on June 15, 2006, File No.
1-3543).

Loan Agreement between Duke Energy Ohic, Inc. and the State of Chio Air
Quality Development Autharity dated as of Septernber 13, 1995 {filed with
Form 10-Q of Duke Energy Chio, Ing. (formerly The Cincinnati Gas &
Electric Company} for the quarter ended September 30, 1995, File No. 1-
1232).

Twenty-fith Supplemental Indenture between PSI and The First National
Bank of Chicago dated September 1, 1978 (filed with the registration
statement of Duke Energy Indiana, Inc. (formerly PS! Energy, Inc.}, Fite No.
2-62543),

Thirty-fitth Supplemental Indenture between PSi and The First National -
Bank of Chicago dated March 30, 1984 (fiied with Form 10-K of Duke
Energy Indiana, (nc. (formerly PSI Energy, Inc.) for the vear ended
December 31, 1984, File No. 1-3543),
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Duke Energy Duke Energy Duke Energy
Duke Energy Carolinas Ohio _ Indiana

4.7

4.8

4.9

491

492

493

494

4.9.5

496

4.9.7

4.10

4,12

Loan Agreement between Duke Energy Ohio, Inc. and the State of Ohio Air
Quality Development Authority dated August 1, 2001 filed with the Form
10- of Duke Energy Chio, Inc. (formerly The Cincinnati Gas & Electric
Company) for the quarter ended September 30, 2001, File No. 1-1232).

Indenture (Secured Medium-term Notes, Series A), dated July 15, 1991,
hetween PS| and LaSalle Mationa! Bank, as Trustee (filed with Form 10-K/A
No. 2 of Duke Energy Indiana, inc. (formerly PSI Energy, inc.) for the year
ended December 31, 1992, filed on July 15, 1993, File No, 1-3543).

Original 'nderture (Unsecured Debt Securities) between Duke Energy Chio,
Inc. and The Fifth Third Bank dated as of May 15, 1995 (filed with the
registration staternent on Form 8-4, filed on July 24, 1995, File No, 1-
1232}

First Supplemental Indenture between Duke Energy Chig, Inc. and The Fifth
Third Bank dated as of June 1, 1995 {filed with the Form 10-Q of Duke
Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) for the
quarter ended June 30, 1995, File No. 1-1232).

Sacond Supplemental Indenture between Duke Energy Chio, Inc. and The
Fifth Third Bank dated as of June 30, 1995 (filed with tha registration
statement on Form 8-A, filed on July 24, 1995, File Na. 1-1232).

Third Supplemental Indenture between Duke Energy Ohio, Inc. and The
Fifth Third Bank dated as of October €, 1997 {filed with the Form 10-Q of
Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company)
for the quarter ended Septerber 30, 1997, File No. 1-1232).

Fourth Supplemental Indenture between Duke Energy Ohie, Inc. and The
Fifth Third Bank dated as of April 1, 1998 (filed with the Form 10-G of
Duke Energy Ohig, Inc. (formerly The Cincinnati Gas & Electric Company}
for the quarter ended March 31, 1998, File No. 1-1232).

Fifth Supplemental Indenture between Duke Energy Ohig, inc. and The
Fifth Third Bank dated as of June 9, 1998 (filed with the Form 10-Q of
Duke Energy Ohio, inc. (formerly The Cincinnati Gas & Electric Company}
for the quarter ended June 30, 1998, File No. 1-1232).

Sixth Supplemental Indenture between Duke Energy Ohio, Inc. and The
Fifth Third Bank dated as of September 15, 2002 (filed with the Farm 10-
@ of Duke Energy Chio, Inc. (formerly The Cincinnati Gas & Electric
Company) for the quarter ended Septernber 30, 2002, File No. 1-1232).

Seventh Supplemental Indenture between Duke Energy Ohio, Inc. and The
Fifth Third Bank dated as of June 15, 2003 (filed with the Form 10-Q of
Duke Enargy Ohio, inc. (formerly The Cincinnat! Gas & Electric Cornpany)
for the quarter ended June 30, 2003, File No. 1-1232).

indenture {Secured Medium-term MNotes, Sevies B), dated July 15, 1992,
between PSI| and LaSalle National Bank, as Trustes (filed with Form 10-K/A
No. 2 of Duke Energy Indiana, nc. (formerly PSi Energy, [nc.} for the year
ended December 31, 1992, filed on July 15, 1993, File No. 1-3543).

Loan Agreement between Duka Energy Ohia, Inc. and the Ohio Alr Quality
Development Authority dated as of September 1, 2002 (filed with the Form
1G-Q of Duke Energy Ohio, Inc, (formerly The Cincinnati Gas & Electric
Company) for the guarter ended September 30, 2002, File Na. 1-1232),

Loan Agreement between PSI and the City of Princeton, Indiana dated as of
Novermber 7, 1996 (filed with Form 10-Q of Duke Energy indiana, Inc.
(formerly PSI Energy, Inc.) for the quarter ended September 30, 1996, File
No. 1-3543).
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Exhibit
Number

Duie Energy  Duke Energy
Duke Energy Carolinas Ohio

Duke Energy
Indiana

4.13

4.15

4.16

4.17

4,19

420

421

422

4.23

4.24

4.25

Loan Agresment between Duke Energy Ohig, Inc. and the Ohio Air Quality b4
Development Authority dated as of November 1, 2004, relating to Series A
(filed with the Form 8-K of Duke Energy Ohio, Inc. {formerly The Cincinnati
Gas & Electric Company), filed on Navember 19, 2004, File No. 1-1232).

Loan Agresment between PSI and the City of Princeton, Indiana dated as of
February 1, 1957 (filed with Form 10-K of Duke Energy Indiana, Inc.
(formerly PSI Energy, Inc.) for the year ended December 21, 1996, File No.
1-3543).

Loan Agreement between Duke Energy Ohio, Inc. and the Ohio Air Quality X
Development Authority dated as of November 1, 2004, relating to Series B
{filed with the Form 8-K of Duke Energy Chia, Inc. {formerfy The Cincinnati
Gas & Electric Company), filed on November 19, 2004, File No. 1-1232).

Unsecured Promissory Note dated October 14, 1998, between PSI and the
Rural Utilities Servieé (filed with Form 10-K of Duke Energy Indiana, Inc.
(formerly PS| Energy, Inc.) for the year ended December 31, 1998, File No.
1-3543).

Loan Agreement between PS5l and the Indiana Development Finance
Authority dated as of July 15, 1998 (filed with Form 10-Q of Duke Energy
Indiana, Inc. (formerly PSI Energy, Inc.) for the quarter ended June 30,
1998, File No. 1-3543),

Loan Agreement between PSI and the Indiana Development Finance
Authotity dated as of May 1, 2000 (filed with Form 10-Q of Duke Energy
indiana, Inc. {formerly PSI Energy, Inc.) for the quarter ended June 3G,
2000, File No. 1-3543). :

Loan Agreement between PSI and the Indiaria Development Finance
Authority dated as of September 1, 2002 (filed with Form 10-Q of Duke
Energy Indiana, Inc. {formerly PS| Enargy, Inc.) for the quarter ended
September 30, 2002 File No. 1-3543).

Loan Agreement between P31 and the Indiana Development Finance
Authority dated as of September 1, 2002 {filed with Form 10-Q of Duke
Energy indiana, Inc. (formerly PSI Energy, Inc.) for the quarter ended
September 30, 2002, File No. 1-3543).

Loan Agreement between PS| and the Indiana Development Finance
Authority dated as of February 15, 2003 (filed with Form 10-Q of Duke’
Energy indiana, inc. fformerly PSI Energy, Inc.) for the quarter ended
March 31, 2003, File No. 1-3543).

6.302% Subordinated Note between PS! and Cinergy Corp., dated
February 5, 2003 {filed with Form 10-Q of Duke Energy Indiana, Inc.
{formerly PS! Energy, Inc.) for the quarter ended March 31, 2003, File No.
1-3543).

6.403% Subordinated Nate between PSI and Cinergy Corp., dated
February 5, 2003 (filed with Ferm 10-Q of Duke Energy Indiana, Inc.
(formerly PSI Energy, Inc.) for the quarter encied March 31, 2003, File No.
1-3543;,

Loan Agreement between PS! and the Indiana Development Finance
Authority dated as of December 1, 2004, relating to Series 20045 (filed
with Form 8-K of Duke Energy Indiana, Inc. (formerly PSI Energy, Inc.),
filed on December S, 2004, File No. 1-3543).

Loar Agreement between PS| and the Indiana Development Finance
Autharity dated as of Cecember 1, 2004, relating to Series 2004C (filed
with Form 8-K of Duke Energy ndiana, Inc. (formery PSI Energy, Inc.3,
filed on December 9, 2004, File No. 1-3543).
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Exhibit
Number

Duke Energy

5

Duke Energy Duke Energy  Duke Energy

Carolinas

Dhio

Indiana

4.26

4.27

4.28

4.28

1.1

10.1.1

10.2

10.2.1

10.3

10.4

10.5%*

10.5.1**

Form of Sixth Supplemental Indenture, dated as of November 17, 2011, to
the Indenture, dated as of June 3, 2008, tetween Duke Energy Comoration
and The Bank of New York Melion Trust Company, N.A., as Trustee (filed
with Farm 8-K of Duke Energy Corporation, November 17, 2011, File No.
1-32853, as Exhibit 4,1),

Form of Fifth Supplemental Indenture, dated as of August 25, 2011, to the
Indenture, dated as of June 3, 2008, between Duke Trergy Corporation
and The Bank of New York Mellen Trust Company, N.A., as Trustee {filed
with Form 8-K of Duke Energy Corporation, August 25, 2011, File Ng.1-
32583, Exhibit 4.1).

Ninety-third Supplemental Indenture dated as of May 19, 2011 between
the Campany and The Bank of New Yark Mellon Trust Company, N.A., as
Trustee {filed with Form 8-K of Duke Energy Carolinas, May 19, 2011, File
No. 1-04928, as Exhibit 4.1).

Ninety-fourth Supplementai Indenture dated as of December 8, 2011
between Duke Energy Carolinas, LLC and The Bank of New York Mellon
Trust Company, M.A., as Trustee (filed with Form 8-K of Duke Energy
Carofinas, December 8, 2011, File No, 1-04928, a5 Exhibit 4.1).

Purchase and Sale Agreement dated as of January 8, 2006, by and amang X
Duke Energy Americas, LLC, and LSP Bay Il Harbor Holding, LLC (filed

with the Form 10-0Q of the regisirant for the quarter ended March 31,

2006, File No, 1-32853, as Exhibit 10.2).

Amendment o Purchase and Saie Agreement, dated as of May 4, 2006, by X
and amcng Duke Energy Americas, LLC, LS Power Generation, LLC

{formerty known as LSP Bay || Harber Holding, LLC), LSP Gen Finance Co,

LLC, LSP Sauth Bay Heoldings, LLC, LSP Oakland Heldings, LLC, and LSP

Meorro Bay Haldings, LLC (filed with the Farm 10-Q of the registrant for the

guarter ended March 31, 2006, File No. 1-32853, as Exhibit 10.2.1).

Purchase and Sale Agreement dated as of January 8, 2008, by and among
Duke Energy Americas, LLC, and LSP Bay il Harhor Holding, LLC (filed
with Farm 10-Q of Duke Energy Corporation {formerly known as Duke
Energy Holding Corp.) for the quarter ended March 31, 2006, File No, 1-
32853, as exhibit 10.2).

Amendment te Purchase and Sale Agreement, dated as of May 4, 2006, by
and among Duke Energy Americas, LLC, LS Power Generation, LLC )
(formerly known as LSP Bay il Harbor Hoiding, LLC), LSP Gen Finance Co,
LLG, LSP South Bay Holdings, LLC, LSP Qaklard Holdings, LLC, and LSP
Morro Bay Holdings, LLC (filed with Form 10-G of Duke Energy Corporation
(formerly known as Duke Energy Holding Corp.) for the quarter ended
March 31, 2006, File No. 1-32853, as exhibit 10.2.1

Empioyment Agreement dated February 4, 2004, among Cinergy Corp.,
Duke Energy Ohig, Inc., and Duke Energy, Indiana, Inc., and James E.
Rogers (filed with Form 10-K of Duke Energy Chio, Ing. (formerly The
Cincinnati Gas & Electric Company) for the year ended December 31,
2003, File Mo. 1-1232).

Employment Agreement dated February 4, 2004, among Cinergy Corp.,
The Cincinnati Gas & Electric Company (CG&E}, and PSt, and James E,
Rogers (filed with Form 10-Q of Duke Energy Indiana, Inc. (formerty PSt
Energy, Inc.) for the quarter ended Septernber 30, 1996, File No. 1-3543),

Direciors’ Charitaible Giving Program (filed with Form LO-K of Buke Energy X
Carolinas, LLC for the vear ended December 31, 1992, File Na. 1-4928,
as Exhibit 10-P).

Amendment to Directors” Charitzble Giving Program dated Jure 18, 1997 X
ffiled with Form 10-K of Duke Energy Carclinas, LLC for the vear ended
December 31, 2003, File No, 1-4928, as Exhibit 10-1.1),
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Exhibit
Number

Duke Energy  Duke Energy
Duke Energy Caralinas Ohic

Duke Energy
Indiana

10.5.2%*

10.5.3%*

10.6

10.7

10.7.1

10.8

10.8.1

10‘9**

10.10

10.11

10.12

10.13%+

Amendment to Directors’ Charitable Giving Program dated July 28, 1997 X
{filed with Form 10-K of Duke Energy Cardlinas, LLC for the year ended
December 31, 2003, File No. 1-4928, as Exhibit 10-1.2).

Amendment to Directors' Charitable Giving Program dated February 18, X
1998 (filed with Form 10-K of Duke Energy Caralinas, LLC for the year
ended Decamber 31, 2003, File No. 1-4928, as Exhibit 10-1.3).

Fifteenth Supplernemal indenture, dated as of Aprit 3, 2006, amoeng the . X
registrant, Duke Energy and JPMorgan Chase Bank, N.A. (as successor fo

Guaranty Trust Company of New York]), as trusige (the "Trustee™},

supplementing the Seniar Indenture, dated as of Septemnber 1, 1998,

hetween Duke Power Company LLC (formerly Duke Energy Corporation)

and the Trustee (filed with Form 10-Q of Duke Energy Corporation, File Mo.

1-32853, August 4, 2006, as exhibit 10.1).

Amended and Restated Employment Agreement dated October 11, 2002, X
amang Cinergy Corp., Services, Duke Energy Ohilo, Inc., and Duke Energy '

Indiana, Inc., and William J. Grealis {filed with Form 1C0-K of Duke Energy

Ohio, Inc. {farmerly The Cincinnati Gas & Electric Company) far the year

ended Decamber 31, 2002, File No. 1-1232).

Amended Employment Agreement effective December 17, 200310 : X
Employment Agreement dated October 11, 2002, ameng Cinergy Corp., ' :

Services, Duke Epergy Ohio, Inc., and Duke Energy Indiana, Inc., and

William J. Grealis (filed with Form 10-K of Duke Energy Ohio, Inc. (farmerly

The Cincinnati Gas & Electric Company) far the year ended Dacember 31,

2002, File No. 1-1232).

Amended and Restated Employment Agreement dated October 11, 2002,
among Cinergy Corp., Services, CG&E, and P51, and William J. Greaiis
(filed with Form 10-Q of Duke Energy Indiana, Inc. (formerly PSI Energy,
Inc.} for the quarter ended September 30, 1996, File No. 1-3543).

Amended Employment Agreement effective Decerber 17, 2003 to - X
Employment Agreernent dated October 11, 2002, emong Cinergy Coip.,

Servicas, CG&E, and PSI, and William J. Grealis (filed with Form 10-Q of

Duke Energy Indiana, Inc. (formery PSI Energy, Inc.} for the quarter ended

September 30, 1996, File No. 1-3543},

Duke Energy Corporation 1998 Long-Term Incentive Plan, as amended X

" {ifled as Exhibit 1 ta Schedule 144 of Duke Energy Carclinas, LLC, March

28, 2003, File No. 1-4528). .. o '

Agreements with Piedmont Electric Membership Corporation, Rutherford X
Electric Membership Corporation and Blue Ridge Electric Membership

Corporation to provide wholesale electricity and related power scheduling

services fiom September 1, 2006 through December 31, 2021 (filed with

Form 10-Q of Duke Energy Carporation, File No, 1-32853, August 9,

20086, as exhibit 10.15).

Amended and Restated Employment Agreement dated October 1, 2002, ’ X
among Cinergy Corp., Services, Duke Energy Ohio, Inc., and Duke Energy

Indiana, Inc., and Donald B. Ingle, Jr. {filed with Form 10-K of Duke

Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) for the

year ended December 31, 2002, File No, 1-1232),

Amended and Restated Employment Agreerment dated October 1, 2002,
amang Cinergy Corp., Services, CG&E, and P3I, and Donald B. Ingle, Jr.
(filed with Form 10-Q of Duke Energy Indiana, Inc. (farmerly PS5t Energy,
Inc.} for the quarter ended Septernber 30, 1996, File Na. 1-3543).

Duke Energy Carporation Executive Short-Term Incentive Plan {filed as X
Exhibit 2 to Schedule 14A of Duke Energy Carofinas, LLC, March 28,
2003, File No, 1-4928).
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Exhibit
Number

Duke Energy  Duke Energy
Puke Energy Carolinas Ohio

TR

ATt T

Duke Energy
Indiana

10.14

10.15

10.15.1

10.15.2

10.16

10.1e1

10.16.2

10.17**

10.18

10,15

$2,6560,000,000 Amended and Restated Credit Agresment, dated as of X
Jure 28, 2007, amang Duke Energy Corporation, Duke Energy Carolinas,

LLC, Duke Energy Ohic, Inc., Duke Energy Indiana, Inc. and Duke Energy

Kentucky, tnc., as Bormowers, the banks fisted therein, Wachovia Bark,

fNational Association, as Administrative Agent, JPMaorgan Chase Bank,

Matioral Associgtion, Barclays Bank FLC, Bank of America, N.A. and

Citihank, N.A., as Co-Syndicatian Agents and Thea Bank of Tolkya-

Mitsubishi, Ltd., New York Branch and Credit Suisse, as Co-

Documentation Agents {filed with the Form 8-K of the reglstrant July

2007, File Mo, 1-4828, as Exhibit 10.1).

Amended and Restated Emplayment Agreament dated September 12, X
2002, among Cinergy Corp., Services, Duke Energy Chic, Inc., and Duke

Energy Indiana, inc., and Michael J. Cyrus (filed with Form 10-K of Duke

Energy Ohig, Inc. (farmerly The Cincinnati Gas & Electric Company; for the

year ended December 31, 2002, File No. 1-1232),

Amended Employrment Agreement effective December 17, 2003 fo X
Employment Agreement dated September 12, 2002, among Cinergy

Corp,, Services, Duke Energy Ohie, Inc., and Duke Energy Indiana, Inc.,

and Michael J. Cyrus (filted with Form 10-X of Duke Energy Chig, Inc.

formerly Tha Cincinnati Gas & Electric Company) far the year ended

December 31, 2003, File No. 1-1232).

Form of amendment to employment agreemant, adopted and effective X
Decernber 14, 2005, between Services and each of Michael J, Cyrus and

James L. Turmer {filed with Form 10-K of Duke Energy Ohio, inc. formerly

The Cincinnati Gas & Electric Company) for the year endecl December 31,

2002, File No. 1-1232).

Amended and Restated Employment Agreement dated September 12,
2002, amang Cinergy Corp., Services, CG&E, and PSI, and Michael J.
Cyrus (filed with Form 10-Q of Duke Energy Indiana, Inc. (farmerly PSI
Energy, Inc.) for the quarter ended September 3G, 1996, File Na.
1-3543). '

Amended Employment Agreement effective December 17, 2003 1
Employment Agreement dated September 12, 2002, among Cinergy
Corp., Services, CG&E, and PSI, and Michael J. Cyrus (filed with Form 10-
Q of Duke Energy ndiana, Inc. (formerly PS! Energy, Inc.) for the quarter
ended September 30, 1996, File No. 1-3543).

Form of amendmant to employment agreement, adopted and effective
December 14, 2005, between Services and each of Michael J, Cyrus and
James L. Turrer (filed with Form 10-Q of Duke Energy Indiana, Inc.
(farmerly PSI Energy, Inc.) for the quarter ended September 30, 1996, Flle
No. 1-3543),

Duke Energy Corporation Executive Savings Plan, as amended and restated X
(filed with Form 8-K of Buke Energy Corparation, October 31, 2007, File
No. 1-32853, as Exhibit 10.1

Asset Purchase Agreement by and Between Saluda River Electric - X
Cooperative, Inc., as Seller, and Duke Energy Carofinas, LLC, as Purchaser,

dated December 20, 2006 {filed with the Form 8-K of the registrant, File

No. 1-4928, Decernber 27, 2006, as exhibit 10.1).

Amended and Restated Employment Agreement dated September 24, - X
2002, among Cinergy Corp., Services, Duke Energy Ohio, Inc., and Ciuke

cnergy Indiang, Inc., and James L. Turner {filed with Form 10-K of Duke -

Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) for the

year ended December 31, 2003, File Ne, 1-1232).
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Exhibit
Number

Duke Energy  Duke Energy
Duke Energy Carolinas Ohie

Duke Energy
indiana

10.19.1

10.20

10.20.1

10.21**

10.22

10.23

10.23.1

10.24

10.24.1

10.25%

Amended Employment Agreament effective December 17, 2003 to . - X
Employment Agreement dated September 24, 2002, among Cinergy :
Comp., Services, Duke Erergy Chio, Inc,, and Duke Energy Indiana, inc.,

and James L. Tusmer (filed with Form 10-K of Duke Energy Ohio, inc.

(formerly The Cincinnati Gas & Electric Compeny) far the year ended

December 31, 2003, File No. 1-1232).

Amended and Restated Employment Agreement datad Septerber 24,
2002, among Cinergy Corp., Services, CGAE, and PSY, and James L.
Tumer {filed with Form 10-Q of Duke Energy Indiana, Inc. (farmerly PSI
Energy, Inc.} for the quarter ended September 30, 1996, File No. 1-
3543).

Amended Employment Agreement effective December 17, 2003 to
Employment Agreement dated September 24, 2002, among Cinergy
Corp., Services, CG&E, and PSi, and James L. Turner (filed with Form 10-
Q of Duke Energy Indiana, Ing, {farmarly PSI Energy, Inc.) for the quarter
ended Septernber 30, 1996, File Ne. 1-3543}.

Non-Qualified Optian Agreement dated as of November 17, 2003 X
pursuznt to Duke Energy Corporation 1998 Long-Term Incentive Plan, by

and between Ouke Energy Carparation and Paul M. Anderson (filed with

Form 10-K of Duke Energy Carolinas, LLC for the year ended

December 31, 2004, File No. 1-4928, as Exhibit 10-18.4).

Settlement between Duke Energy Corporation, Duke Energy Caralinas, LLG X
and the U.S, Department of Justice resolving Duke Energys used nuclear -

fuel Itigation against the U.S. Deparment of Energy dated as of March 6,

2007 (filed with the Form 8- of the registrant, File Na. 1-

4928, March 12, 2007, as item 8.01).

Empioyment Agreement dated Navernber 15, 2002, among Cinergy Corp., X
Duke Energy Ohie, Inc., and Duke Energy Indiana, inc. and Marc E. Manly

(filed with Form 10-K of Duke Energy Ohic, Inc. (formeriy The Cincinnati

Gas & Electric Company) for the year ended December 31, 2003, File Na.

1-1232),

Amended Employment Agreement effective December 17, 2003 to : X
Employment Agreement dated November 15, 2002, among Cinergy Corp.,

Duke Energy Qhio, Inc., and Duke Energy Indiana, Inc., and Marc E.

Manly (filed with Farm 10-K of Duke Energy Ohio, Inc. (formerly The

Cincinnati Gas & Tlectric Comparty? for the year ended 12/31/03, File No.

1-1232).

Employment Agreement dafed November 15, 2002, amang Cinergy Carp.,
CG&E, and PSI and Marc E. Manly (filed with Form 10-Q of Duke Energy
indiana, inc. (formerly PSI Energy, Inc.) for the quarter ended

September 30, 1996, File No. 1-3543).

Amended Emplayment Agreement effective December 17, 2003 te
Employment Agreement dated November 15, 2002, amang Cinergy Corp.,
CG&E, and P3), and Marc E. Manly {filed with Form 10-Q of Duke Erergy
Indiana, inc. (formerly PSI Energy, Inc.} for the quarter ended

Septernber 30, 1996, File No. 1-3543).

Form of Phantom Stock Award Agreement dated February 28, 2005, X
pursuant o Duke Energy Carparation1 598 Long-Term Incentive Plan by

and between Duke Energy Corporation and gach of Fred 1. Fowler, David

L. Hauser, Jimmy W. Mogg and Ruth G. Shaw (filed with the Form 8-K of

Duke Erergy Carolinas, LLC, File Mo, 1-4528, February 28, 2005, as

Exhibit 10-2).
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10.26 Engineering, Procurement and Canstruction Agreement, dated July 11, X

2007, by and between Duke Energy Carolinas, LLC and Stone &Webster
Matlonal Engineering P.C. (filed with the Form 10-Q of the registrant,
MNovernber 13, 2007, File No, 1-4828, as Exhibit 10,1}, (Porions of the
exhibit have been omitted and filed separately with the Securities and
Exchange Commission pursuant to a request for confidential treatment
pursuant to Rule 24b-2 under the Securities Exchange Act of 1934, as
amended.)

10.27 Deferred Compensation Agreement between Duke Energy Ohio, Inc. and X
Jackson H, Randelph dated January 1, 1992 {filed with Farm 1D-K of
Buke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company}
for the year ended December 31, 1992, File Mo, 1-1232}.

10.28 Deferred Compensation Agreemert, effective as of January 1, 1992, X
between PSI| and James E. Rogers (filed with Form 10-Q of Duke Energy :
Indiana, |nc. (formerly PSI Energy, Inc.) for the quarter ended
September 30, 1996, File No. 1-3543).

10.29** Form of Phantom Steck Award Agreement dated as of May 11, 2005, X
pursuant 1o Duke Energy Corporation 1998 Long-Term incentive Plan by
and between Duke Energy Corporation and Jimmy W. Mogg. (filad with
Form 10-Q of Duke Energy Carolinas, LLC for the quarter ended June 30,
2005, File No. 1-4928, as Exhibit 10-6}.

10.30 Amended and Restated Engineering, Procurement and Construction X
Agreement, dated February 20, 2008, by and between Duke Energy
Caralinas, LLC and Stone & Webster National Engineering P.C. (filed with
the Form 10-Q of the registrant, May 14, 2008, File No. 1-4928, as
Exhibit 10.1}. {Portions of the exhibit have been omitted and filed
separately with the Securities and Exchiange Commission pursuantto a
request for corfidential treatment pursuant to Rule 24b-2 under the
Securities Exchange Act of 1934, as amended).

10.31 Split Dodlar Insurance Agreement, effective as of May 1, 1993, between X
Duke Energy Ohig, inc. and Jackson H. Randolph (fled with Form 10-K of
Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company)
for the year ended December 31, 1994, File No. 1-1232),

10.32 Split Doilar Life Insurance Agreement, effective as of January 1, 1992, : - X
between PS| and James E. Rogers (filed with Form 10-Q of Duke Energy”
Indiana, Inc. (formerly PSI Energy, inc.) for the quarter ended
September 30, 1996, File No, 1-3543).

10.32.1 First Amendment to Split Dellar Life Insurance Agreement between PSI and ’ X
James E. Rogers dated Decernber 11, 1992 (filed with Form 10-Q of
Duke Energy Indiana, Inc. {formerly PS! Energy, Inc.} for the quarter ended
September 30, 1996, File No. 1-3543).

10.33** Form of Phantom Stock Award Agreement dated as of May 12, 2005, X
pursuant to Duke Energy Carporation 1998 Long-Term Incentive Plan by
and between Duke Energy Corperation and nonemplayee directors (filed in ' i
Form 8-K of Duke Energy Carolinas, LLC, May 17, 2005, File No.
1-4928, as Exhibit 10-1).

10.34 Amended No. 1 fo the Amended and Restated Credit Agreement (filed on X
Form 8-K of the registrant, March 12, 2008, File No. 1-4928, as Exhibit
10.1).
10.35 Amended and Restated Supplemental Retirement Income Agreement X

between Duke Energy Chio, Inc. and Jacksen H. Randolph dated
January 1, 1995 (filed with Form 10-K of Duke Energy Ohio, Inc,
(formerty The Cincinnati Gas & Electric Company) for the year ended
December 31, 1995, File No. 1-1232),
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Exhibit
Number

Duke Energy

‘Duke Energy  Duke Energy

Carolinas

Ohio

2

Duke Energy
Indiana

10.36

10.37

10.38

10.39

10.40

10.41

10.42

10.43

10.44

10.45%*

10.45.1*

10.45.2%*

10.46

Asset Purchase Agreement by and among Cinergy Capitai & Trading, Inc.
{Capital & Trading), CinCap Madison, LLC and PS] dated as of February 5,
2003 (filed with Form 10-Q of Duke Energy Indiana, Inc., {formerly PSI
Energy, Inc.) for the quarter ended September 30, 1996, File Mo.
1.3543),

Form of Phantom Stack Award Agreement (filed with Form 8-K of Duke
Energy Corporation, File No, 1-32853, April 4, 2008, as Exhibit 10.1).

Amended and Restated Engineering and Construction Agreement, dated as
of December 21, 2009, by and between Duke Energy Carolinas, LLC and
Shaw North Carclina, Inc.

Amended and Restated Supplerental Executive Retirerment Incorme
Agreement between Duke Energy Ohic, Inc. and centain executive officers
(filed with Form 10-K of Duke Energy Ohio, Inc. (formerly The Cincinnati
Gas & Electric Company) for the year ended Dacemnber 31, 1997, File No.
1-1232).

Asset Purchase Agreerment by and among Capital & Trading., CinCap VI,
LLC and PSI dated as of February 5, 2003 (filed with Form 10-Q of Duke
Energy indiana, Inc. formerly PSI Energy, Inc.) for tha guarter ended
September 30, 1996, File No. 1-3543).

Form of Performance Share Award Agreement {filed with Form 8-K of Duke
Energy Corporation, File No. 1-32853, April 4, 2006, as Exhibit 10.2).

Eighty-Eighth Supplemental Indenture dated as of November 17, 2008,
between Duke Energy Carolinas, LLC and The Bank of New Yark Mellon
Trust Company, N.A., as Trustee {filed with the Form 8-K of the registrant,
File Na. 1-4928, November 17, 2008, as item 4.1).

Asset Purchase Agreement by and among Duke Energy Indiana, Inc. and
Duke Energy Ohig, Inc. and Allegheny Energy Supply Company, LLC,
Aliegheny Energy Supply Wheatland Generating Facility, LLC and Lake
Acquisition Company, L.L.C., dated as of May &, 2005 (filed with Form
10-Q of Duke Energy Ohio, Inc. (formery The Cincinnati Gas & Electric -
Company) for the quarer ended June 20, 2005, Fie Mo, 1-1232).

Asset Purchase Agreement by and among PSI and CG&E and Allegheny

Energy Supply Company, LLC, Allegheny Energy Supply Wheatiand
Generating Facility, LLC and Lake Acguisition Compary, L.L.C., dated as of
May 6, 2003 (filed with Form 10-Q of Duke Energy Indiana, Inc. fformerly
PSi Energy, Inc.} for the quarter ended September 30, 1996, File No. 1-
3543).

Employment Agreement between Duke Energy Corporation and James E.
Rogers, dated April 4, 2006 (filed with Form 8-K of Duke Energy
Corporation, File No. 1-32853, April 6, 2006, as Exhihit 10.1).

Parformance Award Agreemertt between Duke Energy Corparation and
James E. Rogers, dated April 4, 2006 (filed with Form 8- of Duke Energy
Corporation, File No. 1-32853, April 6, 2008, as Exhibit 10,2).,

Phantom Stock Grant Agreement between Duke Energy Corperation and
James E. Rogers, dated April 4, 20086 {filed with Form 8-K of Duke Energy
Corporation, File No. 1-32853, April 6, 2006, as Exhibit 10.3).

Underwriting Agreement, dated as of November 12, 2008, with Barclays
Capital Inc., Citigroup Globai Markets inc. and Credit Suisse Securities
(USA) LLC, as representatives of the several underwriters named therein, in
connection with Duke Energy Carolinas, LLG's issuance and sale of
$400,000,000 aggregate principal amount of its First and Refunding
Moertgage Bonds, 5.75% Series C due 2013 and $500,000,000
aggregate principal amount of its First and Refunding Mortgage Bonds,
7.00% Series C due 2018 (filed with the Form 8K of the registrant, Fiie
No. 1-4928, Novemnber 17, 2008, as item 99.1).
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Exhibit
Number

Duke Energy  Duke Energy
Duke Energy Carolinas Ohig

Duke Energy
Indiana

10.47

10.47.1

10.48

10.49%*

10.50

10.51

10.51.1

10,51.2

10.52

1653

$2.650,000,000 Amended and Restated Cradit Agresment, dated as of R
June 28, 2007, among Duke Energy Corporation, Duke Energy Carolinas,

LLC, Duke Energy Ohic, Inc., Duke Energy Indiana, inc. and Duke Enargy

Kentucky, Inc., as Barrowers, the banks listed therein, Wachovia Bank,

National Association, as Administrative Agent, JPMorgan Chase Bank,

Naticnal Assoclation, Barclays Bank PLC, Bank of America, N.A. and

Citibank, N A., as Co-Syndication Agents and The Bank of Tokyo-

Mitsubishi, Ltd., New York Branch and Credit Suisse, as .

Co-Documentation Agents (filed in Form 8-K of Duke Energy Ohio, Inc.,

July 5, 2007, File No, 1-1232, as BExhibit 10.1).

Amendment No. 1 to the Amended and Restated Credit Agreement {filed X
on Farm 8-K of Duke Energy Ohio, Inc., March 12, 2008, File No. 1-
1232, as Exhibit 10.1),

Underwriting Agreement in connection with PS! issuance and sale of
$350,000,000 aggregate principal amount of fts 6,12% Debentures due
2035 (filed with Form 10-Q of Duke Energy Indiana, Inc. {formerly PS!
Energy, 'nc.} for the quarter ended September 30, 1996, File No. 1-
3543),

Form Phantorn Stock Award Agreement and Election to Defer {(filed with *
Form 8-K of Duke Energy Carparation, File No, 1-32853, May 16, 2006,
as Exhibit 10.1).

Keepwell Agreement, dated April 10, 2006, between Duke Capital LLG X
andd Duke Energy Chio, inc. (filed with Form 10-K of Duke Energy Ohio,

Inc. {formerly The Cincinnati Gas & Electric Company), filed on April 14,

2006, File No, 1-1232),

$2,000,000,000 Amended and Restated Credit Agreement amaong the
registrant, such subsidiaries, the banks listed therein, Barclays Bank PLC,
as Administrative Agent, and JPMoargan Chase Bank, N.A., as Syndication
Agent {filed with Form 10-Q of Duke Energy Indiana, inc. ormerty PSI
Energy, inc.} for the quarter ended September 30, 1996, File No. 1-
3543

$2,650,000,000 Amended and Restated Credit Agreement, dated as of
June 28, 2007, among Duke Energy Comaration, Ouke Energy Caralings,
LLC, Duke Energy Ohig, inc., Duke Energy Indiang, Inc. and Duke Energy
Kenfucky, inc., as Borrowers, the banks listed therein, Wachovia Bank,
National Asscciation, as Administrative Agent, JPMorgan Chase Bark,
Naticnal Association, Barclays Bank PLC, Bank of America, N.A. and
Citlbank, N.A., as Co-Syndication Agents and The Bank of Tokyo-
Mitsubishi, Ltd., New Yark Branch and Credit Suisse, &s Co-
Daocumentation Agents {filed in Form 8-K of Duke Energy Indiana, Inc.,
July 5, 2007, File No. 1-3543, as Exhibit 10.13,

Amendment No. 1 to the Amended and Restated Credit Agreement (filad in
Form 8-K of Duke Energy Indiana, Inc., March 12, 2008, Fila No. 1-
3543, as Exhibit 10.1).

Agreemenis with Piedmont Electric Membership Carporation, Rutherford X
Electric Membership Corporation and Biue Ridge Flectric Membership

Corporation to provide wholesale electricity and related power scheduting

services from September 1, 2006 through December 31, 2021 {filed with

the Form 10-Q of Duke Energy Corparation for the guarter ended June 30,

20086, File Mo, 1-32853, as Exhibit 10.15),

Aszet Pwichase Agreement by and between Duke Energy Indiana, inc., as
Seller, and Wabash Valley Power Association, Inc., as Buyer, Dated as of
Decarnier 1, 2006 (fied with Form 10-Q of Duke Energy Indiana, Inc.
{farmerly PSI Energy, inc.) for the quarter ended September 30,. 1996, File
No. 1-3543).

E-13




PART IV

Exhibit
Number

Duke Energy

Duke Energy Duke Energy  Duke Energy

Carolinas

Ohio

Indiana

10.54

10.65

10.56**

10.57

10.58>*

10.59

10.60

10.60.1
10.61*

10.62

10.63

10.63.1

Purchase and Sale Agreement by and among Cinergy Capital &

Trading, Inc., as Seller, and Fortis Bank, S.A./N.V., as Buyer, dated as of
Jure 26, 2006 (filed with Form 8-K of Duke Energy Corporation, File No.
1-32853, June 30, 2006, as Exhibit 10.1).

$330,000,000 Letter of Credit Agreement dated as of September 19,
2008, among Duke Energy Indiana, Inc., Duke Energy Kentucky, Inc., the
banks listed therein, SBank of America, N.A., as Administrative Agent,
Banco Bilhao Vizcaya Argentaria, S.A.-New York Branch, as Syndication
Apent, and the Bank of Tokyo-Mitsubishi LUFJ, Ltd., Intesa Sanpaclo
S.p.A., New York Branch, Mizuho Corporate Bank (USA), and Wells Fargo
Bank, National Association, as Ca-Documentation Agents {filed with

Form 10-Q of Duke Energy Indiana, Inc. for the quarter ended

September 30, 2008, File No. 1-3543, as Exhibit 10.1).

Form of Amendment to Performance Award Agreement and Phantom
Stock Award Agreement (filed with Form 8-K of Duke Energy Corporation,
File No. 1-32853, August 24, 2006, as Exhibit 10.1).

Engineering, Procurement and Canstriction Management Agreement dated
December 15, 2008 between Duke Energy Indiana, Inc. and Bechtel
Power Corporation (Portions of the exhibit have been omitted and filed
separately with the Securities and Exchange Commission pursuant fo a
request for confidential treatment pursuant to Rule 24b-2 under the
Securities Exchange Act of 1934, as amended).

Form of Amendment to Phantom Stock Award Agreement (filed with
Form 8- of Duke Energy Corporation, File No. 1-32853, August 24,
2006, as Exhibit 10.2).

Formation and Sale Agreement by and among Duke Ventures, LLC,
Crescent Resources, LLC, Morgan Stanley Real Estate Fund V U.S. L.P.,
Morgan Stanley Real Estate Fund ¥ Special U.S., L.P., Morgan Stanley
Real Estate Investars V U.S., L.P., MSP Real Estate Fund V, L.P., and
Morgan Stanley Strategic Investments, Inc., dated as of September 7,
2006 (filed with the Form 10-Q of Duke Energy Carparation for the
quarter ended September 30, 2006, File No. 1-32853, as Exhibit 10.3).

Fifteenth Supplementat Indenture, dated as of April 3, 2006, amang the
registrant, Duke Energy and JPMorgan Chase Bank, N.A. (as successor to
Guaranty Trust Company of New York), as trustee (the “Trustee™),
supplernenting the Senior Indenture, dated as of September 1, 1998,
between Duke Energy Carolinas, LLC (formerly Duke Energy Corporation)
and the Trustee {filed with the Farm 10-Q of Duke Energy Corporation for
the guarter ended June 39, 20086, File No, 1-32853, as Exhibit 10.1).

Stock Cption Grant Agreement between Duke Energy Corporation and
James E. Rogers, dated April 4, 2006 (filed with Form 8-K of Duke
Erergy Corporation, Fiie No, 1-32853, April &, 2006, as Exhibit 10.4).

Duke Energy Corporation 2006 Long-Term Incentive Plan (filed with Form
8.K of Duke Energy Carporation, File No. 1-32853, October 27, 2006,
ag Exhibit 10.1),

Tax Matters Agreernent, dated as of December 13, 20086, by and
between Duke Energy Corporation and Spectra Enargy Corp (filed with
Farm 8-K of Ouke Energy Corporation, File Na. 1-32853, December 15,
2006, as Exhibit 10.1).

Transition Services Agreement, dated as of December 13, 2008, by and
between Duke Energy Corporation and Spectra Energy Corp (filed with
Form 8-K of Duke Energy Corporation, File No, 1-32853, December 15,
2006, as Exhibit 10.2).

Amendment No. 1 to the Transition Services Agreement, dated as of
December 13, 20086, by and between Duke Energy Corparation and -
Spectra Energy Corp. (filed in Form 10-G of Duke Energy Corporation for
the guarter ended March 31, 2007, File No. 1.32853, as Exhibit 10.4).
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Duke Energy  Duke Energy  Duke Energy

Duke Energy Carolinas Ohio Indiana

1083.2

10.63.3

10.63.4

10.64

10.65

10.66%*

1067

10.68**

10.69

10.69.1

10.70**

10.71%

10.72

Armendment Mo. 2 to the Transition Services Agreernent, dated ag of
Decemnber 13, 2006, by and between Duke Energy Corparation and
Spectra Energy Corp. {flled in Form 10-Q of Duke Energy Corporation for
the quarter ended March 31, 2007, File No. 1-32853, as Exhibit 10.5)

Amendment No. 3 to the Transltion Services Agreement, dated as of
December 13, 2006, by and between Duke Energy Corperation and
Spectra Energy Corp. (fled in Form 10-Q of Duke Energy Carporation for
the quarter ended june 30, 2007, File No. 1-32853, as Exhibit 10.3).

Amendment MNo. 4 to the Transition Services Agreement, dated as of
Jure 30, 2007, by and between Duke Energy Corporation and Spectra
Energy Corp. (filed in Form 10-Q of Duke Energy Corporation for the
quarier ended September 30, 2007, File No. 1-32853, as Exhibit 10,1},

Employee Matters Agresment, dated as of December 13, 2006, by and
between Duke Energy Corporation and Spectra Energy Corp. (filed with
Form 8-K of Duke Energy Corporation, File No. 1-32853, December 15,
2006, as Bxnibit 10.3)

First Amendment to Employse Matters Agreement, dated as of
Septermber 28, 2007 (filed in Form 10-Q of Duke Energy Corparation for
the quarter ended September 30, 2007, File No. 1-32853, as Exhibit
10.3} :

Duke Energy Corporafion Directors’ Savings Plan | & 1, as amencded and
restated (filed with Form 8-K of Duke Energy Corporation, datad
October 31, 2007, File Mo, 1-4298, as Exhibit 10.2).

Farm of Phantom Stock Award Agreement {filed in Form 8-K of Duke
Energy Carporation, March 8, 2007, File Na. 1-32853, as item 10.01).

Form of Performance Share Award Agreement (filed In Form 8-K of Duke
Energy Corporation, March 8, 2007, File No. 1-32853, as item 10.02),

Separaticn and Distribution Agreement, dated as of December 13, 2006,
by and between Duke Energy Carporation and Spectra Energy Corp. {filed
in Form 8-K of Duke Energy Corporation,

File No. 1-32853, December 15, 2006, as item 2.1).

Amendment No. 1 to the Separation and Distribution Agreement, dated as
of December 13, 2008, by and between Duke Energy Corporation and
Spectra Energy Corp, (filed in Form 10-0) of Duke Energy Corperation for
the quarter ended March 31, 20Q7, file Mo. 1-32853, as Exhihit 10.3).

Amendment to the Duke Energy Cerporation 1998 Long-Term Incentive
Plan, affective as of February 27, 2007, by and between Duke Energy
Corporation and Spectra Energy Corp. {filed in Form 10-Q of Duke Energy
Carporation for the quarter ended March 31, 2007, File No. 1-32853, as
Exhitit 10.8).

Amendment to the Duke Energy Corporation 2006 Long-Term Incentive
Plan, effective as of February 27, 2007, by and befween Duke Energy
Corporation and Spectra Energy Corp. (filed in Farm 10-Qt of Duke Energy
Corporaticn for the quarter ended March 31, 2007, File No. 1-32853, as
Exhibit 10.7). )

$2,650,000,000 Amended and Restated Credit Agreement, dated as of
June 28, 2007, among Duke Energy Corparation, Duke Energy Carolinas,
LLC, Duke Energy Ohio, inc., Buke Energy Indiana, Inc. and Duke Energy
Kentucky, Inc., as Borrowers, the banks listed therein, Wachovia Bank,
National Assochation, as Administrative Agent, IPMargan Chase Bank,
National Assaciation, Barclays Bank PLC, Bank of America, N.A. and
Citibank, N.A., as Co-Syndication Agents and The Bank of Tokyo-
Mitsubishi, Lid., Mew York Branch and Credit Suisse, as
Co-Oocumentation Agents (filed in Form 8-K of Duke Energy Corporation,
July 5, 2007, File No. 1-32853, as Exhibit 10.1; the agreement was
executed June 28).

E-15

X%




PART IV

ST A o AT TR o

Exhibit
Number

Duke Energy
Duke Energy Carolinas

UL Leelta LR e e T R I R e SR Oh s RN L= e s i ot

Duke Energy Duke Energy

Chio

Indiana

10.72.1

10.73

10.74**

10.75*

10.76

10.77**

10.78**

10.79

10.80™

10.81

i0.82

10.83

10.84+*

10.85**

Amendment No. 1 to Amended and Restated Credit Agreement {filed in : X -
Form 8-K of Duke Energy Comoration, March 12, 2008, File No, 1-
32853, as Exhibit 10.1). ‘

Engineering, Frocurement and Canstriiction Agreemnent, dated July 11, X
2007, by and between Duke Energy Carolinas, LLC and Stone & Webster

National Engineering P.C. (portions of the exhibit have been omitted and

filed separately with the Securities and Exchange Commission pursuant to

a request for confidential treatrment pursuant to Rule 24b-2 under the

Securfties Exchange Act of 1934, as amended) (filed In Form 10-Q of

Duske Energy Corporation for the quarter ended September 30, 2007,

File No. 1-32853, gs Exhibit 10.2).

Change in Controi Agreement by and between Duke Energy Corporation X
and James L. Turner, dated Aprii 4, 2006 (fled with Form 10-K of Duke

Energy Corporation for the year ended December 31, 2007, File No. 1-

32853, as Exhibit 10.64.1). .

Change in Cantrof Agreement by and between Duke Energy Corporation X
and Marc E. Manly, dated April 4, 2006 (filed with Form 10-K of Duke
Energy Carporation for the year ended Decemnber 31, 2007, File No. 1-
32853, as Exhibit 10.66.1), :

Amended and Restated Engineering, Procurement and Construction X
Agreement, dated February 20, 2008, by and between Duke Energy

Carotinas, LLC and Stone & Webster National Engineering P.C. (portions of

the exhibit have been omitted and filed separately with the Securities and

Exchange Commission pursuant to a request for confidential treatment

pursuant to Rule 24b-2 under the Securities Exchange Act of 1934, as

amended} {filed in Form 10-Q of Duke Energy Corporation for the quarter

ended March 31, 2008, File Na. 1-32853, as Exhibit 10.1}.

Form of Phantomn Stock Agreement {filed on Form 8-K of Duke Energy X
Corporation, February 22, 2008, File No. 1-32853, as Exhibit 10.1).

Form of Performance Share Agresment (filed on Form 8-K of Duke Energy ' X
Corporaticn, February 22, 2008, File No. 1-32853, as Exhibit 10.2).

Amendment MNo. 1 to the Amended and Restated Credit Agreement (filed hd
on Form 8-K of Duke Energy Corporaticn, March 12, 2008, File No. 1-
32853, as Exhibit 10,1}

Summary of Director Compensation Program (filed in Form 10-Q of Ouke X
Energy Corporation for the quarter ended June 30, 2008, File No. 1-
32853, as Exhibit 10.1).

Agreement and Plan of Merger by and armong DEGS Wind |, LLC, DEGS X
Wind Yermant, Inc., Catamount Energy Corporation {filed in Form 10-Q of

Duke Energy Corporation for the guarter ended June 30, 2008, File No. 1-

32853, as Exhibit 10.2).

Amended and Restated Engineering and Construction Agreement, dated as X
of December 21, 2009, by and betwsen Duke Energy Carolinas, LLC and
Shaw North Caralina, Inc.

Qperating Agreement of Pionger Transmission, LLC (filed in Form 10-Q of X
Duke Energy Comporation for the quarter ended September 30, 2008, File
Ma. 1-32583, as Exhibit 10.1).

Amendment to Duke Energy Corporation Executive Savings Plan, effective X
as of August 26, 2008 (filed on Form 8-K of Duke Energy Corporation,
September 2, 2008, File No. 1-32583, as Exhibit 10.1).

Buke Energy Comoration Executive Cash Balance Plan, as Amended and X
Restatec Effective August 26, 2008 (filed on Form 8-K of Duke Energy
Corporation, Septermber 2, 2008, File No. 1-32583, as Exhibit 10.2).
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Number

e

Duke Energy  Duke Energy
Duke Energy Carolinas Ohio

Duke Energy
Indiana

10.86*

10,87+

10.88**

10.89*%*

10.90**

10.91#%*

10.92%~

10.93**

10.24

10.95

10.96

*10.97%*

10.98**

10.99*

10.100**

Amendment to Employment Agreement with James E. Rogers, effective as
of August 26, 2008 (filed on Form 8-K of Duke Energy Corporation,
Septernber 2, 2008, File No. 1-32583 as Exhibit 10.3).

Form of Amended and Restated Change in Control Agreament, effective as
of August 26, 2008 (filed on Form 8-K of Duke Energy Carporation,
Septernber 2, 2008, File No. 1-32583 as Exhibit 10.4},

Amendment to Phantorn Stock and Performance Awards with James E.
Rogers, effective as of August 26, 2008 {filed on Form 8-K of Duke Energy
Corporation September 2, 2008, File Mo, 1-32853, as Exhibit 10.5),

Amendment to Deferrad Compensation Agreement with James E. Rogers,
effective as of ALgust 26, 2008 (filed on Farm 8-K of Duke Energy
Corporation, Septernber 2, 2008, File Ne. 1-32583, as Exiibit 10.6).

Amendment to Award Agreements pursuant to the Long-Term Incentive
Plans {Employees), effective as of August 26, 2008 (filed on Form 8-K of
Duke Energy Corporation, September 2, 2008, File No, 1-32583, as
Exhibit 10.7).

Amendment to Award Agreements pursuant to the Long-Term Incentive
Plans (Directors), effective as of August 26, 2008 (filed on Fom 8- of
Duke Energy Corporation, September 2, 2008, File No. 1-32583, as
Exhibit 99.1).

Amendment to Duke Energy Carporation Directors’ Savings Plan, effective
as of August 26, 2008 (filed on Form 8-K of Duke Energy Corporation,
September 2, 2008, File No. 1-32583, as Exhikit 99.2).

Deferred Compensation Agreement dated December 16, 1992, between
PSI Energy, Inc. and James E. Rogers, Jr.

Engineering, Procurement and Construction Management Agreement dated
December 15, 2008 between Duke Energy Indiana, Inc, and Bechtel
Power Corporation. {Portions of the exhibit have been omitted and filed
separately with the Securities and Exchange Commission pursuant o a
request for canfidential treatment pursuant to Rule 24b-2 under the
Securities Exchange Act of 1934, as amended).

Retirament Agreement by and between Duke Energy Business Services LLC
and Bavid L. Hauser, effective as of June 22, 2009 (filed on Form 8-K of
Duke Energy Corporation, June 26, 2009, File No. 1-32853, &s Exhibit
99.1).

Amended and Restated Engineering and Construction Agreement, dated as
of March 8, 2010, by and between Duke Energy Carolinas, LLC and Shaw
North Carclina, Inc. (filed in Form 10-Q of Duke Energy Corporation for the
quarter ended March 31, 2010, File No. 1-32853, as Exhibit 10.1).

Retirement Agreement dated Decemnber 9, 2010 between James L. Tumer
and Duke Energy Business Services LLC {filed on Form 8-K of Duke Energy
Corporation, December 9, 2010, File No. 1-32583 as Exhibit 10.2).

Form of Performance Award Agreement of Duke Energy Corporation (filed
an Farm 8-K of Duke Energy Comoration, February 22, 2011, File Mo,
1-32583 as Exhibt 10.1).

Form of Phantom Stock Award of Duke Energy Corporation (filed on Form
8-K of Duke Energy Corparation, February 22, 2011, File No. 1-32583 as
Exhibit 10.2).

Form of Parformance Award Agreement oy and between Duke Energy
Corporation and James E. Rogers (filed on Form 8-K of Duke Energy
Corporation, February 22, 2011, File No. 1-32583 as Exhibit 10.3}.
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Duke Energy  Duke Energy

Duke Energy Carolinas

Ohio

DT S Ee e TSRO

Duke Energy
Indiana

18,101

10.102

10,103

10.104

15,105

10.106

19107+

10.108*

10.109**

*12.1
*12.2

*12.3

*12.4

Duke Energy Carparation Executive Severance Plan (filed on Form 8-K of
Duke Energy Carporation, January 10, 2011, File No. 1-32583 as Exhibit
1G.1).

Form of Amendment to Change in Control Agreement by Duke Energy
Corporation.

$200,000,000 Credit Agreement dated as of April 7, 2010 among Duke
Energy Corporation and Duke Energy Caralinas, LLC, as Borrowers, the
banks listed therein, Branch Banking and Trust Company, as Administrative
Agent, Regions Bank, as Syndication Agent and First Tennessee Bank MN.A.
and RBC Bank ({USA) as Co-Documentation Agents {(filed on Form 8-K of
Duke Energy Corporation, April 12, 2010, File No. 1-32583 as Exhibit
10.1).

Ninety-First Supplerental Indenture dated as of June 7, 2010 of Duke
Energy Carolinas, LLC to Tha Bank of New York Mellon Trust Company,
N.A., as Trustes (filed on Form 8-K of Duke Energy Caralinas, LLC, June 7,
2010, File No. 1-04928 as Exhibit 4.1},

Sixty-Second Supplemental Indenture, dated as of July 9, 2010, between
the Company and Deutsche Bank National Trust Company, as trustee,
providing for the issuance of the Bonds. (filed on Form 8-K of Duke Energy
Indiana, July 9, 2010, File No. 1-03543 as Exhibit 4.1).

$6.000,000,000 Five-Yaar Credit Agreement, dated as of November 18,
2011, among the Corporation, Duke Energy Carolinas, LLC, Duke Energy
Qhio, Inc., Duke Energy Indiana, Inc. and Duke Energy Kentucky, Inc., as
Borrowers, the lenders listed therein, Wells Farge Bank, National
Association, as Administrative Agent, Bank of America, N.A. and The Royal
Bank of Scotland pic, as Co-Syndication Agents and Bank of China, New
York Branch, Barclays Bank PLC, Citibank, N.A., Credit Suisse AG, Cayman
Islands Branch, industriat and Commercial Bank of China Limited, New
York Branch, JPMorgan Chase Bank, MN.A. and UBS Securities LLC, as
Co-Documentation Agents. (filed on Form 8-K of Duke Energy Carporation,
Duke Energy Carolinas, LLC, Duke Energy Indiana, Inc. and Duke Energy
Dhiz, inc., November 25, 2011, File No. 1-01232, as Exhibit 10.1).

Form of Performance Award Agreement of Duke Energy Corporaticn under
the Duke Energy Corporation 2010 Long-Term Incentive Plan (filed on
Farm 8-K of Duke Energy Corporation, February 22, 2011, File No, 1-
32853, as Exhibit 10.1).

Form of Phantom Stock Award Agreement of Duke Erergy Corporation
under the Duke Energy Comporation 2010 Long-Term Incentive Plan (filed
on Form 8-K of Duke Energy Corporation, February 22, 2011, File No. 1-
32853, as Exhibit 10.2).

Form of Performance Award Agreement by and between Duke Energy
Corperation and James E. Rogers under the Duke Energy Corporation 2010
Long-Term Incentive Plan {filed on Form 8-K of Duke Energy Corporation,
Fehruary 22, 2011, File No. 1-32853, as Exhikit 10.3).

Computation of Ratio of Eamings to Fixed Charges — DUKE ENERGY
CORPORATICN

Computation of Ratio of Eamings to Fixed Charges — DUKE ENERGY
CAROLINAS

Computation of Ratio of Earnings to Fixed Charges — DUKE ENERGY OHIO

Computation of Ratic of Eamings to Fixed Charges — DUKE ENERGY
INDIANA
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Exhibit Duke Energy Duke Energy  Duke Energy
Number Duke Energy Carofinas Ohio Indiana
*21 List of Subsidiaries. 'S
*23.1.1 Consent of Independent Registered Public Accounting Firm. X
*23.1.2 Consent of Independent Registered Public Accounting Fimm. X
*231.3 Consent of Independent Registered Public Accounting Firm. X
*23.1.4 Consent of independent Registered Public Accounting Firm. A
*24.1 Power of attomey authorizing Lynn J. Good and others to sign the annual X
report on behalf of the registrant and certain of its directors and officers,
*24.2 Certified copy of resclution of the Board of Directors of the registrant X
- authorizing power of attomey.
*31.1.1 Certification of the Chief Executive Officer Pursuart to Section 302 of the hS
Sarbanes-Oxley Act of 2002,
*31.1.2 Certification of the Chief Executive Cfficer Pursuant to Sectian 302 of the X
Sarbanes-Oxlay Act of 2002.
*31.1.3 Certification of the Chief Exacutive Officer Pursuant fo Section 302 of the X
Sarbanes-Oxley Act of 2002,
*31.1.4 Certification of the Chief Emutive Officer Pursuant to Secticn 302 of the X
Sarbanes-Oxley Act of 2002,
*31.2.1 Certification of the Chief Financial Officer Pursuant fo Section 302 of the X
Sarbanes-Oxley Act of 2002.
*31.2.2 - Certification of the Chief Financial Cfficer Pursuant to Section 302 of the X
Sarbanes-Oxley Act of 2002,
*31.2.3 Gertification of the Chief Financial Officer Pursuant to Section 302 of the X
Sarbanes-Oxley Act of 2002.
*31.2.4 Certification of the Chief Financial Officer Pursuant 1o Section 302 of the X
Sarbanes-Oxley Act of 2002,
*32.1.1 Certification Pursuant to 18 U.5.C. Section 1350, as Adopted Pursuant to X
Section 906 of the Sarbanes-Oxley Act of 2002.
*32.1.2 Certification Pursuant to 18 {.8.C. Section 1350, as Adopted Pursuant to X
Section 906 of the Sarbanes-Oxley Act of 2002,
*32.1.3 Cerlification Pursuart to 18 U.S.C. Section 1350, as Adopted Pursuant to K
Section 906 of the Sarbanes-Oxley Act of 2002,
*32.1.4 Certification Pursuant to 18 U,5.C. Section 1350, as Adopted Pursuant to X
Section 906 of the Sarbanes-Oxley Act of 2002.
*32.2.1 Centification Pursuant to 18 U.5.C. Section 1350, as Adopted Pursuant to X
Section 906 of the Sarbanes-Oxley Act of 2002,
*32.2.2 Centification Pursuant to 18 U.5.C. Section 1350, as Adopted Pursuant to X
Section 906 of the Sarbanes-Oxley Act of 2002,
*32.2.3 Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to X
Section 906 of the Sarbanes-Oxley Act of 2002.
*32.2.4 Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant o X
Section 906 of the Sarbanes-Oxley Act of 2002.
*101 Financials in XBRL Format X X X X

The total amount of securities of the registrant or its subsidiaries authorized under any instrument with respect torlong-term debt not filed as
an exhibit does not exceed 10% of the total assets of the registrant and its subsidiaries on a consolidated basis. The registrant agrees, upon
request of the Securities and Exchange Commission, to fumish copies of any or ail of such instruments fo it,

E-19




INVESTOR INFORMATION

Annual Meeting
The 2012 Annuai Meeting of Duke Energy Shareholders

will be:
Date:  Thursday, May 3, 2012

Time: 10 a.m.

Place: Q.J. Miller Auditorium
Energy Center
526 South Church Street
Charlotte, NC 28202

Shareholder Services

Shareholders may call 800-488-3853 or 704-382-3853

with questions about their stock accounts, legal transfer
reguirements, address changes, replacement dividend
checks, replacement of lost certificates or other
services. Additionally, registered shareholders can view
their account oniine through DUK-Online, available at
www.duke-energy.com. Send written requests to:

Investor Relations

Duke Energy

PO. Box 1005

Charlgtte, NC 28201-1005

For electronic correspondence, visit
www.duke-gnergy.com/investors/contact(R.

Stock Exchange Listing

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

Website Addresses
Corporate home page: www.duke-energy.com

Investor Relations: www.duke-energy.comfinvestors

InvestorDirect Choice Plan

The InvestorRirect Choice Plan provides a simple and
convenient way to purchase common stock directly
through the company, without incutring brokerage fees.

Purchases may be made weekly. Bank drafts for monthly
purchases, as well as a safekeeping option for depositing

certificates into the plan, are available.

The plan alse provides for full reinvestment, direct
deposit or cash payment of a portion of the dividends.
Additionally, participants may register for DUK-Online,
our online account management service.

Financial Publications

Duke Energy’s annual report and related financial
publications can be found on our website at
www.duke-energy.comy/investors. Pripted copies
are also available free of charge upon request.

Duplicate Mailings

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

Transfer Agent and Registrar

Duke Energy maintains shareholder records and

acts as transfer agent and registrar for the company’s
common stock.

Dividend Payment

Duke Energy has paid quarterly cash dividends on
its common stock for 85 consecutive years, For the
remainder of 2012, dividends on common stock are
expected to be paid, subject to declaration by the
Board of Directors, on March 16, June 18, Sept. 17
and Dec. 17,

Bond Trustee
It you have guestions regarding your bond account,
call 800-254-2826, or write ta:

The Bank of New York Mellon
Global Trust Services

101 Barclay Street — 21st Floor
New York, NY 10236

Send Us Feedback

We welcome your opinion on this annual report. Please
visit www.duke-energy.com/investors, where you can
view and provide feedback on both the print and online
versions of this report. Or contact Investor Relations
directly. Duke Energy is an equal opportunity employer,
This report is published solely to inform sharehoiders
and is not to be considered an offer, or the solicitation
of an offer, to buy or sell securities.

Products with a Mixed Sources labet suppart the
development of respansible forest management
worldwida. The waod cornes from Forest Stewardship
Council® (FSCY“-certified well-managed iorests,
company-controlled souites and/or recycled material,
This annual repatt is printed on paper manufactured
with energy generated from renewable sources,
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OUR
MISSION

At Duke Energy, we make people's
lives better by providing gas and
electric sarvices in a sustainable way
— affordable, reliable and clezn. This
requires us 1o constantly look for ways
to improve, to grow and to reduce

our impact on the environment.

OUR
VALUES

Safety: We put safety first in all we do.

Caring: We look out for each ather.
We strive to make the environment
and communities around us hetter
nlaces fo live,

Integrity: We do the right thing.
We honar our commitments.
We admit when we're wrong.

Qpenness: We're open to change and to
new ideas from our co-workers, customers
and other stakeholders. We explore ways
to grow our business and make it better.

Passion: We're passionate about what
we do, Wa strive for exceilence, We take
personal accountability for our actions.

Respect: We value diverse talents,
perspectives and experiences. We treat
others the way we want to be treated.
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DUKE ENERGY CORPORATION

FINANCIAL HIGHLIGHTS"

(In millicns, except per-share amounts and ratios) 2010 2009 2008
Operating Results

Total operating revenues $14,272 $12,731 $13,207
Net income - $ 1,323 $ 1,085 $ 1,388
Net income attributable to Duke Energy Corporation ' $ 1,320 $ 1,075 $ 1,362
Ratio of Earnings to Fixed Charges 3.0 30 3.4

Common Stock Data
Shares of common stock outstanding

Year-and 1,329 1,309 1,272
Weighted average — basic 1,318 1,293 1,265
Weighted average — diluted 1,319 1,294 1,267
Reported diluted eamnings per share $ 1.00 $ 0.83 $ 1.07
Adjusted diluted earnings per share $ 143 $ 122 - $ 121
Dividends per share $ 0.97 $ 094 3 0.90
Balance Sheet Data
Total assets ' $59,090 $57,040 $53,077
Long-term debt including capital leases and
variable interest entities, less current maturities $17,935 $16,113 $13,250
Total Duke Energy Corporation shareholders’ equity $22,522 $21,750 $20,988

(a} Significant transacticns reflected in the results above include the 2010 and 2009 impairments of goodwill and other assets (see Note 12 to the Consolidated
Financial Statements, "Goodwill, Intangible Assats and Impairmants"}.

See Notes te Consolidated Financial Statements in Duke Energy’s 2010 Form 10-K.

EARNINGS PER SHARE DIVIDENDS FER SHARE CAPITAL AND INVESTMENT EXPENDITURES

(in dallars) (in dollars) {dollars in billions}

200 100 6.0

R L7 - G s

o P o

a 2008 2009 2010 0 2008 2009 2010 ¢ 2008 2003 2010

# Reported Diluted

® Adjusted Diluted
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CHAIRMAN'S LETTER TO STAKEHOLDERS

James E. Rogers,
Chairman, President and Chief Executive Officer

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

n a changing world, our mission is constant: Produce and deliver

affordable, reliable and clean energy that benefits our customers,

investors, employees and communities. To succeed in this mission,
we relentlessly pursue productivity gains in all areas of our business —
especially in the production, delivery and use of electricity. We must
deliver results today, while investing for our future.

Duke Energy demonstrated this drive with our 2010 results. Just as
importantly, we are creating a future that strengthens our ability to be
more productive, more efficient and more opportunistic.

DUKE ENERGY CORPORATION / 2010 ANNUAL REPORT
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CREATING THE LEADING U.S. UTILITY

On January 10, 2011, Duke Energy and Pragress Energy announced an agreement to combine their
companies. Subject to shareholder and regulatory approval, this merger will create the nation’s largest utility,
with more than 7 million customers in six service territories. 1t is targeted to close by the end of 2011,

EXPECTED
EMPLOYEE
BENEFITS:
= Fuel savings and joint dispatch = Earnings accretion in the » Expanded career growth
efficiencies for customers in first year of the merger! opportunities

the Carolinas w Strong credit ratings, balance

m Improved operating sheet, cash flow, and dividend
efficiencies, over time,

w Long-term eamings growth
for all regulated customers

target of 4 to 6 percent?

%
PO Energy. + 5. Progress Energy
A

Duke Progress
Energy Energy Combmed Rank
‘Market Cap (mmons.) o %23 7- $128 . $36 5 #1
Electric Customers {mllllons) B SR S B
* Duke Energy Generation Gapacly @i 354° 2187 57.2° #1
* Frogress Energy Total Assets (vilions) $59 $33 3923 #1
Estimated Rate Base (o)~ $22  $17 39 #1
Regulated Ad]usted EBlT M\x“ 77°/ ©100% 85%  NjA

For more, visit www.duke-energy.com/progress-energy-merger.

Notes: All data as of 12/31/2010.

1 Based on adjusted diluted garnings per share.

2 Excludes purchased power. Duke Energy and combined amounts exclude approximately 4 gigawalts (GW) of Duke Energy International assets.

3 Total assets are @ summation of the two stand-alone companies and do not include any pro-forma purchase accounting adjustments from this transaction.

4 Earnings before interest and taxes (EBIT); excludes Duke Energy operations labefed as “Other," and Progress Energy operations labeled as “Corporate and Other Businesses.”
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{ETTER TO STAKEHOLDERS (CONTINUED)

DELIVERING RESULTS TODAY: A FINANCIAL REPORT CARD

Duke Energy delivered exceptional 2010 results, both financially and cperationally.

Ouring 2010, we met our financial commitments as we grew earnings, increased
the quarterly dividend, and maintainad the strength of our balance sheet. Extreme
weather boosted sales and earnings during 2010. We ended the year with adjusted diluted
earnings per share of $1.43, above our original adjusted diluted earnings guidance range
of $1.25 to $1.30.

The exceptional performance of our fleet and our employees' dedication to delivering
; high-quality customer service allowed us to capture the value of increased weather-related
sales. The company is positioned to achieve a long-term adjusted diluted earnings growth
rate of 4 to 6 percent!

In 2010, we increased our quarterly cash dividend to shareholders from $0.24 per share
to $0.245 per share. We are committed to growing the dividend and have targeted a leng-
term dividend payout ratio of 65 to 70 petcent, based on adjusted diluted earnings per share.

In 2010, we continued to focus on maintaining the
sﬁreng_th of our palance sheet. We are taking gdvantage of
historically low interest rates to issue debt to finance our : ,
modernization programs. Over the past two years, we have (for periods ending Dec. 31, 2010}
issued just over $5 billion of fixed-rate debt at an average One Year Three Years Five Years
interest rate of 4.8 percent. These low interest raies will
help us mitigate customer rate impacts.

Our strong investment-grade credit ratings have stable
outloaks with both S&P and Moody's. We had total avail-
able liquidity of approximately $3.4 billion at year-end.

Qur shareholders enjoyed a total refurn {including
dividends and the change in stock price) of 9.5 percent in
2010, outperforming the Phitadelphia Utility Index, which
returned 5.7 percent. Longer term, too, Duke Energy has
: outperformed the utility index, with cumulative three-year
¢ returns of 4.7 percent and five-year returns of 44.2 percent,

45%

@ Duke Energy Corporation

- # Philadelphia Stock Exchange Utility Sector Index
compared to -15.4 percent and 20.9 percent, respectively, @ S&P 500 Index

for the utility index.

INTENDED MERGER WITH PROGRESS ENERGY

in January 2011, we announced our intended merger with Progress Energy. (See Creating
the Leading U.S. Utility, Page 2.) Headquartered in Raleigh, N.C., Progress Energy
has regulated wtility operations in the Carolinas and Florida, with more than 3 million
customers. Our combined company will be unsurpassed in size and scale, serving more
than 7 million customers with around 57,000 megawatts (MW} of domestic nuclear, coal,
hydro and alternative energy generation. We are targeting closing the transaction by the end
of 2011, subject to shareholder and reguiatory approval.
This strategic transaction involves mare than just becoming the largest utility. The
size and scale of the combined company gives us the ability to achieve efficiencies and
7 effectively manage the transformation accltrring in our industry. Additionally, we add an
outstanding group of teammates to help navigate the combined company into the future,
Over time, we believe that our customers with benefit from productivity gains and that our
empioyees will benefit from increased opportunities. We expect shareholders to realize earn-
ings accretion, based on adjusted diluted eamings per share, in the first year after closing.
We are very excited about this transaction. Our combined strength will exceed the
strength we have as separate companies. It will allow us to provide benefits to all our

AR e e A e e =

1 From a base of 2009 adjusted diluted earnings per share of $1.22. DUKE ENERGY CORPORATION / 2010 ANNUAL REPORT I
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OPERATIONAL PERFORMANCE SUPPORTS
OUR AFFORDABLE, RELIABLE, CLEAN MISSION

COMPARISON OF AVERAGE ELECTRI( RATES

(cents per kilowatt-hous, 12 manths ended June 3G, 2010)
@ Duke Energy  m State Average @ |1.S. Average

Affordable

Qur customers expect us

to provide them with
afferdable energy both today
and in the future, Given the
iong lead times needed to
build new generation, we
carefully make investments
to satisfy future demand.
Our diverse fue! portfolio
reduces commodity price
volatility. Currently, Duke
Energy offers some of the
most competitive electric
rates in the United States.

Reliable

Qur customers expect us

to deliver reliable energy.
Today's investments ta mod-
ernize our grid will increase
the reliable delivery of energy
in the future. The new power
plants we are building today
will replace older, less
efficient ones. Qur high oper-
ational performance helps
ensure that our services are
available when needed. In
2010, our nuclear fleet set
an all-time company capacity
record of approximately

95.9 percent.

Clean

Qur customers want cleaner
energy. Over the last decade,
we have spent aver $5 billion
to significantly reduce sulfur
dioxide {30,) and nitrogen
oxide (NOx) emissions from
our coal fleet. The modern
gerlerating plants we are
currently building will
generate cleaner energy and
further reduce emissions. In
addition, our investments in
wind and solar will help us
fo promaote cleaner energy.

0 North Carolina  South Carolina Indiana Ohio Kentucky LS. Average

Source: Edison Electric Institute Typical Bills and Average Rates Report, June 30, 2010.

FOSSI. GENERATION COMMERCIAL AVAILABILITY

# Duke Energy

NUCLEAR GENERATION CAPACITY FACTOR -
® Duke Energy @ Indusiry Average

100% 100%

8 2006 2007 2008 2009 2010 2006 2007 2008 2009 2010

Source: Industry average obtained fram Nuclear Energy
Institute (NED)

e . -‘ otk & 3
{pounds emitted pes net MWh of generation}
o 30, Intensity @ NOx Intansity

(in thousand tons)
# 50, Emissions & NOx Emissions

1,000

9 2006 2007 2008 2009 2010 g 2006 2007 2008 2004 20140

Note: S0, and NOx reported from U.S. electric generation based on ownership share of generating assets.




LETTER TC STAKEHOLDERS (CONTINUED)

stakeholders — our customers, investars, employees, and the communities in which we
work and live. Integration planning has begun sa that we can ensure a smooth transitian
and increase productivity gains in all aspects of our business.

At the same time, we will continue to focus on execution of aur 2011 financial
and operational objectives as a stand-alone company,

:
Hi
4
|
!

iy

RELIABLE PERFORMANCE

Our fleet and grid performed admirably in 2010. Confronted with racord-hreaking
temperatures — both winter and summer — Duke's operating tearms met the challenge
of high load requirements. For example, the ragulated fossil generation fleet had commaercial
availability of approximately 88.7 percent. The company's nonregulated Midwest generation
fleet also met customers’ needs while establishing record highs for total generation,

Indfustry data show that our nuclear fleet is among the most reliable in the nation
at delivering low-cost baseload power, During 2010, our nuclear capacity factor was
approximately 95.9 percent, which eclipsed the company's previous annual record of
approximately 95.2 percent in 2002.

Additionally, in 2010 Duke Energy's Gconee Nuclear Station became the nation's
first nuctear plant {o receive Nuclear Regulatory Cormmission appraval 1o fransition from
an analog o a digital plant safety system. Upgrading these systems will help prevent
unnecessary shutdowns and result in more reliable and simplified operations. The digital
upgrade for all three Oconee units will be complete by 2013.

Strong productivity, operational performance and efficiency are good for our customers
and communities. Investors also benefit when we reduce costs and increase profitabitity.

Duke Energy does business in a way that is good for

A b AR ccT HOLERNZTION THROVGH 2020 |
. FLEET MODERNIZATION THROUGH 2020
in 2010, as Duke Energy earned a place on the Dow

Jones Sustainability World Index. We were one of oniy {capacity in megawatts)
15 electric utilities around the glabe to be named fo this Carolinas Modernization Indiana Modernization
elite index. Duke Energy also earned a place on the Dow 2500

Jones Sustainability North America Index for the fifth year
in a row, You can read about our sustainability plan on
Page 6 of this report. Our 201012011 Sustainability Report,
available at www.duke-energy.com, has more details,

INVESTING FOR QUR FUTURE:
MODERNIZATION STRATEGY

Duke Energy is making decisions today for future energy

investments. These decisions are critical to cur mission 0 pdditions Retirements Additiens Retirements

to deliver affordable, reliabie and clean energy. Power ® Ciiffside Unit § ® Edwardsport

plants take years to permit and construct and require @ Buck and Dan River Gas Plants @ Wabash River

enormous amounts of capital to be invested over several ® Cliffside Retirement ® Lagacy Edwardsport

years. We recover these investments through customer Commitments @ Remaining units to te |
rates over the 30- to 40-year operating lives of our @ (ther Planned Retirements E\;ﬂtrl;tsed for reticerment/ ‘

baseload power plants. i
Our gustomers enjoy reliable power today because of

investment decisions made many decades ago. In the Caralinas, for example, Duke Energy !

has not built any new baseload generating plants since 1986. Over the past decade, we f

have invested roughly $5 billion to significantly reduce suifur dioxide and nitrogen oxide !

emissions. And, we anticipate more stringent environmental regulations to come. As a

DUKE ENERGY CORPORATION / 2010 ANNUAL REPORT
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DUKE ENERGY SUSTAINABILITY PLAN AT A GLANCE

This sustainability plan reflects Duke Energy’s commitment to operate in a way that is good for people,
the planet and profits. It expands on the company's business strategy and values.

IMNCVATIVE PRODUCTS

Cur customers want products u ENERGY EFFICIENCY: Reduce customer energy consumption

AMND SERVICES

Provide innovative products
and services in a carbon-
constrained, competitive world

ENVIRONMENTAL
FOOTERINT

Reduce our environmental
footprint

QUALITY
WORKFORCE

Attract, develop and retain
a diverse, high-quaiity
workforce

STRONG

COMMUNITIES

Help build strong
communities

GOVERNANCE AND
TRANSPARENCY

Be profitable and demonstrate
strong governance and
transparency

and services that are
affordable yet responsive
to envircnmental concerns

As an energy company, we
have a large impact on the
environment and depand on
natural resources for our fuel

Energy companies will b
differentiated by the quality,
creativity and customer focus
of their employees

Our sugcess is linked to
the health and prosperity of
the communities we serve

Creating shareholder value
and earning the trust and
confidence of our many
stakeholders keeps us

in business

by 2,500 gigawati-hours (GWh) and peak demand by
2,100 MW by 2013

RENEWABLES: Scale up to 3,000 MW of wind, solar and
biomass by 2020

AFFORDABLE AND RELIABLE ENERGY: Maintain rates lower
than the national average and the high reliability of our
generation and distribution systems

(CO,} emissions from our U.S. generation fleet 17 percent
frorn 2005 by 2020 (i.e., go from 105 million tons in
2005 to 87 million tons in 2020}

CARBON INTENSITY: Reduce the carbon intensity of our total
generation fleet from 0.63 tons of CO, per megawatt-hour
(MWh) in 2005 to 0.50 tons of CO, per MWh by 2020

WASTE: Increase the percentage of solid waste that is
recycled from 52 percent in 2008 to 62 percent by 2012

SAFETY: Achieve zero work-related fatalities and top-decile

safety performance in employee total incident case rate
(TICR) by 2012

EMPLOYEE ENGAGEMENT: Maintain management and
employee engagement at 75 percent and 64 percent,
respectively, or higher, as measured by favorable scores
on survey guestions

PHILANTHROPY: Develop the baseline number of

individuals positively impacted by our support of
key community partners during 2010

SHAREHOLDER RETURN: Qutperform our peers in total
sharehoider return, annually and over a three-year period,
as measured by the Philadelphia Utility index

To learn more, see our 2010]2011 Sustainability Repoart available on www.duke-energy.com.
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LETTER TO STAKEHOLDERS (CONTINUED)

result, we expect to retire and replace our entire fleet, excluding hydro units, by 2050,
Modernization isn't a “nice to have” strategy; it's a “must have.”

In 2010, we made significant progress in constructing four advanced, highly productive,
cleaner energy generation plants, the centerpiece of our modernization strategy:

= EDWARDSPORT POWER PLAKT IN INDIANA. When operational in 2012, this 618-megawatt,
state-of-the-art Infegrated Gasification Combined Cycle (IGCC) facility wilt replace the
site’s existing coal units, in service since 1944 and 1951. It will be the largest power
plant in the world to use advanced technology to gasify coal, strip out pellutants, and
then use this gas to produce power. Indiana coal will

e

g g

A L R e

help pewer homes, busingsses, schools and factories USFEEG MAJOR CONSTRUCTION PROJECTS OVERVIEW!
and reduce emissions to the environment. Duke Energy (daitars i milfons)

has received approval for local, state and federal

tax incentives totaling more than $460 million for

the project, which will help mitigate customer rate
increases over time, Canstruetion remained an schedule
in 2010, but the scale and complexity of the project
have pushed costs higher than the previous estimate

of $2.35 billion, We have a pending request before

the Indiana Utility Regulatory Commission te approve
the estimated cost increase from $2.35 billion to
$2.88 billion. A decision is expected in 2011.

w CLIFFSIDE POWER PLANT IN NORTH CAROLINA. This advanced
coal-fired 825-megawatt facility is expected t0 go on
line in 2012 at an estimated cost of $2.4 billion. Once U Edwarisport  Citfside Buck Dan River
it is operational, we will start to retire 1,000 megawatts

@ Spent as of 12/31/201¢ @ Estimated expenditures fo complete project

: of generation at older, less efficient plants — some buiit Edwardsport m 618 MWIGCE facility

: in the 1920s. At year-end, the project was an schedule IGCC Piant u Expected in service in 2012

: in ALy ' proj e Indiana m Project is 80% complete ®

: and on budget and had been awarded $125 million in e ot e e
federal clean-coal tax credits. Cliffside Advanced m 825 MW advanced clean-coal unit

. Clean Coal Plant m Expected in service in 2012

; B BUCK POWER PLANT IN Ht_JRTH CARDLINA. Qonstructlon of our North Carolina = Project is 80% complete ?

: 620-megawatt combined cycle gas-fired Buck plant et e o+ e

is estimated to cost $700 million, with an expected Buck Combined m 520 MW combined-cycle
in-service date in late 2011. it ended the year an Cycle Plant gas-fired plant

schedule and on budget. By 2015, we plan to retire North Caralina m Expected In service in 2011

) the construction site’s four existing coal units, ail built m Profect is 75% complete *

; between 1941 and 1953, Dan River Combined a 620 MW combined-cycle

{ ™ DANRIVER POWER PLANT IN NORTH CAROLINA. In October Cycle Plant gas-fired plant

: 2010, we broke ground an our second 620-megawatt North Carclina ] Exp_ectgd {n service in 2012

. X m Projectis in eany stagas of
combined cycle natural gas-fired plant — the Dan construction ®

, River facility. The $710 million plant is expected to go s e e
on line in late 2012, and we plan to retire the site’s 1 Praject costs include direct capital and Allowance for Funds Used Qusing

: ‘ot H ; Ganstruction {AFUDG)

three existing coal units that wers built between 1949 2 Anprotimate &% of Depember 31, 2010 :

and 1955

Additianally, we are investing up to $1 bittion in the lang-term build-out of a digital
two-way communications network along the power grid. Once compilete, customers will be
able to hetter manage their energy usage and save maney. All these modernization projects
are creating jobs in our communities,

DUKE ENERGY CORPORATION / 2010 ANNUAL REPORT

&—#—



] LeTTER TO STAKEHOLDERS conmuzo)

RECOVERING FLEET MODERNIZATION COSTS

[n 2011, we expect to ask regulators in up to three of qur five jurisdictions to approve
customer rate increases so we can recover investments assceiated with environmental
cempliance and new plant construction. You might ask, “How does a rate increase support
the affordable part of our mission, especially in these tough economic times?’

Here's some perspective: Consider the graph on this page. It shows that the real cost
of electricity, averaged and adjusted for inflation, has declined aver the past 50 vears. In
fact, Duke Energy currently offers some of the most competitive electric rates in the United
States. Our rates in the Carolinas, in particular, benefit from the fow-cost, baseload nuclear
power that serves our Narth Carolina and South Carolina customars.

In all our jurisdictions, we want to achieve pricing
structures that balance customer and shareholder needs.
To maintain that balance and keep rates low for customers,
(cents per kWh) ) we must obtain timely recovery of our investments and
= Real 2005 Dollars @ Norminal earn a fair return.

T We will continue to cortral costs and focus on
productivity. To that end, we have held nonrecoverabte
operation and maintenance costs essentially flat for the
past four years,

AVERAGE ANNUAL ELECTRICITY PRICES (ALL SECTORS), 1960 — 2009

A NEW PATH IN OHIOQ

Achieving 2 balance between our customers’ need for
affordable, reliable and clean power and our investors’ need
for competitive and fair returns has grown difficult in Ohio.

0 s €5 0 15 ‘80 8 90 95 00 '05 09 By Iayv, Ohio customers can sw‘rtch_ generation provider§,
allowing them to capture the benefit of lower market prices.
Data Source: Energy (nfarmation Aministiation However, our generation must stand ready 1o serve all

customers in our service territory, including those who have
switched. Therefare, we have nhot been able to adequately
recover our costs and earn a competitive and fair return on our investments.

This imbalance was highlighted in 2009, when market prices for energy plummeted,
along with the economy and industrial demand. As a result, our elactric generation rates
have exceeded the prevailing market prices. By the end of 2010, approximately 65 percent
of customers receiving Duke Energy Ohio’s negotiated electric rates had switched fo other
retail suppliers who offered generation at fower prices.

In the current Ohio regulatory framework, previsions in place do nat allow utilities to
adequately recover their investments, whether in existing assets, new power plants to megt
future customer demand, or in improvemants to comply with more stringent environmental
rules. This high-risk and low-reward environment makes it difficult to maintain a healthy
utility and justify future power plant investments in the state. Energy providers need
assurance that they can earn fair returns on existing and future investments to maintain
the current system and ensure the reliable delivery of power. A different regulatory
approach could help create much-needed jobs and begin to reposition the state for future
economic growth.

In the meantime, at he end of 2010, we filed a new slectic standard service offer,
or Market Rate Offer, with the Public Utilities Commission of Ohio, requesting a plan to
set market-based rates for customers of Duke Energy Ohio. This filing was a significant
departure for Duke Energy Ohio, however, we believed it was the best option available to
us under the current rules. In late February, the Public Utilities Commission of Ohio failed
to approve our filing. In light of this ruling, we are currently exploring our options.

DUKE ENERGY CQRPCRATION / 2010 AMNUAL REPORT




DUKE ENERGY'S COMMERCIAL BUSINESSES

QOur Cornmercial Power and International business segments contributed around
3900 millicn or approximately 23 percent of our total adjusted segment EBIT
(earnings before interest and taxes) in 2010. We exacuted on our strategies in each
of our Commercial Businesses:

m  INTERNATIONAL: Qur international business, consisting mostly of hydroelectric generation
plants in Brazil and a combination of hydro and fossil generation in Peru and other
Latin American countries, has provided consistent earnings growth. Favorable pricing
and exchange rates helped drive an approximate 290 percent increase in adjusted
segment earnings in 2010.

m  MIDWEST GENERATION: Our Ohio generation teamns achieved reccrd safety and production
results in 2010, Financial results were boosted by Duke Energy Retail, our competitive
retail business in Qhio, which grew from a cold start in spring 2009 to a company
with 17 employees and mare than 100,000 custormers. Duke Energy Retail serves
approximately 60 percent of the switched load from Duke Energy Ohio as well as
customers from outside our Ohio franchise territory. This s an outstanding achievernent
and demonstrates our team’s hard work and diligent execution {0 retain margin in the
competitive Ohio environment.

m  RENEWABLE ENERGY: Duke Energy now has more than 1,000 MW of commercial
renewable energy on fine, with two major projects — the Top of the World Windpower
Project in Wyoming and the Kit Carson Windpower Project in Colorado — completed
and in service at the end of 2010, Long-term power purchase agreements support
both projects. Our commercial sofar business alsg grew in 2010. We addead the Biue
Wing Solar Project in Texas, a 14-MW installation, complete with a 30-year power
purchase agreement.

A CULTURE OF SAFETY

A culture of “safety first” is foremost in everything we do as a company.
A safe company helps drive productivity and efficiency.

In 2010, Duke Energy achieved its hest ever employee safety
performance, measured by our totai incident case rate, which improved
10 percent from 2009. Specifically, our regulated fossil/hydro fleet
reduced its safety incidents in 2010 by approximately 25 percent; our
Midwest genaration fleet and our International operations reduced thair
safety incidents, by half and by 75 percent, respectively. Each of these
fleats set all-time historic safety records for employees,

The 3R program in our U.S, fossiifhydre generation plants is one
example of how we continually strengthen our safety culture. The Rs

stand for Reduce risk, Remove expasures to hazards and Reinforce safe ‘"""J
behavior. Introduced in 2010, the program encourages and rewards T - J

empioyees and contractors for reporting potential hazards. Anyane at a plant can
record problems they observe and recommend corrective action or initiate a work order
to address the issue. This simple checklist has improved safety across our plants.

Ancther examnle is the “Fresh Eyes” concept at our Ohio plants, Two workers started
the program with a commcn sense premise: It's easier to see safety viclations at other
plants than it is to see problems in the plants where we work, Simple and cost-effective,
this program gives employees the option of visiting plants that are not theiv own o inspect
for potential safety issues. They offer a “fresh eyes” perspective. This program drove more
than 200 safety improvements in 2010, and inspired many of aur partners at jointly-
owned fazilities to embrace the program as well.

Duke Energy's Gina Whittle,
Ron Gill and Donald Dickinson
{from left to right) taking a
“fresh eyes" look at practices in
our W.M. Zimmer coal station
in Ohio.
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m LETTER TO STAKEHOLDERS {CONTINUED}

A digital meter is just

one part of a smart-grid
system. With digital meters
and energy management
programs, customers
benefit from mote efficient
operations as well as mare
infarmation to help them
manage their energy use
and costs.

LEARNING FROM CHALLENGES

While we are proud of cur employses' stellar safety performance, we must improve
contractor safety. Several contractors werking for Duke Energy lost their lives during 2010,
and this is unacceptable to us. We've formed a leadership task force that is implementing
new procedures to safeguard our contractors on the job. To underscore the importance of
a fatality-free workplace for both employees and contractors, rigarous safety measures are
a part of our annual employee incentive compensation program.
Just as we are committed to ensuring the safety of employees and contractors, we are '
also committed to earning the trust of our communities. In 2010, that trust was tested
in Indiana with controversy over the hiting of a regulatory attorney. When the issue first :
emerged, we immediately launched an internal investigation and have cooperated fully with
external investigations. As we learmed more, we took swift, decisive and appragriate policy )
and personnel actions. While the Indiana Utility Reguiatory Commission's investigation
found no improprieties in rulings related to our Edwardsport project under construction
in that state, we recognize the need 1o rebuild our stakehalders’ trust,

INVESTING IN TECHNOLOGY

We face a different kind of challenge when we lay the groundwork for a future focused on
energy efficiency and environmental stewardship. The past 100 years was about building
the infrastructure to make electricity accessible to everyone. Today, our mission is to deliver
affordable, reliable energy in a way that’s increasingly clean. In response, we are investing
in digitat energy technologies that have the potential to transform our industry — the way
we generate energy, the way we deliver it and the way our customers use it,

I've often said that Duke Energy is a technology company disguised as a utility. New
nuclear, advanced coal, and renewable energy resources, all seamlessly integrated into a
digital grid, will create the foundation for a future that continues to bring reliable, affordable
and cleaner energy to all cur customers.

Grid Modernization

Our power grid delivers electricity over more than 170,000 miles of lines and scores of
substations and related equipment. It uses technclogy that has changed little since the days
of Thomas Ediscn. In 2009, we began a $1 hillion upgrade to move from an analog system
to an advanced digital grid. Sometimes
called “smart grid,” today’s modernization
efforts bring 21st century technology to
the 20th century power grid.

We hegan hy installing two-way
communication devices on parts of our
distribution system. These devices can
help identify outages, enabling us to
respond more guickly ta resolva problems.
They can also help us monitor potential
irregularities and prevent future outages,
improving the grid's reliabifity. Digital
meters &t our customers’ homes and
businesses permit remote meter reading
and decreased on-site visits, resulting in
greater efficiencies.
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The technology also makes pessible the integration of appliances 2nd other in-home
devices, so customers can — if they choose — use the tools and information we provide
to reduce their energy usage and control costs.

As part of the upgrade, we have installed state-of-the-art digital meters at some
customer locations. The Public Utilities Commission of Ohio approved our digital upgrade :
plans in 2008. Since then, we have installed approximately 140,000 electric meters, r;
100,000 gas meters and 22,000 communication nodes in Chio.

With this technology in place, we have begun residential energy management pilot P
programs in Ohio and in a small area of Charlotte, M.C. Participating customers have
realized savings in their monthly energy bills.

Customer Service Improvements DID YOU KNOW:
In addition to improvements in our power delivery . |

systern, the digital grid will help customers becomea more

invoived in managing their energy use. We'll be able to give ELECTRIC VEHICLES
them the information, choices and control to make wiser
energy decisions, conserve energy and save money, in a
way that works best for them.

The digital grid technology investments we are making
in Chio, and eventually in the other states we serve, will
create a customer experience similar fo other technologicai
revolutions, like the Internet and the smartphone. Of
course, taking action is optional — and we feel strongly
that customers should be the ones to make that choice.

We are not waiting to build out the smart grid,
however, to create new opportunities for customers to

PN ol 1 L T

examples of how we are reaching customers with
information they want and need.

connect with us. Today, in addition to person-to-person Filling up a plug-in electric vehicle costs 2 to 3 cents

servicas, customers can communicate with us via social per mile, versus an average of 15 cents per mile for

me_cha and on.lme tools,l s0 that we can respond more gasaline per gallon.

quickly to their suggestions and concerns. Our storm et et et et et s ot e ettt oot e

feeds on Twitter — @DukeknergyStorm, and Facebook 2 The United States row imporis more than half ¢ its

http://www.facebook.com/DukenergyStorm, are great oil- ata cost of bilhons of dallars per year The use i
el

of plug-in electic vahic'es can dramaticary mpr oy - i

The efforts of our employees to offer prompt and our enargy indapandence.
effective customer service were recognized in 2010, In i
a customer satisfaction survey for electric utilities, Duke 3 Even in regions V‘fhere most electricity is produced by
Energy was ranked third in the nation by the Key Accourts coal, electric vehicles still reduce greenhouse gases
National Benchmark Survey. Additionally, in the J.D. Power by 25 to 30 percent over conventional vehicles.
and Assaciates 2010 Electric Utility Residential Customer s et s s s e e
Satisfaction Study™ Duke Energy Carolinas ranked highest SOURCE: GoElestricDrive.cam

among large utility companies in the South regian, and our
Midwest operations moved up three spots to sixth place among 17 providers. We are proud
of our employees whose actions embody our long-standing culture of safety and service.

Electric Vehicies

We are warking with the manufacturers of vehicles, batteries, and charging stations to
expand the adoption of plug-in electric vehicles. In 2010, the Electric Drive Transportation
Association, of which Duke Energy is a board member, launched GoElectricDrive.com — an
online resource providing a wealth of plug-in electric vehicle information. The site includes
information abowt environmental benefits, charging infrastructure, purchase incentives,
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LETTER TO STAKEHOLDERS (CONTINED!

and a virtual showroom, A “Plug-in and Save” calculator shows you the financial and
carbon footprint savings from driving a plug-in electric vehicle,

We're also helping to shape state and federai policies and standards. This technology
is good for the planat and goed for our profits, helping drive electricity sales.

OUTLOOK FOR 2011 AND BEYOND

Throughout 2G11, we will be planning for the integration of Duke Energy and Progress
Energy and filing for merger approvals with varicus federal and state regulators and
shareholders of both companies. We will leverage our existing systems and evaluate best
practices to ensure an efficient integration of the two merged companies. We have named
the top-tier management team for the combined company and have integration planning
teams in place. These early decisions were designed to accelerate the integration planning
process. We are targeting to close the transaction by the end of 2011.

Qur 2011 outlook assumes a slow economic recovery, continued progress on our
modernization effarts, and stabilizaticn of the competitive enviranment in Chio. We expect
adjusted diluted earnings per share between $1.35 to $1.40. In addition, you can expect:

m  Anincrease in the quarterly dividend of approximately 2 percent during 2011, subject
to board of directors’ approval

m  Requests for increases in customer rates to recover expenses incurred in constructing
and upgrading power plants

a Continued efforts across our jurisdictions to gair approval of mechanisms that narrow
the gap between allowed and eared returns

a Increased safety performance and improved reliabifity due to plant and equipment
investments and the continued rallout of digital technology, and

m Continued support for communities through leadership, investment, economic
development and service projects.

OUR CONSTANT DRIVE FOR PRODUCTIVITY GAINS

The roughly 12 million people who live in our service territories and those who will follow
depand on the decisions we make today to build the right infrastructure to power our warld
far the future.

Our persistent push for productivity improvements in every aspect of our business
enabtes Us 0 better meet the needs of all cur stakeholders. This allows us to achieve our
mission of delivering affordable, reliable and clean energy today and in the years to come.
Our pursuit of productivity gains is at the core of all that we do. It is making a better Duke
Energy for our customers, investors, employees, and caommunities.

We will remain sharply focused on these objectives and continue to deliver results
today, while investing for cur future,

James E. Rogers
Chairman, President and Chief Executive Officer
March 4, 2011
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OUR PRIORITIES, PROGRESS, AND OUTLOOK

OUR e ---'-
 PROGRESS

: PRIOR[TIES

OVERALL

Finalize merger with = Announced top-tier management team for
Progress Energy combined company

= Merger teams have begun initial
|ntegrat|0n plannlng

Continue operationai " w Achieved record capacity factor for

performance of fleet nuciear fleet in 2010

and grid w Achieved record generation levels for
nonregulated Midwest generatlon in 2010

Aggressively manage u Malntamed relatlvely f at adjusted net

capital and operating and operating and maintenance costs? from

maintenance costs 2007-2010

Grow adjusted diluted EPS m Realized adjusted diluted EPS growth of
and the dividend approximately 17 percent in 2010

s Increased quarterly dividend from
$0.24 per share to $0.245 per share
during 2010

» Delivered Total Shareholder Return of
9.5 percent during 2010

Maintain balance sheet m Credit ratings affirmed in January 2011

strength n Issued over $285 million of equity through
internal plans during 2010

REGULATED OPERATIONS

= Plan to begin making state and federal
regulatory filings in first quarter 2011

s Targeting close of merger transaction by
end of 2011

w Continue focus on operaticnal excellence

" w Modest increases to costs anticipated as

major construction projects come on line in ’
2011 and 2012

m Targeting 2011 adjusted diluted EPS range
of $1.35-$1.40 :

m Targeting a long-term dividend payout range
of 85 to 70 percent of adjusted diluted EPS

m Project a dividend increase in 2011
[subject to Board of Directors discretion
and approval)

m Maintain current credit ratings

m Project no equity issuances through 2013
based on current business plan

Obtain constructive
regulatory uutcomes

m No significant regulatory outcomes were
reached durmg 2010

= Plan fo file rate cases in up to three of
our regulated jurisdictions in 2011

W'Complete major constructmnm":Major constructlon prOJects are on time
projects on budget and and on budget, except for Edwardsport
on time

= Expect to bring Buck combined- cycle plant
on line in 2011 .

= Work taward a constructive outcome with :
the Edwardspart cost increase proceedings f

Advance legislative agenda n Planmng for legtslat\ve agendas
to reduce regulatory lag

Posmun Mldwest generation m Filed a Market Rate Offer (MRO) in
business for the long term

November 2010, proposing generation
rates for Ohio customers in 2012 and
heyond; in February 2011, PUCO failed to
approve our MRO filing; we are currently
exploring options

Strategically respond n
to custemer switching
pressures in Ohio

approximately 60 percent of Duke Energy
Chio's switched customers

- Reta”hasreta[ned

s Propose legislation to address regulatory lag
and the timely recovery of mvestments such
as new nuclear

m Achieve a constructive outcome for
generation pricing in Ohia

;Respond to additional customer

switching pressures in Ohio through
Duke Energy Retail

Strategically investinthe  m Grew the renewable generation partfolio by

renewable energy and
International businesses

over 250 megawatts during 2010

1 Net of deferrals, cost recovery riders and special items

& Continue to evaluate investment
opportunities




CORPORATE GOVERNANCE

BOARD OF DIRECTORS

William (Bill) Barnet 111
Chairman, President and

Chief Executive Officer

The Barnet Company Inc. and
Barnet Development Corp.

Chair, Finance and Risk Management
Committee

Member, Nuclear Qversight
Cormirmitlee

Director of Duke Energy or its
predecessor companias since 2005

G. Alex Bernhardt Sr.
Chairman and

Chief Executive Officer
Bernhardt Furniture Company

Member, Audit Commitiee,
Nuciear Oversight Cormmitiee

Director of Duke Energy or its
predecessor companies since 1991

iichael G. Browning
Chairman and Prasident
Brawning Investments Inc,

Chair, Audit Committee

Member, Corporate Governance
Cormmittee, Finance and Risk
Management Committee

Director of Duke Energy or ifs
pradecessor companies since 1990

Daniel R. {Dan} DiMicco
Chairman, President and
Chief Executive Officer
Mucor Carp.

Member, Compensation Committee,

Corporate Governance Commitlee

Director of Duke Energy or fts
predecessor companies since 2007

John H. Forsgren

Retired Vice Chairman,
Executive Vice President and
Chief Financial Officer
Mortheast Utilities

Member, Audit Committee,
Compensation Cornmittee

Director of Duke Enargy or ifs
predecessor companies since 2009

Ann Maynard Gray

Farmer Vice President, ABC Inc.
and farmer Prasident, Diversified
Publishing Group of ARC Inc.

Lead Director

Chalr, Caorporate Governance
Commitlee

Member, Compensation Commities,
Firance and Risk Management
Committee

Director of Duke Energy ar its
predecessor compantes since 1994

James H. (Jim) Hance Jr.
Retired Vice Chairman and
Chief Financial Officer

Bank of America Corp.

Chair, Compensation Committee

Member, Finance and Risk
Management Committee

Director of Duke Energy or its
predecessor companies since 2005

E. James {Jim} Reinsch
Retired Senior Vice President
and Partner

Bechtel Group

Member, Finance and Risk

Management Committes, Nuciear
Cversight Commities

Director of Duke Energy or ifs
predecessor companies since 2003

James T. (Jim) Rhodes
Retired Chairman, President
and Chief Executive Dfficer
Institute of Nuclear Power
Qperations

Chair, Nuclear Dversight Cammfrtee
Member, Audit Carnmittee

Director of Duke Energy or its
predecessor companies since 2001

James E. (Jim) Rogers
Chairman, President and
Chief Executive Cfficer
Duke Energy Com.

Director of Duke Energy or ifs
predecessor comparies since 1988

Philip R. (Phil} Sharp
President

Resources for the Future
Member, Audit Committee, Nuciear
QOversight Commitiee

Director of Duke Energy since 2007
and ifs predecessar companias from
1995-2006

From left to right: Jim Hance Jr., Michael Browning, John Forsgren, Dan DiMicco, Ann Maynard Gray,
Jim Reinsch, Jim Rogers, Bill Barnet Ill, Jim Rhades, Phil Sharp and Alex Bemnhardt St.
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DUKE ENERGY LEADERSHIP

EXECUTIVE MANAGEMENT

James E. (Jim) Rogers
Chairman, President and
Chief Executive Officer

Roberta B. Bowman
Senior Vice Prasident and
Chief Sustainability Officer

Brett C, Carter
Prasident — Duke Energy
Morth Carolina

Dauglas F. (Doug) Esamann
Prasident — Duke Energy
Indiana

Lynn J. Good
Group Executive and
Chief Financial Officer

Richard W. (Rick} Haviland
Senior Vice President —
Construction and Major Projects

Catherine E. Heigel
President — Duke Energy
South Carolina

Dhiaa M. Jamil

Group Executive,

Chief Generation Cfficer and
Chief Muciear Officer

Julie S. Janson
President — Duke Energy Ohic
and Duke Energy Kentucky

Gianna M. Manes
Senior Vice President and
Chief Customer QOfficer

Marc E. Manly
Group Executive, Chief Legai
Officer and Corporate Secratary

David W. Mohler

Senior Vice President and
Chief Technology Officer

B. Keith Trent
Group Executive and

President — Commercial

Businesses

William F. (Biil) Tyndall
Senior Vice President —
Federal Government and

Regulatory Affairs

Jennifer L. Weber
Group Executive,
Human Resources and
Corporate Relations

From left 1o right: Rick Haviland, Jennifer Weber, Brett Carter, Roberta Bowman, Marc Manly, Lynn Good,
Kelth Trent, Jim Rogers, Dhiaa Jamil, Catherine Helgel, David Mahlar, Gianna Manes, Bill Tyndall, Julie Janson and Doug Esamann
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DUKE ENERGY AT A GLANCE

-BUSINESS SEGMENT -
U.S. FRANCHISED GENERATION DIVERSITY
ELECTRIC AND GAS {percent owred capacity)

= Coal 49%
B Nuclear 19%
W Natural Gas/Fuel 0il 20%
M Hydro 12%
CUSTOMER DIVERSITY

{in billed GWh sales}

6}

M Residential 34%
B Commercial 32%
W Industrial 20%

_3 Whalesale/Other 9%

GENERATION DIVERSITY
(percent owned capacity)

COMMERCIAL
POWER

M Coal 41%
M Natural Gas 44%
21 Renewable 12%
I Other 1%
DUKE ENERGY GENERATION DIVERSITY

(percent owned capacity)

8

INTERNATIONAL

W Hydro §9%
B Fuel Oil 20%
B Natural Gas 11%

- 'OVERVIEW -

1J.S. Franchised Efectric and Gas (USFE&G) consists of

Duke Energy’s regulated generation, electric and gas
transmission and distribution systems. USFE&G's generation
portfolio is a balanced mix of energy resources having different
operating characteristics and fuel scurces designed to provide
energy at the lowest possible cost.

Electric Operations

m Owns approximately 27,000 megawatts (MW) of
generating capacity

® Service area covers about 50,000 sguare miles with an
estimated population of 12 millicn

m Service to approximately 4 million residential, commercial
and industrial customers

® Over 152,200 miles of distribution fines and a 20,900-mile
transmissian system

Gas Operations

m Regulated natural gas transmission and distribution services
to approximately 500,000 custormers in sauthwestern Ohio
and northern Kentucky

Commercial Power owns, operates and managas pawer plants,
primarily located in the Midwest, and a renewable energy
portfolio. Commercial Power’s subsidiary, Duke Energy Retail,
serves retail electric customers in Ohio with generation and
other energy services at competitive rates. Commercial Power
also includes Duke Energy Generation Services (DEGS), an
on-site energy solutions and utility services provider.
m Owns and operates a balanced generation portfolio
of approximately 7,550 net MW of power generation
(excluding wind and solar generation assets)

= Duke Energy Renewables currently has approximately
986 MW of wind energy in operation and over 5,000 MW
of wind energy projects in development, and owns 16 Mw
of commercial solar capacity

Duke Energy International (DEI} operates and manages power
generation facilities and engages in sales and marketing of
electric power and natural gas outside the U.S. DEI's activities
target power generation in Latin America. DEI alsc has an
equity investment in National Methanol Co., a Saudi Arabian
regicnal producer of MTBE, a gasoling additive.

m Owns, operates or has substantial interests in approximately
4,200 net MW of generation facilities

m About 70 percent of DEV's generating capacity is
hydroelectric




SAFE HARBOR STATEMENT

This document contains forward-looking statements within the
meaning cf the Private Securities Litigation Reform Act of 19G5.
Forward-looking statements are typically identified by words or
phrases such as “may,” “wili,” “anticipate,” "estimate," "expect,”
“project,” "intend,” “plan,” "believe,” “target,” “forecast,” and
ather words and terms of similar meaning. Farward-looking
statements involve estimates, expectations, projections, goals,
forecasts, assumptions, risks and uncertainties, Duke Energy
and Progress Energy caution readers that any forward-looking
statement is not a guarantee of future performance and that
actual results couid differ materially from those contained in

the forward-looking statement. Such farward-looking statements
include, but are not limited to, statements about the benefits

of the-proposed merger involving Duke Energy and Progress
Energy, including future financial and operating results, Duke -
Energy’s or Progress Energy's plans, ohjectives, expectations and
intentions, the expacted timing of completion of the transaction;
and other statements that are not historical facts. Important
factors that could cause actual results to differ materially from
those indicated by such forward-looking statements inciude risks
and uncertainties réiating to: the ability to obtain the requisite
Duke Energy and Progress Energy shareholder approvals; the
risk that Duke Energy or Progress Energy may be unable to
obtain govermmental and regulatory approvals required for the -
merger, or required governmental and regulatory approvals may
delay the merger.or result in the imposition ¢f conditions that
could cause the parties to abandon the marger; the risk that

a condition to closing of the merger may not be satisfied: the
timing to consummate the proposed merger; the risk that the
businesses will nat be integrated successfully; the risk that the
cost savings and any other synergies from the transaction may
not be fully realized or may take longer to realize than expected;
disruption from the transaction making it more difficult to ‘
maintain relationships with customers, employees or supp!:e_rs}
the diversion of management time on merger-related issues;
general worldwide econamic conditions and related
uncertainties; the effect of changes in governmentat regulanons
and other factars discussed or referred to in the "Risk Factors”
section of each of Duke Energy's and Progress Energy’s most
recent Annual Report on Form 10-K filed with the Securities
and Exchange Commission. These risks; as well as other risks
associated with the merger, will be more fully discussed in

the joint proxy statement/prospectus that will be included in

the Registration Statement on Form 5-4 that will be filed with
the SEC in connection with the merger. Additional risks and
uncertainties are identified and discussed in Duke Ensrgy's

and Progress Energy's reports filed with the SEC and available
at the SEC's website at www.sec.gov. Each forward-looking
statement speaks only as of the date of the particular statement
and neither Duke Energy nor Progress Energy undertakes any
obligation to update or revise its forward-looking statements,
whether as a result of new information, future events or otherwise.

"o "o (]
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Additional information on the merger and where to find it
This document does not constitute an offer to sell of the
sclicitation of an offer to buy any securities, or a sclicitation of
any vate or aporoval, nor shal! there be any sale of securities in
any jurisdiction in which such offer, solicitation or sale would be
unlawful prior to registration or qualfication under the securities
laws of any such jurisdiction. In connection with the proposed
merger hetween Duke Energy and Progress Energy, Duke Fnergy
will fila with the SEC a Registration Statement ocn Form $-4 that
will include a joint proxy statement of Duke Energy and Progress
Energy that also constitutes a prospectus of Duke Energy.
Duke Energy and Progress Energy will daliver the joint proxy
staternent/prespectus to their respective shareholders. Duke
Energy and Progress Energy urge investars and shareholders
to read the joint proxy statement/prospectus regarding the
proposed merger when it becomes available, as well as other
documents filed with the SEC, because they will ‘contain
important information. You may obtain copies of all documents
filed with the SEC regarding this transaction, free of charge,
at the SEC's website (www.sec.gov). You may also obtain
these deccuments, free of charge, from Duke Energy's website
(www.duke-energy.com} under the heading "Investars” and
then under the heading “Financials/SEC Filings.”

Participants in the merger solicitation

Duke Energy, Progress Energy, and their réspective
directors, executive officers and certain other members of
management and employees may be soliciting proxies from
Duke Energy and Progress Energy shareholders in favar of the
merger and related matters. Information regarding the persons
who may, under the rules of the SEC, be deemed participants in
the solicitation of Duke Energy and Progress Energy shareholders
in connection with the proposed merger will be set forth in the
joint proxy statement/prospectus when it is filed with the SEC.
You can find information about Duke Energy’s and Progress
Energy’s executive officers and directors in each of thefr most
recent definitive proxy statement. Additional information about
Duke Energy’s and Progress Energy's executive officers and
diractors can be found in the above-referenced Registration
Statement on Form S-4 when it becomes available, You can
obtain free copies of these documents from Duke Energy and
Progress Energy using the cantact information above.



http://www.sec.gov
http://www.duke-energy.com

NON-GAAP FINANCIAL MEASURES

Adjusted Diluted Earnings per Share (“EPS"™)

Duke Energy's 2010 Annual Report references 2010 adjusted
difuted EPS of $1.43, Adjusted diluted £PS is a non-GAAP
(generally accepted accounting principles) financial measure

as it represents diluted EPS from continuing cperations
attributable to Duke Energy Corporation commaon shareholders,
adjusted far the per share impact of special items and the mark-
to-market impacts of economic hedges in the Commercial Power
segment. Special items reprasent certain charges and credits
which management believes will not be recurring on a regular
basis, although it is reasanabiy possible such charges and
credits could recur. Mark-to-market adjustments reflect the
mark-to-market impact of derivative contracts, which is
recognized in GAAP earnings immediately as such derivative
contracts do not qualify for hedge accounting or regulatory
accounting, used in Duke Energy's hedging of a portion of

the economic value of certain of its generation assets in the
Commercial Power segment. The economic value of the
generation assets is subject to fluctuations in fair value due

to market price volatility of the input and output commodities.
(e.g., coal, power) and, as such, the economic hedging Tnvelves
both purchases and sales of those input and output commodities
related fo the generation assets. Because the operations of the
generation assets are accounted for under the accrual method,
management believes that excluding the impact of mark-to-
market changes of the ecenomic hedge contracts from adjusted
earnings until settement better matches the financial impacts
of the hedge contract with the partion of the economic value

of the underlying hedged asset. Managenient believes that the
presentation of adiusted diluted EPS provides usefu! information
to investors, as it provides them an additional relevant ]
comparison of the company's perfarmance across periods.
Adjusted diluted EPS is alsc used as a basis for employee
incentive bonuses.
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The most directly comparable GAAP measure for adjusted
diluted EPS is reported diluted EPS from continuing operations
attributable to Duke Energy Comporation common shareholders,
which includes the impact of special items and the mark-to-
market impacts of economic hedges in the Commercial Power
segment. The following is a reconciliation of reported diluted
EPS from continuing operations to adjusted diluted EPS for
2010, 2008, and 2008:

2010 2009 2008

Diluted EPS from continuing operations,
as reported $1.00 $0.82 3$1.01
Diluted EPS from discontinued operations,

as reported — Q.01 0.0t
Diluted EPS from extraordinary items,

as reported —_— — G.05
Diluted EPS, as reparted $1.00 $0.83 31.07
Adjustments to reported EPS: ) .
Diluted EPS from discontinued operations — (0,01 (0.01)
Diluted EPS from extracrdinary items —  — (0,05
Diluted EPS impact of special items .

and mark-to-market in

Commercial Power (see below) 0.43 040 0.20
Diluted EPS, adjusted $1.43 $1.22 $l.21

The foliowing is the detail of the $(0.43) per share in
special iterns and mark-to-market in Commercial Power
impacting adjusted diluted EPS for 2G10:

2010

, Diluted

Pre-Tax Tax EPS

(In millians, except per-share amounts) Amount Effect Impact

Goodwill and other impairments 5(660) $58 %(0.46)
Voluntary setirement plan &

office consolidation costs ' {172) 67 (0.08)

Costs to achieve the Cinargy merger {2 10 (0.01)

Litigation reserve {26) 10 (0.01)

Asset sales . 248 (94) 0.12

Mark-to-market impact of economic hedges 33 {12) 0.01

Total adjusted EPS impact $(0.43)




The following is the detail of the $(0.40) per share in
special items and mark-to-market in Commercial Power
impacting adjusted diluted EPS for 2009:

2009

Diluted

: Pre-Tax Tax EPS

(In miflions, except per-share amounts) Amount  Effect Impact

Goodwill and other impairments $(431) $21 %032

Mark-to-market impact of economic hedges (60} 22 (0.03)

Intetrnational transmission adjustment (32) 10 (0.02)
Crescent related guarantees and

tax adjustments (26) (3) 0.0

Costs to achieve the Cinergy merger (25) 10 (.o

Total adjusted EPS impact $(0.40)

The fallowing is the detall of the ${0.20) per share in
special items and mark-to-market in Commercial Power
impacting adjusted diluted EPS for 2008:

2008

Diluted

Pre-Tax Tax EPS

Ur millions, except per-share amounis) Amount  Effect  impact
Crescent project impairments $(214)  $83 %0.10
Emission allowances impairment 82y 30 (0.04)
Mark-to-market impact of econamic hedges {75) 27 (0.04)
Costs to achieve the Cinergy merger (44) 17 (002
Total adjusted EPS impact $(c.20)

2011 Adjusted Diluted £EPS Outlook

Duke Energy's 2010 Annual Report references Duke
Energy's forecasted 2011 adjusted diluted EPS cutlook range
of $1.35-$1.40 per share, which is consistent with the 2011
empioyee incentive earnings target. The materials also reference
the forecasted range of growth of 4%-6% in adjusted diluteg
EPS (on a compound annual growth rate ("CAGR”) basis) from -
a base of adjusted diluted EPS for 2009 of $1.22. Adjusted
diluted EPS is a non-GAAP financial measure as it represents
diluted EPS from continuing operations attributabie to Duke
Energy Corporation shareholders, adjusted for the per-share
impact of special items and the mark-to-market impacts of
economic hedges in the Commercial Power segment. Special

items represent certain charges and credits which management -

believes will not be recurring on a regular basis, aithough it

is reasonably possible such charges and credits couid recur.
Mark-to-market adjustments reflect the mark-to-market impact
of derivative contracts, which is recognized in GAAP eamings
immediately as such derivative contracts do not qualify for
hedge accounting or regulatory accounting treatment, used

i Duke Energy's hedging of @ porticn of the ecoronic value
cf its generation assets in the Commercial Fower segment

(as discussed separately under “Adjusted Diluted Earnings per
Share (EPS"Y"). The most directly comparable GAAP measure
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for adjusted diluted EPS is reported diluted EPS from continuing
operations atiributable to Duke Energy Carporation common
shareholders, which includes the impact of special items

and the mark-to-market impacts of economic hedges in the
Commercial Power segment, Due to the forward-looking

nature of this non-GAAP financial measure for future pericds,
information to reconcile it to the most directly comparable GAAP
financial measure is not available at this time, as management
ts unable to project special items or mark-to-market adjustments
for future pericds. '

Adjusted Segment EBIT for 2009 and 2010

Duke Energy's 2010 Annual Report Includes a discussion
of adjusted segment EBIT for the years ended December 31,
2010 and 2009. The primary performance measure used by
management tc evaluate segment performance is segment
EBIT from continuing operations, which at the segment level
represents all profits from continuing operations {both cperating
and non-operating), including any equity in samings of
unconsolidated affiliates, hefore deducting interest and taxes,
and is net of the income attributable to non-controlling interests.
Management beileves segment EBIT frem centinuing cperations,
which is the GAAP measure used to report segment resulis, is
a good indicator of each segment’s operating performance as it
represents the results of Duke Energy's ownership interests in
continuing operations withaut regard to financing methods or
capital structures. Duke Energy also uses adjusted segment
£BIT as a measure of historical and anticipated future segment
performance. When used for future periods, adjusted segment
EBIT may alsc inciude any amounts that may be reported as
discontinued operations or extraordinary items...

Adjusted segment EBIT s a non-GAAF financial measure
as it represents reported segment EBIT adjusted for the impact
of special items and the mark-to market impacts of economic
hedges in the Cemmercial Power segment. Special items
represent certain charges and credits which management
believes will nat be recurring on a regular basis, although it
is reasonably possible such charges and credits could recur.
Mark-to-market adjustments reflect the mark-to-market impact
of derivative contracts, which is recognized in GAAP zarnings
immediately as such derivative contracts do not qualify for hedge
accounting or regulatory accounting, used in Duke Energy’s
hedging of a portion of the economic value of gertain of its
generation assets in the Commercial Power segment (as
discussed above under “Adjusted Diluted Earnings per Share
(‘EPS)"). Management believas that the presentation of adjusted
segment EBIT provides useful information to investors, as it
provides them an additional relevant comparison of a segment’s
performance across periods. The most directly comparahie
GAAP measure for adjusted segment EBIT is reported segment
EBIT, which represents segment results from continting
operations, including any special items and the mark-to-market
impacts of economic hedges in the Commercial Power segment.,



NON-GAAP FINANCIAL MEASURES (CONTINUED)

The following is a reconciliation of adjusted segment EBIT for the years ended Decemmber 31, 2010 and 2009, to the most

directly comparahle GAAP measure:

Far the Year Ended December 31, 2010

Economic
Adjusted Goodwill & Hedges Reported
Segment Other Asset (Mark-to- Segment
(In millions} EBIT Impairments Market) EBIT
U.S. Franchised Electric & Gas $2.966 $ — $— $2,966
Commercial Power 398 (660) 33 (229)
internationai Energy 486 — — 486
Total 2010 reportable segment EBIT $3,850 $(660) $33 $3,223
For the Year Ended December 31, 2009
Ecanomic
Adjusted International Goodwil! & Hedges Reported
) Segment Transmission Qther Asset {Mark-to- Segment
{In millions) . EBIT Adjustment Impairments Market) EBIT
LU.S. Franchised Electric & Gas $2,321 $ — $ — $ — $2,321
Carnmercial Power 500 — {413} (80 27
Internaticnal Energy 409 (26) (18} — 365
Total 2009 reportabla segment EBIT $3,230 $(26) $(431} $(60) $2,713

Adjusted Earnings per Share Accretion in Year One
of Merger with Progress Energy

Duke Energy’s 2010 Annual Report includes a reference
to Duke Energy's assumption that the merger transaction is
anticipated to be accretive in the first year after closing, based
upon adjusted diluted EPS.

This accretion assumption is a non-GAAP financial measure
as it is based upon diluted EPS from continuing operations
attributable to Duke Energy Corporation shargholders, adjusted
far the per-share impact of special items and the mark-to-market
impacts of economic hedges in the Commercial Power segment
(as discussed above under “Adjusted Diluted Eamings per Share
('EPSN"}. The most directly comparable GAAP measure for
adjusted diluted EPS is reported diluted EPS from continuing
operations attributable o Duke Energy Corporation commaon
sharehalders, which includes the impact of special items
(including costs-to-achieve the merger) and the mark-to-market
impacts of economic hedges in the Commercial Power segment.
On a reported diluted EPS basis, this transaction is not
anticipated to be accretive due to the level of costs-to-achieve
the merger. Due to the forward-looking nature of this non-GAAP
financial measure for future periods, information to reconcile
it to the most directly comparable GAAP financial measure is
not available at this time, as management is unable to project
special items or mark-to-market adjustments for future periods.

DUKE ENERGY CORPORATION / 2010 ANNUAL REPORT

Dividend Payout Ratio

Duke Energy's 2010 Annual Report includes a discussion
of Duke Energy's anticipated long-term dividend payout ratio
of 65-70% based upon adjusted diuted EPS. This payout ratio
is a non-GAAP financial measure as it is hased upon forecasted
diluted EPS from continuing operations attributable to Duke
Energy Corporation shareholders, adjusted for the per-share
impact of special items and the mark-to-market impacts of
ecanomic hedges in the Commercial Power segment (as
discussed above under "Adjusted Diluted Earnings Per Share
('EPSN"). The most directly comparable GAAP measure for
adjusted diluted EPS is reported diluted EPS from continuing
operations attributable to Duke Energy Corporation common
shareholders, which includes the impact of special items
and the mark-to-market impacts of economic hedges in
the Commercial Power segment. Due to the forward-looking
nature of this non-GAAP financial measure for future periods,
informaticn to reconcile it to the most directly comparable
GAAP financial measure is not available at this time, as
management is unable to project special iterns or mark-to-
market adjustments for future periods.




Total Available Liquidity

Duke Energy's 2010 Annual Report includes a discussion
of total availakle liquidity. Total available liquidity is a non-GAAP
financial measure as it represents cash and cash equivalents
{excluding amounts held in forgign jurisdictions} and remaining
availability under the master credit and regiona! bank credit
facilities. The most directly comparable GAAP financial measure
far available liguidity is cash and cash equivalents. The following
is a reconciliation of total availakle liquidity as of December 31,
2010, to the most directly comparable GAAP measure:

As of
(In mitliens) December 31, 2010
Cash and cash equivalents $1,670
Less: Amounts held in foreign jurisdictions (724)
946

Plus: Remaining availability under master cradit
and regional bank credit facilities 2,482
Total available liquidity $3,428

Adjusted Operation, Maintenance and Other Expenses
Duke Energy's 201Q Annual Report includes a discussion
of adjusted operation, maintenance and other costs {(“0a&M

" expenses”). Adjusted O&M expenses is a non-GAAP financial

measure as it represents reported O&M expenses adjusted

for the impact of special items and deferrals and cost recovery
rigers, Special items represent cerfain charges and credits, which
management believes will not be recurring on a regular basis,
although it is reasonably possible such charges and credits couid
recur. The most directly comparable GAAP measure for adjusted
Q&M expenses is reported O&M expenses, which includes the
impact of special items. The following is a rconciliation of
adjusted O&M expenses for the years ended December 31, 2010
and 2009, toc the most directly comparable GAAP measure:

{In millians) 2010 2009
Operation, maintenance and other (a) $3,825 $3,313
Transfers to capital {b) 108 149
Less:
Voluntary retirement plan &
office consclidation costs (c) (154) —
International transmission adjustment {c} - (30)
Costs to achieve the Cinergy merger (c) 4 (5)
Deferrals, recoverables, and cther (d) (343) (85}
Adjusted operations and maintenance cost $3,422  $3,342

(al As reported in the Consolidated Statemants of Operatinns for the
vears ended December 31, 2010 and December 31, 2009. 2008
and 2007 operation, maintenance and other expenses were $3,351
million and $3,324 million, respectively.

{b) Represents capitalized costs that were included for purposes of
calculating the employee operations and maintenance costs targst.

(c) Presented as a special item for purposes of calculating adjusted
diluter earnings per share.

(dy Primarily represents expenses to be deferred or recovered through
rate riders (e.2., impact of regulatory defetrals, reagents, stc.).
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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 1533 and Section 21E of the Securities
Exchange Act of 1934. Forward-locking statements are based on management's
befiefs and assurnptions. These forward-looking statements, which are intended
to cover Duke Energy and the applicable Duke Energy Registrants, are identified
by terms anc phrases such as “anticipate,” “believe,” "intend,” “estimate,”
“sxpect,” “continue,” “shoutd,” “couid,” “may," “plan,” “praject,” "aredict,” *
“patential,” “forecast,” “target,” and similar expressions. Forward-looking
statements involve risks and uncertainties that may cause actual results to be
materially different from the results predicted. Factors that could cause actual
results to differ materially from those indicated in any forward-looking statement
include, but are not limited to:

+ State, federal and foreign legislative and regulatary initiatives, including -
©osts of compliance with existing and future ervironmentat requirements,
as weli as rulings that affect cost and investrient recovery or have an
impact an rafe structures;

= Costs and effects of legal and administrative procesdings, settlements,
investigaticns and claims;

* Industriai, commercial and residential growth or decling in the respective
Duke Energy Registrants’ service territories, customer base or customer
usage patterns;

* Additional competition in electric markets and cantinued industry
consolidation;

» Politica! 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, inchiging the economic, operationat
and other effects of storms, hurricanes, droughts and tornadoes;

* The timing and extent of changes in commadity prices, interest rates and
forelgn currency exchangs rates;

* Unscheduled gensration outages, unusual maintenance or repairs and
electric transmission system constraints;

* The performance of electric generation facilities and of projects undertaken
by Duke Energy's non-regulated businesses;

* The resuits of financing efforts, including the Duke Energy Registrants’
ability to obtain financing on favorable terms, which can be affected by
various factors, including the respective Duke Energy Registraimts’ credit
ratings and general economic conditions;

* Declines in the market prices of equity securities and! resultant cash
funding requirements for Duke Energy’s defined benefit pansicn plans;

* The fevel of creditworthiness of counterparties to Duke Energy Registrants'
transactions;

* Emplayes waorkforce factars, including the potential inability to attract and
retain key persannel;

= Growth in oppartunities for the respective Duke Energy Registrants’
business units, including the timing and success of efforts to develop
domestic and international power 2nd other projects;

+ Construction and development risks associated with the completion of
Duke Energy Registrants' capital investment projects in existing and new
generation facilities, including risks related ta financing, obtaining and
complying with terms of permits, meeting construction budgets and
schedules, and satisfying operating and environmental performance
standards, as well as the ability to recaver costs from ratepayers in a
timely manner or at all;

* The effect of accaunting pronouncements izsued periodicaily by
accounting standard-setting bodies; and

* The expected timing and likelihood 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
propesed merger that could reduce anticipated benefits or cause the
parties to abandon the merger, the diversion of managerment's time and
attention from Duke Energy's angaing business during this time period, the
ahility ta maintain relationshins with custamers, employees of 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
combined company or its subsidiaries may be different from what the
companies expect,

*The ability to successfully complete merger, acguisition or divesliture
plans.
in light of these risks, uncertainties and assumptiens; the events described

in the forward-looking statements might not occur or might occur to a different
extert or at a different time than Duke Energy has desciibed. The Duke Energy
Registrants undertake ne abiigation to publicly update ar revise any fanward-
looking statements, whether as a result of new inforrriation, future events or
otherwise.

witl,”



Glossary of Terms

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

Term or Acronym Definition Term or Acronym Definition
AC ..o Annually Adjusted Component DEGS . ............. Duke Energy Generation Services, Inc.
ACES ... ... ... Arerican Clean Energy and Security At~ OBl ... .. Duke Energy International, LLC
of 2009 ) DEIGP. ... ... . ... Duke Energy International Geracao
ADEA ..., Age Discrimination in Emplayment Paranapenema 3.A.
BEP ot American, Electric Power Company, Inc.  DEMA -+ ..., .. Duke Energy North America
AFUDC Allowarice for Funds Used During DENR .......... ..., gepartmem of Environment and Natural
- BSOLCES .
. Construction -
: ) ! . ) DERF .......... ... .. Duke Energy Receivables Finance
Aguaytia ............ Aguaytia Energy del Pert S.R.L. Lida. ’ Company,g!_yl_c
ANEEL . 7........... Brazian Electricity Regulatory Agency Duke Energy Retail ... Duke Energy Retail Sales, L1C
AOCH .. ... ... ..., . Accumuiated Qther Comprehensive DETM .. .ot Duke Energy Trading and Marketing
Income LLG ‘ .
ASC o Accounting Standards Codification DOE ...t Department of Energy
ASU ... Accounting Standards Update DOJ .. Department of Justice
Atk L. Attiki Gas Supply S.A. ' DRIP..........ovnt Dividend Reinvestment Plan ¥
. ‘ i
Bison ............ .. Bison Insurance Campany Limited DSM ......... PRRERE Demand Side Management L
BPM - Bulk Power' Marketing Duke Energy . ........ Duke Energy Corporation {collectively
i S ‘ " with its subsidiaries}
CAA ... et Clean Air Act Duke Energy 1 .
CAC ... .......... " Citizens Action Coalition of Indiana, Inc. Caroiinas .. .......... Duke Energy Carolinas, LLC
CAGR .............. Compounded Annual Growth Rate Duke Energy Indiana ... Duke Energy inciana, Inc.
AR ... Clean Air Interstate Rule Ouke Energy
¢ - ean Alrlnte . - Kentucky ............ Duke Energy Kentucky, Inc.
Catamount- e Cata_amgunt Energy Cerporation Duke Energy Ohio . . .. Duke Enrgy Ohio, Inc. |
cc ... R RRREREY Corbined Cycle . Duke Energy : . : y
CCP ... .. ... .. Coal Combustion Product Registrants .......... Duke Energy, Duke Energy Carolinas, L
: Duke Energy Ohio, and Duke Energy |
i Celanese ............ Celanese Acetate, LLC ‘ Indiana ' !
CG&E .............. The Cincinnati Gas & Electric Company DukeMNet . ........... DukeNet Communications, LLG ;
: Cinergy Receivables . . .. Cinergy Receivables Company, LLC DukeSoiutions ........ DukeSolutions, Inc. ‘ t‘
E Cliffside Unité ....... Cliffside Facility in North Carclina EPA . Environmental Protection Agency :,
: . . i
; CT . Combusticn Turbing ©OEPS L SERREREE Earnings Per Share |
CINErgy ... vovvvvn.n Cinergy Corp. {collectively with its ERISA ... Employee Retirement Income Security ’
7 . subsidiaries) Act
COp v,  Carbon Dioxide ESP Electric Security Plan
CoL ... ............ Combined Construction and Operating ETR oo Ty Effectlve tax rate :
‘ ‘ License - EWG ... ............. Exempt Wholesale Generator !
CPCN .............. Certificate of Public Convenience and FASB .............. Financial Accounting Standards Beard
Necessity : FCC ... o Federal Communications Commission
CRES .............. Competitive Retail Electric Supplier FERC ... .. o Federal Energy Reguiatory Commission
Crescent ............ Crescent Joint Venture FIP ., Federal Implementation Pian !
DAGL ... ... ... .. Division of Air Quality ' FPP .. Fuel and Purchased Power
DB ...... o Defined Benefit Pension Plan FPSC .............. Florida Public Service Commission
DCP Midstream . ... ... DCP Midstream, LLC (formerly Duke GAAP .l Generally Accepted Accounting
Energy Field Services, LLC) Principles in the United States

,




Term or Acronym

Definition

Term or Acronym Definition
GHG ............... Greenhouse Gas
GWh............... Gigawatt-hours
HAP ....... e Hazardous Air Pollutant .
IGCC....... EERRERE Integrated Gasification Combined Cycle
IMPA ... Indiana Municipal Power Agency
AP State Environmental Agency bf Parana
IBAMA ... ... Brazil Institute of Environment and
Renewable Natural Resources
ITC .o Investment Tax Credit
IURC .............. Indiana Utility Regulatory Commission
KPSC .. ... .. ...... Kentucky Public Service Commissicn
KV Kitovolt
KWh .o Kilowatt-hour
LIBOR.............. Londaon Interbank Offered Rate
MACT .......... . ... Maximum achievable control technology
Mef. ..o Thousand cubic fest
Merger Agrleement ..... Agreement and Plan of Merger
MergerSub .......... Diamond Acquisition Corparation
MGP ... ............. Manufactured gas plant
Midwest (SO ......... Midwest Independent Transmission
System Operator, Inc.

MMBtL ............. Million British Thermal Unit
Moody's ............ Maody's Investor Services
MRO............ ... Market Rate Offer
MTBE .............. Methyl tertiary butyl ather
MW o Megawatt
MVP ... Muiti Value Projects

CMWR L Megawatt-hour
NCUC .. ... L North Carolina Utilities Commission
NOTF .. .o Nuclear Decommissioning Trust Funds
NEIL ............... Nuclear Electric Insurance Limited
NMC............... National Methanol Company
NOX ............... Nitrogen oxide
NPNS ... ..., Normal purchase/normal sale
NRC .......... Ce . Nuclear Regulatory Commission
NSR ... P New Source Review
OhicT&D ........ ... Ohio Transmission and Distribution
ORS ...... R South Carolina Office of Regulatory Staff
QuUCC ... ....... ... Indiana Office of Utility Consumer

Counseior

Spectra Energy
Spectra Capital

Ohic Valley Electric Corperation

. Pioneer Transmission, LLC

PJM Interconnection, LLC
Progress Energy, Inc.
Prosperity Mine, LLC

Puhiic Service Commission of Scuth
Carolina

Prevention of Significant Deterioration
Public Utilities Commission of Ohic

Public Utility Holding Company Act of
1935, as amended :

. Qualifying Special Purpose Entity .

Renewable Energy and Enargy
Efficiency Portfolio Standard

Racketeer Influenced and Corrupt
Organizations

Rate Stabiiization Plan
Regional Transmission Organization
Saluda River Electric Cooperative, Inc.’s

South Caralina General Assembly
Senate Bill 431

North Carolina General Assembiy
Senate Bill 3

Ohio Senate Bill 221 ,
South Carclina Energy Users Comm}t:tee
Securities and Exchange Commission
South Houston Green Power, L.P.
Sulfur dioxide

Spectra Energy Corp.

Spectra Energy Capital, LLC (formerly
Duke Capital LLC}

Standard & Poor's

The American Recovery and
Reinvestment Act of 2009

. Duke Energy Caralinas, Duke Enefgy

Chio, and Duke Energy Indiana

Transftion Services Agreement

_ . ~Total shareholder return

U.S. Franchised Electric and Gas
Vectren Energy Delivery of Indiana
Variable Inferest Entity

Weighted Average Cost of Capital
Windstream Corp.

Wabash Valley Power Association, Inc.




PART |

ITEM 1. BUSINESS.

Overview.

GENERA{,

Proposed Merger with Progres;s Energy, Inc.

On January 8, 2011, Duke Energy Corporation (Duke Energy)
entered inta an Agreerment and Plan of Merger (Merger Agreement}”
between and among Diamond Acquisition Corporation, a North
Carclina corporation and Duke Energy’s whally-owned subsidiary
(Merger-Sub) and Progress Energy, Inc. (Progress Energy), a North
Carolina corporation. Upen 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 suniving
corporation and a wholly-owned subslidiary of Duke Energy. Pursuant
to the Merger Agreement, upon the closing of the merger, each
issued and outstanding share of Progress Energy common stock will
automatically be cancelled and converted info the right to receive
2.6125 shares of comman stock of Duke Erergy, 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, ather than in a fiduciary capacity,
will be cancelied without any consideration therefor}. Each
outstanding option to acquire, and each outstanding equity award
refating to, one share of Progress Energy common stock will be
converted into an option to acquire, of an eguity award relating to
2.6125 shares of Buke Energy common stock, as applicable, subject
te approptiate adjustment for the reverse stock split. Completion of
the merger is conditioned upen, amang other things,' approval by the
shareholders of both companiss as well as expiration or termination
of any applicable walting period Under the Hart-Scott-Rodino Antitrust
Improvements Act of 1976 and approval, o the extent required, by
the Federal Energy Regulatory Commission (FERC), the Federal
Communication Cormmission {FCC), the North Carolina Utilities
Commission (NCUC), the Public Service Commissicn of South
Carolina {PSCSC}, the Florida Public Service Commission (FPSC), the
Indiana Utility Regulatory Commission (IURC), the Kentucky Public
Service Commission (KPSC), the Public Utilities Commission of Ohio
(PUCO) and the Nuclear Reguiatary Comimission (NRC), Duke -
Energy is targeting compietion 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 far the payment of fees
and expenses upon termination under specified circumstances.
Further information concerning the proposed merger will be included
in a joint proxy statement/prospectus contained in the registration
staterment 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 share split, at a ratio of 1-for-3 which will be subject to the
merger being completed and receipt of the requisite appraval 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 its subsidiaries, Duke
Energy) is an energy 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 (Duke Energy Caralinas), 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
Cuke Energy International, LL.C. When discussing Duke Energy's
consolidated financial information, it necessarily includes the results
of its three separate subsidiary registrants, Duke Energy Carclinas,
Duke Energy Ohic 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 Heiding Corp. (Duke Energy HC) was incorporated
in Delaware on May 3, 2005 as Deer Holding Corp., a wholly-owned
subsidiary of Duke Energy Corperation (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 reguiated franchises, as well as deragulated generation in the
Midwestern United States. On April 3, 2006, in accordance with the
merger agreement, Old Duke Energy and Cinergy merged into'wholiy-
owned subsidiaries of Duke Energy HC, resulting in Duke Energy. HC
becoming the parent entity. In connection with the closing of the
merger transactions, Duke Energy HC changed its name to Duke
Energy Corporaticn (New Duke Energy or Duke Energy) and Old
Duke Energy converted inta'a limited liability compary 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 converted into
1.56 shares of common stock of Duke Energy, which resulted in the
issuance of approximately 313 million shares of Duke Energy
common stock. Additionally, each share of common steck of Old
Duke Energy was converted into one share of Duke Energy common
stock. Old Duke Energy is the predecessor of Duke Energy for
purposes of U.S. securities regulations goveming financial staternent
fiiing.

During the third quarter of 2005, Duke Energy’s- Board of
Directors authorized and directed management to execute the sale or
disposition of substantially all of former Duke Energy North America’s
(DENA) rermaining assets and contracts outside the Midwestem
United States and certain contractual positions related to the
Midwesten assets. The exit plan was completed in the second
guarter of 2006. Certain assats of the former DENA business were

" transferred to the Commercial Power business segment and certain

operations that Duke Energy continues to wind-down are in Other.
On January 2, 2007, Duke Energy compieted the spin-off of its
naturat gas businesses, named Spectra Energy Corp. (Spectra
Energy), including its wholly-owned subsidiary Spectra Energy
Capital, LLC (Spectra Energy Capital, formerly Duke Capital LLC). The
natural gas businesses spun off primarily consisted of Duke Energy's
Natural Gas Transmission business segment and Duke Energy's 0%
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ownership interest in DCP Midstream, LLC (DCP Midstreamn, formerly
Duke Energy Field Services, LLC), which was part of the Field
Services business segment, ’

Duke Energy Business Segments.

At December 21, 201Q, Duke Energy operated the fallowing
business segments, ail of which are considered reportable segmerts
under the applicable accounting rules: U.S. Franchised Electric and
Gas (USFE&AG), Commercial Power and International Energy. Duke
Energy's chief operating decision maker reguiarly 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 Consclidated Financial Staterments, “Business
Segments.” .

The follewing is a brief description of the nature of operations of
each of Duke Energy's reportable business segrments, as well as
Other.

U.S. Franchised Electric and Gas.

USFE&G generates, transmits, distributes and selis electricity in
central and western Nerth Carolina, western South Carclina,
southwestern Ohio, central, north central and southemn Indiana, and
northern Kentucky. USFE&G also transports and sefls natural gas in
southwastern Ohio and narthern Kentucky. It conducts operations
primarily through Duke Energy Carclinas, the regulated transmission
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
NCUE, the PSCSC, the PUCO, the IURC and the KPSC. The .
substartial majority of USFE&G's operations are reguiated and,
accordingly, these cperations qualify for regulatory accounting
treatment. :

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 wel!
as other contractual positions. Cormmercial 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 Chio Electric Security Plan (ESP)
and gas-fired nen-regulated generation assets which are dispatched
into wholesate 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 ccal-fired units as well as combined cycle (CC) and
peaking natural gas-fired units. Commercial Power's operations
which are subject to the ESP gualify for regulatory accounting
treatmert. For more information on the ESP, as well as the
reapplication of regulatory accounting to certain of its operations, see
the “Commiercial Power" secticn below,

Commercial Power also has a retail safes subsidiary, Duke
Energy Retail Sales, LLC (Duke Energy Retail), which is certified by
the PUCD as a Competitive Retail Electric Supplier (CRES) provider in
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Ohio. Duke Energy Retail serves retall electric custormers in
solthwest, west central and northermn Chia with energy and other
energy services at competitive rates. During 2010 and 2008, dueto
increased levels of customer switching as a result of the competitive
markets in Ohio, Duke Energy Retail has focused on acquiring
cusfomers that had previously been served by Duke Energy Chio
under the ESP, as well as those previously served by otner Chio
franchised utiliies. Coe ‘ :

Commerciai Power owns a 9% interest in Ohio Valley Electric
Corporation (OVEC). Through its ownership interest in OVEC, -
Commercial Power has a contractual arrangement through March
2026 ta buy power from OVEC's power plants. All power purchased
from OVEC is soid into wholesale markets.

Through Duke Energy Generation Services, Inc. and its affiliates
(DEGS), Commercial Power deveiops, owns and operates electric
generation for large energy cansumers, 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, constructicn and operaticn of renewable
energy prajects. Currently, DEGS has over 5,000 MW of renewable
energy orajects in the develapment pipeling with 1,002 net MW of
renewable generating capacity in operation as of December 31,
2010. DEGS is also developing transmission and biomass projects.

Intemational Energy.

Internationzl Energy principally owns, cperates and manages
power generation facilities, and engages in sales and marketing of
electric power and natura! gas outside the U.S. it conducts operations
primarily through Duke Energy Intemational, LLC (DEI} and its
affiliates and its activities target power generation in Latin America.
Through its whaily-owned subsidiary Aguayiia Energy del Perd S.R.L.
Ltda. (Aguaytia) and its equity method investrment in National
Methanal Company (NMLC), which is lecated in Saudi Arabia,
International Energy also engages in the preduction of natural gas
liquids, methanol and methyl tertiary butyl ether (MTBE).

Other.

The remainder of Duke Energy’s operations is presented as
Other. While it is not considered a business segment, Other primarily
includes certain unallocated corporate costs, 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, Cther
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% cwned by Duke Energy ang.
40% owned by Exxon Mobi! Corporation and management is
currently in the process of winding down. :

Unallecated corporate costs include ceriain costs not reflected in
Cuke Energy’s reportable business segments, primarily gavernance
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 indernnification and
reinsurance of various business risks and losses, such as property,
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business interrupticn and general liability of subsidiaries and affiiiates
of Duke Energy. DukeNet devalops, owns and operates a fiber optic
comrunications network, primarily in the southeast U.S., serving
wireless, Jocal and long-distance communications companies,
internet service providers and other businesses and organizations.

General.

Duke Energy is a Delaware corporation. {ts principal executive
affices are focated at 526 South Church Strest, Charlote, North
Caralina 28202-1803. Duke Energy Carolinas is a North Caroiina
limited liability company. Its principal executive offices are located at
526 Sguth Church Street, Charlatte, North Caroling 28202-1803.
Duke Energy Ohio is an Ohia corporation. tts principal executive
offices are located at 139 East Fourih Street, Cincinnati, Ohio
45202, Duke Energy Indiana is an Indiana corporation. ts 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 electrenically file
reports with the SEC, including annual reports on Form 10-K,
quartery reports on Farm 10-Q, current 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 infermation on the aperation of the Public Reference
Room by calling the SEC at 1-800-SEC-0230, The SEC aiso
maintains an internet site that contains reports, proxy and information
statemernts, and other information regarding issuers that file
electronically with the SEC at http:/iwww.sec.gov. Additianally,
information about the Duke Energy Registrants, including its reports
filed with the SEC, Is available through Duke Energy's Web site at
httos/iwww. duke-energy.com. Such reports are accessible at na
charge through Duke Energy’s Web site and are made available as
soon as reasonably practicable after such material is filed with or
furnished 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 mare infarmation on the aperating outiook 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
reporiable 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 elechricity
and transporis and selis natural gas. )t conducts operations primarily
through Duke Energy Carclings, the regulated transmission and
distribution operations of Duke Energy Ohio, Duke Enesgy Indiana
and Duke Energy Kentucky {Duke Energy Ohio, Duke Energy Indiana
and Duke Energy Kentucky collectively referred to as Duke Energy
Midwes?, s setvice area covers 50,000 square miles with an
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estimated population of 12 million in central and westérn North
Carolina, western South Caralina, southwestern QOhin, central,
north central and southern Indiana, and northem Kentucky.
USFE&G supplies electric service to 4 million residential,
cammercial and industrial customers over 152,200 miles of
distribution lines and a 20,900 mile fransmission sysiem.
USFERG provides regulated transmission and distribution services
for naturai gas to 500,000 customers in southwestern Chio and
northiern Kentucky via 7,200 miles of gas mains (gas distribution
lines that serve as & comimon source of supply for more than one
sarvice fine) and 6,000 miles of service lines, Electricity is also
sald whalesale to incarperated municipalities, electric cooperative
utitities and other load serving entities.

Duke Energy Carolinas' sepvice area has a diversified
commercial and industrial presence. Manufacturing continues to be
one of the largest coniributers o the ecenomy in the tegion. Other
sectors such as health care, finance, insurance, real estate services,
locat government and education also constitute key components of
the states’ gross domestic product. Chemicals, food products, rubber
and plastics, textile and motor vehicle manufacturing industries weie
among the most significant contributors to the Duke Energy Carclinas’
industrial sales revenue for 2010.

Duke Energy Qhio's and Duke Energy Kentucky's service area
koth have a diversified commeércial and industrial presence. Major
companents of the economy include manufacturing, aerspace, real
estate and rental leasing, wholesale trade, financial and insurance
services, retall trade, education, healthcare and professional/business
services. _

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

industries of major economic significance in Duke Enengy
indiana's service teritory include fabricated metals, rubber and plastics,
food products, stone, clay and glass, primary metals, aric
transportation. Other significant industies operating in the area include
chemicals and other manufacturing. Key sectors among gereral service
customers include health care, education and retail trade.

The number of residential and general service customers within
The USFE&G's service territory, 25 well as sales Yo these customers, is
expected o increase over time. Howaver, growth in the near-tlerm is
being hampered by the current economic conditions. Indusitial sales
increased in 2010 when compared to 2009, The recovery in sales
volumes was driven by higher ievels of industrial production in
respanse to higher expected demand for manufactured goods.
Industrial sales wili remain strong as the econamy recovers, but with
a lower expected growth rates.

USFE&G's costs and revenues are influenced by seasonal
patterns. Peak sales of electricity ocour during the summer and winter
months, resulting in higher revenue and cash flows during those
periods, By contrast, fewer sales of electricity ocour during the spring
and fail, allowing for scheduled plant maintenance during those
periods. Peak gas sales occur during the winter months.
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The following maps show the USFE&G's service tertitories and operating facilities.

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

Electric energy for USFE&G's custarmers is generated by three
nuclear generating stations with a combined owned capacity of
5,173 MW (including Duke Energy's 19.25% owneyship 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 Stearn Station), thirty-one
hydroelectric stations (including two pumped-storage facilities) with a
combined owned capacity of 3,201 MW, fifteen combustion turbine
(CT) stations burping natural gas, oil or other fuels with an overall
combined owned capacity of 5,028 MW, and one CC station burning
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 pawer for its customers
incfude generating plant outages, extreme weather conditions,
generation reliability during the summer, growth, and price. USFEAG
has interconnections and arrangements 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
rescurces having different operating characteristics and fuel sources
designed to provide energy at the lowest possible cost o meet its
ohligation 1o serve native-load customers. All options, including . .
owned generation resources and purchased powar opportunities, are
continually evaluated cn a real-time basis to select and dispatch the
lowest-cost resources available to meet system load requirements.
The vast majority of customer energy needs are met by large,
low-energy-production-cost nuclear and coal-fired generating units
that cperate almost cantinuously (or at baseload levels). In 2010,
97.8 % of the total generated energy came from USFE&G's low-cost,
efficient nuclear and ceal units (61.5% coal and 36.3% nuciear).
The remaining energy needs were supplied by hydroelectric, CT and
CC generation, renewable energy facilities, or economic purchases
fromn the whiolesale market.

+ . Hydmelectric (both conventional and pumped storage) in the
Carolinas and gas/oil CT and CC stations in both the Carciinas and
‘Michwest operate primarily during the peak-hiour load periods wher
custorner oads are rapidly changing. CT's and CC's produce energy
at higher praduction costs than either nuclear or coal, but are less
expensive 10 build and maintain, and can be rapidly started or
stopped as needed to meet changing custemer loads. Hydroelectric
Lnits produce low-cost energy, but their operations are limited by the
availability of water flow.

USFE&G's pumped-storage hydroslectric 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
an-peak periods, These facilities allow USFE&G to maximize the
value spreads between different high- and low-cost generation
periods.

USFE&G is engaged in plannmg effarts to meet projected and
growth in is service territories. 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 or renewable energy facilities. Because of the long lead times
required to develop such assets, USFE&G is taking steps row to
ensure thase aptions are available. Significant current or potential
future capital projects are discussed below,

South Carolina passed energy legislation, (S 431), which
became effective May 3, 2007. This legislation includes provisions ta
provide assurance of cost recovery related to a utility's incurrence of
project development costs assaciated with nuclear baseload
generation, cost recovery assurance for constructicn 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 Carclina General Assembly
also passed comprehensive energy legislation, (SB 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 ta prudency review, for nuclear project
development costs as well as baseload generation construction costs.
A utility may inciude financing costs refated to construction work in
progress for baseload plants i inarate case

William States Lee 111 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 (advanced passive) reactors for the proposed Witliam States
Lee |l Nuclear Station at 2 site in Cherokee County, South Caroiina.-
Each reactor is capable of producing 1,117 MW, Submitting the COL
application does not commit Duke Energy Carolinas to build nuclear
units. Duke Energy Carolinas.had previously received approval to

incur project developmant costs associated with William States Lee 1M1,

Nuclear Station from both the NCUC and the PSCSC. Through
several separate orders, the NCUC and PSCSC have deemed Duke
Energy’s decision to incur project development and pre-construction
casts 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 January 7, 2011, Duke
Energy Carolinas filed amended project development applications -
with the NCUC and PSCSC, respectively. These applications request
appraval of Duke Energy Carglinas’ decision to continue. ta incur
project development and pre-construction costs for the project
through December 31, 2013 and up to $453 million.

The NRC review of the COL application continues and the
estimated receipt of the COL is in mid 2013. Duke Energy 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 [Il 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 current finalists drop out of the
prograrm.

Duke Energy Carolinas is seeking pariners for the William States
Lee Il Nuclear Station by issuing options to purchase an ownership
interest in the plant.
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Cliffside Unit 8.

In June 2008, Duke Energy Carolinas filed an application w'.th
the NGUG for a Certificate of Public Convenience and Necessity
(CPCN) to corstruct fwo 800 MY state of the art coal generation
units at its existing Cliffside Steam Station in North Carolina. On
March 21, 2007, the NCUC issued an order allowing Duke Energy
Carclinas to bulld one 800 MW unit. Following final equipment
selection and the complation of detailed engineering, Clifiside Unit 6.
is expected to have a net output of 825 MW, On February 27, 2009,
Duke Energy Caralinas filed an updated cost estimate of $1.8 billion
(excluding up to $C.6 hillion of allowance for funds used during
construction (AFUDC)) for the approved new Cliffside Unit 6. In
March 2010, Duke Energy Carciinas filed an updated cost estimate
with the NCUC where it reduced the estimated AFUDC financing
costs frorm $600 million to $400 million as a result of the December
2008 rate case settiement with the NCUC that allowed the inclusion
of canstruction work in progress in rate base prospectively, Duke
Energy Carolings believes that the overall cost of Cliffside Unit 6 will |
be reduced by $125 million in federal advanced clean coal tax
credits. The Cliffsice Unit 6 projecit is 80% complete as of
December 31, 2010 and is currently anticipated 1o be completed
and in-service in 2012,

Dan River and Buck Combined Cycle Facilities.

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

Cn November 5, 2008, Duke Energy Carolinas natified 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 capitai expenditures, resulting in a medification. of
the conskuction schedule. On Septernber 1, 2009, Duke Energy
Carolinas filed with the NCUC further information 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 cperaticn in combined cycle-mode by the end of 2012, also
without a phased-in simple cycle commercial operation. On'
December 21, 2009, Duke Energy Carolinas entered into a First
Amended and Restated engineering, construction and cammissioning
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 entered info a First
Amended and Restated engineering, construction and commissianing
services agreement with Shaw North Carolina, Inc. for $307 million
for the Dan River project which reflects the revised schedule, Based
on the most updated cost estimates, total costs {including AFUDC) for
the Buck and Dan River projects are $780 million and $710 rillion,
respectively. The Buck project is approximately 74% and is.
scheduled to be placed In service in 2011. The Dan River praject is
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in the early stages of construction and is scheduled to be placed in-
service in 2012,

Edwardsport IGCC.

In Septernber 2006, Duke Energy Indiana and Southem
Indiana Gas and Electric Company dft¥a Vectren Energy Delivery of
Indiana (Vectren) filed & joint petition with the IURC seeking & 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
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 [URC issued an order granting
Duke Energy Indiana a CPCN for the proposed IGCC project,
approved the cost estimate of $1.985 biltion and approved the timel,
recovery of costs related to the project. On January 25, 2008, Duke
Energy Indiana received the final air permit from the Indiana
Department of Envircnmental Management. o :

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 ILRE, In its filing, Duke
Energy Indiana requested approval of a new cost estimate for the
IGCC Project of $2.35 billion (including $125 millicn of AFUDC) and
for approval of plans to study-carbon capture as required by the
IURC’s CPCN order. CriJanuary 7, 2009, the IURC appraved Duke
Energy Indiana's reguest, including the new cost 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 full.

On Naovember 24, 2009, Duke Enérgy Indiana filed a petlt[on
for its fourth semi-annual IGCC rider and ongoing review proceeding -
with the IURC, As Duke Energy Indiana has experienced design
modifications and scope growth above what was anficipated from the'
preliminary engineering design, capital costs to the IGCC project
increased. Duke Energy Indiana farecasted that the additional capital
cost items would use the remaining contingency and escalation
amounts in the current $2:35 hillion cost estimate and add $150
million, or approximately 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
additicnal evidence regarding an updated estimated cost for the IGCG
project 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 1GCC rider to recaves.-
costs incurred through Septermber 30, 2009, The approvals are an
an interim basis pending the outcome of the sub docket proceeding -
involving the revised cost estimate as discussed further below.

Duke Energy Indiana filed a new cost estimate for the IGEC
project reflecting an estimated cost increase of. $530 million on .
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April 16, 2010, with its case-in-chief testfimony in the subdocket
proceeding. Duke Energy Indiana requested approval of the new cost
estimate of $2.88 tiflion, 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 agreement was reached with the Indiana Office of Utility
Consumer Counselor {OUCC), Duke Energy Indiana Industrial Group
ahd Nucor Steel - Indiana to increase the autharized cost estimate of
$2.35 billion to $2.76 billion, and to cap the project’s costs that
could be passed on to customers at $2.575 billion. Any construction
cost amounts above $2.76 billion will be subject fo a prudence
review similar o most other rate base investments in Duke Energy
Indiana’s next general rate increase request before the IURC. Duke
Enesgy Indiana agreed o accept a 150 basis point reduction in the
equity retun for any project construction costs greater than $2.35
hillion. 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 fo the IGCC
project. As a result of the settlement, Duke Energy Indiana recorded a
pre-tax charge to earnings of $44 million in the third quarter of 2010
1o reflect the impact cf the reduction in the return on equity, On
Decemnber 9, 2010, the parties to the settiement withdrew the
settiernent agreement to provide an opportunity for the parties to the
seftlement to assess whether and 1o what extent the setflement
agreement remained a reasonable allocation of risks and rewards and
whether modifications to the settlement agreement were appropriate.
The IURC granted the mation 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 agreemeant.

Additianally, the Citizens Action Coalition of Indiana, Inc. (CAC),
Sierra Club, Inc., Save the Valley, Inc., and Valley Watch, Inc. filed
mations for two subdocket proceedings 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 vet
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 cost for the project could be greater than the
current estimate of $2.88 hillion based on current run rates involving
labor praductivity 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 outcorme af
these proceedings. In the event the IURC disallows a porticn of the
piant costs, additional charges 10 expense could oceur.

During 2010, Duke Energy Indiana filed petitions for its fitth and
sixth semi-annual 1GCC 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
oroposed schedule would allow for evidentiary hearings to take piace
in June 2011. )

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

Duke Energy Indiana Carbon Sequestration.

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 (CO,} from the
Edwardsport IGCC facility on March 6, 2009. On July 7, 2009,
Duke Energy Indiana filed its case-in-chief testimony requesting
approval for cast recovery of 2 $121 million site assessment and
characterization plan for CO, sequestration options including deep
saiine sequestration, depleted oil and gas sequestration and
enhanced oil recavery for the CO, from the Edwardsport IGCC 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 &t this time and deferral of expenditures rather than cost
recovery through a fracking mechanism as proposed by Duke Energy
Indiana. The CAC, an intervenor, recommended against approval of
the carbon storage plan stating customers should not be required to
pay for research and development costs. Duke Energy Indiana’s
rebuttal testimony was filed October 30, 2009, wherein it amended
its request to seek deferal of $42 million to cover the carbon storage
site assessment and characterization activities scheduled to oceur
through the end of 2010, with further required study expendituras
subject to future IURC proceedings, An evidentiary heating was held
on November'3, 2009, and an order is expected by the end of the
second quarter of 2011.

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

USFE&G relies principally on coal and nuclear fuel for its generation of electric energy. The following tatle lists USFE&G's sources of power

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

Generation by Source Cost of Deliverad Fual per Net

{Percent) Kilowatt-hour Generated (Cents}

2010w 2009 2008 2010 2008 2008

Coalet 61.5 59.6 669 3.04 2.83 2.55

Nuclear®! 36.3 385 32.1 0.52 (.48 Q.44

(il and gasi 0.9 0.4 0.7 6.77 771 13.47

All fuels (cost-based an weighted average)(eib 93.7 98.5 99.7 2.18 1.96 1.97
Hydrcelectricid 13 1.5 03
100.0 100.0 100.0

{a) Statistics related to coal generation and all fuels reflect USFE&G's 69% ownership interest in the East Bend Steam Station and 50.05% ownership interest in Unit 5 of the Gibsan Steamn

Station.

{b) Stalistics related to nuclear generation and al] fuels reflect USFE&G's 12.5% interest in the Catawba Nuclear Station through September 30, 2008 and a 19.26% ownership interest in

the Calawba Muclear Station thereafter.
[c} Cost statistics include amounts for light-off fuel at USFE&G's coal-fired stations.

{d) Generating figures are net of output required to replenish pumped starage facilities during off-peak periods.
{2) In addition, Duke Energy Carolinas producey approximately 6,000 megawatt-hours (Mwh) in solar generation for 2010; no fuel costs are attributed to this generation.

Coal.

USFE&G meets its coal demand in the Carolinas and Midweast
through a portfolio of long-term purchase tontracts and short-term
spot market purchase agreements. 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 iong-term contracts, which have
various price adjustment pravisions and market re-openers, range
from 2011 to 2014 for the Carciinas and 2011 to 2016 for the
Miciwest, USFE&G expects to renew these contracts or enter into
similar contracts with other suppliers for the quantities and quality of
coal required as existing contracts expire, though prices will fluctuate
cver time as coal markets change. The coal purchased for the
Carclinas is primarily produced from mines in eastern Kentucky,
West Virginia and southwestern Virginia. The coal purchased for the
regulated Midwest entities is primarily produced in Indiana, linois,
and Kentucky. USFE&G has an adequate supply of coal under
contract to fuel its projected 2011 operations and a significant portion
of supply to fuel its projected 2012 operations.

The current average sulfur cantent of coal purchased by
LISFERG for the Carolinas is between 1% and 2%; while the
Midwest is 2%. USFE&G's scrubbers, in combination with the use of
sulfur dioxide ($0,) emission allowances, enable USFE&G to satisfy
current SO, emission limitations for existing facilities in the Carolinas
and Midwest,

Gas.

USFE&G s responsible for the purchase and the subsequent
delivery of natura! gas o native load customers in its Ohio and
Kentucky service territories. USFE&G's natural gas procurement
strategy is 1o buy firm natural gas supolies (natural gas intended to be
available at all times) and firm interstate pipeline transpartation
capacity during the winter season (November through March) and
during the non-heating season (April through Cctober) through a
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combination of firm supply and fransportation capacity along with
spot supply and interruptible transportation capacity, This strategy
allows USFE&G 1o assure reliable natural gas supply for its high
priority {non-curtzilable) firm custorners during peak winter conditions
and provides USFE&G the flexibility to reduce its contract
cormmitments if firm custorners choose alternate gas suppliers under
USFE&G customer choice/gas transportation programs. In 2010, firm
supply purchase commitment agresments provided approximately
100% of the natural gas supply. These firm suppiy agreements
feature two levels of gas supply, specffically i. base load, which is a
continuous supply to meet normal demand requirernents, and ii.
swing load, which is gas available on a daily basis to accommodate
changes in demand due primarily to changing weather conditions.
USFE&G also owns two underground caverns with & total
storage capacity of 16 miflion gallons of ligquid propane. In agdition,
USFE&G has access to 5.5 million gallons of liquid propane storage
and product loan through a cornmercial services agreement with a
third party. This liquid propane is used in the three propane/air peak
shaving plants located in Ohio and Kentucky. Propane/air peak
shaving plants vaporize the propane and mix it with natural gas to
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 programs pre-arrange percentages of seasonal gas
requirements for Duke Energy Ohic and Duke Energy
Kentucky. Duke Energy Ohio and Duke Energy Kentucky use
primarily fixed-price forward contracts and contracts. with a ceiling
and floor 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 requirements,
USFE&G is alsc responsible for the purchase and the
subsequent delivery of natural gas to the gas turbine generators to
serve native electric load custemers in the Duke Energy Carolinas,
Duke Energy Indiana and Duke Energy Kentucky service territories.
The natural gas procurement strategy is to contract with one or
several suppliers wha buy spot market natural gas supplies along
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with fimm or interruptible interstate pipeline transportation capacity for
deliveries to the sites. This sirategy allows for competitive pricing,
flexibility of delivery, and refiable natural gas supplies to each of the
natural gas plants. Many of the natural gas plants can be served by
saveral supply zones and multiple pipeiines.

Nuclear.

The industrial processes for producing nuclear generating fuet
generally Involve the mining and milling of uranium ore o produce
uranium concentrates, the services to convert uranium concentrates
to uranium hexafiuoride, the services to enrich the wranium
hexafiuoride, and the services to fabricate the enriched uranitm
hexafluorde into usable fuel assemblies.

Duke Energy Carolinas has contracted for uranium materials
and senvices to fuel the Oconee, McGuire and Catawha Nuclear
Stations in the Carolinas. Uranium concentrates, conversion senvices
and enrichment services are primarily met through a diversiffed
portfolio of long-term supply contracts. The contracts are diversified
by suppiier, country of origin and pricing. Duke Energy Carolinas
staggers its contracting so that its portfatio of long-term contracts
covers the majority of its fuel requirerents at Oconee, McGuire and
Catawba in the nearterm and decteasing partions of its fuel
requirerments over time thereafter, Due 1o the technical complexities
of changing suppliers of fuel fabrication services, Duke Energy
Carolinas generally sources these services t© a single domestic
supplier on a plant-by-plant tasis using multi-year contracis.

Duke Energy Carolinas has entered into fuel contracts that,
based on its current need projections, cover 100% of the uranium
concentrates, conversion services, and entichment services
requirements of the Ocenee, McGuire and Catawba Nuclear Stations
thraugh 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 Ocones, McGuire and Catawba are
coveted by long-term contracts. For future requirements not already
covered under fong~term contracts, Duke Energy Carolinas befieves it
will be able to rensw contracts as they expire, or enter into similar
contractual artangements with other suppliers of nuclear fuel
materials and servicas. Near-term requirements not met by long-term
supply contracts have been and are expected to be fulfilled with spot
market purchasas.

Energy Efficiency.

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

Cn Febryary 26, 2009, the NCUC approved Duke Energy
Carolinas’ energy efficiency programs and authorized Duke Energy
Carolinas to implement its rate rider pending approval of & final
compensation mechanism by the NCUC, Duke Energy Carolinas
began offering energy conservation programs to North Carolina retail
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customers and billing a conservation-program only rider on June 1,
2009, In October 2002, Duke Energy Carclinas also began offering
demand response programs in North Carolina. On December 14,
2009, the NCUC approved the save-g-watt compensation model
and, effective January 1, 2010, Ouke Energy Carclinas 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 Carclinas began offering demand response and
conservation programs to South Caraling retail customers effactive
Jupe 1, 2009. On Jznuary 20, 2010, the PSCSC approved a
save-g-watt rider for Duke Energy Carolinas’ energy efficiency
programs. Duke Energy Carolinas began hilling this rider to retail
custormers February 1, 2010, The save-a-watt programs and
compensation approach in South Carcling 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 Ohic began
offering programs and bifling a rate rider effective January 1, 2G03.
Save-a-watt is approved to continue in Ohio through December 31,
2011 ‘ :

On June 17, 2010, Duke Energy indiana withdrew its request
to implerment the save-a-watt energy efficiency model approved by
the IURC an February 10, 2010. On Septerber 28, 2010, Duke
Energy Indiana filed a petition for new energy efficiency programs to
enable mesting the |URC's energy efficiency mandates. Testimony in
support of the petiton was filed in early November 2010, and an
evidentiary hearing is scheduled to begin March 9, 2011,

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

SmartGrid and Distributed Renewable Generation Demonstration
Project.

Duke Energy tndiana filed a petition and case-in-chief
testimony, supporting its request to build an intelligent distribution
grid n indiana. The proposal requested approval of distribution
formula rates or, in the alternative, @ SmartGrid rider o recover the
return on and of the capital costs of the build-out and the recovery of
incremental operating and maintenance expeanses and lost revenues.
Duke Energy Indiana filed supplemental testimony in January 2009
to refiect the impacts of new favorable tax freatment an the cost/
benefit analysis for SmanGrid. In response to issues raised by
intervenars, Duke Energy Indiana filed rebuttal testimony agresing o
stow its deployment, and agresing to work with the parties
collaboratively to design time differentiated rate and energy
management system pilats. During 2009, filings by intervenors and
Duke Energy Indiana have bean made that address various issues
related to SmariGrid. On April 16, 2010, Duke Energy Indiana filed
suppiemental testimony in support of a revised SmanGrid proposal.
An evidentiary hearing was heid in July 2010, and an {URC order is
anticipated in the first half of 2011,

Duke Energy Chio received approval to recover expenditures
incurred to deploy the SmartGrid infrastructure in December 2008 in
conjuncticn with the approval of Duke Energy Ohio's ESP filing, On
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June, 30, 2009, Duke Energy Chio filed an application to establish
rates for return of its SmanGrid net costs incurred for gas and electric
distribution service throtgh the end of 2008. The rider for recovering
electric SmartGrid costs was approved by the PUCO in its order
approving the ESP. Duke Energy Chic proposed its gas SmantGrid
rider as part of its most recent gas distribution rate case. A Stipulation
and Recommendation was entered into by Duke Energy Ohio, $taff of
the PUCO, Kroger Company, and Ohio Partners for Affordable
Energy, which provides for a revenue increase of $4.2 million under
the electric rider and $590,000 under the natural gas rider. Approval
of the Stipulation and Recommendation accurred in May 2010.
Duke Energy Ohig filed its application for 2009 cost recovery in July
2010 and a Sipulation 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 awaifing a FUCO order. As part of
the Stipulation and Recommendation, Duke Energy Ohio agreed to
include a mid-deployment summary and review with its second
guarter 2011 filing cullining its expenditures, deployment milestenes,
system performance levels and customer benefits in comparison to
those outlined in the original plan. The PUCO has also begun an
audit of the program, the results of which will be addressed in the
same case. :

Duke Energy Business Services was awarded a $200 million
SmanGrid investment grant from the DOE in Cctober 2009, The
original grant application was based on a scaled SmartGrid
deployrment in Ohio and Ingianza and a distribution automation pilot
in Kentucky. However, due to the regulatory activities in Indiana
described above, the project was re-scoped 1o include a phased-in
approach in'Indiana and aoditional deployments in Kentucky, North
Carolina and South Carolina. The re-scoped grant was finahzed with
the OOF in May 2010,

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

Renewable Energy.

Cencems of climate change and energy seourity, have sparked
rising government support of renewable energy legislation at bath the
federal and state level, For example, the North Carolina legislation
(SB 3) established a renewable energy and energy efficiency porfolio
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 Bill 221 {SB 221) in Ohio
in 2008, Duke Energy Ohio is required to secure renewable energy
and include an increasing percentage of renewables as part of its
resaurce portfelio. The cormpliance percentages are based on a three-
year historical average of its Standard Service Cffer load. The
requirements begin at 0.25% of the baseline load from all renewable
rescurces, including 0.004% to be specffically from solar beginning
in 2009, increasing to 12.5% total renewable, with 0.5% from solar
by 2024. Of these percentages, at least 50% of each resource type
must come from resourees located within the state of Ohio. To.
address this legislation, Duke Energy Ohio initiated several acquisition
activities focused on meeting the specific nearterm 2008, 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 smission reporting for activities mandated by
SB221.

The North Carolina REPS was enacted in 2007 as part of SB 3
and hecame effective January 1, 2008. SB 3 requires that renewable
energy must equal 0.02% of retail sales beginning in 2010 and
increases to 12.5% by 2021. A portion of the requirement may be
met through energy efficiancy programs {less than 25% until 2020
and less than 40% thersafter). A portion may also be met through
purchases of unbundled out-of-state renewable energy credits (iess
than 25%). Duke Energy Carolinas recovers the majarity of costs
associated with renewable compliance through rate rider regulatory
recovery; these costs apply only to North Carolina customers. REPS
rider charges are statutorily capped in arder to limit the impact of
renewable compliance costs on customers and spendlng beyond the
cost cap is not required.

Duke Energy Carolinas is in full compliance with these
requirements,

Inventory

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

Nuclear Insurance and Decommissioning

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 the
Catawba Nuclear Stations each have two nuclear reactors and the
Oconee Nuclear Station has three. Nuclear insurance includes:
nuclear liahifity coverage; property, gecontamination and premature
decommissioning coverage; and business interruption and/or extra
2xpense coverage. The ather joint owners of the Catawba Nuclear
Station reimburse [uke Energy Carclinas for certain expenses
associated with nuclear insurance premiums per the Cetawba
MNuclear Station joint owner agreements. The Price-Anderson Act
requires Duke Energy Carclinas to provide for public nuciear liakility
claims resulting from nuclear incidents to the maximum total financial
protection liability, which currentiy is $12.6 billion. See Note 5 to the
Consolidated Financial Statements, “Commitrnents and
Contingencies—Nuclear insurance,” for maore information.

In 2005, and again in 2009 and 2010, the NCUC and PSCSC,
respectively approved a $48 million annuzl amount for contributions
and expense levels for decommissioning. [n each of the years ended -
December 31, 2010, 2009 and 2008, Duke Energy Carolinas
expensed $48 million and contributed cash of $48 miliion to the
Nucler Decommissioning Trust Funds (NDTF) for decommissioning
¢osts. The entire amaount of these contributions were to the funds
reserved for contaminated costs ag contributions o the funds reserved
for non-contaminated costs have been discontinued since the current
estimates indicate existing funds 1o be sufficient to caver 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 December 31,
2009, -

As the NCUC and the PSCSC require that Duke Energy Carclinas
update its cost estimate for decommissioning its nuclear 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 not subject to radioactive contamination, of $3 billion in
2008 ddllars. This estimate includes Duke Energy Carclinas’ 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 thefr ownership interests in the
station. Both the NCUC and the PSCSC have allowed Duke Energy
Carolinas to recover estimated decommissioning costs through retail
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 he
sufficient to provide for the cost of future decommissioning:

Duke Energy Carolinas filed these site-specific nuclear
decormmissioning 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 astimated
decornmissioning costs. Duke Energy Carolinas received an order
from the NCUC on its rate case filing on December 7, 2009, and
from the PSCSC on Duke Energy Carolinas’ rate case on January 27,
2010. Both the NCUIC and the PSCSC approved the existing $48
million annual funding level for nuciear decommissioning costs. See
Nete 9 to the Cansolidated Financial Statements, “Asset Retirement
Qbligations," for more information. .

After used fuel is removed from a nuclear reactor, it is cooled in
a spent-fuel pool at the nuclear station. Under provisions of the
Nuclear Waste Policy Act of 1982, Duke Energy Carolinas confracted
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 Energy's
contract with the DOE. Duke Energy Carolinas will comtinue to safaly
manage its used nuclear fuel unti} 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 claimed in the
fawsuit were based upon Duke Energy Carolinas’ costs incurred as a
resutt of the DOE's partial material breach of its contract, inciuding
the cost of securing additional used fuel storage capacity. On
March 5, 2007, Duke Energy Carclinas and the U.S. Department of
Justice reached a seftlement resolving Duke Energy Carolinas’ used
nuclear fuel litigation against the DOE. The agreement provided for an
initial payment to Duke Energy Carolinas for certain storage costs
incurred through July 31, 2005, with additional amounts reimbursed
annuafly for future storage costs.

DUKE ENERGY CORPORATION / 2010 FORM 10-K

Asbestos Related Injuries and Damages Claims

Duke Energy has experienced numerous claims for:
indemnification and medical reimbursements relating to damages for
bodily injuries alleged to have arisen from the expasure fo or use of
asbestos in connection with construction and maintenance activities
conducted by Duke Energy Caralinas on its electric generation plants
prior to 1985, As of December 31, 2010, there were 284 asserted
clairns for non-malignant cases with the cumulative relief sought of
up to $69 million, and 119 asserted claims for malignant cases with
the cumulative relief sought of up to $37 million. Based on Duke
Energy’s experience, it is expectad that the uitimate resolution of most
of these claims likely will be less than the amount claimed.

Duke Energy has a third-party insurance policy to cover certain
losses refated to Duke Energy Carolinas’ ashestos-related injuries and
damages above an aggragate self insured retention of $476 million.
Reserves recorded on Duke Energy's Consolidated Balance Sheets are
based upeon the minimum amount in 'Dyke Energy’s best estimate of
the range of loss for current and future asbestos claims through
2030, Maragement believes that it is possible there will be additional
claims filed against Duke Energy Carolinas after 2030. In light of the
uncerainties inherent in a Ionger-térm forecast, management does
nat believe they can reasonably estimate the indemnity and medical
costs that might be incurred after 2030 related to such potential
claims. Asbestos-refated Ioss estimates incorporate anticipated
inflation, if applicable, and are recorded on an undiscounted basis.
These reserves are based upon curent estimates and are subject to
greater uncertainty as the projection period lengthens. A significant
upward of downward frend in the number of claims fiied, the nature
of the allzged injury, and the average cost of resolving each such
claim could change management’s estimated liability, as could any
substantial adverse or favorable verdict at trial. A federal legisiative
soiution, further state tort reform or structured settlement transactions
could alse change the estimated liability. Given the uncertainties
associated with projecting matters into the future and numerous other
factors outside Duke Energy's control, managernent believes it is
reasanably possible that Duke Energy Carolinas may incur asbestos
liabilities in excess of its recorded reserves,

Duke Energy Indiana and Duke Energy Ohio have also been
named as defendants or co-defendants in lawsllits related to asbestos
at their electric generéting 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
varying assumptions, conceming uncertainties, such as, among
others: (i} the number of contractors potentially exposed to asbestos
during constructicn ar maintenance of Duke Energy Indiana and
Duke Energy Ohio generating plants; (ii} the possibie incidence of
various illnesses among exposed workers and (iii) the potertial
seftlement costs without federal or other legislation that addresses
asbestos fort actions, Duke Energy estimates that the range of
reasonably possible exposure in existing and futire suits aver the
foreseeable future is not material. This estimated range of exposure
may change as additiona! settlements occur and claims are made
and maore case law is established.

“
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See Note 5 to the Consolidated Financial Statements,
“Commitments and Centingancies-Litigation-Asbestos Related Injuries
and Damages Claims,” for mare infarmation.

Competition

USFE&G competes in some araas with govemment-owned
power systems, municipally owned electtic systerns, rural electric
coaperatives and other private utilities. By statute, the NCUC and the
PSCSC assign service areas ouiside municipalities in North Carolina
and South Camoling, respectively, to regulated electric utilities and
rural electric coopetatives. Substantially ali of the territory comprising
Duke Enargy Carolinas’ setvice area has been assigned in this
manner. In unassigned areas, Duke Energy Caralinas’ business
remains sukject to competition. A decision of the North Carolina
Supreme Court limits, in some instances, the right of North Carolina
municipalities to serve customers outside their corporate lImits, in
South Caralina, competition cantinues hetween municipalities and
other electric suppliers outside the municipalities’ corporate limits,
subject to the regulation of the PSCSC. In Kentucky, the right of
municipalities fo serve customers cutside corporate limits is subject to
court approval. In Ohio, centified suppliers may offer retail electric
generation service o residential, commercial and industrial
customers, In Indiana, the state is divided into certified electric service
areas for municipal utilities, rurat cooperatives and investor owned
utilities. There are fimited circumstances where the certified electric
service areas £an be modified, with approval of the IURC, USFERG
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 NCLUIC, the PSCSC, the PUCO, the IURC and the KPSC
{collectively, the State Utility Commissicns) approve rates for retail
electric service within thefr respective states. in addition, the PUCQ
and the KPSC approve rates for retail gas distribution sendice within
their respective states. The state utility cormmissions, except for the
PUCO, also have authority over the construction and operation of
USFE&G's generating facilities. CPCN's issued by the State Uitility
Commissions, as applicable, authorize USFE&G to construct and
nperate its electric facilities, and to sell electricity to retail and
wholesale customers. Prior approval from the relevant state utility
commission is required for Duke Energy’s regulated operating
companies o issue securities,

Duke Energy Carolinas 2009 North Carolina Rate Case.

On lune 2, 2009, Duke Energy Carofinas filed an Application
for Adjustment of Rates and Charges Applicabie o Electric Service in
North Carclina to increase its base rates. The Application was based
upon a historical tast year consisting of the 12 months ended
Becember 31, 2008, On Octaber 20, 2009, Duke Energy Caralinas
entered into a settlement agreement with the North Carolina Public
Staff. Two organizations representing industrial customers jcined the
setilement on Cctober 21, 2009, The terms of the agreement include
a base rate increase of $315 million {or 8%) phased in primarily over
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a two-year pericd beginning January 1, 2010, In order to mitigate
the impact of the increase on customers, the agreement provides for
(iy & one-year delay in the collection of financing costs related to the
Cliffsice modernization project until January 1, 2011; and (i) the
accelerated return of certain regulatory liahilities to customers which
lowered the total impact to customer tills to an increase of 7% in the
nearterm. The proposed setttement includes a 10.7% return on
equity and a capital structure of 52.5% equity and 47.5% long-term
debt, Additionally, Duke Energy Carolinas agreed not to file ancther
rate case before 2011 with any changes 1o rates taking effect no
sooner than 2012, The NCUC approved the settlement agreement in
full by order dated Decemnber 7, 2009. The new rates were effective
January 1, 2010,

Duke Energy Carofinas 2009 South Carolina Rate Case,

On July 27, 2009, Duke Energy Carolinas filed its Application
for Authority to Increase and Adjust Rates and Charges for an
increase in rates and charges in South Carolina. Cn September 25,
2009, Duke Energy Carolinas filad a supplemental request seeking
P3C3C approval of a charge o custorner bills 1o pay for Duke Energy
Carolinas' new snergy efficiency efforts. Parties to the proceeding
include the South Carclina Office of Regulatory Staft (ORS), the South
Caralina Energy Users Committee (SCEUC), and the Scuth Carolina
Green Party. Duke Energy Carolinas, ORS, and SCEUC filed a
seffiernent agreement on November 24, 2009, recormmending, (Y 2
$74 millicn increase in base rates, (i) an allowad retum on equity of
11% with rates set at a return on equity of 10.7% and capital
structure of 53% equity, and {iil) various riders, including one that
provides for the return of Demand Side Management (DSM) charges
previously coliected from custorners over three years rather than five
years, and another that provides for a storm reserve provision
allowing Duke Energy Carolinas to coliect $5 million annually (Up to
a maximum funding level of $50 miflion accumulating in reserves) to
be used against large storm costs in any patticular period. On
danuary 20, 2010, the PSCSC approved the selllement agreement in
full, including the cost recavery miechanism for the energy efficiency
effort. The new rates were effective February 1, 2010.

Duke Energy Ohio Electric Rate Filings,

MNew legisiation (SB 221) passed in April 2008 and sigred by
the Gaverner of Ghio on May 1, 2008 codified the PUCO's authority
1o approve an electric utility's generation Standard Service Offer
(SS0). An $SO may Include an ESP, which allows for pricing
structures similar to those under the historic Rate Stabilization Plan
(RSP}, or a Market Rate Offer (MRQ), in which pricing fs determined
through a competitive bidding process. On July 31, 2008, Duke
Energy Ohio filed an ESP to be effective lanuary 1, 2009, On
December 17, 2008, the PUCO issued its finding and crder adopting
a modified Stipufation with respect to Duke Energy Ohio’s ESP filing.
The PUCO agreed to Duke Energy Ohio's request for a net increase in
base generation revenues, before impacts of customer switching, of
$36 million, $74 million and $98 millicn in 2009, 2010 and
2011, respectively, including the recovery of expenditures incurred fo
deploy the SmarGrid Infrastructure and the implementation of
save-a-watt. See “Commercial Fower” section below for additional
information related to the ESP.
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Duke Energy Ohig S350 Filing.

On November 15, 2010, Duke Energy Ohio fiied for approval of
its next Standard 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 uftimately procured through a
competitive solicitation format. A technical conference was held
Novermber 22, 2010, and the hearing commenced on January 11,
2011. On February 23, 2011, the PUCO sigted that Duke Energy
Ohio did not file an application for a five-year MRO as required under
Chio statute. As a result, the PUCO orderad that the case canngt
proceed as filed. Duke Energy Ohio is evaluating its options and plans
to file a revised SSQ in early second quarter of 2011.

For more information on rate matters, see Note 4 to the
Consalidated Financiai Statements, “Regulatory Matters—Rate
Related Information.” :

Federal

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

Regional Transmission Organizations. Duke Energy Ohio, Duke
Energy Kentucky and Duke Energy Indiana are transmission owners
in a regional transmission organization operated by the Midwest
Independent Transmission Systern Operator, inc. (Midwest 1SQ), a
non-profit organization which maintains functional control over the
combined transmission systems of its members. In 2005, the
Midwest ISO began administering an energy market within its
footprint and in January 2008 it began administering an ancillary
services market. Additionally, in April 2G09, the Midwest I1SO began
administering a voluntary capacity auction, and in June 2009,
instituted a tariff based capacity requirement,

The Midwest IS0 is the provider of transmission service
requested on the transmission facilities under its tariff. It is
responsible for the reliable operation of those transmissicn facitities
and the regional planning of new transmission facilities. The Midwest
1SC administers energy markets utilizing Locational Marginal Pricing
{i.e., the energy price for the next MW may vary throughout the
Midwest 1SO market based on transmission congestion and energy
losses) as the methodology for relieving congestion on the
transmission facilities under its functional contrel.

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 ISO to PJM Interconnection,
LLC (PJM). There may be significant costs associated with this
transition related to Midwest ISO transmission expansion costs and
exit obligations. A hearing was held on Movember.3, 2010, and
briefs were filed by November 19, 2010, Qn December 22, 2010,
the KPSC issued an order granting aptiroval 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 naw
unconditional, The order further requires Duke Energy-Kentucky to
submit to the KPSC internal procedures for the receipt and tracking of
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notices from PJIM regarding customer requests to participate in PIM. .
demand-response programs.

On June 25, 2010, Duke Energy Chio and Duke Energy
Kentucky submitted an initial filing to the FERC requesting that it
issue an order by Novernber 1, 2010 defermining that the RTO
realignment meets FERC standards for withdrawal from the RTO and
approving the participation of Duke Energy Ohic and Duke Energy
Kentucky load and resources in certain PJM reliakility 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 Chic and Duke Energy Kentucky to
terminate their existing cbligations to the Midwest SO, subject fo
certain conditions, , :

On December 16, 2010, FERC issued an order refated to the
Midwest ISO's cost alfocation methodology surrounding Multi Value
Projects (MVP), a type of Midwest ISO transmission expansion cost,
The Midwest ISC expects that MVE will fund the costs of large ‘
transmission projecis designed to bring renewable generation from
the upper Midwest to load centers in the eastern portion of the
Midwest IS0 footprint. The order provides for the aliocation of MVP
costs to withdrawing transmission cwners for projects approved by -
the Midwest 1SC up to date of the withdrawing fransmission: owners’
exit from the Midwest {SC. The basis for allocating such MVP costs is
the withdrawing transmission owners’ historical usage of the Midwest
ISC system. The impact of this arder could result in an increase i the
Midwest 1SO transmission expansion costs incurred by Duke Energy
Ohio and Duke Energy Kentucky subseguent to a withdrawal from
Midwest 1SO. Duke Energy Chio, among other parties, is seeking
rehearing of the FERC MVP order.

Duke Energy Ohic is currently nepotiating with various
stakeholders regarding recovery of the costs associated with the exit
from the Midwest |SO.

See “Other Issues” section of Management's Discussion and
Analysis of Financial Condition and Results of Cperations for &

" discussion about potential Global Climate Change legislation and the

potential impacts such legislation could have on Duke Energy’s
operations.

O_ther

USFE&G is subject to the jurisdiction of the NRC for the design,
construction and operation of its nuclear generating facilities. In
2000, the NRC renewed the operating license for Duke Energy
Carolinas’ 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 Energy Caroiinas’ McGuire and
Catawba stations. The two McGuire 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 license terms expiring from 2005 to 2036. The FERC has -
authority to issue new hydroelectric generating licenses. Hydroelectric
facilities whaose licenses expired in 2005 through 2010 are operating
under annual extensicns of the current license until FERC issues a
new license. Cther hydroelectric facilities whose licenses expire

betweers 2011 and 2016 are in various stages of relicensing. Duke

Erergy expects 1o receive new licenses for all applicable hydroelectric

“
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facilities with the exception of the Cillsboro Project, for which Duke
Enesoy requested and the FERC approved license surrender. Duke
Energy Carolinas has removed the Dilisboro Project dam and
pawerhouse as part of multi-project and multi-stakeholder
agreements and Duke Energy Carolinas is continuing with stream

COMMERCIAL POWER

restoration and post-removal monftoring as requested by FERC's

license surrender order,

USFE&G is subject to the jurisdiction of the U.S. Environmental
Protection Agehcy (EPA) and state and local envirenmental agencies.
For a discussion of envirnmental regulation, see "Environmental
Matters” in this section.

Commercial Power owns, operates arnd manages power pfants'
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 genaration
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-reguiated generation assets which are dispatched into wholesaie
markets. Thase assets comprise of 7,520 net MW of power

generation primarily focated 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 cycie and peaking natural
gas-fired units, Effective January 1, 2009, Commercial Power's
primarily coal-fired generation assets began cperating under the Duke
Energy Ohio ESP, which expires on December 31, 2011, and is
described below. Prior fo January 1, 2009, these generation assets
were contracted through the RSP, which expired on Decemicer 31,
2008. ‘ oo

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

Commercial Power Midwest Power Generation Facilities
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Commercial Power also has a retail sales subsidiary, Duke
Enargy Retail, which is certified by the PUCO as a CRES provider in
Ohic. Duke Energy Retall serves retail electric custormers in
southwest, west central and northern Ohio with energy and other
energy services at cornpetitive rates. Due to increased levels of
customer switching as a result of the competitive markets in Ohio,
which is discussed further below, Duke Energy Retail has focused on
acquiring custamers that had previously been setved by Duke Energy
Ohic under the ESP, as well as those previously 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 facilites. DEGS cumently
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. Currently, 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 December 31, 2010. DEGS Is also developing transmission and
biormass projects.
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The foliowing map shows the location of DEGS generation assats.

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

Fifective January T, 2009 Commermal Power’s pnmarlty coal-
fired generation assets began operating under the Duke Energy Chio
ESP, which expires on December 31, 2011, Prior fo the ESP, these
generation assets had been contracted through the RSP, which
expired on December 31, 2008, The ESP cansists of the foilowing

discrete charges:

« Annually Adjusted Component (AAG) Rider — This rider is
intended to provide cost recovery primarily for certain
environmental compliance expenditures. This comporent is
avoidable (or by passable) by all customers that swrtch toan

. altemative electric sefvice provrder ) '

. Fuel and Purchased Power (FPP) Rlderw Thrs rideris |
mtended to provide cost recovery for fuel purchased power .
and emission allowance EXpanses {mcludmg 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 alf customers that
swrtch to an aftematwe electric. service prov:der

+ Capacity Dedication Rider — This rider is intended to provide
. costrecovery for maintaining the generation flest to serve the
retail rate pavers. This component is not aveidable (or
non-by-passable) by customers that switch o an alternative
. electric service provider.

DUKE ENERGY CORPORATION / 2010 FORM 10-K

- » System Reliability Tracker — This tracker is intended to. .
provide actual cost recovery for capacity purchasas made to
maintain adequate reserve margin. This component is net
avoidable (or non-by-passable} by all customers that swrtch to
an atternatlve glectric service provrder ‘

. Base Generation Charge — ThIS component reflects. a market
pr|ce for retail generation service and is not a cost- based rate.

This component is avoidable (or by- passable) by all custorners_

that switch to an alternative electric service _prowder

« Transmission Cost Recovery Rider — The generation-portion
of this rider is designed to permit Duke Energy Ohic to recover
certain Midwest 1SQ charges and all FERC approved
transmission costs aliocable to retail ratepayers that are
provided senvice by Duke Energy Ohic. This component is
avoidable (or by-passabie) by all custorners that switch to an -
alternative electric service provider. : :

Commercial Power's primarily coal-fired assets, as extess
capacity allows, also generate revenues through sales outside the
native load.customer base; and such revenue is termed wheiesale. -
.Priar to December 17, 2008, Commercial Power did not apply
reguiatory accounting treatment to any of its operations due'to the
comprenensive electric deregulation legistation passed hy the state of

Ohic in 1999, In April 2008, new legislation (8B 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 PUCC's authority fo 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 approved by the PUCO on December 17,
2008. The approval of the ESP on December 17, 2008 resuited in
the reapplication of regulatory accounting treatment to certain
pertions of Commercial Power's oparations as of that date. The ESP
became affective on January 1, 2003

Under the ESP, Commercial Power bills for its retail load
generation via numerous riders. S8 221 and the ESP resulted in the
epproval of an enharced recovery mechanism for certain of these
fiders, which inchides, 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, Accardingly, Commercial
Pawer bagan applying regulatory accounting treatment to the
corresponding RSP riders that enhanced the recovery mechanism for
recavery under the ESP on Decerber 17,2008, The remaining
portions of Commercial Fower's Ohio retai! load generation
Operations, revenves from which are reflected in rate riders for which
the ESP does not specifically ailow enhanced recovery, as well as all
generation associated with wholesale operations, including
Commercial Power's gas-fired generation assets, continue to not
anply fegulatory accounting as those operations do nat meet the
necessary accounting criteria. Moreover, generation remains 4
competitive market in Ohio and retail load customers continue to
hava the ability to switch to alternative suppliers for thelr electric
generation service. As customers switch, there is a risk that some or
all of the regulatory assets will not be recovered through the
established riders. In assessing the probaility of recovery of its
regulatory assets established for its retail load generation operations,
Duke Energy continues to menitor the amount of retail load
custorners that have switched to alternative suppliers. At
December 31, 2010, managemient has concluded that the
estabiished regulatory assets are still probable of FECOVENY even
though there have been increased levels of customer switch ing.

Despite cestain porticns of the Ohio retail load operations not
meeting the criteria for appiymg regulatory accounting treatrment, all
of Commercial Power's Ohio retail load operations’ rates are subject to
approval by the PUCD, and thus these operations are referred to
here-in as Commercial Power's regulated operations.

Commercial Power is subject to regulation at the state level,
primarily from PUCO and at the federal | tevel, primarily from FERC.
The PUCO appraves prices for ail retail eleciric generation saies by
Duke Energy Ohio for its retall service territory. See “Regulation”
section within USFE&G for additional information regarding the
regulatory erwvironment in Ohin.

Regulations of FERC and the PUCO govern acoess to regulated
electric customer and other data by non-regulated entities, and
sefvices 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 iocal environrnenial agencies. (For 2 discussion of
environmental regulatlon see “Environmental Mattars™ in this
section.}
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See "Other [ssues” section of Management's Discussion and
Analysis of Financial Conglition and Results of Operations for
discussion about potential Global Climate Change legisiation and the
potential impacts such legislation could have on Duke Energy's
operations.

Market Environment and Competition

Similar to USFE&G's operations, the overall economic conditions
fave negatively impacted Commercial Power's retaif volurmes for alf
customer classes. Commercial Power competes for whalesale
contracts for the purchiase and sale of electricity, coal, natural gas and
emission allowances. Tne market price of commodities and services,
along with the quality and relianility of services provided, drive
competition in the energy marketing business. Commercial Power's
main competitors inchude other non-reguiated generators in the
Midwestem LS., wholesale power, coal and natural gas marketers,
renewabie energy companies and financial institutions and hedge
funtls engaged in energy commodity marketing and trading,

Continuing low commodity prices have put downward pressure
onh power prices, The available capacity and fower prices have
provided opportunities for customers in Ohio to switch genefation
suppliers. Competitive power suppliers have begun supplying power
to current Cemmiercial Powar customers in Ohio and Commercial
Power experienced an increase in customer switching beginning in
the second quarter of 2009 which continued into 2010. As of
Dacember 31, 2010, customer switching levels approximated 65%
of Commercial Power's Ohie retail load, However, through Duke
Eneray Retail, Cormmerciai Power has been able to acquire 0% of
the switched toad by offering customers a choice between discounts
to the ESP price or fixed price arangements. Addftionally, Duke
Energy Retall has been able o acquire new customers previously
served by other Ohio franchised utilities.

Fuel Supply

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

Coal.

Commercial Power meets its coal demand through a portfolio of
purchase supply contracts and spot agreements. Large amounts of
ozt are purchased under supply cortracts with mining operators
who mine both underground and at the surface. Commercial Power
tises spot-market purchases to meet coal requirements not met by
Supply cantracts, Expiration dates for its supply contracts, which have
various price adjustment provisions and market re-Cpeners, range
through 2012. Commercial Power expects 1o renew these contracts
or enter info similar contracts with other suppliers for the quantities
and quality of coal required as exjsting contracts expire, though prices
will fluctuate cver time as ccal markets change. The coal purchased
s primarily produced in llingis, Ohio and eastern Kentucky.
Commercial Power has an adequate supply of coal to fuel its
projected 2011 operations and a significant portion of supply to fuel
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its projected 2012 operations. The majority of Commetcial Power's
coal-fired generation is equicped 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 turbine generators. The
majority of Commercial Power's natural £as requirements are
purchased in the spot market cn an as-needed basis,

International Enargy principally operates and manages pawer
generation facllities 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 methanol and MTBE located in Saudi
Arabia. The investment in NMC s accounted for under the equity
method of accounting. Intemational Energy has a 25% ownership
interest in Aftiki Gas Supply S.A. (Attki), a natural gas distributor
located in Athens, Greece, which was accounted for under the equity
method 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 failure to make a scheduled semi-

annual installment payment of principal and interest in November
2009 and following Duke Energy’s December 2009 decision to
abandon its investment in Attiki and the related non-recourse debt.
See Note 13 to the Consolidated Financial Statements, "Investments
in Unconsolidated Affiliates and Related Party Transactions,” for
additional information.

- Intemational Energy’s customers include retail distributors,
electric utilities, independent power producers, marketers and
industrial/cormmercial companies. intemational Energy’s current
strategy is focused on optimizing the value of its currant Latin
American portfolio and expanding the portfolio through investment in
generation opportunities in Latin America.

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

The following map shows the (ocations of International Energy's facilities, including its interests in non-slectric generation facilites in Saudi

Arabia,
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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
senving its market areas. Competitors are country and region-specific
but include government-owned electric generating companies, focal
distribution companies with self-generation capability and other
privately-owned electric generating and marketing companies. The
princinal elements of competition are price and availability, terms of
senvice, flexibiiity and reliability of service.

A high percentage of International Energy’s portfolio consists of
base foad hydroelectric generaticn facilities which compete with other
forms of electric generation available to Intemational Energy’s
customers and end-users, inciuding natural gas and fuel oils.
Economic activity, conservation, legislation, governmental regulations,
weather, additional generation capacifies and cther factors affect the
supply and dernand for electricity in the regions served by
Intemational Energy.

International Energy’s operations are subject to both country-
specific and intermational laws and reguiations. (See “Environmental
Matters” in this section.)

OTHER

The remainder of Duke Energy’s operations is presented as
Other, While it is nct an operating segment, Other primarily includes
certain unallocated corporate costs, Biscn, Duke Energy’s wholly-
owned, captive insurance subsidiary, contributions fo the Duke
Energy Foundation, Duke Energy’s effective 50% interest in DukeNet
and related telecom businesses, and DETM, which is 40% owned by
Exon Mobil Corperation and 60% owned by Duke Energy and
management is currently {n the process of winding down.

DUKE ENERGY CORPORATION / 2010 FORM 10-K

22

Bison's principal activities as a captive insurance entity include
the indemnification and reinsurance of various husiness /isks and
losses, sUch as property, business interruption and general liability of
suhsidiaries and affiliates of Duke Energy. DukeNet develops, owns
and operates a finer optic communications network, primarily in the
southeast U S, serving wiraless, local and long-distance
communications companies, intemet service providers and other
businesses and organizations.

Competition and Regulation

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

GEOGRAPHIC REGIONS

Far a discussion of Duke Energy’s foreign operations and certain
of the risks asseciaied with them, see “Risk Faciors," “Management's
Discussion and Analysis of Results of Operations and Financial
Condition, Quantitative and Qualitative Disclosures About Market
Risk—Foreign Currency Risk,"” and Notes 2 and 14 to the
Consclidated 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 employess were
represented by unicns.
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EXECUTIVE CFFICERS OF DUKE ENERGY

Stephen G. De May

48

Senior Vice President, Investor Refations and Treasurer. Mr. De May assumed the role of Treasurer in November
2007 and in Cctoher 2009 My, De May assumed additional responsibility for investor relations. Prior to that, he
served as Assistant Treasurer since April 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 1. Good

51

Group Exectitive and Chief Financial Officer. Ms. Good assumed her current position in July 2009. In Novernber
2007, Ms, Good began serving as President, Commercial Businesses. Frior to that, she served as Senior Vice
President and Treasurer since December Z006; prior 10 that she served as Treasurer and Vice President, Financial
Planning since October 2006; and prior ta that she sarved as Vice President and Treasurer since April 2006, upen
the merger of Duke Energy and Cinergy. Until the merger of Duke Energy and Cinergy, Ms. Good served as Executive
Vice President and Chief Financial Officer of Cinergy from August 2005 and Vice President, Finance and Controller of
Cinergy from Novemnber 2003 to August 2005.

Dhiaa M. Jamil

54

Group Executive, Chief Generation Officer and Chief Nuclear Officer. Mr. Jamil assumed his position as Chief
Generation Officer i July 2009 and his position as Chief Nuclear Officer in February 2008. Prior to that he served
a3 Senior Vice President, Nuclear Support, Duke Energy Carolinas, LLC since March 2007; and prior to that he
served as Vice President, Catawba Nuclear Station, singe Warch 2004.

Mare E. Manly

58

Group Executive, Chief Legal Officer and Corporate Secretary. Mr. Manly assurmed 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. Until the merger of Duke Energy and Cinergy, Mr. Manly served as Executive Vice President and Chief Legal
Officer of Cinergy since Movember 2002,

James E. Rogers

63

Chairman, President and Chief Execulive 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 Chaivman on
January 2, 2007. Until the merger of Duke Energy and Cinergy, Mr. Rogers served as Chairman of the Board of
Cinergy since 2000 and as Chief Executive Officer of Cinergy since 1995.

B. Keith Trent

51

Group Executive and President, Commerciaf Businesses. Mr. Trent assumed his current pasition 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 Fxecutive and Chief Strategy and Policy Officer since October 2006 and prior to that he
served as Group Executive and Chief Davelopment Officer since April 2006, upon the merger of Duke Energy and
Cinergy. Unii 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 to that he served as General Counsel, 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 current position in
January 2011. Prior fo that she served as Senior Vice President and Chief Human Resources Officer since Noverber
2008, Prior to that she served as Senior Vice President of Human Resources at Scripps Networks Interactive from
2005 to 2008. :

Steven K. Young

52

Senior Vice President and Controller. NI, Young assumaed his current position in December 2006. Prior to that he
served as Vice President and Controller since April 2006, upon the merger of Duke Fnergy and Cinergy. Until the
merger of Duke Energy and Cinergy, Mr. Young served as Vice President and Contraller of Duke Energy since June
2005. Prior to that Mr. Young served as Seniar Vice President and Chief Financial Officer of Duke Energy Carolinas
from March 2003 to June 2005,

Executive officers serve untll 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 invalved in officer sefection.
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Duke Energy Subsidiaries Overview.

Duke Energy Carolinas.

Duke Energy Carclinas generates, transmits, distributes and salls
glectricity In central and western North Carolina and westarn South
Caralina. Duke Energy Carolinas is subiect to the regulatory pravisions
of the NCUC, the PSCSC, the NRC and FERC. Duke Energy Carolinas
operates one reportahle business segment, Franchised Electric, which
genarates, transmits, distributes and selis electricity. Substantially all
of Franchised Electric oparations 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 Staternents, “Business Segments.”

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

The rernainder of Duke Energy Carolinas' operations is
nresented as Other, Although i is not considered a business segment,
Other primarily consists of certain governance costs allocated by its
parent, Duke Energy.

Duke Energy Ohio,

Duke Energy Ohio is a wholly-owned subsidiary of Cinergy,
which is a wholly-cwned subsidiary of Duke Energy. Duke Energy
Ohio is & combination electric and gas public utilily that provides
senvice in the southwestern portion of Ohio and in northern Kentucky
through its wholly-owneg subsidiary Duke Energy Kentucky, as well
as electric generation in pars of Ohio, liinois, indiana and
Pennsylvania. 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
Ohio include Duke Erergy Ohio and its subsidiaries. Duke Energy
Ohic is subject to the reguiatory provisicns of the PUCO, the KPSC
and FERC.

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

Franchised Efectric and Gas. Franchised Electric and Gas
consists of Duke Energy Onio's reguiated electric and gas
transmission and distribution systems, including its regulated electric

DUKE ENERGY CORPORATION / 2010 FORM 10K

generation in Kentucky, Franchised Electric and Gas plans,
constructs, operates and maintains Duke Energy Ohio's transmissior
and distribution systems, which generate, transmit and distribute
electric energy to consumers in southwestern Chio and northern
Kentucky. Franchised Electric and Gas also transports and sells
natural gas in southwestern Ohio and northem Kentucky. These
electric and gas aperations 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 nualify for regulatory accounting treatment,

Duike Energy Ohin's Franchised Electric and Gas service area
covers 3,000 square miles with an estimated population of
2.2 million in southwestern Ohio and northern Kentucky. Franchisec
Electric and Gas suppliss electric service to 820,000 residential,
cammercial and industrial customers over 19,800 miies of
distribution fines and a 2,500 mile transmission systern in Ohio and
Kentucky. Franchised Electric and Gas provides regulated
transmission and distribution services for naturai gas to 500,000
custarmers via 7,200 miles of gas mains {gas distribution lines that
serve as a commen source of supply far more than one service line)
and 6,000 miles of service lines. See item 2. "Properties” for further
discussion of Franchised Electric and Gas’ generating facilities.

Commercial Power, Commercial Power owns, dperates and
manages power plants and engages in the wholesale marketing and
procuremeant of electric pawer, fuel and emission allowanges related
to these plants, as well as other contractual positions. Commercial
Power's generation operations consists of primarily coal-fired
genaration assets located in Qhio which are dedicated under the

- Duke Energy Ohio ESP and gas-fired non-regulated generation assets

which are dispatched into wholesale markets. These assets 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 dees not
include the operations of DEGS or Duke Energy Retall, which is
included in the Commercial Power reportable operating segment at
Duke Energy. See item 2. “Properties” for further discussicn of
Commercial Power's generating facilities. Through December 31,
2008, most of the generation asset output in Ohio was contracted
through the Rate Stahilization Plan {RSP). Effective January 1, 2009,
Commercial Power began operating under an ESP, which expires on
December 31, 2011, As a result of the approval ¢f ihe ESP, cerain
of Cornmercial Power's cperations reapplied reguilatory accounting
treatment effective December 17, 2008, See Notes 1 and 4 to the
Consalidated Financial Statements, “Sumimary of Significant
Accounting Policies,” and “Regulatory Matters," respectively, fora
discussion of the reapplication of regulatory accounting 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, also generate revenues through sales outside the
ESP load custorner base, and such revenue is termed wholesale.

In 2010 Duke Energy Chio earned approximately 13% of its
consolidated operating revenues from PIM. These 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 Chia's operations is.
presented as Other. Although it is not considerad a business segment,
Other primarily consists of certain govemance costs allocated by its
ultimate parent, Duke Energy,

Duke Energy Indiana.

Duke Energy Indiana is a wholly-owned subsidiary of Cinergy.
Duke Energy Indiana generates, transmits and distributes electricity in
north central, central, and southern Indiana. Duke Energy Indiana is
subject to the regulatory provisions of the IURC 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 Statements, “Business Segments.”

Duke Energy Indiana's service area covers 22,000 square miles
with an estimated population of 2,94 miltion in north certral, central,
and southern Indiana. Duke Energy Indizna supplies electric service
fo 790,000 residential, commercial and industrial customers over
31,000 miles of distribution fines and a 5,400 mile transmission
system, ' '

The remainder of Duke Energy Indiana’s operations is presented
as Other, Athough it is not considered a business segment, Other
primarily includes certain govemance costs aflocated by its ultimate
parent, Duke Energy.

ENVIRONMENTAL MATTERS

The Duke Energy Registrants are subject to federal, state and
local laws and regulations with regard to air and water quality,
hazardous and solid waste disposal and ather envirchmental matters.
Duke Energy is also subject to intemational laws and regulations with
regard to air and water quality, hazardous and solid waste disposal
and other environmental matters, Environmental laws and regulations
affecting the Duke Energy Registrants include, tut are not imited 1o:

» The Ciean Air Act (CAA), as well as state laws and regulations
impacting air emissions, including State Implementation Plans
related to existing and new national ambient air quality
standards for azone and particulate matter, Owners and/or
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operators of air emission sources are responsible for cbtaining -
permits and for annual compliance and reporting.

* The Clean Water Act which requires permits for facilities that
discharge wastewaters into the enviranment.

* The Comprehensive Environmental Response, Compensation
and Liability Act, which can require any individuai 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 to a disposal site, to share in
remediation costs, ‘

» The Solid Waste Disposal Act, as amended by the Rescurce
Conservation and Recaovery Act, which requires certzin sclid
wastes, including hazardous wastes, to he managed pursuant
to a comprehensive regulatory regime.

* The Naticnai Ehvironmental Palicy Act, which reguires federal
agencies to consider potential environmental impacts in their
decisicns, including siting approvals. ‘

See “Other Issues” section of Management's Discussion and
Analysis of Financial Condition and Results of Cperations for a
discussion about patential Global Climate Change legisiation and the
potential impacts such legislation could have on the Duke Energy
Registrants’ operations. Additionally, cther potenitial future
environmental laws and regulations could have a significant impact
on the Duke Energy Registrants’ resulis of operations, cash fiows or
financial position. However, if such laws are enacted, the Duke
Energy Repistrants would seek appropriate regulatory 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 Mates 4 and S to the Consolidated Financia!l Statements,
“Regulatory Matters,” and “Commitments and Contingencies—
Environmental,” respectively. Except to the extent discussed in Note 4
to the Consolidated Financial Statermments, “"Regulatory Matters,” and
Note 5 to the Consolidated Financial Statements, “Commitments and
Contingencies,” compliance with current international, federal, state
and local provisions regulating the discharge of materials into the
environment, or otherwise protecting the environmient, is incorporated
into the routine cost structure of our various business segments and is
not expected to have a material adverse effect on the competitive
position, consolidated results of operations, cash flows cr financial
position of the Duke Energy Registrants.
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ITEM 1A. RISK FACTORS.

Uniess otherwise indicated, the risk factors discussed below
generally relate o risks associated with all af the Duke Energy
Registrants. Risks identified at the Subsidiary Registrant level are
generally applicable to Duke Energy.

The Duke Energy Registrants’ franchised electtic revenues, earnings
and resulis are dependent on state legislation and regulation that
affect electric generation, transmission, distribution 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 Carolina,
Sauth Carofina, Ohio, Indiana and Kentucky. If the Duke Energy
Registrants' franchised electric eamings exceed the returms established
by the state reeulatory comemissions, the Duke Energy Registrants’ retai
alectric rates may te subject to review and possible reduction by the
commissions, which may decrease the Duke Energy Registrants’ future
eamings. Additionally, if regulatory bodies da not aliow recovery of costs
incuimed in providing service on'a imely basis, te Duke Energy
Regfstrants’ future eamings could be negatively impacted.

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

The Duke Energy Registrants are subject to regulation by FERC,
the NRC and various other federal agencies. Regulation affects afmast
every aspect of the Duke Energy Registrants’ businesses, including,
amang ather things, the Duke Energy Registrants” abllity to: take
fundamenta! business managerent actions; determine the terms and
fates of the Duke Energy Registrants’ transmission and distribution
businesses’ services; make acquisitions; issue eguity or daht
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 Duks 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 delays in or
affect business planning and transactions and can substantially
increase the Duke Energy Registrants' costs.

The Duke Energy Registrants must meet credit quality standards
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’ liguidity.

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

¥ the rating agencies were to rate the Duke Energy Registrants
or their rated subsidiaries below investment grade, the entities’
horrowing costs wouid increase, perhaps significantly. In addition,
their patential pool of investors and funding sources would likely
decrease. Further, if the Duke Energy Registrants’ short-term debt
rating wers to fall, the entities’ access to the commercial paper mark
could be significantly limited. Any downgrade or other event ‘
negatively affeciing the credit ratings of the Duke Energy Rreglstrams
subsidiaries coufd make their costs of borrowing higher or access to
funding sources more limited, which in tim could increase the Dk
Energy Registrants’ need fo provide liquidity in th_é form of capital
contributions or boans to such subsidiaries, thus reducing the liguidil
and borrowing availability of the consolidated group.

A downgracle below investment grade coutd also require the
Duke Energy Registrants to post additional collateral in the farm of
letters of credit or cash under varicus credit agreements and tr|gger
fermination clauses in some interest rate derivative agr%ments
which would reguire cash payments. All of these events would likely
reduce the Duke Energy Registrants' liguidity and profitabiliyy 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 Energy's capital
requirements and support Duke Energy’s liquidity needs, and
Duke Energy'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 to a large degree through
debt and the maturity and repayment profile of debt used to finance
investments often does not correlate to cash fiows from Duke,
Energy's assets. Accordingly, Duke Energy relies on access to both
short-term money markets and longer-term capital markets as a
source of liquidity for capital requirements not satisfied by the cash
flow from Duke Energy's opétations and to fund investments
originally financed through debt instruments with disparate
maturities. If Duke Energy is not able to access capital at competitive
rates or at all, Duke Enargy’s ahility to finance its operations and
implernert its strategy and business plan as scheduled coutd be
adversely affected. An inability to access capital may limit Duke
Energy's ability to pursue improvements or acquisitions that Duke
Energy may atherwise rely on for future growth.

Market disruptions may increase Duke Energy's cost of
horrowing or adversely affect Duke Energy's ability to access one or
mare financial markets, Such disruptions could include: economic
downtums; the bankruptey of an unrefated energy company; capital
rmarket conditions generally; market prices for electricity and gas;
terrarist attacks o threatened attacks on Duke Ensrgy’s facilities or
unrelated energy companies; or the overall health of the energy
industry.
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Duke Energy maintains revolving credit facititias to provide
back-up for commercial paper programs andfar 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. Fallure to
maintain these covenants at a particular entity could preclude Duke
Energy from issuing commercial paper of Duke Energy and its
affiliates from fssuing letters of credit or borrowing under the revolving
credit facility. Additionally, failure to comply with these financial
covenants coulid result in Duke Energy being required to immediately
pay down any outstanding amounts under other revalving 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 contral.

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 correfate to cash flows
from the Subsidiary Registrants' assets. Accordingly, the Subsidiary
Registrants rely on access to short-term borrowings via Duke Energy's
money pocl arrangement and financings from longer-term capital
markets as a source of liguidity for capital requirements not satisfied
by the cash flow from its operations and to fund investments
otiginally 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 obtain short-
term borrowings via the maney poot arrangernent, their ability to
finance their operations and implerment their strategy could be
adversely affected.

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

The Subsidiary Registrants' ullimate parent, Duke Energy,
maintains revolving credit facilities 1o provide back-up for commercial
paper programs and/or lefters of credit at various entities. These
facilities typically include finangial 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 preciuda Duke Energy or
the Subsidiary Registrants from Issuing letters of credit or borrowing
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 canditions affecting, or financial difficulties of,
customers and counterparties with whom the Duke Energy
Registrants do business could impair the ability of these customers
and counterparties to pay for the Duke Energy Registrants' services or
fuffill their contractual obligations, inciuding loss recavery payments
under insurance contracts, or cause them to defay such payments or
obligations. The Duke Energy Registrants depend on these customers
and counterparties to remit payments on a timely basis. Any delay or
default in payment could adversely affect the Duke Energy
Registrants’ cash flows, financial position or results of operations.

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

The Duke Energy Registrants are subject to numerous
erviranmental laws and tegulations 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 1J.5.), water quality, wastewater discharges, solid
waste and hazardous waste, These laws and regulations can result in
increased capital, operating, and other costs. These laws and
regulations generally require the Duke Energy Registrants to obtain
and comply with a wide variety of environmental licenses, permits,
inspecticns and other approvals. Compliance with environmental
lawws and regulations can require significant expenditures, including
expenditures for cleanup costs and damages arising from
contaminated properties, and failure to comply with environmental
regulations may resull in the impesition of fines, penalties and
injunctive measires affecting cperating assets. The steps the Duke
Energy Registrants could be required to take to ensure that its
facilities are in compliance could be prohititively expensive, As a
result, the Duke Energy Registrants may be required to shut down or
alter the operation of their facilities, which may cause the Duke
Energy Registrants 1o incur losses. Further, the Duke Energy
Registrants' reguiatory rate structure and the Duke Energy Registrants’
contracts with custormners may not necessarily allow the Duke Energy
Registrants to recover capital costs the Duke Energy Registrants incur
to comply with new envircnmental regulations. Also, the Duke
Energy Registrants may nat be able to 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 enviranmental regulatory
approvals, if the Duke Energy Registrants fail to obtain and comply
with them ar if environmental laws ar regulations change and
become rnore stringent, then the operation of the Duke Energy
Registrants’ facilities or the development of new facilities could be
prevented, delayed or become subject to additional costs. Aithough it
is not expected that the costs of complying with current
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environmental ragulations will have a material adverse effect on the
Ouke Energy Registrants’ financiai position, resufts 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 governing the
management of coal combustion by-products, including fly ash,
These regulations may require the Duke Energy Registrants to make
additional capital expenditures and increase the Duke Energy
Registrants’ operating and maintenance costs.

Additionally, potential other new environmental regulations,
limiting the use of coat acquired from mountaintop removal and
irmpesing additional requirements on water discharges associated
with mountaintop removal, could require the Duke Energy Registrants
o make additionat capital expenditures and increase CoSts of fuel.

In addition, the Duke Energy Registrants are generally
responsible for on-site liabilities, and in some cases off-site liabilities,
associgted with the environmental candition 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 connaction with some acquisitions and sales of assets,
{he Duke Energy Registrants may obtain, or be required 1o provide,
indemnfficaticn against some environmental liabilities. If the Duke
Energy Registrants incur a material liability, or the other party to a
transaction fails to meet its indemnification obligations to the Duke
Energy Registrants, the Duke Energy Registrants could suffer material
insses,

The Duke Energy Registrants are involved in nurmerous legal
proceadings, the autcome of which are uncertain, and resolution
adverse to the Duke Energy Registrants could negatively affect the
Duke Energy Registrants’ financial position, results of operations or
cash flows.

The Duke Energy Registrants are subject fo numesous lagal
proceadings, including claims for damages for bodily injuries alleged
to have arisen pricr to 1985 from the exposure 1o or use of asbestos
at electric generation plants of Duke Energy Carolinas. Litigation is
subject to many uncertainties and the Duke Energy Registrants
cannet predict the outcome of individual matiers with assurance. 1t is
reasonably possible that the final resolution of some of the matters in
which the Duke Energy Registrants are involved could reguire the
Duke Energy Regisfrants to make additional expenditures, in excess
of established reserves, over an extended period of time and in a
range of amounts that could have a material effect on the Duks
Energy Registrants’ cash flows and results of operations. Similarly, it
is reasonably possible that the terms of resolution could require the
Duke Energy Reglstrants to change the Duke Energy Registrants’
business practices and procedures, which could also have a material
effect on the Duke Energy Registrants’ cash flows, financial position
or results of operations.
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The Duke Energy Registrants’ results of operations may be
negatively affected by overail market, economnic and other
conditions that are beyond the Duke Energy Registrants’ control.

Sustained downtumns or sluggishness in the economy generally
affect the markets in which the Duke Energy Registrants operate and
negatively influence the Duke Energy Registrants' energy operations.
Declines in demand for energy as a result of ecenomic downtums in
the Duke Energy Registrants’ franchised electric service tenitories will
reduce overall sales and lessen the Duke Energy Registrants’ cash
flows, espzcially as the Duke Energy Registrants’ industrial cuistomers
reduce production and, therefore, consumption of electricity and gas.
Altnough the Duke Energy Registrants' franchised electric and gas
business is subject to regulated allowable rates of return and recovery
of certain costs, such as fuel under periodic adjustment clauses,
averall declings in electriclty sold as a result of economic downtum or
recession could reduce revenues and cash flows, thus diminishing
resuits of operations. Additionally, proiongad economic downturns
that negatively impact the Duke Energy Registrants’ results of
operations and cash flaws could result in future material impairment
charges being recorded to write-down the carrying value of certain
assets, inciuding goodwill, to their respective fair values,

The Duke Energy Registrants alsc sell electricity into the spot
market or ather competitive power markets on a contractual basis.
With respect to such transactions, the Duke Energy Registrants are
not guarantesd any rate of return on the Duke Erergy Registrants’
capital investments through mandated rates, and the Duke Energy -
Registrants’ revenues and results of operations are likely to depend, in
large part, upon prevailing market prices in the Duke Energy
Registrants’ regional markets and other competitive markets. These
matket prices may fluciuate substantially over relatively short periods
of time and could reduce the Duke Energy Registrants' revenues and
margins and thereby diminish the Duke Energy Registrants’ results of
operations.

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

» wegzther conditions, lhcluding abnarmally mild winter or
summer weather that cause lower energy usage for heating or
cooling purposes, respectively, and periods of low rainfali that
decrease the Duke Ensrgy Registrants’ ability to operaie its
facilities in an economical manner;

= supply of and demand for energy commiodities;

« illiguid markets including reductions in trading volurnes which
result in lower revenues and eamings;

* transmission or transportation constraints or Inefficiencies
which impact the Duke Energy Registrants’ non-regulated
energy cperations;

+ availability of cornpetitively priced aiternative energy sources,
which are preferred by some customers over glectricity
produced from ceal, nuclear or gas plants, and of energy-
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;

« electric generation capacity surpluses which cause the Duke
Energy Regisirants’ non-regulated energy plants to generate
and seil less electicity at lower prices and may cause some
plants to become non-economical to operate; and

= capacily and fransmiasion semvice intg, or aut of, the Duke
Energy Registrants’ markets.

These factors have led o industry-wide downtumns that have
resulied in the stowing down or stopping of construction of new
power plants and announcements by the Duke Energy Registranis
and other energy suppliers and gas pipefine companies of plans to
sell non-sirategic assets, subject 1o regulatory constraints, in order to
hoost liguidity or strengthen balance sheets. Proposed sales by other
energy suppliers could increase the supply of the types of assets that
the Duke Energy Registrants ate 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 Regiétrants' operating results may fluctuate on a
seasonal and quarterly basis,

Electric power generation is generally a seasonal busingss. in
most parts of the United States and other markets in which the Duke
Energy Registrants operate, demand for power peaks during the
warmer sUmmer months, 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
iess relevant.

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

The continued ihreat of tetrorism and the impact of retaliatory
military and other action by the United States and its allies may lead
fo increased political, economic and financial market instahility and
volatility in prices for natural gas and oil which may materfally
aciversely affect the Duke Energy Registrants in ways the Duke
Energy Registrants cannot predict at this time. In addition, future acts
of terrorisim and any possible reprisals as a consequence of action by
the United States and its allies could be directed against companies
operating in the United States or their Intermational affiliates.
Infrastructure and generation facilites such as the Duke Energy
Registrants’ nuciear plants could be potential targets of terorist
activities. The patertial for terrorism has subjected the Duke Energy
Registrants’ operations to increased risks and could have a material
adverse effact on the Duke Energy Registrants’ businesses. in
particular, the Duke Energy Registrants may expertence increased
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capital and operating costs to implement increased security for its
plants, including fts nuclear power plants under the NRC’s design
basis threat requirernents, such as additional physical plant sectirity,
additional security personnel or additional capability foliowing a
terrarist incident.

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

Additional risks and uncertainties not curently known to the
Duke Energy Registrants or that the Duke Energy Regisfrants
curently deems to be imrmaterial also may materially adversely affect
the Duke Energy Registrants’ financial condition, results of operations
or cash flows.

Duke Energy Carolinas may incur substantial costs and liabilities
due to Duke Energy Carolinas’ ownership and operation of nuclear
geherating facilities,

Duke Energy Carolinas’ ownership interest in and operation of
three nuclear stations subject Duke Energy Carolinas ta various risks
including, among other things: the potential harmiful effects on the
anvironment and human health resulting from the operation of
nuclear facilities and the storage, handling and disposal of radicactive
materials; limitations on the amounts and types of insurance
commercially available to cover losses that might arise in connection
with nuclear operations; and uncertainties with respect t0 the
technological and financial aspects of decormmissioning nuclear
plants at the end of their licansed lives.

Duke Energy Carolinas’ ownership and operation of nuclear
generation facilities requires Duke Energy Carofinas to meet licensing
and safety-related requirements impesed by the NRC. In the event of
non-compliance, the NRC may increase regulatory oversight, impose
fines, andfor shut down a unit, depending upan its assassment of the
severity of the situation. Revised securfty and safety requirements
promulgated by the NRC, which could be prompted by, among other
things, events within or outside of Duke Energy Carolinas’ confrol,
such as a sefious 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 fo cover third-parly Insses. In addition, if a
serious nuclear incident were to occur, it could have a material
adverse effect on Duke Energy Carolinas’ results of aperations and
financial condition.

Cuke Energy Carclinas’ ownarshig and operation of nuclear
generation facilities also requires Ouke Energy Carolinas to maintain
funded trusts that are intended to pay for the decormmissioning costs
of Duke Energy Carolinas’ nuciear power plants. Poor investment
performance of these decommissioning trusts’ holdings and other
factors Impacting decommissioning costs could unfavorably impact
Duke Energy Carclinas' liquidity and results of cperations as Duke
Energy Carolinas could be required to significantly increase its cash
contributions to the decommissioning trusts.
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The Duke Energy Registrants’ plans for future expansion and
modernization 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 materially impact the Duke Energy
Registrants’ results of operations, cash flows or financial position.

During the three year period fram 2011 0 2013, Duke Energy
anficipates cumulative capital expenditures of $12 bilion to $14
billion of which $10 billion relates to its regulated USFERG
businesses. The completion of the Duke Energy Registrants'
arficipated 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
cornplying with terms of permits, meeting construction budgets and
schedules, and satisfying operating and environmental performance
standards. Moreover, the Duke Energy Registrants’ ability o recover
all these costs and recovering costs in a timely manner coutd
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 unabie to gain adequate, reliable and
affordable access to fransmission assets.

The Duke Energy Registrants' depend on transmissicn and
distritwstion facilities owned and operated by ulilities and other energy
companies to deliver the electricity the Duke Energy Registrants' sell
to the wholesale market. FERC's power transimission regulations, as
well a3 those of Duke Energy’s international markets, require
wholesale electric transmission servicas 1o be offered on an open-
access, non-discriminatory basis. If transmission is disrupted, ar if
fransmission capacity is inadequate, the Duke Energy Registrants’
ability to sell and deliver products may be hindered.

The different regional power markets have changing regulatory
structures, which could affect the Duie Energy Registranis’ growth
and performance in these regions. [n addition, the independent
systermn operators who oversee the transmission systems in regional
power markets have imposed in the past, and may impose in the
future, price imitations 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 Ohlo
operates may adversely affect the growth and profitability of Duke
Energy Ohio's business. The impact of competition, incluging current
legislation in Ohio, has caused customers of Duke Energy Ohio 1o
select altemative electric generation suppliers. Such competition
could resuft in unrecovered costs that could adversely affect Duke
Energy Ohio's financial position, results of operations or cash flows.

Under current Chio legislation, electric generation is sold ina
¢ampetitive market in Ohio, 2nd Duke Energy Ohio's native 'oad
custormers have the ability to switch to altermnative suppliers for their
electric generation service. Competitive power suppiiars have begun
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supplying pawer ta Buke Energy Ohio's current customers in Qhia,
and Duke Energy Ohio has experienced an increase in customer
switching in the second half of 2009 and into 2010 and 2011.
These evolving market conditions may continue 1o impact Duke
Energy Chio's results of operations, and also may impact Duke
Energy Chic's ability to continue to apply regulatory accounting
treatment to centain portions of its Commercial Power business
segment. To the extent competitive pressures increase, the
economics of Duke Energy Ohio’s busingss may come under long-
ferm pressure, ncreased competition: could also result in increased
prassure to lower prices, including the price of electricity. Retail
competition could continue 10 have a significant adverse financial
impact on Duke Energy Ohio due to impairments of assets, a loss of
retail customers, lower profit margins or increased costs of capital,

Duke Energy Ohia may also face competition from new
competitors that have greater financial resources than Duke Energy
Qhio does, seeking attractive opportunities to acquire or develop
energy assets or energy trading operations. These new competitors
may include sophisticated financial institutions, some of which are
already entering the energy trading and marketing sector, and
international energy players, which may enter regulated or
unregulated energy businesses. 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
ahility to make investments or acquisitions.

Increased competition resulting frorm deregulation or
restructuring efforts in Ghio could continue to have a significant
adverse impact on Duke Erergy Ohio's financial position, results of
operations or cash flow. Duke Energy Ohio may not be able to
respond in a timety ar effective manner to the many changes
designed to increase competition in the electricity industry. Duke
Energy 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.

Duke Energy Ohio may be unable to secure iong-term power sales
agreements or transmission agreements, which could expose Duke
Energy Ohio's sales to increased volatility.

In the future, Duke Energy Ohio may not be able to secure long-
term power sales agreements to customers for Duke Energy Chio's
unreguiated power generation facilities. If Duke Energy Ohio is unable
to 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 agreements, Duke Energy
Ohio cannot assure that it witl be able fo operate profitably. The
inability to secure these agreements could materially adversely affect
Duke Energy Ohic's results and business, '

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

Increased competition resutting 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
Carclinas and Duke Energy Indiana and their utility subsidiaries and
consequentfy on Duke Energy Caralinas and Duke Energy Indiana's
results of operations, financial position, or cash flows. Increased
competifion could also result in increased pressure io fower costs,
including the cost of electricity. Retail competition and the
urbundling of regulated energy and gas service 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
rosts of capital. Duke Enetgy Carciinas and Duke Energy Indiana
cannot predict the extent and timing of entry by additional
competitars into the electric markets. Duke Energy Carolinas and
Duke Energy Indiana cannot predict when they will be- subject to
changes in legislation or regulation, nor can Duke Energy Caralinas
and Duke Energy Indiana predict the impact of these changes on -
their financial position, results of cperations or cash flows.

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

Duke Energy currently owns and may acquire and/or dispose of
material energy-related investments and projects autside the United
States. The economic, regulatory, market and political conditions in
s0me of the countries where Duke Energy has interests ar in which
Duke Energy may explore development, acquisition or investment
opportunitles could present risks related o, amaong others, Duke
Energy’s ability to obtain financing on suitable terms, Duke Energy’s
customers’ ahility to honor their obligations with respect o projects
and investments, delays in construction, limitations on Duke Energy's
aility to enforce legal rights, and interruption of busi‘ness, as well as
risks of war, expropriation,.naticnalization, renegotiation, trade
sanctions or nullification of existing contracts and changes in iaw,
regulations, market rules or tax policy.

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

Duke Energy’s operations and investments ouftside the United
States expose Duke Energy to risks related to fluctuations in currency
rates. As each local currency’s value changes reiative to the U.S.
dollar—Duke Energy's principal reporting currency—the value in U.S.
dollars of Duke Energy’s assets and lfabiliies in such locality and the
cash flows generated in such locality, 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
fareign currency fuctuations by, among cther things, indexing
contracts to the LS. dallar and/or local inflation rates, hedging
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through debt denominated or issued in the forgign curency and
hedging through foreign currency derivatives. These efforts, however,
may not be effective and, in some cases, may expcse Duke Energy to
other risks that could negatively affect Duke Energy's cash flows and
resulls of operations.

Poor investment performénce of the Duke Energy pension plan
hotdings and other factors impacting pension pia'n costs could

unfavorably impact the Duke Energy Reglstrants' [IQLlldIty and

results of operations.

Duke Energy's costs of providing non-contributory defined
benefit perision plans are dependent upon a number of factors, such’
as the rates of seturm on plan assets, discount rates, the level of
interest rates Used to measure the required minimum furding levets
of the plans, future government regulation and Duke Energy's
required or voluntary contributions made to the plans. The Subsidiary
Registrants pamupate in employee henefit plans sponsored by their '
parent, Duke Emergy The Subsmhary Reg|strants are allocated their
propartionate share of the cost and obligations related o these p{ans
Without sustained growth in the pension investments over fmeto
increase the value of Duke Energy's plan assets and depending upon
the cther factors impacting Duke Energy's costs as listed ahove, Duke
Energy could be required fo 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 unzble to obtain the approvals required to
complete its merger with Progress Energy or, in order to do so, the
combined company may be required to comply with material
restrictions or conditions. "

On January 8, 2011, Duke Energy anncunced the execution of
a merger agreement with Progress Energy. Before the mergef 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 Ltility, regulatory,
anttitrust and other guthorities in the U.S. These governmental
autharities may impose conditions on the completion, or require
changes to the terims, of the merger, |nclud|ng restrictions or
conditions on the business, operations, or financial pedormance 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 additicnal costs on or limiting the revenues of
the combined company following the merger, which could have a
material adverse effect on the financiai position, results of operations”
or cash flows of the combined company and/or cause either Duke
Energy or Progress Energy to abanden the merger.

Conditions imposed by governmental authorities, including
restrictions or conditions on the business, operations, o financial
performance of Duke Energy Carolinas following the merger could
have a material acverse 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 resuits.

Duks 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 jeint dispatch of generation and
comhining of fuel purchasing powar. Achieving the anficipated
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 positicn, 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 Energy'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. Atthough 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 thereafter, and could
cause customers, suppliers and others that deal with Duke Energy to
seek 1o change existing business relationshins,

Employee refention and recruitment may be particularly
challenging pricr to the completion of the merger, as employess and
prospective employees may experience uncertainty about their future
rales with the combined company. If, despite Duke Energy's retention
and recruiting efforts, key employees depart or fail to accept
empioyment with Duke Energy because of issues relating to the
uncertainty and difficulty of integration or a desire nat to remain with
the combined company, Duke Energy's financial results couid 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 internal resources. The diversion of
management attention away from day-to-day business concerns and
any difficulties 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 restricts Duke Energy,
without Progress Energy's consent, from making certain acquisitions
and taking other specified actions until the merger occurs or the
merger agreement terminates. These restrictions may prevent Duke
Enengy from pursuing othenwise attractive business opportunities and
making other 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 Energy could
negatively impact Duke Energy’s stock price and Duke Energy’s
future business and financial results

If Duke Energy’s merger with Progress Energy is not completed,
Duke Energy’s ongeing business and financial results may be
adversely affected and Duke Energy will be subject 1o a number of
risks, including the following:

= Duke Energy may be required, under specified circumstances
set forth in the Merger Agreement, to pay Progress Energy a
termination fes of $67% million;

 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 refating to Duke Energy's merger with Progress Energy
(including integration planning; may require substantial
commitments of time and rescurces by our management,
which could otherwise have been devoted to other
opportunities that may have been beneficial to Duke Energy.

Duke Energy could alsc be subsiect to litigation related to any
failure to complete our merger with Progress Energy. If the merger is
not completed, these risks may materialize and may adversely affect
Duke Energy's financial position, results 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 Catawha Nuclear Staticn), fifteen coal-fired stations with an overall
combined owned capacity of 13,454 MW, (including a §9% ownership In the East Bend Steam Station and a 50,05% ownearship in Unit 5 of
the Gibson Steam Station}, thirty-one hydroglectric 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
Caralina, Soutn Cardling, Indiana, Chio and Kentucky. The MW displayed in the table below are based on summer capacity.

Totzl MW Owned MW Cwnership Interest
Name Capacity Capacity Fuel Location (percentage)
Duke Energy Carolinas:
Deconee 2,538 2,538 Nuclear SC 100%
Catawba® 2,258 435 Nuclear SC 19.25
Belews Creek 2,220 2,220 Coal NC ) 100
McGuire 2,200 2,200 Nuclear NC 100
Marshall 2,078 2,078 Coal NG 100
Bad Creek 1.360 1,360 Hydra sCc 100
Lincaln CT 1,267 1,267 Natural gas/Fue! oil NC 100
Allen 1,127 1,127 Coal NG 100
Raockingham CT 825 225 Natural gas/Fuel oil NC 100
Cliffside 760 760 Coal - NC 100
Jocasser 730 730 Hydro sC 100
Miil Creek CT 596 596 Natural gas/Fuel oil SC 100
Riverbend 454 454 Coai NG 100
Lee 370 370 Coal ] SC 100
Buck 369 369 Coal NC 100
Cowans Ford 325 325 Hydro NC 100
Dan River 276 276 Caal MNC 100
Buzzard Roost CT 176 176 Natural gas/Fuel aif sC 100
Keowes 152 152 Hydro SC 100
lee CT 82 82 Natural gas/Fual ol SC 100
) Riverbend CT 64 64 Natural gas/Fuel ol NC 100
Buck CT 62 62 Natural gas/Fuel cil NC 100
Dan River CT 48 48 Natural gas/Fuel oil NC 100
Renewabies 9 9 Solar NC 100
i Other small hydro (26 plants) 589 589 Hydro NC/SC 100
‘ Total Duke Energy Carolinas 20,835 19,112
Duke Energy Ohio:
\ East Bend® 600 414 Coal K 69
| Woodsdale CT 462 462 Natural gas/Propane OH 100
Miami Fort {Unit &) 163 163 Coal OH 100
} Total Duke Energy Ohio 1,225 1,039
: Duke Energy Indiana:
Gibsoni 3,132 2822 Coal IN a0
Cayugat® 1,005 1,005 Coal/Fue! cil IN 100
Wabash Riverte! 676 676 Coal/Fuel oil IN 100
Madison CT 576 576 Natural gas OH 100
i Gallagher 560 bEl Coal i 100
‘ Wheattand CT 460 460 Natural gas IN 100
. Noblesville CC 285 285 Natural gas IN 180
Edwardsport 180 160 Coal/Fuel il IN 100
Henry County CT 129 129 Matural gas IN 100
Cayuga CT 99 99 Matural gas/Fuel oil N 100
Miami Wahash T4 96 a6 Fuel ail IN 100
Cornersyille CT 8 86 Fuel oif N 100
Markland 45 45 Hydro N 100
Total Duke Energy Indiana 7,309 6,999
Total USFEAG 29,469 27,150

{a) This gereration facility is jointly owred by Duke Energy Carolinas, along with North Carolima Municipal Power Agency Mumber 1, Morth Carclina Electric Membership Corporation and
Piedrnont Municipal Power Agency,

(b} This generation faciity is jointly owned by Duke Energy Kentucky and a subsidiary of Dayton Power and Light, Inc.

(£} Duke Energy Indiana owns and operates Gibson Station Units 1-4 and gwns 50.05% of Unit 5, but is the operator. Unit 5 15 jointly mwned by Duke Energy Indiana, Wahash Vailey
Power Association, Ine. and Indiana Municipal Power Agency.

(d) Includes Cayuga Intemal Comibpustion (IC).

{e) Includes Wabash River tC; includes Wabash River Units 2, 3 and 5 which are not currently in operation. Although the May 2009 court order 1o shutdewn these units was reversed in
October 2010, and a court notice was filed on January B, 2011, which allows the units Lo be restarted. See Note 5 to the Consolidated Financial Stataments, “Commitments and
Contingencigs” for further discussion.

i Includas Miami Wabash CT Unit 4 which Is curmently inoperable but in the process of being retired pending approval from the Midwest 1S0.
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In addition, as of Cecember 31, 2010, USFEEG owned
20,200 conductor miles of electric transmission lines, 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 1o
69 KV. USFE&G also owned aporoximately 152,200 conductor
miles of electric distribution lines, inciuding 103,300 miles of
overhead lines and 48,200 miles of underground lines, as of
December 31, 2010 and 7,200 miles of gas mains and 5,000 miles
of service lines, As of Decemnber 31, 2010, the elactric transmission
and distribution systems had 2,300 substations. USFE&G also owns
two uindesground caverns with a total storage capacity of
approximately 16 million galfons of liquid 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 z
third party. This liquid propane is used in the three propane/air peak
shaving plants leeated in Ohio and Kentucky. Propane/air peak
shaving plants vaporize the propane and mix with natural gasto
supplement the natural gas supply during peak demand periads and
emergencies,

As of December 31, 2010, Duke Energy Carglinas owned
13,000 conductor mites of electric transmission lines, including 600
miles of 525 KV, 2,600 miles of 230 KV, 6,700 miles of 100 to
161 KV, and 3,100 miles of 13 to 69 KV. Duke Energy Caralinas
also owned approximately 101,700 conductor miles of electric
distribution lines, including 56,300 miles of overhead fines 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 Decemnber 31, 2010, Duke Energy Chio owned 2,500
conductor miles of electric fransmission [ines, including 1,000 miles
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of 345 KV, 700 miles of 100 to 161 KF, and 800 miles of 13 o 69
KV. Duke Energy Ohic also owned approximately 19,500 conductor
miles of eiectric distibution lines, including 14,000 miles of
overhead lines and 5,500 miles of undesground lines, as of
December 31, 2010 and approximately 7,200 miles of gas mains
and services lines, As of Decernber 31, 2010, the electric

+ fransmission and distribution systems had approximately 300
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substations. In addition, Duke Energy Gitio has acoass to 5.5 million
gallons of fiquid propane storage and product loaned through a
commercial services agreement with a third party. This liquid
propane is used in the three propane/air peak shaving plants located
in Ohio and Kentucky. Propane/air peak shaving plants 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
conductor miles of electric transmission lines, including 700 miles of
345 RV, 700 miies 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 miles of electric distribution lines,
including 23,000 miles of overhead lines and 8,000 miles of
underground lines as of December 31, 2010, As of Decemnber 31,
2010, the electric transmission and distribution systems had 500
sibstations.

Substantially all of U.S. Franchised Electric and Gas' electric
plant in service is mortgaged under the indenture relating to Ouke
Erergy Carolinas’, Duke Energy Ohio's and Duke Energy (ndiana’s
various series of First Mortgage Bonds.

For a mep 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 infarmation about Commercial Power's generation portfclio as of December 31, 2010, The MW displayed in
the table below are based on summer capacity.

Approximate

Ownership

Tatal MW Owned MW Interast
Name Capacity Capacity Plant Type Primary Fuel Location (percentage}
Duke Energy Ohio: - ;
1M, Stuarter 2,340 912 Steam Coal OH 38%
WM. Zimmert! 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 : 523
Cahesvyilleatt) ‘ 780 312 Steam Coal CH 40
Killentai 600 198 Steam Coal OH 33
Beckjord CT 212 212 Simple Cycle Fugl oll OH 100
Cick's Creek 152 152 Simple Cycle Natural gas OH 100
Miami Fort CT 60 60 Simpie Cycle Fuel ail OH 100
Total Regulated( 7,568 3,953
Hanging Rock 1,240 1,240 Combined Cycle Natural gas OH 100
Lee o B840 640 Simple Cycle Natural gas H 100
Vermillion/® 640 430 Simple Cycle Natural gas IN .75
Fayette 820 820 Combined Cycle Natural gas PA 100
Washington 620 820 Combined Cycle WNaturai gas on 100
Total nregulated 3,760 3,600 s
Tatal Duke Energy Ohio 11,328 7.553
Duke Energy: :
Top of the World 200 200 Wind WY 100
Motrees 153 153 Wind TX 100
Campbell Hil! 49 99 Wind Wy 100
North Allegheny 70 70 Wind PA 100
Ccotillo 59 59 Wind - T 100
Kit Carson 51 51 Wing Co 100
Silver Sage 42 42 Wind WY 100
Happy Jack 29 29 Wind WY 100
TX Sclar 14 14 Salar TX 100
Other small solar . 2 2 Solar NC 100
Total Duke Energy 719 715
Total Commercial Power 12,047 8,272
(2} These generation facilities are jaintly owned by Duke Energy Chio and subsidiaries of American Electric Power, Inc. and/or Dayton Power and Light, Inc.
(b} Station is not operated by Duke Energy Dhio.
(¢} These generation facilities are dedicated under the ESP.
Id)  This generation facility s icinily owned by Duke Energy Obio and ¥Wabash Valley Power Assaciation, fnc.

In addition to the above facilities, Commercial Power owns an Faor a map showing Commercial Power's propetties, see

equity interest in the 585 MW capacity Sweetwater wind projects “Business—Caommercial Pawer” earliar in this saction.
located in Texas. Commercial Power's sharz in these projects is 283
VWY,
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INTERNATIONAL ENERGY

The following table provides infermation abaut International Energy's generation portiolic in continuing operations as of December 31,

2010.
Approximate
Cwnership
Tatzl MW Owned MW Interest
Mame Capacity Capacity Fuel Location (percentage)
Paranapanema® 2,307 2,113 Hydra Brazil 95%
Egenor 650 650 Hydro/Diesel Peru 100
Cerros Coloradios 576 524 Hydro/Natural Gas Argentina a1
DEl El Salvador 328 296 Fual OilfDiesel El Salvador ac
DE! Guatemala 283 283 Fuel Gil/Diesel Guatemala 100
Electroquil 192 162 Diesel Ecuadar 35
Aguaytia 175 175 Natural Gas Peru 100
Total . 4511 4,203

{a) Inciudes Canoas | and II, which is jointly awned 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
methancl and in excess of 1 million metric tons of MTBE.
Approximately 40% of methanol is normally used in the MTBE

OTHER

production. Fer additional information and a map showing
Intemational Energy’s properties, see "Business—Infernational
Energy” earlier in this secticn.

Duke Energy owns approximately 4.8 million square feet of
corporate, regional and district office space spread throughaout 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 Carclinas, Midwest and in Houston, Texas. in
February 2009, Duke Energy entered into a lease for approximately
500,000 square feet of office space in Charlctte, North Carolina that
will become its new corporate headquarters.

For infarmation regarding legal proceedings, including regulatory
and environmental matters, see Note 4 to the Consolidated Financial
Staternents, “Regulatory Matters™ and Note 5 to the Consolidated
Financial Statements, “Cornmitments and Contingencies—Litigation”
and "Commitments and Contingencies—Environmental.”

Brazilian Regulatory Citations.

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

ITEM 4. REMOVED AND RESERVED.

valid in the administrative courts. DEIGP challenged those
administrative court rulings, in the Brazilian state court, by filing three
judicial actions for annulment and also requested that its payment
aobligations be enjeined pending resolution on the merits. In one of
the three cases, the court granted DEIGP's fequest 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 a petition for permission to depasit 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 the court registry on
September 23, 2010.

Additionally, DEIGP was assessed three environmentat fines by
the Brazilian federal environmental enforcement agency, Brazil
Institute of Enviranment and Renewable Natural Resousces (IBAMA),
fotaling $270,000 far improper maintenance of existing reforested
areas. DEIGP believes that it has properly maintained all reforested
areas and has challenged these assessments.

DUKE ENERGY CORPORATION / 2010 FORM 10-K
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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 stock is listed for trading on the New York Stock Exchange (NYSE] (ticker symhbo! DUK) As of February 18, 2011
there were approximately 156,368 commen stockholders of record.

Common Stock Data by Quarter

2010 2009
Stock Price Stock Price
Range' Rangefal

Dividends Dividends

Per Share High Low Per Share High °  Low
First Quarter $ 024 51729 $16.02 $0.23 %1596 $11.72
Second Quarter® 0.485 17.14 1547 0.47 14.83 13.31
Third Quarter — 18.08 15.87 - 16.02 14.10
Fourth Quarter® 0.245 18.60 17.19 0.24 17.94 15.33

{a) Stock prices represent the intra-day high and low stock price. '
() Dividends paid in September 2010 and Cecember 2010 increased from $0.24 per share to $0.245 per share and dividends paid in Septermber 2002 and Decernber 2009 increased
fram $0.23 per share to $0.24 per share.’

Duke Energy expects to continue Tts policy of paying regular cash dividends; however, there is no assurance as to the amouint of future
dividends because they depend on future sarmings, capital reguirements, and fi nancwal 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 lcans to Duke
Energy. See “Liquidity and Capital Resources” within “Management's Discussion and Analysis of Financial Condition and Results 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 infarmatian that is responsive to this Item 5 in its definitive proxy statement of in an amendment to this Annual
Report not later than 120 days after the end of the fiscal year covered by this Annual Report, in either case under the caption “Security
COwnership of Certain Beneficial Owners and Management and Related Stockhalder Matters,” and possibly elsewhere therein. That information
is incorporated fn this Item 5 by reference,

Issuer Purchases of Equity Securities for Fourth Quarter of 2010

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

The performance graph below illustrates a five year comparison of cumuiative total retums based on an initial investment of $10C in Duke
Energy Corparation common steck, as compared with the Standard & Poor's (S&P) 500 Stock Index and the Philadelphia Utmty index for the
five-year period 2005 through 2010,

This perfermance 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 all dividends are reinvested, :

\ | -

$200 I

|
e

$100

$50 ~——
$0 ; — ‘ _
2005 2006 2007 2008 | 2009 2010
I —&— Duke Energy Corporation —ll- S&P 500 Index - Philadelphia Utility Index
NYSE CEO Certification

Duke Energy has filed the certification of its Chief Executive Cfficer 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 Manuai, certified to the NYSE that he was not aware of any
violation by Duke Energy of the NY3E's corperate governance listing standards.
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ITEM 6. SELECTED FINANCIAL DATA.@
(in millians, except per-share amounts} 2010 2008 2008 2007 2006
Statement of Operations
Total operating reveriues $14,272  $12,731  $13,207  $12,72C $10,607
Total aperating expenses 11,964 10,518 10,765 10,222 9,21C
Gains on sales of investments in commercial and muki-family rezl estate — — — — 201
(ains {Josses) on sales of other assets and other, net 153 36 [ =) 223
Operating income 2,461 2,249 2,511 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 befare income taxes 2,210 1,831 1,891 2,235 1,543
income tax expense from continuing operations 890 758 616 712 450
|ncome from continuing operations 1,320 1,073 1,275 1,624 1,093
Income (loss) from discontinued operations, net of tax 3 12 16 (22) 783
Income before Extraordinary tems 1,323 1,085 1,261 1,502 1,876
: Extracrdinary items, net of tax — — 67 — —
Net incorme 1,323 1,085 1,358 1,502 1878
‘ et income (loss) attributable to noncontrolling interests 3 10 (4) 2 .13
Met income attrinutable to Duke Energy Corporation $ 1320 31075 $1362 $ 1500 ¢ 1863
Ratio of Earnings to Fixed Charges 3.0 3.0 34 37 256
: Common Stock Data ‘
| Shares of cormmon stack outstanding .
; Year-snd 1,329 1,309 1,272 1,262 1,257
i 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 continuing operations aftributable to Duke Energy Corporation common
| shareholders
Basic $ 100 % 082 $ 101 $ 121 § o082
Diluted 1.00 0.82 1.01 1.20 0.91

‘ income (loss) from discontinued operations attributable to Duke Energy Corporation
common shareholders

J Basic $ — 5 001 $ 002 $ (002 $ 067
i Diluted — Q.01 001 (0.02) 0.66
’ Earnings per share {before extracrdinary items)
Basic $ 100 % 083 ¢ 103 $ 119 % 159
Diluted 1.00 0.83 1.02 1.18 1.67
Earnings pear share (from extraordinary items)
Basic $ — 3 — % 005 & — % —
Diluted — — 0.05 — —
Met income attributable to Duke £nergy Corporation common sharefiolders
Basic $ 100 $ 083 ¢ 108 ¢ 118 ¢ 1.5%
Diluted 1.00 0.83 1.07 118 1.57
| Dividends per share® 0.97 0.594 0.90 Q.86 1.26
Balance Sheet
Total assets $59,000 $57,040 $53,077 $49686 $68,700
Long-term debt including capital Yeases and VIEs, less current maturities $17,935 $16,113 $13,250 § 9,498 418118

(a) Significant transactions reflected in the results above include: 2010 and 2009 impairments of goodwill and other assets {see Note 12 to the Consolidated Financial Statements,
"Goodwill, Infangible Assets and Impairments”), 2007 spin-off of the natural gas businesses, 2006 merger with Cinergy, 2006 Crescent joint venture transaction and subsequent
deconsolidation effective Septermber 7, 2006.

(b} 2007 decrease due to the spin-off of the natural gas businesses ta sharehalders on January 2, 2007 as dividends subsequent to the spin-off were split proportionately between Duke
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 10
the spin-off.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS

OF OPERATIONS.

INTRODUCTION

Duke Energy Comaoration {collectively with its subsidiaries, Duke
Energy) is an energy company primarily located in the Americas.
Duke Energy operates in the United States (U.S.) primarily through its
wholly-owned subsidiaries, Duke Energy Carclinas, LLC (Duke
Energy Carolinas), Duke Energy Chio, Inc. {(Duke Energy Ohio),
which includes Duke Energy Kentucky, nc. {Duke Energy Kentucky},
and Duke Energy Indiana, Inc. (Duke Energy Indiana), as well as in
Seuth America and Central America through intemational Energy.

When discussing Duke Energy's consolidated financial
tnformation, it necessarily includes the results of its three separate
subsidiary registrants, Duke Energy Carglinas, 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. The fallowing combined
Management's Discussion and Anatysis of Financia! Condition and
Results of Operations is separately filed by Duke Energy, Duke Energy
Carolinas, Duke Energy Chio and Ouke Energy Indiana. However,
none of the registrants makes any representation as to 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 Consclidated Financial Statements and Notes for
the years ended December 31, 2010, 2009 and 2008,

EXECUTIVE OVERVIEW

Proposed Merger with Progress Energy, Inc,

On January 8, 2011, Duke Energy entered into an Agreement
and Plan of Merger (Merger Agreement) by and among Diamond
Acquisition Corporation, a North Carclina corporation and Duke
Energy's wholly-owned subsidiary (Marger Sub) and Progress Energy,
Inc. {Progress Energy}, a North Caroling corporation. The
consummation of the merger pravided for in the Merger Agreement, if
completed is expected to result in, among other things, Duke Energy
becoming the largest U.S. electric utility in terms of enterprise value,
market capitalization, electric customers, generation capacily and
fotal assets with:

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

+ more than seven million ratail customers in Florida, indiana,
Kentucky, North Carofina, Qhio and South Caraling, and

» 3 service territory of approximately 104,000 square miles.

Upon the terms and subject to the conditions set forth in the
Merger Agreerment, 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
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outstanding share of Progress Energy common stock will
automatically 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 spiit of the Duke Energy common
stack as contemplated in the Merger Agreerment (and except that any
shares of Progress Energy common stock that are owned by Progress
Energy or Duke Energy, other than in a fiduciaty capacity, will be
cancelled withaut any consideration therefor). Each outstanding
option to acquire, and each cutstanding equity award relating to ane
share of Progress Energy comman stock will be converted into an
option 1o acquire, or an equity award relating to 2.6125 shares of
Duke Energy cammon stock, as applicable, subject to the approptiate
adjustmert far the reverse stock split, Completion of the merger is
conditioned Lpon, amcng other things, approval by the sharehoiders
of both companies as well as expiration or termination of any
applicable waiting period under the Hart-Scott-Rodine Antitrust
Improvernents Act of 1976 and approvat to the extent required by the
Federal Energy Regulatory Commission (FERC), the Federal
Communications Commission (FCCJ, the North Carolina Utilities
Carmmission (NCUC), the Public Service Commission of Scuth
Carolina (PSCSC), the Florida Public Service Commission (FPSC), the
Indiana Wtility Regulatory Commission (IURC), the Kentucky Public
Service Comrmission (KPSC), the Public Utilities 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 assura compiletion by any particular date. The Merger
Agreement contains cartain termination rights for both Duke Energy
and Progress Energy, and further provides for the payment of fees
and expenses Upon fermination under specified circumstances.
Further information concerning 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.

Prior tc the merger, Duke Energy and Progress Energy will
continue to aperate as separate companies. Accordingly, except for
specific references to the pending merger, the descriptions of strategy
and outlook and the risks and chailenges 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 1o the
Consolidated Financial Staternents, “Acquisitions and Dispasitions of
Businesses and Sales of Other Assets.”

2010 Financial Results.

Nat income attributable to Duke Energy was $1,320 million for
the year-ended Decermber 31, 2010, as compared to $1,075 million
for the year ended Decernber 21, 2009, Dituted eamings per share
increased from $0.83 per share for the year ended Decerber 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 2008, as described further
beicw. Net income for both of the years enderd Decernber 31, 2010
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and 2009 was impacted by goodwill and other impairment charges
of $660 million and $413 million, respectively, primarily related to
the non-regulated generaticn operations in the Midwest. Income from
continuing operation was $1,320 mitlion for the year ended
December 31, 2010 as compared to $1,073 million for the same
period in 2009, Total reportable segment EBIT (defined below in
“Segment Results” section of Management's Discussion and Analysis
of Financial Condition and Results of Cperations) increased to
$3,223 million in 2010 from $2,713 mitlion in 2009.

See "Results of Operations” below for a detailed discussion of
the consolidated results of operaticns, as well as a detaifed discussion
of EBIT results for each of Duke Energy's repertable business
segments, as well as Other.

2010 Areas of Focus and Accomplishments.

in 2010, management was focused on controlling operations
and maintenance expensas, Maintaining operational excellence,
continued modermization 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 volumes leading into 2010 management was focused on
controiling 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 voluntary
severance program and office consolidation. Record temperatures
and related high load demands during the year resulted in increased
expenses in order to maintain Duke Energy’s generation flest 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 operational excellence using a number of
guantitative 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 ar exceeded most
guantitative measures of operational excellence. Duke Energy's
nuclear fleet demenstrated a recerd capacity factor at approximately
55.9%. In addition Commercial Power's nen-regulated coal and gas
generation assets delivered record generation volumes.

Continued Modernization of infrastructure.

Duke Energy’s strategy for meeting customer demand, while
building a sustainable business that allows its customers and its
shareholders to prosper in 4 carbon-constrained environment,
inciudes significant commitments to renewakle 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 ikelihood of
Lpcoming environmental regulations, including carbon legislation, air
pollutant regulation by the U.S. Envirenmental Pratection Agency
{EPAY and coal regulation, Duke Energy has been focused on
modernizing its generation fleet in preparation for a low carkon future.
Duke Energy plans to invest approximately $7 bitlion in four key
generation fleet modernization prejects with approximately 2,700
Mws of capacity within it U.S. Franchised Electric and Gas segment.
During 2010, Duke Energy continued the construction of Cliffside
Unit 6 in North Carolina and the Edwardsport IGCC plant in Indiana
and both of these projects are approximately 80% at December 31, -
2010. Both are scheduled to be placed in senvice during 2012, Once
in service, Duke Energy will begin retiring older, less efficient coal and
gas-fired units. Additionally, Duke Energy has continued construction
on its 620 MW combined cycle natural gas-fired generating facilities
at its existing Buck and Dan River Stearn Stations. The Buck facility is
approximately 74% complete and is scheduled to be placed in
service in 201 1. 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 hiflion in the above generation fleet
modernization projects in 2010 and $4.6 biillon since the inception
of these projects.

Competing Effectively in Ohio.

While Commercial Power's operaticns continue to be impactad
by the competitive markets in Qhio, Duke Energy has beean
successful in preserving margin for its shareholders through Duke
Energy Retail Sales, LLC (Duke Energy Retail). Retail customer
switching levels increased to approximateiy 65% at December 31,
2010 from approximataly 40% at December 31, 2009. However,
through Duke Energy Retail, Commaercial Power acquired
approxirmately 60% of the switched load 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 Decemnber 31, 2010 compared to 15%
at December 31, 2009, although those customers acquired by Duke
Energy Retail were at lower margins than custormers served under the
ESP. Additicnally, Duke Energy Retail has been successful in
acquiring new customers outside Commercial Power's ESP load
territary.

On Novemnber 15, 2010, Duke Energy Ohic filed for approval of
its next Standard Sarvice Offer (SSQO) fo replace the existing ESP that
expires on December 31, 2011. The filing seeks approval of 2
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 fotal operating renewable energy
generation capacity to 1,002 net MW. Commercial Power invested
$250 million, net of grants, in its renewable energy canstruction
program in 2010.
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Non-Core Businesses,

In December 2010, Duke Energy completed the formation of a
joint venture for DukeNet Commiunications, LLC (DukeNet) with
investrment funds managed by Alinda Capital Partners LLC (Afinda)
and the closing of @ $150 million senicr secured credit for DukeNet.
Alinda acquired a 50% interest in DukeNet in exchange for $137
mitlion of cash. The new five-year credit facility will provide DukeNet
with capital for continued expansion of its telecormmunications
network, future acquisitions and general corporate purposes. Duke
Energy recorded a pre-tax gain of $139 million related to the
dispasition of Duke Energy's 50% interest in DukeNet, as well as the
re-measuremant to fair value of Duke Energy’s retained
non-controlling interest.

In December 2010, Duke Energy completed the sale of its 30%
equity invesiment in Q-Comm Caiparatien (Q-Camm) to Windstream
Corp. (Windstream). The sale resulted in $165 million in net
proceeds, including $83 million of Windstream cormmon shares and
& $109 million pre-tax gair.

Duke Energy Objectives — 2011 and beyond.

Duke Energy will focus on abtaining approval of the merger with
Progress Energy, continued modernization of infrastructure, executing
on rate case filings, cost control efforts and achieving a constructive
outcome to the SS0O filing in Ohio.

Obtaining Approval of the Merger with Progress Energy.

Completion of the merger is conditionad upon, among other
things, shareholder approval of both companies as well as expiration
or fermination of any applicabie waiting pericd under the Hart-Scott-
Roding Antitrust fmprovements 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
statement on Form S-4 during the first quarter of 2011 and expects
shareholder meetings for both Duke Energy and Progress Energy to
be held in the second or third quarter of 201 1. Duke Energy will file
merger appiications with the NCUC, and KPSC during the first
guarter of 2011, FERC and NRC filings will be made during the first
quarter of 2011. Duke Enargy will file for approval of combined
aperational control of generation facilities with the PSCSC in the third
quarter of 2011, Other required filings are expected to be made
during the second quarter of 2C11. 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 ail
closing condftions or that all required approvals will be received.

Planned and Potential Rate Cases.

The majority of future earnings are anticipated to be contributed
from U.5. Franchised Electric 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
portfalio 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 ceal and nuciear generation facllities.
The rate case ouicomes reached in the various jurisdictions in 2009
will continue to have a positive impact on USFE&G's ezmings.

Duke Fnergy 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.
Cuke Energy Kentucky is evaluating the need for an electric rate case
in 201 1. These planned rates cases are needed to recover
investments in Duke Energy’s ongoing infrastructure modemizaticn
projects and operating costs. Planning for and ohtaining favorable
outcomes from these regulatory proceedings are a key factor in
achieving Duke Energy’s long-term growth assumpticns.

Continued Modernization of Infrastructure.

Duke Energy anticipates total capital expendituras of $4.5 billicn
to $5 billion in 24311, The majority of this amount is expected to be
spent on committed projects, including hase load power plants to
meet iong-term growth in customer demand and to modemize the
generation fleet, ongoing environmental projects, and nuclear fuel.
Approximately $2 billion to $2.3 billion of these expenditures are
principally retated to Duke Energy’s ongoing generation fleet
maedermization projects. Duke Energy is committed to adding base
load capacity at a reasonable price while modernizing the current
generation facilities by replacing older, less efficient plants with
cleaner, more efficient plants. Duke Energy wili continue to focus an
managing costs related to the Edwardspart IGEC and will waork for a
constructive outcome related 1o the cost increase proceedings. 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 |l
nuctear power plant in Cherckee County, South Carolina. As these
major generation fleet modernization projects are compieted in 2011
and 2012 the leve! of capital spending related to system growth will
begin to decling. This will provide Duke Energy with the ability to
diract capital to environmental projects where it estimates that it
could spend as much as $5 hiliion over the next ten years.

As the majority of Duke Energy's anticipated future capital
expenditures are related to its regulated operations, a risk to Duke
Energy is the ahility to recover costs related to such expansion in a
timely manner. Energy legisiation passed in North Carclina and South
Carolina in 2007 provides, among other things, mechanisms for
Duke Energy to recaver financing costs for new nuclear or coal base
load generation during the construction phase. Duke Energy has
recelved approval for nearly $260 million of future federal tax credits
related 1o costs to be incurred for the modernization of Cliffside
Unit 6, as well as the IGCC plant in Indiana. In addition, Duke
Energy has received general assurances from the NCUC that the
Narth Caroling allocable portion of developrment costs associated with
the William States Lee Il nuclear station will be recoverable through a
future rate case proceeding as long as the costs are deemed orudent
and reasonable. Through several separate orders, the NCUC and
PSCSC have deemed Duke Energy’s decision to incur project
development and pre-censtruction costs for the project as reasonable
and prudent through December 31, 2009 and up to an aggregate
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maximum amount of $230 million, Cn November 15, 2010 and
January 7, 2011, Duke Energy filed amended preject development
applications with the NCUC and PSCSC, respectively, These
applicaticns request approval of Duke Energy’s decision to cantinue
to incur project development and pre-construction cests for the
project through December 31, 2012 and up to $459 million. Duke
Energy does not anticipate beginning construction of the proposed
nuclear power plant without adeqguate assurance of cost recavery
fram the state legislators or regulators. Duke Energy is seeking joint
venture partners for the William States Lee Il Nugfear Station by
issuing options to purchase an ownership interest in the plant.

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

Cost Control Efforts.

Since the beginning of the economic downtum in 2007, Duke
Energy was successful in holding operations and maintenance
expenses, net of deferrals and cost recovery riders, flat through 2009.
However, the reccrd temperatures and related high load demands
gxperienced during 2010 resulted in an increase in Duke Energy's
pperations and maintenance expenses, net of deferrals and cost
recovery riders, in 2010. Duke Energy expects cantinued costs
pressures in 2011 due to additional maintenance expensss related to
new assets, additional plarned outages at nuclear stations, emplayee
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
gxpects the increase to be modest from the beginning of the
economic downtum in 2007,

Ohio SSO filing.

The current regulataty environment in Ohio makes it difficult for
Duke Energy to reduce risk and garn consistent, reasonable refurmns
on its primarily coal-fired generation pertfolio in Chio. Duke Energy
beiieves its MRO filing best pesitions 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
10 earn more adequate refurng on investments in Ohie, and betier
balances risks and rewards to encourage futire investments in Chio.
On February 23, 2011, the PUCO stated that Duke Energy Ohio did
not flle an application for a five-year MRQ as required under Ohio
statute. As a result, the PUCO ordered that the case cannot proceed
as filed. Duke Energy Ohlo is evaluating its options and plans to file a
revised SSO in early second quarter of 2011. In canjunction with the
intiai MRO fling, Duke Energy plans to file a request to transfer the
primarily coal-fired generfation portfolio to an affiliate of Duke Energy
Ohio 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 provides 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 downtums or
sluggishness in the econcmy, including low market prices of
cammodities, all of which are beyond Duke Energy's control, and
could impair Duke Energy's ability to mest its goals for 2011 and
beyond. .

Declines in demand far elactricity as a result of economic
downturns reduce overall electricity sales and have the potential to
lessen 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 customer's ability to pay,
causing increased delinguencies, slowing collections and lead to
higher than normal levels of accounts receivables, bad debts and
financing requirements, A portion of USFEAG business risk is
mitigated by its regulated allowabile rates of return and recovery of fuel
costs under fuel adjustment ciauses. The current 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
operaticns by providing mechanisms for recovery of certain costs
associated with, among ather things, fue! and purchased power for
ESP load custormers,

If negative market conditicns should persist over time and
estimated cash flows over the lives of Duke Energy’s individual
assets, including goodwill, do not exceed the carrying value of those
individual assets, asset impainments may occur In the future under
existing atcounting rules and diminish results of operations. A change
in management’s intent about the use of individual assets (held for
use versus held for sale) could also result in impairments or losses.

Duke Energy's 2011 goals can also be substantially at risk due
to the regulation of its businesses. Duke Energy's businesses in the
L.S. are subject to reguiation on the federal and state level.
Regulations, applicabie to the electric power industry, have a
significant impact on the nature of the businesses and the manner in
which they cperate. As notad above, Duke Energy plans to file
various rate cases during 2011 and 2012. In addifion, Duke Energy
Indiana fiile a mation with the IURC proposing an updated procedural
schedule to address various pending matters reiated to the
Edwardsport 1GCC. The outcome of any one or cormbination of these
proceedings could have a sighificant impact on Duke Energy’s
eamings. New legislation and changes to regulations are ongoing,
including anticipated carbon legislation, and Duke Energy cannot
predict the future course of changes In the regulatory or political
environment or the ultimate effect that any such futura changes wil!
have on its business,

Duke Energy’s earnings are impacied by fluctuations in
commiodity prices. Exposure to commodity prices generates higher
eamings volatility in the unregulated businesses. To mitigate these
risks, Duke Energy enters into derivative instruments to affectively
hedgé some, but not all, known exposures.
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Additionzlly, Duke Energy’s investments and projects located
outside of the United States expose Duke Energy to risks related to
Yaws of otner couniries, fames, etonomic conditions, fiuciuations in
currency rates, political conditions and policies of foreign
gavernments. Changes in these factors are difficult fo predict and may
impact Duke Energy’s future results.

Duke Energy also relies on access to both short-term money
markets and longer-term capital markets as a source of liquidity for

capital requirements nat met by cash flow from cperations. An
inahifity to access capital at competitive rates or at all could adversely
affiect Duke Energy's aoity to implernent its strategy. Market
disruptions or a downgrade of Duke Energy's credit rating may
iricrease its cost of borrowing or adversely affect its ability to access
one or more sources of liquidity, For further information related to
managerment’s assessment of Duke Energy’s risk factors, see

ltern 1A, “Risk Factors.”

RESULTS OF OPERATIONS
Years ended December 31,

Variance Variance

2010 vs. 2009 vs.
(in millions) 2010 2009 2009 2008 2008
(Operating revenues $14,272  $12,731 $1,541  $13,207 $(476)
Operating expenses ‘ 11,964 10518 1,445 10,765 (247)
Gains on sales of other assets and other, net 153 36 117 £9 (33
{parating income 2,461 2,243 212 2511 (262)
Other income and expenses, nat 589 333 256 121 212
Interest expense 840 751 &9 741 10
Iricome from continuing operations before income taxes 2,210 1,831 379 1,891 (60)
Irncome tax expense from continuing operations 890 758 132 616 142
Income fram continuing aperations 1,320 1,073 247 1,275 (202)
Incame from discontinued operations, net of tax 3 12 ) 16 (4)
icome before extracrdinary items 1,323 1,085 238 1,281 (206)
Extracrdinary items, net of tax — — — 87 {672
et income 1,323 1,085 238 1,358 (273)
Less: Net (loss) income attributable to noncontrolling Interests 3 10 {7} (4) 14
iNet income attributable to Duke Energy Carporation 51320 $ 1075 % 245 % 1362 $(287)

Consolidated Operating Ravenues

Year Ended December 31, 2010 as Compared to
Decemnber 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 Results” for Commercial
Power below for further information; and

* A $46 millicn increase at International Energy. See Operating
Revenue discussion within “Ssgment Results” for [nternational
Energy below for further informaticn,

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

= A $726 million decrease at USFELG, See Cperating Revenue
discussion within “Segment Results” for USFE&G below for
further information; and
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* A $27 million decrease at Intermational Energy. See Operating
Revenue discussion within "Segment Resuits” for Intemational
Energy below for further information.

Partially offsetting these increases was:

* A $288 miflion Increase at Commercial Power. See Operating
Revenue discussion within "Segment Results" for Cormnmercial
Power below for further information.

Consolidated Operating Expenses

Year Ended December 31, 2010 as Compared to
December 31, 2009. Consolidated operating expenses for 2010
increased $1,446 million compared to 2008, This change was
driven primarily by the following:

« A $624 million 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 Cperating
Expense discussion within “Segment Results” for Commercial
Power below for further information; and

» A $267 million increase at Other. See Oparating Expense
discussion within “Segment Results” for Other below for
further information.



PART Il

[

Partially offsetting these increases was:

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

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

+ A 3626 million decrease at USFE&G. See Operating Expense
discussion within “Segment Results” for USFE&G below for
further informatian;

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

« A $40 million decrease at Other. See Operating Expense
discussion within “Segment Results” for Cther beiow for
further infarmation,

Partially offsetting these decreases was:

« A $489 million increase at Commercial Power, which
includes $413 million of impairment charges In 2009
primarfly related to a goodwill impairment charge associated
with the non-reguiated generation operations in the Midwest.
See Operating Expense discussion within “Segment Results”
for Commercial Power below for further information.

Consolidated Gains on Sales of Other Assets and Other, net

Consolidated gains on sales of other assets and cther, net was a
gain of $153 million, $36 million and $69 million in 2010, 2009
and 2008, respectively. The gains in 2010 are primarily due to the
$139 millien gain from 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 emission allowances by USFE&G
and Commercial Power.

Consolidated Operating Inceme

Year Ended December 31, 2010 as Compared to
December 31, 2009, For 2010, consolidated operating income
increased $212 million compared to 2009, Drivers 1o operating
income are discussed above.

Year Ended December 31, 2009 as Compared ta
December 31, 2008. For 2009, consolidated operating income
decreased $262 miliion compared to 2008. Drivers to operating
income are discussed ahove.

Consolidated Other Income and Expenses, net

Year Ended December 31, 2010 as Compared to
December 31, 2009. For 2010, consolidated other incame and
expenses increased $256 million compared to 2009, This increase
was primarily due to the $109 million gain on the saie 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 ongolng construction projects, increased equity earnings
of $46 million primarily from International Energy’s investmentin
National Methanol Company (NMC} and the absence of 2009 losses
from its investment in Attiki Gas Supply S.A. (Attiki) and a $26
million charge in 2009 asscciated with certain performance
guarantees Duke Energy had issued on behalf of the Crescent JV
(Crascent).

Year Ended December 31, 2009 as Compared to
December 31, 2008. For 2009, consolidated cther income and
expenses increased $212 million compared to 2008. This increase
was primarily driven by an increase in equity eamings of $172
millien Jue mastly to impairment charges recarded by Crescent in
2008, of which Duke Energy's proportionate share was $238
million, partially offset by decreased equity eamnings from
Intemational Energy of $55 milticn primarily related to lower
contributions from its investment in National Methanol Company
(NMC) and losses from its investrment in Attiki. Aso, the
mark-to-market and investment income on investments that support
benefit obligations within the captive insurance investment portfolio
increased $45 million as a result of gains in 2009 compared to
losses in 2008, Additionally, foreign exchangs impacts resulted in an
increase of $43 million due to favorable foreign exchange rates,
Partially offsetting these increases was decreased interest income of
$53 millian due primarily to lower average cash and short-term
investment balances, a $26 million charge in 2009 related to certain
performance guarantees Duke Energy had issued an behalf of
Crescent and an $18 million impairment charge in 2009 to write
down the carrying value of Interational Energy’s investment in Aftiki
to its fair value.

Consolidated Interest Expense

Year Ended December 31, 2010 as Compared to
December 31, 2009. Consolidated interast expense increased
$88 million in 2010 as compared to 2009. This increase is primarily
attributable fo highar debt balances, partially offset by a higher debt
component of AFUDC due to increased spending an capital projects
and lower interest expense related to income taxes.

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

Consgclidated Income Tax Expense from Continuing Operations

Year Ended December 31, 2010 as Compared to
December 31, 2009, For 2010, consolidated income tax expense
from continuing operatians increased $132 million compared to
2009, primarily due to the increase in pre-tax incorme. The effective
tax rate for the year ended December 31, 2010 was 40% compared
o 41% far the year ended December 31, 2009, The effective tax
rates for both 2010 and 2009 reflect the effect of goodwil!
impairments, which are non-deductible for tax purposes.
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Yesr Ended December 31, 2009 as Compared to
December 31, 2008, For 2009, cansolidated income tax expense
from continuing cperations increased $142 million cemparad to
2008. Althaugh pre-tax income was lower in 2009 compared to
2008, the effective tax rete 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 20089,

Consolidated Income from Discontinued Operations, net of tax

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

Extraordinary Item, net of tax

The reapplication of regulatory accounting treatrment to certain of
Commercial Power's operations on December 17, 2008 resulted in a
367 million after-tax (3103 million pre-tax} extraordinary gain related
to total mark-to-market losses previously recorded in eamings
associated with open forward native load econormic 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 Resulis

Management evaluates segment performance based cn
eamings before interest and taxes from continuing operations
{excluding certain aliocated corporate governance costs), after
deducting amounts attributable to noncontralling interests related to
thase 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 to noncontrolling interests refated to
those profits. Cash, cash equivalents and short-term investments are
martaged centrally by Duke Energy, so interest and dividend income
an thoss halances, as well as gains and losses on remeasurement of
foreign currency denominated balances, are exciuded from the
segments’ EBIT. Management considers segment EBIT to be a good
indicator of each segment’s operating perfarmance from its continuing
operations, as it represents the results of Duke Energy's ownership
intetest in operations without regard to financing methods or capital
structures. : : :

See Nate 2 to the Consolidated Financial Statements, “Business
Segments,” for a discussion of Duke Enargy's segment structure.
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Duke Energy’s segment EBIT may not be cornparabie to a similarly titled measure of another company because ather enéities may not
calculzte EBIT in the same manner. Segment EBIT is summarized in the following table, and detailed discussions follow.

EBIT by Business Segment
Years Ended Decemper 31,

Variance Variance

2010 vs. 2008 vs.
(in millions) ) 2010 2009 2009 2008 2008
U.S. Franchised Electric and Gas $2966 $2,321 $ 645 $2,398 $ {77
Commercial Power (229) 27 (256} 264 (237
International Engrgy 486 365 121 411 {46)
Total reportable segment EBIT 3.223 2713 510 3,073 (3601
Other (255) (251} (4 (568} 317
Tetal reportable segment EBIT and other 2,968 2,462 506 2,508 {43)
interest expense (340 {751 (89} {741) 10
Interest incoma and other@ 64 102 (38) 117 (15
Add back of noncontrolling interest component of reportable segment and Qther EBIT 18 18 — 10 8
Consolidated eamings from continuing operations befare income taxes $2,210 $1,331 $379 $1,891 % (60)

fa) Other wittun Interest income and other includes foraign curency transaction gaing znd Insses and additional noncantralling interest amounts not allocated to reportable segment and

Other EBIT.

Nonccntrolling interest amounts presented befow includes only expenses and benefits related ta EBIT of Duke Energy's joint ventures. It
does nat include the noncantrolling interest companent related to interest and taxes of the ioint ventures,
Segment EBIT, as discussed below, includes intercompany revenues and expenses that are eliminated in the Consolidated Fmanmal

Statements.

U.S. Franchised Electric and Gas

{.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 Chie.

Years Ended December 31,

Variance Variance

2010 vs. 2009 vs,
(in miltions, except where noted) 2010 2009 2009 2008 2008
Operating revenueas $10,597 % 9,433 $1,164 $10,15¢ % (726)
QOperating expenses 7.887 7,263 624 7,888 (626)
@ains on sales of other assets and other, net 5 20 (15) B 14
Operating income 2,715 2,190 525 2,276 {86}
Other income ang expenses, net 251 131 120 122 9
EBIT $ 2966 3 2321 $ 845 § 2398 $ 77N
Duke Energy Carolinas’ GWh salest 85441 78,830 5511 85476 (5,646)
Duke Energy Midwest's GWh salestelt! 60,418 56,753 3,665 52,823 (5,770)
Met proportional MW capacity in cperation® 26,869 25,957 {88) 27,438 (481)

(a) Gigawatt-hours {GWh).

{8}  Duke Energy Chip (Ohic transmission and distribution only), Duke Energy Indiana and Duke Energy Ken!ucky collectively referred to as Duke Energy Midwest within this USFE&G

segment discussion.
() Megawatt (MW).
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The fallowing 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 yaar 2010 2009 2008

Residential sales® 10.2% (0.2% {(0.5)%
General service salagt 3.7% (1L.1)% (0.5)%
Industrial salegia! 74% (15.27% (5.5)%
Wholesale power sales 12.2% (31.6)% 11.5%
Tota! Duke Energy Carolinas’ salest® 70% (6&)% (1.3)%
Average number of custarnars 0.5% 0.5% 1.5%

{a) Major companents of Duke Energy Carolinas’ retall sales.

by Consists of all compenents of Duke Energy Caroiinas’ sales, including retaii sales, and
wholssalz sates to incorparated municipalities and ta public and private utilities and
power marketers,

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 salesta 8.2% (4.3)% (3.0)%
General service sales® 27% (G5% (1.2)%
Industrial sales@ 104% (15.00% (£.5%
Wholesale power sales 2.1% (208% 1.5%
Total Duke Energy Midwest's sales 65% (9.2)% (3.2v%
Average numbear of customers 04% (03% 03%

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

(b} Consists of all campanents of Duke Energy Midwest's sales, including retail sales, and
whalesale sales to incorporated municipalties and to public and private utillties 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 Carolina 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 te
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 Carolinas’ service
area (dating back to 1961);

» A $282 million increase in fuel revenues (including emission
allowances) driven primarily by increased dermand fram
electric retail customers resulting from favarahle 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 Carolina, and lower
natural gas fuel rates in Qhio and Kentucky. Fuel revenues
represent saies to retail and wholesale customers;
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» A 554 million net increase in wholesale power revenues, 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 long-term
contracts; and

» A $40 miilion Incraase in weather adjusted sales volumes to
electric retail customers reflecting increased dernand, primarily
in the industrial sectar, and slight growth in the number of
residential and general service electric customers in the
USFE&G service territory. The number of electric residential
customners in 2010 has increased by approximately 10,000 in
the Carolinas and by appraximately 7,00C in the Midwest
compared to 2009,

Operating Expenses.
The increase was driven primarily by:

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

* A $162 millicn increase in operating and maintenance
expenses primarily due to costs refated to the implementation
of the save-a-walt program, higher customer service
operations costs, higher henefit costs, 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, including the establishment of a regulatory asset
to defer previousty recognized costs refated to an ice storm in
Indiana in early 2009;

= A $96 million increass in depreciation and amortization due
primarily to increases in depreciation as a result of additional
capital spending and amartization of regulatory assets; and

* A $44 million disallowance charge related to the Edwardsport
IGCC plant that is currently uncer construction. See Note 4 to
the Consclidated Financial Statements, “ Regulatory Matters,”
for additional information.

Gains on Sales of Other Assets and Other, net.

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

Other Income and Expenses, net,

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

EBIT.

As discussed above, the increase resulted primarily fram overall
net higher retail pricing and rate riders, favorable weather, higher
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equity component of AFUDC, higher wholesale powet 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

Resulis of USFE&G are impacted by the completion of ts major
generation fleet medemization projects. See Note 4 to the
Consolidated Financial Statements, “Regulatory Matters,” for a
discussion of the significant increase fn the estimated cost of the 518
MW integrated gasification combinec cycle (IGCC) plant at Duke
Energy Indiana's Edwardsport Generating Station.

Duke Erergy Carolinas plans 1o file rate cases in North Carolina
and South Caroling 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 electric rate case
in 2011. These planned rates cases are needed to recover
investments in Duke Energy's ongoing infrastructure madernization
projects and cperating costs. USFE&G's earnings 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
for impairment on an annuai basis as of August 31 and performs
interim Impaiment tests if a triggering event cccurs that indicates it is
mare likely than not that the fair value of a reporting unit is less than
its carrying value. For further information on key assumptions that
impact USFE&G's goodwill impairment assessments, see “Critical
Accounting Policy for Goodwill Impairment Assessments”. As of the
August 31 impairment analysis, the fair vaiue of the Ohio
Transmission and Distribution (Chio T&D) reporting unit exceeded its
carrying value at Duke Energy, therefore no goodwill impairment
charge was recorded, However, the fair value of the Ohic T&D
reporting unit, which has a goodwill balance 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 determine If it is mare likely than not that the
carrying value of the Ohio T&D reporting unit has been impaired.
Should any such triggering events or circumstances occur in 2011
that would more Iikely thar not reduce the fair value of the Ohic T&D
reporting unit betow its carnrying 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 declires in load volurne 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
investrments 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 demand from retail
and near-term wholesale customers and lower natural gas fuel
rates primarily in Chio and Kentucky, partially offset by higher
fuel rates for electric retall customers. Fuel revenues represent
sales to both retail and wholesale customers;

* A $117 million decrease due to lower weather normalized
sales volumes to retall customers largely reflecting the overall
declining economic conditions in 2009, which primarily
impacted the industrial sector;

= A $63 million decrease in GWh and thousand cubic fest {Mcf)
sales to retail customers due to overall milder weather
conditions in 2009 compared to 2008. Weather statistics for
heating degree days in 2003 were unfavarahle in the Midwest
but favorable in the Carofinas compared to 2008, Weather
statistics for cooling degree days in 2009 were unfavorable in
both 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 volurmes and
lower prices on near-lerm 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,
partially offset by the expiration of the cne-time increment rider
related to merger savings that was included in North Carclina
retail rates in 2008, )

Operating Expenses.
The decrease was driven primarily by:

= A $541 million decrease in fuel expense {including purchased
power and natural gas purchases for resale) primarily dueto a
lower volume of coal used in electric generation, lower prices
and volurnes 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 maintenance
expenses primarily due to lower scheduled outage and
maintenance costs at nuclear and fossil generating staticns,
lower power and gas delivery maintenance and decreased
capacity costs due to the expiration of certain drought
mitigation contracts in 2008, partially offset by higher benefits
costs; and
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* A $36 million decrease in depreciation and amaortization due
primarily to lower depreciation rates in the Carolinas, partially
offset by increases in depreciation due primarily to additional
capital spending.

Partially offsetting thesa decreases was:

« A $22 million increase in property and other taxes due
primanily to normal increases.

Gains an Sales of Other Assets and Other, net,

The increase i primarily due to gains on the sate of nitrogen
oxide {NQ,) emission allowances in 2C09.

Qther Income and Expenses, net.

The increase is due primartly to a higher equity component of
AFUDC eamed from additional capital spending for ongoing
construction projects, partially offset by a favorahle 2008 1URC
ruling.

EBIT.

The decrease resulted primarily from iower weather adjusted
sales volurnes, 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 depraciation rates in the Carolinas and overall net higher
rates and rate riders.

Commercial Power

Years Ended December 31,

Variance Variance

2010 vs, 2009 vs.

(in millians, except where noted) 2010 2009 2009 2008 2008
Operating revenues $ 2448 ¢ 2,114 $ 334 % 1826 $ 288
QOperating expenses 2,710 2134 576 1,64% 439

Gains on sales of other assets and othar, net 6 12 {B) 59 (47}

Operating income (256) (2) {248) 240 (248}
Other income and expenses, net 35 35 — 24 11
Expense attributable to noncontrolling interests B 8 — g — —

EBIT $ (229) % 27 $(256) § 264 $ (237)
Actual plant production, GWh 28,754 26,962 1,792 20,199 6,763
Mat 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 primarily driven by:

« A $254 million Increase in wholesale electric revenues due o
higher generation volumes and pricing net of lower margin
earned from participation in wholesale auctions;

*» A $54 million increase in PIM Interconnection, LLC (PJM)
capacity revenues due to additional megawatts participating in
the auction and higher cleared auction pricing in 2G10
compared to 2009;

« A $51 millicn increase in renewable generation revenues due
fo additional wind generation facilities placed in service in
2010 and a full year of operations for wind generation
facilities placed in service throughout 2002; and

* An $& million incraass in net mark-to-market revenues on
non-gualifying power and capacity hedge cantracts, consisting
of mark-to-market gains of $& million in 2010 compared to
fosses of $2 million in 2009.
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Partially offsetting these increases was:

= A $67 millicn 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.

Operating Expenses.

The Increase was primarily driven by:

+ A $259 millicn increase in impairment charges consisting of
$672 million in 2010 compared to $4132 million in 2009
related primarily to goodwil! and generation assets associated
with non-regulated generation operations in the Midwest. See
Note 12 to the Consolidated Financial Statements, “Goodwill,
intangible Assats and Impairments,” for additional informatiarn;

« A $277 miltion increase in whalesale fuel expenses due to
higher generation volumes and less favorable hedge
realizations in 2010 as compared to 2009;

= A $32 million increase in depreciation and administrative
expenses assceiated with wind projects placed in service and
the continued development of the renewable business in
2010; and
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= A $7Q million increase in operating expenses resulting from
the amortization of certain deferred plant maintenance
expenses and higher transmission costs in 201G compared to
2009 nat of lower administrative expenses;

Partially offsetting these increases was:

s An $85 million decrease in mark-to-market fuel expense on
nat-qualifying fuel hedee contracts, consisting of
mark-to-market gains of $27 miilion in 2010 compared to
losses of £58 million in 2009; and

« A $14 million decrease in retail fuel and purchased power
expenses due to 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 15 attributable to
lower gains on sales of emission aflowances in 2010.

EBIT.

The decrease is primarily attributable to higher impairment
charges in 2010 associated with goodwilt and generation assets of
the non-regulated generaticn cperations in the Midwest, higher
operating expenses resulting from the amortization of certain deferred
plant maintenance expenses and higher fransmission costs, and
lower retzil revenues driven by customer switching, These factors
wera partially offset by higher retail revenue pricing as a result of the
ESP, higher wholesale margins due to increased generation volumes
and PJM capacity revenues and mark-to-market gains on
non-qualifying fuel and power hedge contracts in 2010 compared to
fosses in 2009.

Matters Impacting Future Commercial Power Results

Commercial Power's cument strategy is focused on maintaining
its competitive position in Ohio, maximizing the returns and cash
flows from its current portfciio, as well as growing its non-regulated
renewable energy portfalio. Results for Commercial Power are
sensitive to changes in power supply, power demand, fuel and power
prices and weather, as well as dependent upon cormpletion of
renewable encrgy construction projects and 1ax credits on renewable
energy production.

Continuing fow commaodity prices have put downward pressire
on power prices. The available capacity and lower prices have
provided ppportunities for customers in Ohio to switch generation
suppliers. Competitive power suppiiers are able to supply power to
current Commercial Power custormers in Chio and Commercial Power
exparienced an increase in customer switching beginning in the
second quarter of 2009 which continued intc 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 Cormmercial
Power's results.

Carnmercial Power aperates in Chio under an £SP that exgires
on December 31, 2011. Or Navember 15, 2010, Duks Energy
Ohia filed for approval of its next Standard Service Offer to replace the
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existing ESP. The filing seeks appraval of an MRO thiough which
generation supply i procured throtigh a competitive solicitation
format, which could have a significant impact on Commercial
Power's generation fleet. Regardless of the autcome of the proposed
MRO filing, as a result of the current Ohio regulatory environment,
Commercial Power's earnings after the expiration of the current ESP
could be lower than current eamnings as the pricing under any
Standard Service Offer arangement may reflact 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 estahlished.

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

Operating Revehues.
The increase was primarily driven by:

* A $98 million increase in retail alectric revenues resulting from
higher retail pricing principally refated o implementation of the
ESP in 2009 and the timing of fue! and purchased power
rider coilections in 2008, net of lower sales volumes driven by
the economy and increased customer switching levels;

+ A 370 million increase in net mark-to-market revenues on
non-gualifying power and capacity hedge contracts, cansisting
of mark-to-market losses of $2 millior: in 2009 compared to
losses of $72 million in 2008;

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

« A $48 million increase in wholesale electric revenues due to
higher generation volumes and hedge realization in 2009
compared to 2008 and margin earmed from participation in
wholesale auctions in 2009; and

*+ A $25 millicn increase in wind generation revenues due fo
cammencement of operations of wind facilities 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 million impairment charge primarily related to
goodwill associated with non-regulated generation operations
in the Midwest:

« A $55 million increase in fuel expense due to mark-to-market
losses on non-qualifying fuet hedge contracts, consisting of
mark-to-market fosses of $58 millisn in 2009 compared to
iosses of $3 million in 2008;

« A $44 millicn increase in depreciation and administrative
expenses associated with wind projects placed In service in
the third guarter 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 resuliing from
depreciation exgense an 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
contract prices and lower realized gains on fuel hedges in
2009 compared to 2008; and

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

Partially offsetting these increases was:

* An $82 millicn impairment of emission allowances due to the
invalidation of the Clean Alr Interstate Rule (CAIR) in July
2008.

Gains {Losses} on Sales of Other Assets and Other, net.

The decrease in 2009 compared fo 2008 is atiributable 1o
jower gains on sales of emission allowances.

Other Income and Expenses, net.

The increase in 2005 compared 0 2008 is atiributable to
higher equity eamings of unconsolidated affiliates in 200% primarily
as a result of a full year of equity earmings from investrmenis held by
Catamount Energy Corperation {Catamount). Catamount, which 1s a
leading wind power company, was aciuired in September 2008.
Partiafly ofisetting this increase was a 2009 impairment charge to the
carying value of an equity method investment.

EBIT.

The decrease is primarily attributable to higher impairment
charges in 2009 primarily due to a goodwill impairment charge,
partially offset by a 2008 impairment charge related to emission
allowance, increased plant maintenance expenses and fewer gains
on sales of emission alfowances, These factors were partially offset by
higher retail 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 Ended December 31,

Variange Varianca

2010 vs. 2009 vs.
{in millians, except where noted) 2010 2009 2009 2008 2008
Operating revenues $ 1204 % 1,198 $ 46 % 1,185 g (27N
Operating expenses 806 834 (28} 899 {65}
(Losses) gains an sales of other assets and other, net (3) — (3 1 (1)
Cperating income 395 324 71 287 37
GCther income and expanses, net 110 63 47 146 (83)
Expense aftributable to noncontrolling interast 19 22 {3 22 —
EBIT $ 48 $ 365 $121 $ 411 3 (4B}
Sales, GwWh 19,504 19,978 (474} 18,066 1,812
Net proportional megawatt capacity in operation 4,203 4,053 180 4,018 35
Year Ended December 31, 2010 as Compared to Dacember 31, Operating Expenses.

2009
Operating Revenues.
The increase was driven primarily by:

* A $105 million increase in Brazit due to favorable exchange
rates, higher average cohtract prices, and favorable hydrology.

Partially offsetting this increase was:

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

* A $27 million decrease in Central America due 10 lower fusi
consumption as a result of lower dispatch; and

+ A $13 million cecrease In general and administrative due to
lower legal, develenment, and labor costs,

Partially offseting these decreases was:

= A 39 million increase in Paru due fo higher hydrocarban
royaity costs,
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Other Income and Expenses, net.

The increase was driven by a $24 million increase due to the
absence of 2009 losses from its investrment in Attiki and & $23
million increase in equity samings from NMC due fo higher average
prices and methyl terfiary butyl ether (IMTBE) volumes, partially offset
by higher butane costs.

EBIT.

The increase in EBIT was primarily due to favorable rasulls in
Brazil, the ahsence of a provision recorded in 2009 related to
transmission fees in Brazil, 2009 equity losses associated with Attiki,
higher equity eamings from NMC, and lower general and
administrative costs, partially offset by lower results in Central
America.

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

Operaling Revenues.

The decrease was driven primarily by:

« A $41 miilion decrease in Pens due to unfavorable average
hydrocarbon and spot prices; and

« A $16 millior: decrease In Central America due to lower
average sales prices and lower dispatch in El Salvader,
partially offset by favorable hydrology in Guaternala as a resuit
of drier weather.

Partially offsetting these decreases was:

* A $29 million increase in Ecuador due to higher dispatch as a
result of drier weather.

Operating Expenses.
The decrease was driven primarily by:

= An $81 million decrease in Peru due to lower purchased
power costs, thermal generation and hydrocarbon royalty
costs; and

» A $55 million decrease in Central America due to lower fugl
cosis.

Partially offsetting these decreases was:

* A $31 million increase in Ecuador due to higher fuel
cansumption 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 miltion increase in general and administrative expenses
due to reatganization costs and higher iegal costs.

Other Income and Expenses, net.

The dectease was driven primarily by a $41 million decrease in
equity earmings at NMC as a result of fower pricing for bath methanal
and MTBE, partiaily offset by lower butane costs, an $18 million
impairment of the investment in Attiki and $14 million of decreased
exquity eamings at Attiki due to lower margins and the absence cf
pricr year hedge income due to hedge contract terminations.

EBIT.

The decrease in EBIT was primarily due to lower equity eamings
at NMC and Attiki, an impairment of the investment in Attiki and
unfavorable exchange rates and transmission adjustments in Brazil,
partially offset by favorable hydrology in Brazil and Central America
and lower operating expensas in Peru.

Other

{in millions}

Years Ended December 31,

Variance Variance
2010 vs. 2009 vs,
2010 2009 2009 2008 2008

Operating revenues

$118 G128 $ (10} $134 $

Operating experses 656 339 267 429 {40
Gains on sales of other assets and other, net 145 4 141 3 1
Operating incorme (393) (257 (1360 (292 35
Other income and expenses, nat 129 2 127 (288) 290
Benefit attributable to norcontroling interest 9} (4) (2 (12} (8}

EBIT

$(255) $(251) $ 4 $6B68) - $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 201G voluntary severance plan and the
consolidation of certain corporate office functions from the Midwest to
Charlotte, Nerth Caroling, 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
nonprafits and govermmenit subdivisions and a litigation reserve.

Gains on sales of other assets and otfer, net.

The increase is primarily due to the $139 million gain from the
sale of @ 50% ownership interest in DukeNet in the fourth quarter of
2010.

Other lncome and Expenses, net.

The increase was due primarily fo the sale of Duke Energy’s
ownarship interest in Q-Comm, and a 2009 charge refated to certain
guarantees Duke Energy had issued on behalf of Crescent.

£BIT.

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 Resuits

Duke Energy previously held an effective 50% interest in
Crescent, which was Duke Energy's real estate joint venture that filed
for Chapter 11 bankruptey protection in June 2009. On June 9,
201G, Crescent restructured and emerged from bankruptcy and Duke
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Energy forfeited its entire 509% ownership interest to Crascent debt
hoiders. This forfeiture caused Duke Energy ta recoghize its share of
the net tax loss in the second quarter of 2010. Although Crescent has
reorganized and emerged from bankruptcy with creditors owning all
Crescent interast, there remains uncartainty 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 related to
its inahility to fully utilize tax Iosses asscciated with its partnership
interest in Crescent and the resolution of issues associated with
Crescent's emergence from bankruptey.

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

Operating income.

The increase was primarily due to favorable results at Duke
Energy Trading and Marketing (DETM) and Bison Insurance
Company Limited (Bison) and lower corporate costs, partially offset
by higher deferred compensation expense due to improved market
performance.

Other Income and Expenses, net,

The increass was due primarily to impairment charges recorded
by Crescent in 2008, for which Duke Energy's proportionate share
was $238 million, with no comparabie losses in 2009, and
favorable retums on investments that support benefit obligations.
Partially offsetting these favorahle variances was 2 2009 charge
related to certain performance guarantees Duke Energy had issued on
behalf of Crescent.

£BIT.

The increase was due primarily to prior year losses at Crescent,
favorable results at Bison and DETM and lower corporate costs,
partially offset by a 2008 charge refated to certain performance
guarartees 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
corjunction with the accompanying Consolidated Financial
Staterments and Nates 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 (I)2)(2) of Farm 10-K.

Results of Operaticns and Variances

Summary of Resuits

Years Ended December 31,

Increase
(in millions) 2010 2002  (Decrease)
Operating revenues $6,424 $5495 $929
Dperating expenses 4,986 4,232 754
Gains on sales of other assets and other, net 7 24 (17)
Operating income 1,445 1,287 158
Other income and expenses, net 212 122 a0
Interast expense 362 330 32
income before income taxes 1,235 1,079 216
Incoma tax expense 457 377 a0
Net income $ 838 ¢ 702 $136
Net Income * A $23 million increase in wholesale power revenues, net of

The $136 million Increase in Duke Energy Caralinas’ nat
income for the year ended December 31, 2010 compared to
December 31, 2009 was primarily due fo 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-wall program;

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

« A $214 million increass in GWh sales to retail customers due
to favorable weather. Weather statistics for both heating degree
days and cocling degree days in 2010 were favorable
compared to 2009, Cooling degree days for 2010 were
approximately 33% above normal cempared to about normat
in 2009 and heating degree days for 2010 were 16% above
normal comparsd to 6.5% above normal in 2009; and
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sharipg, primarily due 0 the addition of long-term contracts,
increased sales volurmes resulting from extreme weather
conditions in 2010, and increased capacity charges.

QOperating Expenses.
“The increase was driven primarily by:

* A $347 million increase in fuel expense (including purchased
power) primarily due to increased r&tail demand resulting from
favorable weather conditions;

= A $297 million increase in operating and maintenance
expenses primarly due 1o increased employes severance costs
associated with the 2010 veluntary severance plan, costs
related to the implementation of tha save-a-watt program, a
2010 litigation reserve, higher nuclear non-outage
maintenance costs, increased corporate costs, increased
employee benefit costs, and higher customer service costs;
and

« A $95 million increasa in depreciation and amartization
expense primarily due to Increased production plant base and
amortization of certain reguiatory assets.

Gains on sales of Other Assets and Qther, nat,

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

B |
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Other Income and Expenses, net.

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

Interest Expense.

The increase is primarily due to increased long-term debt and
certain other regulatory liahilities, parially offset by a nigher debt
component of AFUDC due to additional capital spending for ongoing
construction projects.

Income 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 Carglinas plans to file rate cases in North Cardiina
and South Carclina during 2011 and 2012. These planned rates
cases are needed to recover investments in Duke Energy Carolinas'
ongoing infrastructure modernization projects and operating costs,
Duke Energy Carolinas' eamings could be adversely impacted if these
rate cases are denied or delayed by sither 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 Financial
Statements and Notes for the years ended December 31, 2010,
2009 and 2008,

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

RESULTS OF OPERATIONS

Resuits of Operations and Variances

Summary of Results

Years Ended December 31,
Increase

(in miliicns) 2010 2009  (Decrease)
Dperating revenues $3,329 $3,388 $(59)
Operating expenses 3,557 3,634 23
Gains on sales of other assets and other, net 3 12 {9
Operating loss (225) {134} (91)
Other income and expenses, net 25 11 14
Interest expenise 109 117 (&)
Loss before income taxes (309) (240) (69)
Income 1ax expense 132 186 (54)
Net lass § (441) % (426) $(15)
Net Loss * A $7C million decrease in regulated fuel revenues driven

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

Operating Revenues.

The decrease was due primarily to:

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

Partially offsetting these decreases wers:

*» A $294 million increase in wholesale electric revenues due to
higher generation volurmes and pricing net of lower margin
earned from participation in wholesale aucticns;

« A $72 million increase related to more favarable weather
conditions in 2010 compared to 2009;

*+ A $54 million increase in PJM capacity revenues due to
additional MWSs participating in the aucticn and higher cleared
auction pricing in 2010 compared fo 2009;
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» A $36 miilion increase in net mark-to-market revenues on
nan-qualifying power and capacity hedge contracts, consisting
of mark-to-market gains of $30 million in 2010 compared to
losses of $6 million in 2000,

+ A $28 million increase due fo implernertation of new
distribution electric rates in Chio;

« A $17 million increase in retail gas revenues from Ohio
recovery riders for Accelerated Main Replacement (AVIRP)
costs and uncollectibie 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 favorable hedge
reafizations in 2010 as compared to 2008,

* A $68 million increase in impairment charges consisting of
$837 millien in 2010 compared o $759 million in 2009
related to goodwill and to generation assets associated with
the Midwest non-regulated generation operations. See Note
12 to the Cansolidated Financial Statements, “Goadwill,
Intangible Assets and Impaiments,” for additional information;

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

* A $24 million increase in employes severance costs related to
the 201G voluntary severance ptan and the cansolidation of
certain carporate office functions from the Midwest to
Chariotte, North Caralina; and

« A $17 million increase in depreciation and amortization 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 milllon decrease in mark-to-market fuel expenss on
non-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 Safes 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.

Other Income and Expenses, net.

The increase in 2010 compared to 2009 is primarily
attributable to interest income recarded for a favorable tax adjustment
in the third quarter of 2010, interest income accrued for uhcertain
income tax positions and a 2009 adjustment to reduce AFUDC
related to certain projects placed in service prior to 2009.

Interest Expense,

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

Income Tax Expense.

The decrease in income tax expense for 2010 as compared to
2009 is primarily the result of lower pre-tax earnings (adjusting for
non-deductible goadwill). The effective tax rate in 2010 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 Censolidated Financial
Statements, "Geodwill, Intangible Assets and Impairments,” in the
second quarter of 2010, Duke Energy Ohio recorded a goodwill
impairment charge of $2 16 millicn related to the Ohio T&D reporting
unit to write down the goodwill fo its impfied fair value. Subseguent
to this impairment charge, the carrying value of goodwill associated
with the reporting unit is $746 million. This impairment charge was
based on a number of factors, including current and forecasted
customer demand, 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 impairment charges could be recorded.

On November 15, 2010, Duke Energy Ohio 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 salicitation format. The outcome of
this filing could have & significant impact an Duke Energy Ohio's
earnings. ‘

Continuing fow commedity prices in have put downward
pressure on power prices. The available capacity and lower prices
have provided opportunities for customers in Ohio to swilch
generaticn suppliers. Competitive power supptiers are able to supply
power to current Duke Energy Ohio custerners in Ohio and Duke
Energy Chio 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 overail impacts of
custormer switching could have a significant impact on Duke Energy
Chio's results.
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DUKE ENERGY INDIANA
INTRODUCTION

Management's Discussicn 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,

BASIS OF PRESENTATION

The results of operations and variance discussion for Duke
Energy Indiana is presented in a reduced disclosure format in
accordance with General Instruction {X(2)(a) 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 %2353 $167
Operating expenses 2,012 1,926 86
Lesses on sales of other assets and other, net 2) {4} 2
Operating income 506 423, 83
Other income and expenses, net 70 38 32
Interest expense 135 144 2}
Income before income taxes 441 317 124
Income fax expense 156 116 40
Net income % 285 $ 201 $ 84
Net [ncome Operating Expenses.

The $84 miilion increase in Duke Energy Indiana’é net income
for the year ended December 31, 2010 compared {0 December 31,
2009 was primarily due tc the following factors:

Cperating Revenues.

The increase was primarily due to:

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

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

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

+ A $29 million increase in wholesale power revenug, net of
sharing, primarily dus to adjustments made 2 formuia rate
contracts and increase in demand from customers served
under long term contracts; and

* A $26 million increase in weather normalized saies vaiumes
to retaii custemners, primarily impacting the industrial sector.
Partialiy offsetting these increases was:

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

= A $44 million disallowance charge related to the Edwardsport
IGCC plant that is currently under construction. See Note 4 to
the Consolidated Financial Statements, “Regulatory Matters,”
for additional information;

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

-# A $35 millicn increase in fuel costs primarily due to higher
fuel used in generation and purchased power.

Partially offsetting these increases was:

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

Other incorne and Expenses, net.

The increase in 2010 compared to 2009 was primarily.
attributable to increased AFUDC in 2010 for additional capital
spending refated ‘o Edwardsport IGCC plant construction.
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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 2008, primarily due to an increase in
deductions for AFUJDC equity.

Matters impacting Future Results

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 IGCC plant at Duke Energy Indiana’s
Edwardsport Generating Station.

Duke Energy Indiana plans to file a rate case in 2012, This
plannéd rate case is needed to recover investments 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 IURC,

CRITICAL ACCCUNTING POLICIES AND ESTIMATES

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

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

Regulatory Accounting

Certain of Duke Energy’s regulated operations {primarily the
majority of U.5. Franchised Electric and Gas and certain portions of
Comimercial 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 procass that would
not be recerded under GAAP in the U.S. for nan-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 ohligations to
make refunds to customers for previous collections for costs that
gfther are nat likely to or have yet to be incurred. Management
continually assesses whether the regulatory assets are probable of
future recavery by considering factors such as applicable regulatery
environment changeas, historical regulatory treatment for simitar costs
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in Duke Energy's jurisdictions, recent rate arders to other regulated
entities, and the status of any pending or potential deregulation
legisiation. Based on this continual assessment, management
believes the existing regulatory assets are probable of recovery, This
assessment reflects the current political and regulatary climate at the
state and federal levels, and is subject to change in the future. If
future recovery of costs ceases to be probable, the asset write-offs
would be required to be recognized in operating income. Additionally,
the regulatory agencies can provide flexibility in the manner and
timing of the depreciation of preperty, plant and equipment,
recognition of nuclear decommissioning costs and amartization of
regulatory assets or may disallow recovery of all or a portion of cerain
assets. Total regulatory assets were $3,390 million as of

December 31, 2010 and $3,886 million as of December 31, 2009.
Total regulatary lizbilities were $3,155 million as of December 31,
2010 and $3,108 million as of December 21, 2009, For furthey
information, see Note 4 to the Consolidated Financial Statements,
“Regulatory Matters,”

In order to apply regulatory accounting treatment and record
regulatary assets and liabilities, certain criteria must be met. In
determining whether the criteria are met far 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
regulatéd rates are designed to recaver specific costs of providing the
ragulated service, and a determination of whether, in view of the
demand for the regulated services and the level of competition, it is
reasonable to assume that rates set at levels that will recover the
operations” costs can be charged to and ccllected from customers,
This final criterion requires consideration of anticipated changes in
tevels of demand or competition, direct and indirect, during the
recovery period for any capitalized costs. I 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, resulatory accounting treatment would be reapplied to afl or a
separahle portion of the operations. Such reapplicaticn includes
adjusting the balance sheet for amounts that meet the definition of a
regulatory asset or regulatory liability.

The regulatory accounting rules require recognition of a loss if it
becomes probable that part of the cost of a plant under construction
or a recently completed plant will be disallowed for ratemaking
purposes and a reascnabile estimate of the amount of the
disallowance can be made. Such assessments can require significant
Jjudgment by management regarding matters such as the ultimate
cost of a plant under construction, regulatary recovery implications,
etc, As discussed in Note 4, “Regulatory Matters,” during 2010 Duke
Energy Indiana recorded a $44 million disallowance charge related o
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 proceadings continue, and further
charges could be reguired in 2011 or beyond,

Commercial Power cwns, operates and manages power plants
in the Midwestern United States. Commercial Power's generation
operations, excluding renewable energy generation assets, consists of
primarily coai-fired generation assets located i Ohic 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 Commercial Power's
akligations under the ESP. The whoteszle genaration aperations do
not qualify for regulatory accounting treatrment as these operations do
not meet the scope criteria. Commercial Power applies regulatory
acceunting treatment to certain portions of its ESP operations as the
fate structure for these portions is designed to recover the specific
costs of these components of the ESP. Despite other porticns of the
ESP operations not qualifying for regulatory accounting treatment, all
of Commercial Power's ESP operations’ rates are subject to approval
by the PUCO, and thus these operations are referred to herein as
Commercial Power's reguiated operations. Generation is a
campetitive business in Ohio and retail customers have the ability to
switch to alternative suppliers for their electric generation service. As
custorners switch, there is a risk that some or all ¢f Commercial
Power's regulatory assets will not be recovered through the
established riders. Duke Energy monitors the amourt of refail
customers that have switched 1o alternative suppliers when assessing
the recoverability of its regulatory assets established for its ESP
operations. As discussed in Note 4, “Regulatary Matters,” Duke
Energy Ohio's ESF expires on December 31, 2011, In November
2010, Duke Erergy Ohic filed a requiest to serve its retall customers
under a Market Rate Offer (MRO), effective January 1, 2012, Duke
Erergy will evaluate whether the continued application of regulatory
accounting for Commercial Fower's operations is appropriate once
the outcome of the MRO filing is known.

No other operaticns within Commaercial Power, and no
operations within the Intemational Energy business segment, qualify
for regulatory accounting treatment.

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

Goodwill Impairment Assessments

At December 31, 2010 and 2009, Duke Energy had goodwill
balances of $3,858 million and $4,350 million, respectively. At
December 31, 2010, the goodwill balances by segment were
$3,483 million at U.S, Franchised Electric and Gas, $62 million at
Commercial Power, and $306 million at infernational Energy. The
maijority of Duke Energy’s goodwill relztes to the acquisftion of
Cinergy in Agril 2006, whose assets are primarily includad in the
U8, Franchised Efectric and Gas and Commercial Power segments.
Commercial Power also has $69 milfion of goodwill that resulted
from the September 2008 acquisition of Catamount, a leading wind
power company located in Rutland, Vermaont, As of the acquisition
date, Duke Energy allocates goodwill to & reporting unit, which Duke
Energy defines as an cperating segment or one level below an
operating segment.

Duke Energy recorded impairments of $500 million and $371
million refated to Commercial Power's non-regulatad Midwest
generation reporting unit in 2010 and 2009, Duke Energy Ohio
recorded impairments of $677 million and $727 million related to
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Commercial Powers non-regulated Midwest generation reporting unit
in 2010 and 2009, Subsequent to the 2010 impairment charges,
there is no recorded amount of goodwill at Commercial Power's
non-regulated Midwest generation reporting unit. These impairment
charges are recorded in Goodwill and Other Impairment Charges on
Duke Energy's Consoiidated Statement of Operaticns. See Note 12 o
the Consalidated Financial Statements, "Geodwill, Intangible Assets
and Impairments” for further information regarding the factors
impacting the valuation of Cornmercial Power's non-regulated
generation reporting unit. Duke Energy determined that no other
gocdwill impairments existed in 2010, 2009 and 2008.

As discussed in Note 12 to the Consolidated Financial
Statements, “Goodwill, Intangible Assets and Impairments”, Duke
Energy is required to test goodwili for impairment at the reporting unit
level at feast annually and more frequantly if svents or circumstances
occur that would mare likely than not reduce the fair vaiue of a
reporting unit below its camying value. Duke Energy evaluates the
carrying amount of its recorded goodwill for impairment on an annual
basis as of August 31 and performs intetim 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 camying value. The
analysis of the potential impairment of goodwill requires a two step
process. Step one of the impairment tast involves comparing the fair
values of reporting units with their carrying values, including goodwill.
If the carrying amount of a reporting unit exceeds the reporting unit’s
fair value, step two must be performed to determing the amount, if
any, of the goodwill impaimment loss. If the camrying amount is less
than fair value, further testing of goodwill is nat performed.

Step two of the gocdwill impairment test involves comparing the
implied fair value of the reporting unit's goodwill against the carrying
value of the geodwill. Under step two, determining the implied fair
value of goodwill requires the valuation of a reporting unit's
identifiable tangille and intangible assets and liabilities as if the
reporting unit had been acquired in a business combination 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 all
identifiable assets and liabilities represents the implied fair value of
goodwill. The goodwiil impairment charge, if any, waould 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, determination 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 fiows, and the market
approach, which estimates the fair value of Duke Energy's reporting
units based on market comparables within the utitity 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 |imited 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 returns on
equity that will be achieved. |n estimating cash flows, Duke Energy
incorporates expected growth rates, regulatory stability and ability fo
renew centracts, as well as other factors, into its revenue and
expense forecasts.
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Estimated future cash flows under the income approach are
based to a large extent on Duke Energy's internal business plan, and
adjusted as aporopriate for Duke Energy's views of market participant
assumptians. Duke Energy's intemal 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 commodity pricing data and potential changes in
environmental regulations. The business plan assumes the
oceutrence of certain events in the future, such as the autcome of
future rate filings, future approved rates of returns on equity,
anticipated eamings/retumns 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 most significant assumptions that Duke Energy
utiiizes 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 appronriate discount rate for
each of ils reporting units based an the WACC for each individual
reporting unit. The WACC takes into account both the pre-tax cost of
debit and cost of equity (a major compenent of the cost of equity is
the current risk-free rate on twenty year U.S. Treasury bonds), Duke
Energy considered implied WACC's for certain peer companies in
determining the appropriate WACC rates fo use in its 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 reparting 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 asseats nor do they have significant constructicn
risk or risk associated with potential future carbon legislation or
pending EPA regulations. The discount rates used for caiculating the
fair values as of August 31, 2010 for each of Duke Energy's domestic
reparting units were commensurate with the risks associated with
each reporting unit and ranged from 5.75% {0 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 Internationat Energy operates to reflect the differing risk profiles
of the jurisdictions and countries. This resulted in discount rates far
the August 31, 2010 goodwill impaimment test for the international
operaticns ranging from 9.7% to 13.0%.

Ancther 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 purposeé
of determining a terminal vaiue 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
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capital investments forecasted for all of the U.S. Franchised Electric
and Gas reporting units. A long-term growth rate of two percent was
used in the valuation of the Commercial Power non-reguiated
Midwest generation reporting unit given the finita lives of the
unregulated generation power plants and current absence of plans to
reinvest in the unrepulated generation assets.

These underlying assumptions and estimates are made as of 3
point in time; subsequent changes, particularly changes in the
discount rates or growth rates inherent in management’s estimates of
future cash flows, 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
goodwill for impairment as appropriate.

in the second quarter of 2010, gocdwill for U.S. Franchised
Electric and Gas's Ohio T&D reporting unit {Chio T&D) was tested at
this interim date. The fair value of the Chio T&D reporting unit is
impacted by a multitude of factors, including current and forecasted
customer demand, discount rates, vaiuation of peer companies, and
regulatary and legislative develcoments. Management periodically
updates the load forecasts to reflect current trends and expectations
hased on the current environment and future assumptions. The
spring and summer 2010 load farecast indicated that load will not -
return to 2007 weather-ncrmalized levels for several more years.
Based on the resuits of the second quarter 2010 impairment
analysis, the fair vaiue of the Ohic T&D reporting unit was $216
million below its book value at Duke Energy Ohio and $40 milfion
higher than its book value at Duke Energy. Accordingly, this goodwill
impairment charge was only recorded by Duke Energy Ohio.

As of December 31, 2010, the Ohio T&D reporting unit had a
goodwill balance of approximately $700 miflien at Duke Energy and
$745 million at Duke Energy Ohio. Potential circumstances that
could have a negative effect on the fair value of the Chio 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 SmartGrid 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 carrying value by
approximately 10%. As an overall test of the reasonableness of the
estimated fair values of the reporting units, Duke Energy reconciied
the combined fair value estimates of its reparting 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 to the market
capitalization. Additionally, Duke Energy would perform an interim
impairment assessment should any events occur of circumstances
change that would more likely than nat reduce the fair value of 2
reporting unit below its carrying value. Subsequent to August 31,
2010, management did not identify any indicators.af potential
impairment that required an update to the annual impairment test,
The majority of Duke Energy’s business is in environments that are
gither fully cr partiaily rate-reguiated. n such environments, revenue
requirernents are adjusted periodically by regulators based aon factors
including levels of costs, sales volumes and costs of capital.
Accordingly, Duke Energy's regulated utilities operate to some degree
with a buffer from the direct effects, positive or negative, of significant




PART Il

—

swings in market or economic conditions. Howevar, management
will continue to monitor changes in the business, as well as overall

rmarket conditions and economic factors that could require additional -

fmpairment tests.

Long-Lived Asset Impaitment Assessments

Property, plant and eguipment is stated at the lower of historical
cost less accumulzted depreciation or fair value, if impaired. Duke
Energy evaluates property, plant and equipment for impairment when
events or changes in circumstances indicate that the carrying value of
such assets may not be recoverable. The determination of whether an
impairment has occurred is based on an estimate of undiscounted
future cash flows attributable to 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
exfst, 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 refiect 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 available at the time the estimates are mare,
estimates of future cash flows are, by nature, highly uncertain and
may vary significantly from actual results. Iif an impairment has
occurred, the amount of the impaimment recognized is determined by
estimating the fair value of the assets and recording a loss if the
canying value is greater than the fair value. For assets idenfified as
held for sale, the carrying value is compared to the estimated fair
velue 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 1o the Consolidated Financial
Staterments, “Goodwill, Intangible Assets and Impairments”,
Commercial Power recorded $160 million of pre-tax impairment
charges refated to cerfain generating assets and emission allowances
primarily assaciated with these generation assets in the Midwest 1o
write-down the value of these assets 1o their estimated fair value. The
generation assets that were subject to this impairment charge were
those codl fired generating assets that do not have cetain
environmental 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 impalrment
charges are recorded in Goodwill and Other Impairment Charges on
Duke Energy's Consclidated Statement of Operatians.

Revenue Recognition

Revenues on sales of electricity and gas are recognized when
gither the service is provided or the product is delivered. Operating
revenues include unhilled efectric and gas revenues earned when
service has been delivered but not billed by the end of the accounting
period. Unbilied retail revenues are estimated by applying an average
revenue per Kilowatt-hour (kwh) or per Mcf for all customer classes
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to the number of estimated kwh or Mcfs delivered but not billed.
Unbilied wholesale energy revenues are calculated by applying the
contractual rate per megawatt-hour (mWh) to the number of
estimated mwh deliverad but nat yet billed, Unbifted wholesale
demand revenues are calculated by applying the contractual rate per
MW to the MW volume delivered but net vet billed. The amount of
unbilled revenues can vary significantly from period to period as a
result of nurmerous factors, including seascnality, weather, customar -
usage patterns and customer mix.

In accordance with new accounting rules effective on
January 1, 2010, Duke Energy began consolidating Cinergy
Receivabies Company, LLC (Cinergy Receivables). Accordingly,
unbilled revenues which had been included in the sale of receivables
1o 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 Consclidated Balance Sheets, At December 31, 2010
and 2009, Duke Energy had $751 million and $460 million,.
respectively, of unbilled revenues within Restricted Recebvables of
Variable Inferest Entities and Receivables on their respective
Consolidated Balance Shests.

Accounting for Loss Contingencies

Duke Energy is invalved in certain legal and environmental
matters that arise in the normal course of business. [n the preparation
of its consolidated financial statements, management makes
judgments regarding the future outcome of cantingent events and
recards 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 regularly reviews current
information available to determine whether such accruals should be
adjusted and whether new accruals are regquired. Estimating probable
losses requires analysis of multiple forecasts and scenarios that often
depend on judgments about potential actions by third parties, such
as federal, state and local courts and other regulators. Contingent
liahilities are often resolved gver lang perods of time. Amounts
recorded in the consolidated financial staterments 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
indermnnification and medical cost reimbursement relating tc damages
for bodily injuries alleged to have arisen from the exposure to or use
of asbestos in connection with canstruction and maintenance
activities conducted by Duke Energy Carolinas on its electric
generation plants pricr to 1985,

Amounts recognized as ashestos-related reserves related to
Duke Energy Carolinas in the respective Consolidated Balance Sheets
totaled $853 million and $980 million as of December 31, 2010
and December 31, 2009, respactively, and are classified in Other
within Deferred Credits'and Cther Liabilities and Other within Current
Liahilities. 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. Manzagement believes that
it is possible there will be additional claims filed against Duke Energy
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Carclinas after 2030. In fight of the uncertainties inherent in a longer-
term forecast, management does not believe that they can reasonably
estimate the indernnity and medical costs that might be incurred after
2030 related to such potential claims. Ashestos-related loss estimates
incorporate anticipated inflation, if applicable, and are recorded on an
undiscounted basis, These reserves are based upon currert estimates
and are subject to greater uncertainty as the projection pericd
lengthens. A significant upward or downward trend in the number of
claims filed, the nature of the alleged injury, ard the average cost of
resolving each such claim could change qur estimated liability, as
could any substantial adverse or favorable verdict at trial. A federal
legislative solution, further state tort reform or structured settlernent
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 beliaves
that it is possible Duke Energy Caralinas may incur asbestos liabilities
in excess of the recorded reserves.

Buke Energy has a third-party insurance policy to cover certain
losses related to Duke Energy Carolinas’ ashestos-related injuries and
damages above an aggregate self insured retention of $476 million.
Duke Energy Carciinas' cumulative payments began to exceed the
self insurance retention on its insurance policy during the second
quarter of 2008. Future payments up to the palicy limit will be
reimbursed by Duke Energy’s third party insurance carrier. The
insurance palicy limit for potential future insurance recoveries for
indemnification and redical cost claim payments is $1,005 million
in excess of the salf insured ratention. Insurance recoveries of $850
mitlion and $384 million related to this policy are classified in the
Consolidated Balance Sheets in Other within Investrments 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 ciaims, Management beliaves the
insurance recovery asset is probeable of recovery as the insurance
carrier continues fo have a strong financial strength rating.

For further information, see Note 5 to the Consolidated Financial
Staternents, “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
fiabilities 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 consequances attributable to differences between the book basis
and tax basis of assets and liabilities. Deferred tax assets and
Habilities are measured using enacted tax rates expected o apply to
taxable income in the years in which thase temporary differences are
expected to 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
valugtion allowance may be recorded against certain deferred tax
assets.

In assessing the likelihood of realization of deferred tax assets,
management considers estimates of the amount and character of

DUKE ENERGY CORPORATION / 2010 FORM 10-K

future taxable income. Actual income taxes could vary from estimated
amounts due to the impacts of various items, including changes to
income tax iaws, Duke Energy's forecasted financial condition and
results of operaticns in future periods, as well as results of audits and
examinations of filed tax retums by taxing authorities. Although
management believes current estimates are reasonable, actuai results
could differ from these estimates. ‘

Significant judgrment is also required in computing Duke
Energy's quarterly effective tax rate (ETR). ETR calculations are
revised each guarter based on the best full year tax assumptions
available at that time, including, but nct limited tc, income levels,
deductions and credits. In accordance with interim fax reporting
rules, a tax expense or benefit is recorded every quarter to 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 returns, including the decisicn to exclude
cerfain income or transactions from a return, when a more-likely-
than-not threshcold 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 setilement.
Management evaluatas each position based solely on the techinical
merits and facts and circumstances of the position, assuming the
position will be examined by a taxing autherity having full knowledge
of all relevant information. Significant management judgment is
required to determine recagnition thresholds and the related amount
of tax benefits to be recognized in the Consolidated Financiai
Statements. Management reevaluates tax positions each period in
which new information about recognition or measurement becomes
available. The portion of the tax benefit which s uncartain is
disclosed in the footnotes to the Consolidated Financial Statements.

Undistributed foreign earmnings associated with {ntemational
Energy's operations are considered indefinitely reinvested, thus no
1J.S. tax is recorded on such earnings. This assertion is based on
management's determination that the cash held in Internationa!
Energy's foreign jurisdictions is not needed to fund the operations of
its U.S. operations and that Interational Energy either has invested
or has intentions to reinvast such earnings. While management
currently intends to indefinitely reinvest all of International Energy's
ur]remittéd eamings, should circumstances change, Duke Energy
may need lo record additionat income tax expense in the period in
which such determination changes. The cumulative undistributad
earmings as of December 31, 2010 on which Duke Energy'has not
provided deferred U.S. income taxes and fareign withholding taxes is
$1.2 billion. The amount of unrecognized deferred tax liability related
10 these undistributed eamings is estimated at between $175 million
and $250 million.

For further information, see Note 22 to the Consolidated
Financial Staterments, "Income Taxes.”

Pension and Other Post-Retirement Benefits

© The calculation of pension expense, ather post-retirement
benefit expense and pension and cther post-retirement liabilities
require the use of assumptions. Changes in these assumgtions can

|
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result in differant expense and reported fiability amounts, and future
actual experiance can differ from the assumptions. Duke Energy
believes that the most criticat assumptions for pension and other
post-retirement benefits are the expected long-term rate of return 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 ather post-retirement benefits,

Funding requirernents for defined benefit (DB) plans are
determiried by govemment regulations. Duke Energy made voluritary
contributions to its DB retirement plans of $400 million in 2010,
$80C millicn in 2009 and zero in 2008. In 2011, Duke Energy
anficipates making $200C million of contributions to its DB plans.

Duke Energy Plans

Duke Energy and its subsidiaries (inciuding legacy Cinergy
businesses) maintain non-centributory defined benefit retirernent
plans. The plans cover most U.S. employees using a cash balance
formula. Under a cash balance formula, a plan participant
accumulates a retirement benefit consisting of pay credits that are
based upon a percentage (which may vary with age and years of
service) of curtent efigible earnings and current interest credits,
Certain legacy Cinergy employees are covered under plans that use a
final average eamings formula, Under a final average eamings
formula, a plan participant accurmulates a retirement benefit equal to
a percentage of their highest 3-year average eamings, 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 carnings
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 mast of its subsidiaries also provide some
health care and fife insurance benefits for retired employees an a
contributory and non-contributory basis, Certain employees are
eligible for these benefits if they have met age and service
requirernents at retirement, as defined in the plans,

Duke Energy recognized pre-tax gualified pension cost of $52
million in 2010, In 2011, Duke Energy’s pre-tax gualified pension
cost is expected to 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 nonqualified pension cost of $12 million and
pre-tax ather post- retirement benefts cost of $28 millian, in 2010.

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

For both pension and other post-retirerment plans, Duke Energy
assumes that its plan’s assets will generate a long-term rate of returm
of 8.25% as of December 31, 2010. The assets for Duke Energy's
pension and other post-retirement plans are maintained in a master
trust. The investment objective of the master trust is to achieve
feasonabile retums on trust assets, subject to & prudent level of
portfolio risk, for the purpose of enhancing the security of henefits for
plan participants. The asset allocation targets were set glter
considering the investment objective and the risk profile. U.S. equities
are held for their high expected return. Nen-U.S, equities, debt
securities, hedge funds, real estate and other global securities are
held for diversification. Investments within asset classes are 1o be
diversified te achieve broad market participation and reduce the
impact of individual managers or investments. Duke Energy reguiarly
reviews its actual asset aliocation and periodically rebalances its
investments to its targeted allocation when considered appropriate.
Duke Energy also invests other post-retirement assets in the Duke
Energy Corporation Employee Benefits Trust (VEBA 1) ard the Duke
Energy Corporation Post-Retirement Medical Benefits Trust (VEBA 1.
The investment objective of the VEBAs is to achieve sufficient returns,
subject to a prudent level of portfolio risk, for the purpose of
prormoting the security of plan henefits for participants. The VEBAs
are passively managed,

The expected long-term rate of return of 8.25% for the plan’s
assets was developed using a weighted average calculation of
expected returns based primarily on future expected retums across
asset classes considering the use of active asset managers. The
weighted average retums expected by asset ciasses 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 appreoriate discount based on a
yield curve approach. Under the vield curve approach, expected
future benefit payments far each plan are discounted by arate on a
third-party bond yield curve corresponding to each duration. The yield
clirve is based on a bend universe of AA and AAA-rated long-term
corporate bonds. A singie 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 pehsion
and post-retirement plans will impact Duke Energy’s future pension expense and lizbilities. 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 other post-retirement benefit cbligation if a 0.25% change in rates were to occur:

{(in millions)

Qualified Pension Plans  Other Post-Retirement Plans

Effect on 2010 pre-tax pension expense
Expected long-term rate of return
Discount rate

Effect on benefit obligation at December 31, 2010
Discount rate

+025% 025%  +025% 0.25%
$QAn s 1 $ — $—
(7 7 1) 1

(101) 101 17) 17
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Duke Energy's U.5. post-retirement plan uses a medical care frend rate which reflects the near and long-term expectation of increases in
rnedical heaith care costs. Duke Energy’s U.S. post-retirernent plan uses a prescription drug trend rate which reflects the near and long-term
expectation of increases in prescription drug health care costs, As of December 31, 2010, the medical care trend sates were 8.50%, which
grades to 5.00% by 2020. As of December 31, 2610, the prescription drug trend rate was 9.80%, which grades to 5.00% by 2025. The
following table presents the approximate effect on Duke Energy’s 2010 pre-tax other post-refirement expense and other post-retirement benefit
ohligation if a 1% point change in the heath care trend rate were to accur:

Other Post-Retirement Plans

(in millions) +1.0% -1.0%
Effect an 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, "Emoloyee Benefit Plans.”

LIQUIDITY AND CAPITAL RESQURCES

Known Trends and Uncertainties

At December 31, 2010, Duke Energy had cash and cash
aquivalents of $1,7 biilior, of which $700 million is neld in foreign
jurisdictions and is forecasted o be used ‘o fund the operations of
and investents in International Energy. To fund its liquidity and
capital reguiremants duting 2011, Duke Energy will raly primarily
upon cash flows from operations, borrowings, and its existing cash
and cash equivalents. The relatively stable operating cash flows of the
1J.5. Franchised Electric and Gas husiness segment compose a
supstantial 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,
could irmpact Duke Energy’s ability to fund its cusrent liquidity and
capital resource requirements.

Ittimate cash flows from aperations ara subject to a number of
factors, including, but not limited to, regulatory constraints, economic
trends and market volatifity (see ltem 1A, "Risk Factors” for details),

Duke Energy projects 2011 capital and investment expenditures
of $5.G billion, primarily cansisting of:

* $3.9 billiort at U.S, Franchised Electric and Gas
« $0.7 billion at Commercial Power

= $0.2 billion at Irternational Energy and

= $0.2 hillion 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 allocated to the LS. Franchised
Electric and Gas segment. Total U.5. 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 irfrastructure to sarve load growth and $0.4
hillion 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 bread economic recovery stall, Of the
$5.0 billion budget, $2.4 biifion relates to projects for which
management has commitied capital, including, but not limited to, the
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continued construction of Cliffside Unit 6, the Edwardsport IGCC
plant and the Buck and Dan River combined cycle gas-fired facilities,
and management intends to spend those capital dollars in 2011
imespective of broader economic factors. $2.0 hillion of projected
2011 capital expenditures are expected to be used primarily for
overall system maintenance, customer connecti'ons and corporate
expenditures, Although these expenditures are ultimately necessary 1o
ensure overall system maintenance and reliability, the timing of the
expenditures may be influenced by twoad economic conditions and
custormer growth, thus management has more flexibility in terms of
when these dolars are actually spent. The remaining planned 2011
capital expenditures of $0.6 bilfion are of a discretionary nature and
relate to growth opportunities in which Duke Energy may invest,
provided there are opportunities that meet retumn expectations.

As a result of Duke Energy's significant commitment to
madermize s generating fleet through the construction of new units,
as well as its focus on increasing its renewable energy portfolio, the
abifity to cost effectively manags 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 averruns above amaounts approved
by the varicus state commissions, and those amounts are disallowed
for recovery in rates, future cash flows and results of operations could
he adversely impacted.

Many of Duke Energy's current capital expenditure projects,
including system modemization and renewable investments, qualify
far 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
aver how benus depreciation rules will be applied. Duke Energy is
waiting for clarification from the US Department of Treasury to
determine which projects will qualify for 50% or for 100% bonus
depreciation deductions. Even though bonus depreciation. related to
Duke Energy's regulated prcjects 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 capitalization ratio to be
47% in 2011. In 2011, Duke Energy currentiy anticipates issuing
additional net debt of $2.2 billion, primarily for the purpose of
funding capitat expenditures. Due to the flexibility in the timing of
projected 2011 capital expenditures, the timing and amount of debt
issuances throughout 2011 could ge influenced by changes in the
fiming of capital spending.

TR



PART HI

Duke Energy has access to unsecured revolving credit facilities,
which are not restricted L:pon general market conditions, with
aggregale bank commitments of $2.14 billion. Additionally, Duke
Erergy has access to $0.2 billion in credit facifities from smafler
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 shouid there be a need to generate additional
short-term financing in 2G11, such as the issuance of commercial
paper. Management expacts that cash flows from operations and
isstiances of debt will be sufficient to cover the 2011 funding
requirements related to capital and investments expenditures and
dividend payments.

Duke Energy manitors compliance with all debt covenants and
restrictions and does not currently believe it will be in violaticn or
breach of its significart debt covenants during 2011, However,
circumstances could arise that may alter that view, including a future
Change in tax \aw goveming U.S. taration of foreimn ezmings. 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 regatriation of
cash generated and held in foreign countries. Duke Energy's current
intent is o indefinitely reinvest foreign eamings. However,
circumstances could arise that may alter that view. If Duke Energy
were to decide fo repatriate foreign generated and held cash,
recognition of material U.3. federal income tax lizbilities could be
required.

Operating Cash Flows

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

+ Bxcluding the impacts of non-cash impairment charges, net
income increased during the year ended December 31, 2010
compared to the same peried in 2009,

* A $400 million decrease in contributions to company
sponscred pension plans, and

* Changes in traditional working capital amounts due to timing
of cash recelpts and cash payments, principally a decrease in
caoal inventory, partially offset by a net decrease in cash from
taxes of $480 milticn,

Net cash provided by operating activities was $3,463 miilion in
2009, compared to $3,328 million in 2008, an ircrease in cash
provided of $135 million. The increase in cash provided by operating
activities was driven primarity by:

* Excluding the impacts of non-cash impairment charges, net
income increased during the year ended December 31, 2009
compared 1o the same period in 2008, and
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» Changes in traditional working capital amcunts due to timing
of cash receipts and cash payments, principally a net increase
i cash from texas of $740 million, pactially offset by an
Increase in coal inventory, partially offset by

* An $800 million increase in contributions to company
sponsored pension plans.

Investing Cash Flows

Net cash used in investing activities was $4.423 million in
2010, $4,492 miilien in 2009, and $4,611 million 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 (as $3,891 $3.550 $3,650
Commercial Power 525 688 270
International Energy 181 128 161
Other 258 181 241
Total consolidated $4,855 $4557 $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 million increase in net emission allowance activity,
reflecting net sales in 2010 compared to net purchases in
2002,

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

* A $200 million increase in capital, Investment and acguisition
axpenditures.

The decrease in cash used in investing activities in 2009 as
compared to 20C8 is primarily due fo the following:

» A $365 mitlion decrease in capital, investment and
acnuisition expenditures, due primarily to 2008 acquisitions.

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

« A $125 million decrease in proceeds from available-for-sale
securities, net of purchases, due fo net purchases of $25
miffion in 2009 compared 1o net proceeds of $10C milion in
2008,
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« A $70 million decrease In net emission allowance activity,
reflecting net purchases in 2009 compared 1o net sales in
2008, and

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

Financing Cash Flows and Liquidity

Duke Energy’s consclidated capital structure as of
December 31, 2010, including shoft-term debt, was 45% debt and
B5% comman equity. The fixed charges coverage ratio, calculated
using SEC guidelines, was 3.0 times for 2010, 3.0 times for 2008,
and 3.4 times for 2008,

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

= A $1,785 million decrease in proceeds from issuances of
long-term debt, net of redernptions, as a result of net
issuarces of $1,091 million during 2010 as compared to net
issuances of $2,876 million during 2009,

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

+ A $60 million increase in dividends paid in 2010.

These decreases in cash provided were partally offsef by:

« A $490 million increase due to the repayment of the Duke
Energy Chio 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 primarily to the
following:

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

« An $80 milfion 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
commmon stock primarily related to the DRIP and other internal
plans, and

» A $210 million increase in proceeds from issuances of long-
term debt, net of redermnptions, as a result of net issuances of
$2,875 million during 2009 as compared to net issuances of
$2,665 million during 2008,

Significant Financing Activities — Year Ended 2010.

Duke Energy Issues shares of its common stock to meet certain
employee berefit 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 fuifill obligations under its
DRIP and cther internal plans, including 401¢k) plans. Proceeds
fromall issuances of common stock, primarily related to the DRIP
and other employee berefit 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 common stock was $0.97, which resuited
in dividend payments of $1,284 million.

In December 2010, Top of the World Wind Energy LLC, &
subsidiary of Duke Energy Generation Services, Inc. (DEGS), an
indirect whoily-owned subsidiary of Duke Energy, entered into a long-
term loan agreement for $193 million principal amount maturing in
December 2028, The colliateral for this loan is substantially all of the
assets of Top of the World Windpower LLC. The initial interest rate on
the nates is the six manth adiusted London Interbank Offered Rate
(LIBOR) plus an applicable margin. In connection with this deft
issuance, DEGS entered into an interest rate swap to convert the
substantial majority of the loan interest payrments from a variable 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 portfalio.

in September 2010, Duke Energy Carclinas converted $143
miflion of tax-exempt variable-rate demand bonds to fax-exempt term
bonds, which carry a fixed interest rate of 4,375 % and mature
October 203 1. Prior fo 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 mortgage bonds.

In Septernber 2010, Duke Energy Carolinas converted $100
million of tax-exemot variable-rate demand bonds, to tax-exempt term
bonds, which cary a fixed interest rate of 4.625% and mature
Nevember 1, 2040, In connection with the conversion, the
tax-exempt bonds were secured by a series of Duke Energy Carolinas’
first mortgage bonds. In Septermber 2010, Duke Energy Indiana
refunded $7C millicn of tax-exempt auction rate bonds through the
issuance of $70 million principal amount of tax-exernpt term bonds,
of which $60 million carry a fixed interest rate of 3.375% and
mature March 1, 2019 and $10 million carry a fixed interest rate of
3.75% and mature April 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 September 2C10, Duke Energy Indiana refunded $7C million
of tax-exempt auction rate bonds through the issuance of $70 million
principal amount of tax-exempt term bonds, of which $60 million
carry a fixed interest rate of 3.375% and mature March 1, 2019 and
$10 miltion carry a 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 capitai expenditures and far general
carporate purposes.

In July 2010, International Energy issued $281 million
principal amount in Brazil, which carries an interest rate of 8.59%
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plus IGP-M (Brazil's monthly inflation index) non-convertible
debentures due July 2015. Proceads of the issuance were used to
refinance Brazil debt related to DEIGP and far future debt maturities
in Brazil,

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

in May 2010, Green Frontier Wind Power, LLC, a subsidiary of
DEGS, an indirect wholiy-owned subsidiary of Duke Energy, entered
into a Iong-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% pius the applicable margir, which was 2.5% as.

of September 30, 2010, Proceeds from the issuance will be used to
help fund the existing wind portfolic. .

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 fo repay $274 miliion of borrowings under the
master credit facility and for general corporate purposes.

Significant Financing Activities — Year Ended 20089,

Duke Energy issues shares of its common stock to meet cerfain
employee benefit and long-term incentive cbiigations. Beginning in
the fourth quarter of 2008, Duke Energy began issuing authorized
but unissued shares of common stock to fulfill obligations under its
DRIP and other intermal plans, including 401(k) plans. Proceeds
from al! issuances of common stock, primarily related to the DRIP
and cther employse 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 comman stock was $0.94, which resulted
in dividend payments of $1,222 million.

December 2009, Duke Energy Ohio issued $250 million
principal amount of first mortgage bonds, which carry a fixed inferest
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
canjunction with this debt issuance, Duke Energy Ohio entered into
an interest rate swap agreemenit that converted interest on this debt
issuance from the fixed coupon rate to 2 variabie rate. The initial
vatiable rate was set at 0.31%.

In Novernber 2009, Duke Energy Carolinas issued $750
million principal amount of first mertgage 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 corporate 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 Indiana refunded $50 miliion of
tax-exempt variable-rate demand bands through the issuance of $50
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million principal amount of tax-exernpt term bonds, which carry a
fixed interest rate of 4.95% and mature Cctober 1, 2040, The
tax-exempt bonds are securad by a series of Duke Energy Indiana's
first mortgage honds.

in September 2009, Duke Energy Ohio and Duke Energy
Indiana repaid and immediately re-barrowed $27S million and $123
million, respectively, under Duke Energy’s master credit faciliy.

In September 2009, Duke Energy Caralinas converted $77
million of tax-exempt variable-rate demand baonds to tax-exempt term
bonds, which carry a fixed interest rate of 3.60% and mature
February 1, 2017, In connecticn with the convarsion, the tax-exempt
bonds were secured hy a series of Duke Energy Carofinas” first
mattgage bonds.

In September 2009, Duke Energy Kentucky issued $100
millien of senior debentures, which carry a fixed interest 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, to replenish cash used to repay $20
milfion principal amount of debt due September 15, 2009 and for
general corporate purposes. |

In August 2009, Duke Energy issued $1 billion principal
amount of senior notes, of which $500 million carry a fixed interest
rate of 3,95% and mature September 15, 2014 and $500 million
carry a fixed interest rate of 5.05% and mature September 15,
2019. Proceeds from the issuance were used fo redeem commercial
paper, to fund capital expenditures in Duke Energy's unregulated
husinesses in the .S, and for general corporate purpeses.

In June 2009, Duke Energy Indiana 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 5.00% and are secured by
a series of Duke Energy Indiana’s first mortgage bonds. The refunded
honds were redeemed July 1, 2009.

In March 2009, Duke Energy Ohio issued $450 million
principal amount of first mortgage bonds, which carry a fixed interest
rate of 5.45% and mature April 1, 2019. Proceeds from this,
issuance were used to repay short-term 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 carry a fixed interest
rate of 6.45% and mature April 1, 2039, Proceeds from this
issuance were used to fund capital expenditures, to replenish cash
used to repay $97 million of serior notes which matured on
March 15, 2009, fo fund the repayment at maturity of $125 million
of first mortgage bonds due July 15, 2009, and for general corporate
purposes, including the repayment of shart-term notes.

In January 2009, Duke Energy issued $750 million principal
amount of 6.30% senior notes due February 1, 2014, Proceeds
from the issuance were used o redeemn commercial paper and for
general corporate pUMOses,

In January 2009, Duke Energy Indiana refunded $271 million
of tax-exemnpt auction rate bonds through the issuance of $271
million of tax-exempt variabla-rate demand bonds, which are
supported by direct-pay letters of credit, of which $144 million had
initial rates of 0.7% reset on a weekly basis with $44 million
maturing May 2038, $23 million maturing March 2031 and $77
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miflion maturing December 2039, The remaining $127 million had
initial rates of 0.5% reset on a daily basis with $77 million maturing
Decernber 2039 and $50 million matuting October 2040,

Significant Financing Activities — Year Ended 2008,

Duke Energy issues shares of its common stock to meet certain
employee benefit and long-temn 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 other internal plans, including 401(k} plans. Proceeds
from all issuances of common stock, primarily related to the DRIP
and other employee benefit plans, inciuding employes exercises of
stock options, were $133 miltion in 2009,

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

In December 2008, Duke Energy Kentucky refunded $50
millior: of tax-exempt auctian rate honds 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 inltial interest rate of
0.65% which s reset on a weekly basis.

In Novernber 2008, Duke Energy Carolinas issued $900
million principal amount of first mortgage bonds, of which $500
million carry a fixed interest rate of 7.00% and mature Novermber 15,
2018 and $400 million carry a fixed interest rate of £.75% and
mature November 15, 2013. The net proceeds from issuance were
used to repay amounts borrowed under the master cradit facility, to
repay senior notes due January 1, 2009, to replenish cash used to
repay senior notes at their scheduled maturity in Cetober 2008 and
for general corporate purposes.

In October 2008, nternational Energy issued $153 million of
debt in Brazil, of which $112 miliion mature in September 2013
and carry 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 ar annual inflation index.
International Energy used these proceeds o pre-pay existing long-
term debt balances. )

In Sepiember 2008, Duke Energy and its wholly-owned
subsidiaries, Duke Energy Caralinas, Duke Energy Chio, 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 Facilities and Restrictive Debt Covenants” below.

In August 2008, Duke Energy Indiana issued $500 milfion
principal amount of first mortgage bonds, which carry a fixed interest
rate of 6.35% and mature August 19, 2038. Proceeds from this
issuance were used to fund capital expenditures and for gereral
corporate purposes, including the repayment of short-term notes and
ta redeemn first mortgage bonds maturing in September 2008.

In June 2008, Duke Energy issued $500 million principal
amount of senior notes, of which $250 million cany a fixed Interest
1ate 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 redesm commercial paper, o 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 $300 milliocn
principal amount of first martgage bonds, of which $300 million
cany a fixed interest tate of 5.10% and mature April 15, 2018 and
$600 million cany a fixed interest rate of 5.05% and mature
April 15, 2038. Proceeds from the issuance were used 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 1o lock in the market interest
rates at that time. The value of these interest rate swaps, which were
terminated prior to issuance of the fixed rate debt, was a pre-tax loss
of $23 million. This amount was recorded as a component of
Accumulated Cther Comprehensive Loss and is being amoartized as a
component of Interest Expense over the life of the debt. '

In April 2008, Duke Energy Carolinas refunded $100 million of
tax-exempt auction rate bonds through the issuance of $100 million
of tax-exempt variable-rate demand bonds, which are supported by a
direct-pay letter of credit. The variable-rate demand honds, which are-
due Novemnber 1, 2040, had an initiai interest rate of 2.15% which
will be reset on a weekly basis.

In January 2008, Duke Enetgy Carolinas issued $900 million
principal amount of first morigage bonds, ¢f which $400 million
carry a fixed interest rate of 5.25% and mature January 15, 2018
and $500 million carry a fixed interest rate of 6.00% and mature
January 15, 2038. Proceeds from the issuance were used to fund
capital expendtures and for general corporate purposes, including the
repayment of commaercial paper. In anticipation of this debt issuance,
Duke Energy Carclinas executed a series of interest rate swaps in
2007 to fock in the market interest rates at that time. The vaiue of
these interest rate swaps, which were terminated prior to 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 amertized as a component of Interest Expense over
the life of the debt.

Available Credit Facilitics and Restrictive Debt Covenants.

The total capacity under Duke Energy’s master credit facility,
which expires in June 2012, is $3.14 billion. The credit facility
containg an option allowing borrowing up to the full amount of the
facility on the day of initial expiration for up to one year. Duke Energy,
Duke Energy Carofinas, Duke Energy Chig, incfuding Duke Energy
Kentucky, and Duke Energy Indiana (collectively refemed to as the
barrowers), each have barrowing capacity under the master credit
facility up to specified sub iimits for each borrower. However, Duke
Energy has the unilateral ability to increase or decrease the horrowing
sub limits of each barrower, subject to per borrower maximum cap
limitations, at any time. The amaunt available under the master credit
facility has been reduced by the use of the master credit facility to
backstop the issuances of commercial paper, letters of credit and
cerain tax-exempt borgls,




PART Il

—

Master Credit Facility Summary as of December 31, 2010 (in millions)=

Duke Enargy  Duke Energy  Duke Energy

Duke Energy Carolinas Ohig Indiana Total
Facility Sizet $1,097 $ 840 $750 %450 $3,137
Less:
Notes Payable and Commercial Paper —_ (300} — (1503 (450
Cutstanding Letters of Cradit {11) N 27) = (45
Tax-Exempt Bonds (25 (95) (84) (81) (285
Available Capacity $1,081 $ 438 %639 $219 $2,357

(al This summary excludes certain demand facilities and cormmitted facilities that are insignificant in size or which gererally suppart very specific requirements, which pramarly include -

facilities that backstop various putstanding tax-exempt bonds.

(b} Credt facility containg a covenant requiring the debt-to-total capilalization ratio to not exceed 5% for each borrower.
() Convains sub limits at December 31, 2010 as follows: $650 millian for Duke Energy Ohio and $100 miilion for Duke Energy Kentucky.

Irt April 2010, Duke Energy and Puke Energy Carclinas entered
into a new $200 million four-year unsecured revolving credit facility.
Duke Energy and Duke Energy Carofinas are Co-Borrowers under this
facility, with Duke Energy having a borrowing sub [imit of $100
milliars and Duke Energy Carolinas having no borrowing sub fimit.
Upon closing of the facility, Duke Energy made an initial borrowing of
%75 million for general corporate purpeses,

In Septernber 2008, Duke Energy and its wholly owned
subsidiaries, Duke Energy Carolinas, Duke Energy Chio, Duke Energy
Indiana and Duke Energy Kentucky borrawed a total of $1 billion
under Duke Energy’'s Master Credit Faciiity, All outstanding
borrowings have been repaid as of Dacember 31, 2010,

In September 2008, Duke Energy Indiana and Duke Energy
Kentucky coliectively 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 million, respectively,
on their behalf to support various series of variable rate demand
bonds issued or 1o be issued on behalf of either Duke Energy Indiana
or Duke Energy Kentucly. In Sestember 2010, the letter of credit
agreement was amended to reduce the size to $327 million and
extend the maturity date to September 2012. This credit facility,
which is not part of Duke Energy's master credit facifity, may not be
used for any purpose other than to support the varizble rate demand
bonds issued by Duke Energy Indiana and Duke Energy Kentucky.

Duke Emergy’s debt and credit agresments contain varicus
financial and ather covenants. Failure ta meet those covenants
beyond applicable grace pericds could result in accelerated due dates
and/or termination of the agreements. As of December 31, 2010,
Duke Energy was in compliance with all covenants related 1o its
significant delt agreements. In addition, some credit agreements may
allow for acceleration of payments or tarmination of the agreements
due to nonpayment, or ta the acceleration of other significant
indebtadness of the borrower ar some of its subsidiaries. None of the
debt or credit agreements contain material adverse change clauses. .

Credit Ratings.

Duke Energy and certain subsidiaries each hold credit ratings by
Standard & Poor's (S&P) and Moody's Investors Service (Moady's),
Duke Energy’s comparate 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
BaaZ, respectively. The following table summarizes the February 1,
2011 unsecured credit ratings from the rating agencies retained by
Duke Energy and its principal funding subsiciaries.

Senior Unsecured Credit Ratings Summary as of February 1, 2011

Standard  Moody's
and  Investors
Pcor's Service

Duke Energy Corparation BBE+ Baa2
Duke Energy Carclinas, LLC A- A3

Cinergy Com. BBB+ BaaZ
Duke Energy Onhio, 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
factors, the ability to generate sufficient cash to fund capital and
investment expenditures and pay dividends on its comman stock,
while maintaining the strength of its current balance sheet, If, as a
result of market conditions or other factors, Duke Energy is unable to
maintain its current balance sheet strength, or if its earnings and cash
flow outlook materially deteriorates, Duke Energy's credit ratings could
be negatively impacted. :

On January 10, 2011, S&P and Moody's affirmned the ratings
and stable outlook of Duke Energy and its subsidiaries, except for
Duke Energy Ohio which he outlock was changed fram positive to
stable. These rating agency actions were taken in response to the
announcement of the propased merger with Progress, See Note 3 to
the Consolidated Financial Statements, “Acquisitions and Dispositions
of Businesses and Sales of Other Assats” for further details on the
vropased merger. :

Credjt-Refated Clauses.

Duke Energy may be required to repay certain debt should the
credit ratings at Duke Energy Carolinas fall to a certain leve! at S&P or
Mocdy's. As of December 31, 2010, Duke Energy had $4 million of
senior uhsecured notes which mature serially through 2012 that may
he required to be repaid if Duke Energy Carolinas' senior unsecured
debt ratings fail below BBB- at S&P or Baa3 at Maoody's, and
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$14 million of senior unsecured notes which mature serially through
2016 that may be required to he repaid i Duke Energy Carolinas’
seniar unsecured debt ratings fall beiow BBB at S&P or Baa2 at
Moody's.

Other Financing Matters.

In September 2010, Duke Energy filed 2 registration statement
(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 Energy indiana may issue
debt and other securities in the future at amaunts, prices and with
terms to be defermined at the time of future offerings. The registration
staterment also ailows for the issuance of comman 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. Thers is no assurance as to the amount
of future dividends because they depend on future earnings, capital
requirements, financial condition and are subject to the discration 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 amaunt of funds that
can be transferred to Duke Energy via dividend, advance or loan as a
result of conditions imposed by various reguiators in conjunction with
Duke Energy's merger with Cinergy. Additionally, certain other Duke
Energy subsidiaries have other restrictions, such as minimum
working capital and tangible net warth 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 amount of
restricted net assets of wholly-owned subsidiaries of Duke Energy that
may not be distributed to Duke Energy in the form of a loan or
dividend is $9.8 hillion. However, Duke Energy does not have any
legal or other restrictions on paying commeon stock dividends to
shareholders out of its consolidated Retained Eamings account.
Although these restrictions cap the amount of funding the varicus
operating subsidiaries can provide o Duke Energy, management
does not believe these restrictions will have any significant impact on
Duke Energy’s ability to access cash to meet its payment of dividends
on cammon stock and other future funding obligations.

Off-Balance Sheet Arrangements

Duke Energy and certain of its subsidiaries enter into guarantee
amangements in the normal course of business to facilitate
commercial transactions with third parties. Thesa arrangements
include performance gliarantees, stand-by letters of eredit, debt
guarantees, surety bonds and indemnifications.
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Most of the guarantes arrangements entered into by Duke
Energy enhance the credit standing of certain subsidiaries,
ron-consolidated entities or less than whally-owned entities, enabling
them to conduct business. As such, these guarantee arrangements
invalve elernents of performance and credit risk, which are not
included on the Consolidated Balance Sheets. The possibility of Duke
Energy, either on its own or on behalf of Spectra Energy Capital, LLC
(Spectra Capital) through indemnification agreements entered into as
part of the spin-¢ff of Specira Energy Corp {Spectra Energy), having to
honor its contingencies is fargely dependent upon the future
operations of the subsidiaries, investees and other third parties, or the
occurrence of certain future events,

Duke Energy performs ongoing assessments of its guarantee
obligations o determine whether any liabilities have been triggered as
a result of potential increased nen-performance risk by parties for
which Duke Energy has issued guarantees. Except for certain
performance abligations related to Crescent, which filed Chapter 11
bankruptcy petitions in & U.3. Bankruptcy court in June 2009 and
for which a liability of $26 million was recorded during 2009 dus to
the probability of performance under certain guarantses, Tt is not
probable as of December 31, 2010 that Duke Energy will have to
perform under its remaining existing guarantee obligations. However,
management continues to monitor the financial condition of the third
parties or non-whally-owned entities for whom Duke Energy has
issued guarantees on behalf of fo determine whether performance
under these guarantees becomes probable in the future.

See Note 7 to the Consolidated Financial Statements,
"Guarantees and Indemnifications,” for further details of the
guarantee arrangements.

Issuance of these guarantes arrangements is not required for the
majority of Duke Energy’s operatians. Thus, if Duke Energy
discontinued issuing these guarantees, there would not be a material
impact to the consolidated results of operations, cash flows or
financial position. :

Duke Energy holds interests in VIEs, both cansolidated and
uncensalidated. For further information, ses Mote 17 to the
Consclidated Financial Staterments, “Variable Interest Entities”.

Cther than the guarantee arrangerments discussed above and
normal operating lease arrangements, Duke Energy does not have
any material off-balance sheet financing entities or structures. For .
additional information on these commitments, ses Note 5 to the
Consofidated Financial Statements, “Commitments and
Contingencies.” :

Contractual Obligations

Duke Energy enters into contracts that require payment of cash
at certain specified periods, based on certain specified minimum
guantities and prices. The following table summarizes Duke Energy’s
contractual cash obligations for each-of the periods presented.
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Contractual Obligaticns as of December 31, 2010
o "~ Payments Due By Period

Mare than

tessthan 1 2-3 Years 4-5 Years 5 Years

year (2012& (2014 & (2016 &

{in millions) Total (2011) 2013) 2015)  Thereaften

Long-term debre $29,475 $1,197 $ 5757 $4,095 $18,426

Capital leasast 660 54 98 289 419

Operating leases®t! 523 87 136 23 217

Purchase Obligations:

Firm capacity and transportation paymentst 358 23 39 39 258

Energy commodity contractst® 13,771 3,323 4,709 2,807 2832

Qther purchase, maintenance and service obligations® 2650 2,260 41 115 234

Cther funding obligations® 480 48 96 96 240

Total contractual cash abligationst® $47,918 $6,992 $10876  $7,424  $22,626

(a

(&

e}
()

(&)

4]
(g

Sea Motz 6 to the Consolidated Financial Staterments, “Dabt end Cradit Facilities.” Amount includes interest payrments aver Iife of debt. Interest payments an variable rate debt
instrumants were calculated using interest rates denved from the interpalation of the forecast interast rate curve. [n addition, a spread was placed on top of the interest rates to aid in
captudng the volatiity inherent in projectirg future inisrest rates.

Sea MNote 5 to the Consolidated Financial Statements, "Commitments and Contingengies,” Amgunts in the 1able above include the interest component of capital leases hased on the
interest rates explicitly stated in the lease agreements.

Includes firm capacity payments that provide Duke Energy with unintermpted firm access to slectricity transmission capacity, and natural gas transportation contracts.

Includes contractual abligations to purchase physical quantities of electricity, coal, nuclear fuel and limestone. Also, includes contracts that Duke Energy has designated as hedges,
undesignated contracts 2nd contracts that ualfy as narmal curehasemormal 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 Energy may settle an a net cash basis since Duke Energy has entered into payment nefting agreements with
counterparties that penmit Duke Energy to offset receivabies and payables with such counterparties.

Includes cantracts for soitware, telephone, datz and consultng or advisary services. Armaunt aiso inclugdes contractual obligations for engineering, procurement and construction costs for
new generation plants and nuclear plant refurbishments, enviranmental projects on fossil facilites, major maintenance of certain non-regulated plants, maintenance and day to day
contract work at centain wind facilities and commitments to buy wind and combustion turbines (CT}. Amount excludes certain open purchase orrers far services that are pravided on
demand, for which the timing of the purchase cannot be determined.

Relates to future arnual funding obligations 1o the nuciear decommisgoning trust fund (NDTF) (see Note S 1o the Consolidated Finangial Staterments, "Asset Rettrernent Obilgations™).
The table above excludes certain obfigaticns discussed herein related to amounts recorded within Deferred Credits and Other Liabilities on the Consalidated Balance Sheets due to the
uncertainty of the timirg and armount of future cash flows necessary to setile these obligations. The amount of cash fiows to be paid to settie the asset retirement obligations is not known
with certainty 25 Duke Energy may use internat resources or external resources to perform retirement activities. As a result, cash obligations for asset retirement activities are excluded
fram the tatle above. However, the vast majarity of asset resirement obligations will be settled beyond 201 4. Asset retirement obligations recognized on the Consclidated Balance Sheets
fotal $1,816 million and the fair vahe of the NOTF, which wilf be used to heip fund these obiigations, is $2,014 million at December 31, 2010. The table above excludes reserves for
ttigation, enviranmental remediation, asbestos-related injLyies and damages claims and self-insurance claims (see Note 5 to the Consolidated Financial Statements, “Cammitments and
Conlingencies” because Duke Energy is uncertain as to the iiming of when cash payments will be required. Additionally, the table above excludas annual msurance premiums that are
necessary to operate the susiness, including ruclear insdrance (382 Note 5 to the Consclidated Financial Statements, *Commitments and Corlingencies”}, funding of pansion and ther
post-relirement benefit plans {see Mote 21 to the Consolidated Financial Statements, "Employes Benefit Plans”) and regulatory liabilities {(see Note 4 to the Consoiidated Financial
Staterments. “Regulatory Matters™) becausa te amount and timing of the cash payments are Lncertain Also excluded are Deferred ncome Taxes and Investment Tax Credits recorded on

the Corsolidated Balance Sheets since cash payments for income taxes are determined based primarily on taxable income for each discrete fiscal year. Additionally, armounts refated to
uncenain tax positions are excluded from the table above due to uncertainty of timing of future payments. .
{h) Current liabiltties, except for current maturities of long-terr debi, and purchase cbligations reflected in the Consclidated Balance Sheets, have been excluded from the above table.

Quantitative and Qualitative Disclosures About Market Risk.

Risk Managemert Policies

Duke Energy and its registrants are exposed to market risks
associated with commadity prices, credit exposure, interest rates,
equity prices and foreign currency exchange rates. Management has
established comprehensive risk management policies to monitor and
manage these market risks. Duke Energy’s Chief Executive Officer
and Chief Financial Officer ate responsibie for the overall approval of
market risk management policies and the delegation of approval and
authorization leveis. 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 Cfficer is responsibie for the overall
governance of managing credit risk and commaodity price risk,
including monitoring exposure Himits.
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Commodity Price Risk
Duke Energy

Duke Energy and its registrants are exposed to the impact of
market fluctuations in the prices of electricity, coal, natural gas and
other energy-related products marketed and purchased as a resuit of
its ownership of energy related assets. Duke Energy's exposure to
these fluctuations is fmited 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 ailowed to recover certain of these costs through varicus
cost-recovery clauses, including fuel clauses. While there may be a
delay in timing between when these costs are incurred and when
these costs are recavered through rates, changes from year to year
have no 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.
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Price risk represents the potentiat risk of loss from adverse
changes in the market price of electricity or otner energy
commodities. Duke Energy's expasure to commodity price risk is
influenced by & number of factors, including contract size, length,
market liquidity, location and unigue or specific contract terms. Duke
Energy employs established policies and procedures to manage its
risks associated with these market fluctuations, which may include
using various commodﬁy derivatives, such as swaps, futures,
forwards and options. For additional information, see Note 14 to the
Consolidated Financial Statemments, “Risk Management, Derivative
Instrurments and Hedging Activities.”

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

Hedging Strategies.

Duke Energy closely monitars the risks associated with
commodity price changes on its future operations and, where
appropriate, uses various commodity instruments such as electricity,
cnal and natural gas farward contracts ta mitigate the effect of such
fiuctuations on operations. Dukg Energy's primary use of energy
commodity derivatives is to hetge the generation porifolio against
exposure to the prices of power and fuel.

The majotity of dertvatives used to manage Duke Energy’s
commeodity price exposure are gither ot designated as a hedge or do
not qualify for hedge accounting, These instruments are referred to as
undesignated contracts. Undesignated derivatives entered into by
regulated businesses reflect mark-to-rrarket changes of the derivative
[nstruments fair value as a regulatory asset or liatility on the
Consolidated Balance Sheets. Undesignated derivatives entered into
by unregulated businesses are markedo-market each period, with
changes in the fair value of the derivative instruments reflected in
amings.

Certain derivatives used to manage Duks Energy's commadity
price exposure are accountad for as either cash fiow hedges or fair
vaiue hedges. To the extent that instruments accounted for as hecdges
are effective in offsetting the transacticn being hedged, there is no
impact to the Consolidated Staternents of Operations until after
delivery or seffiement occurs. Accordingly, assumptions and valuation
technigues for these cantracts have no impact on reported earnings
prior to settiement. Several factors influence the effectiveness of a
hedge contract, including the use of contracts with different
commodities ar unmatched terms and counterparty credit risk. Hedge
effectiveness is monitored regularty and measured at least guarteny.

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 2 contract mests
the criteria to qualify as a NPNS, U.S. Franchised Electric and Gas
and Commercial Power appiy such exception. Income recognition
and realization related to normal purchases and normal sales
contracts generally coincide with the physical delivery of power. Far
contracts quaiifying for the NPNS exception, ro recognition of the
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contract's fair vafue in the Consolidated Financial Statements is
required until settlement of the contract as long as the transaction
remains probabie of occurring,

Generation Porifolio Risks for 2011.

Duke Energy is primarily exposed fo market price fluctuations of
wholesale power, natural gas, and coai prices in the U.S. Franchised
Electric and Gas and Commercial Powsar segments. Duke Energy
optimizes the vaiue of its bulk power marketing (BPM) and
non-regulated generation portfolios. The portfolios include generation
assets {power and capacity}, fuel, and emission aliowances. The
component pieces of the portfolio are bought and sold based on
models and forecasts of generation In order to manage the e¢onomic
value of the portfolic in accordance with the strategies of the business
units, The generation portfolio not utilized to serve retail operations or
committed load is subject to commedity price fluctuations, although
the impact on the Consoiidated 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 ratail customers. Based on a sensitivity analysis as of
Decemnber 31, 2010 and 2009, it was estimated that 2 10% price
change per MWh in forward wholesale power prices would have a
corresponding effect cn Duke Energy’s pre-tax incorre of $20 miliion
in 2011 and would have had a $12 million impact in 2010,
excluding the impact of mark-to-market changes an 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% change In the forward price per ton of coal
wauild have a corresponding effect on Duke Energy's pre-tax income
of $2 miflion in 2011 and would have had an $8 million impact in
2010, excluding the impact of mari-to-market changes on
non-qualifying or undesignated hedges relating to periods in excess of
one year fram the respective date. Based on a sensitivity analysis as
of December 31, 2010 and 2009, it was estimated thata 10%
price change per Million British Thermal Unit {MMBzw) in natural gas
prices would have a corresponding effect on Duke Energy's pre-tax
income of $17 miliion in 2011 and would have had a $6 million
impact in 201G, sxcluding the impact of mark-to-market changes on
undesignated hedges relating to periads in excess of one year from
the respective date, which are discussed further below,

Sensitivities for detivatives beyond 201 1.

Derivative contracts executed to manage generation portfolio
tisks for delivery pericds beyond 2011 are aiso exposed to changes in
fair value due to rarket 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 wauld have & corresponding effect on
Duke Enargy’s pre-tax income of $20 million in 2011 and would
have had a $24 million impact in 2010, resuiting from the impact of
mark-to-market changes on non-qualifying and undesignated power
contracts penaining to perieds in excess of one year from the
respective date. Based an a sensitivity analysis as of December 31,
2010 and 2008, it was estimated that a 10% change int 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, 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.

Other Commodity Risks.

At December 31, 2010, pre-tax income in 2011 was not
expected to be materially impacted for exposures to other
commodities’ price changes.

The commodlty price sensitivity calculations sbove consader
existing hedge positions and estimatad production levels, but do not
consider other patential effects that might resedt from such changes in
commodity prices.

Duke Energy Carolinas

Duke Energy Carolinas has limited exposure to market price
changes in fuel incurrad for its retail customers due to the cost
tracking and recovety 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 potentiai risk of loss from
adverse changes in the market price of electricity or other energy
commedities. Duke Energy Carolinas employs established policies
and procedures to manage Its risks associated with these market
fluctuiations using various commeodity derivatives, such as forwards
and swaps. For further information see Note 14 to the Consolidated
Financial Statements, "Risk Management, Derivative Instruments and
Hedging Activitias.

Generation Portfolio Risks for 2011.

Duke Energy Carolinas is primarily exposed to market price
fluctuations of wholesale power prices through its BPM activities. The
gensration porfolio not utilized to serve retall operations or committed
ioad is subject to commodity price fiuctuations, although the impact
on the Consolidated Staterments of Cperations 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 a sensitivity analysis as of Decemnber 31, 2010 and 2009,
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 Cargiinas’ exposure to commodity price risk is
influenced by a numker of factors, including contract size, length,
market liquidity, location, availability of coa! supply, and unigue or
specific contract terms. The commedity 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.
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Duke Energy Ohio

Duke Energy Ohio has limited exposure fo market price changes
of fuel and emission allowance costs incurred for its retall customers
due to the use of cost tracking and recovery mechanisms in its retall
furisdictions. Duke Energy Ohio doas have expesure o the impact of
market flictuations in the prices of electriclty, fuei and emission
aliowances associated with its generation output not wilized to serve
retzil operafions and it natural gas distribution. Price risk represents
the potenial risk of loss fram adverse changes in the market price of
electricily or other energy commodities, such as gas or coal. Duke
Energy Chio employs established policies and procedures to manage
Its risks asscciated with these market fluctuations using various
commodity derivatives, such as forwards, swaps and options. See
Note 14 to the Consclidated Financial Statements, “Risk
Managament, Derivative Instruments and Hedging Activitias,” for
additional information. Other derivatives used to manage Duke
Energy Ohig's commeodity price exposure are either not designated as
3 hedge or do not qualify for hedge accounting. Derivatives related to
regulated businesses reflect changes in the fair value of the derivative
instrurnents as a regulatory asset or liability on the Consolidated
Balance Sheets. Derivatives related to unregulated businesses are
rarked-ta-market each period, with changes in the fair value of the
derivative instruments reflected in eamings.

Generation Portfolio Risks for 2011,

Duke Energy Chia 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 commadity price changes on its future
generaticn operations and, where appropriate, uses various
commedity instruments such as electricity, coal and natural gas
farward contracts to mitigate the effect of such fluctuations on
operations, in additicn to optimizing the value of its non-reguiated
generation portfolio. The partfolio includes generation assets (power
and capacity), fugl, and emission allowances. Modeied forecasts of
future generation outpu, fue! reguirements, and emission allowance
requirements are based on forward power, fuel and emission
allowance markets. The component pieces of the porifolio are bought
and sold based on this modal in order to manage the economic value
cf the portfolio, where such market transpatency exists. The
generation portfolio not utilized to serve retail operations or cormmitted
foad is subject to commodity price fluctuations. Based an a sensftivity'
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 Ohic's pre-tax
income of $12 millien in 2011 and $10 million in 2010,
respectively, excluding the impact of mark-to-market changes cn
non-qualifying or undesignated hedges relating to periods in excess of
one year from the respective date, which are discussed further helow.
Based on a sensitivity analysis as of December 31, 2010 and 2009,
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 Ohic's
pre-tax incame of $2 million in 2011 and $8 miilion in 2010,
respectively, excluding the impact of mark-to-market changes on
non-qualifying or undesignated hedges relating to periods in excess of
ane 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 MMBtL in natural gas
prices would have a coresponding effect on Duke Energy Ohio's
pre-tax income of $17 million in 2011 and $8 miilion in 2010,
respectively, excluding the irmpact 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 to changes in
fair value due o market price fluctuations of wholesale power and
toa). Based on a sensitivity analysis as of Decernber 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 Ohio’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
cantracts perfaining to periods in excess of one year frorm the
respective date. Based on a sensitivity analysis as of December 31,
2010 and 2009, it was estimated that a 18% 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 Ohio's exposure to commeodity price risk is
influenced by a number of factors, including contract size, length,
market liquidity, location and unigue ar specific cantract terms, The
cormmodity price sensitivity calculations above consider existing
hedge pesitions and estimated production levels, but de not consider
other patential effects that might result from such changes in
cormmedity prices.

Duke Energy Indiana

Duke Energy Indiana has limited exposure to market price
changes of fuel and emission allowance cosls 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 efectricity, fue! 2nd
ermission allowances associated with its generation output not utilized
to serve retail operations or committed load (i.e., bi-ateral and
wholesale power sales). Price risk represents the potential risk of loss
from adverse changes in the market price of electricity or other energy
commoadities, such as gas, codl or emission aliowances. Duke Energy
Indiana employs established policies and procedures to manage its
risks associated with these market fluctuations using various
commodity derivatives, such as forwards, swaps and options. See
Note 14 to the Consclidated Financial Statements, “Risk
Managemant, Derivative instruments and Hedging Activities," for
additional informatian.
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Generaticn Portfolio Risks for 2011,

Duke Energy Indiana is primarily exposed to the impact of
market fiuctuations in the prices of electricity, fuel and emission
allowances associated with s generation cutput not utilized to serve
retail cperations ar committed load (through its bi-lateral and
wholesale power sales activities), although the impact on the
Consclidated Staterments of Operations reported earnings is partially
offset by mechanisms in the regulated jurisdictions that result in the
sharing cof net profits from these activities with refail customers. Duke
Energy Indiana closely manitors the risks associated with these
commadity price changes on its future generation operations and,
where appropriate, uses various commadity instruments such as
forward contracts and swap contracts to mitigate the effect of such
fluctuations on operations. The portfolio includes generation assets
(power and cagacity), fuel, and emission allowances. Modeled
forecasts of future generation output, fuel requirements, and emission
allowance requirsmants are based on forward powaer, fuel and
emission allowance markets. The companent pieces of the portiolio
are bought and sold based on this model in order to manage the .
economic value of the portfolio, where such market transparency
exists, Based on a sensitivity analysis performed as of Decernber 31,
2010,.Duke Energy Indiana’s farecasted exposure to commadity
price risk is not anticipated to have any material adverse effect on its
consalidated results of operations in 2011. The sensitivity analysis
perarmead as of December 31, 2009 related to forecasted exposure
to commadity orice risk during 2010 also indicated that commodity
price risk would not have any material adverse effect cn Duke Energy
Indiana's consolidated results of operations during 2010 and the
impacts of changing commaodity prices in its consolidated results of
aperations for 2010 was insignificant. ‘

Duke Energy Indiana’s exposure to commaodity price risk is
influenced by a number of factors, inciuding contract size, length,
market liquidity, location and unigue or specific contract terms. The
commodity price sensitivity calculations above consider existing
hedge positions and estimated praduction levels, but do not consider
ather potential effects that might result from such changes in
commodity prices.

Credit Risk
Duke Energy

Credit risk represents the loss that Duke Energy Registrants
wauld inicur if a counterparty fails to perform under its contractual
obiigations. To reduce credit exposure, Duke Energy seeks to enter
into netting agreements with countarparties that permit Duke Energy
to offset receivables and payables with such counterparties. Duke
Energy attempts to further reduce credit risk with certain
counterparties by entering into agreements that enable Duke Energy
to abtain collateral or to terminate or reset the terms of transactions
after specified time periads or upon the occurrence of credit-related
events, Duke Energy may, at imes, use credit derivatives ot other
structures and techniaues to provide for third-party credit

“enhancement of Duke Energy’s counterparties’ obligations, Duke

Energy also obtains cash or letters of credit from customers te 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 lines for physical delivery contracts. Duke Energy
frequently uses master collateral agreernents to mitigate certain credit
expostires, The collateral agreements provide for a counterparty to
post cash or letters of credit to the exposed party for exposure In
excess of an estaklished threshald, The threshold amount represents
an unsecured credit limit, determined in accerdance with the
corporate credit policy.: Collateral agreerments also provide that the
inability to post collateral is sufficient cause to terminate contracts and
liquidate all positions.

Duke Energy's principal custormers for power and natural gas
marketing and transportation services are industrial end-users,
marketers, local distribution companies, municipalities, electric
caoperatives and utifities located throughaout the LS. and Latin
America. Duke Energy has concentrations of receivabies 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 sectar. Where axposed to credit risk, Duke Energy analyzes the
counternarties' financial condition pricr to entering into an agreement,
estabiishes credit limits and monitors the appropriateness of those
limits on an ongoing basis.

Duke Energy has a third-party insurance policy to cover certain
losses related to Duke Energy Carolinas’ asbestos-related injuries and
damages above an aggregate self insured retention of 3476 millicn.
Duke 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’s third party insurance carrier. The
insuranee 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
mitlion and $984 milfion related to this policy are classified in the
Consolidated Balance Sheets in Other within [nvestments and Other
Assets and Receivables as of December 31, 2010 and 2009,
respectively. Duke Energy is not aware of any uncertainties regarding
the fegal sufficiency of insurance claims. Management believes the
insurance recovery asset is probahle of recovery 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 guarantees, lefters of credit and
surety bonds on behalf of less than wholly-owned entities and third
parties. Where Duke Energy has issued these guarantees, it is
possible that Duke Energy could be required to perform under these
guarantee ohligations in the event the obligor under the guarantee
faiis 1o perform. Where Duke Energy has issued guarantees related o
assels or operations that have been disposed of via sale, Duke Energy
attempts to secure indermnification from the buyer against ail future
performance okligations under the guarantees. See Note 7 1o the
Consclidated Financial Statements, “Guarantees and
Indemnnifications,” for further information on guarantess 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
not limited to, cutscurcing arrangements, major construction projects
and commodity purchases. Duke Energy’s credit exposure to stich
vendars and suppliers may take the form of increased costs or project
delays in the event of non-perfermance. _

Based on Duke Enaergy’s policies for managing credit risk, its
exposures and its credit and other reserves, Duke Energy does nat
currently anticipate a materially adverse effect on its consolidated
financial pasition or resutts of operations as & result of
non-performance by any counterparty.

Duke Energy Carolinas
Retail,

Credit risk associated with Duke Energy Carclinas' service to
resicential, commercial and industrial customers is generally limited
to outstanding accounts receivable. Duke Energy Carolinas mitigates
this credit risk by requiring customers 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 cperations of
Duke Energy Carolinas 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,

Wholesale Sales.

To reduce credit exposure related to wholesale sales, Duke
Energy Carolinas seeks ta enter into netting agreements with
counterparties that permit Duke Energy Carolinas te cffset receivables
and payables with such counterparties. Duke Energy Carolinas
atternpts to further reduce credit risk with certain counterparties by
entering into agreements that enable Duke Energy Carolinas to obtain
collateral or to terminate or reset the terms ¢f transactions after
specified time periods or upon the nccurrence of credit-related evens,
Where exposed to credit risk, Duke Energy Carolinas analyzes the
counterparties’ financial condition prior to entering into an agreement,
establishes credit limits and monitors the appropriateness of those
limits on an ongoing basis. Duke Energy Carolinas’ principal
customers for wholesale sales are marketers, municipalities, electric
cooperatives and utilities located throughout the Southeastern United
States. Duke Energy Carolinas has concentrations of receivables from
the electric utilities sector. These concentrations of customers may
affect Duke Energy Carolinas' overall credit risk in that risk factors can
negatively impact the credit quality of the entire sector. Based on
Duke Energy Caralinas' policies for managing credit risk, its exposures
and its credit and other reserves, Duke Energy Carolinas does nat
anticipate a materially adverse effect on its consolidated financial
position or resylts of operations as a result of non-performance by any
counterparty, '

Other.

Duke Energy Carolinas has a third-party insurance policy to
cever certain losses related to ashestos-related injuries and damages
above an aggregate self insured retention of $476 million. Duke
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Energy Carciinas' curnulative payments began to exceed the self
insurance retention on its insurance policy during the second quarter
of 2008. Future payments up ta the policy limit will be reimbursed
by Duke Energy Carclinas’ third party insurance carrier, The
insurance policy iimit for potential future insurance recoveries for
indemnification and medical cost claim payments is $1,005 million
in excess of the seif insured retention. Insurance recoveries of $850
miflicn and $284 million related o this policy are classified in the
Consolidated Balance Sheets primarily in Other within Investments
and Other Assets and Recelvables as of December 31, 2010 and
2009, respectively. Duke Energy Carclinas is not aware of any
uncertainties regarding the egal 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 Carolines is also subject o credit risk of its vendors
ard suppliers in the form of performance risk on contracts including
but not limited fo outsourcing arrangements, majer canstruction
projects and commadity purchases. Duke Energy Caralinas credit
axposure to such vendors and suppliers may take the form of
increased costs or project delays in the event of non-performance.

Duke Energy Ohio
Retaif,

Credit risk associated with Duke Energy Ohic’s service to
residential, commercial and industrial customers is generally imited
to outstanding accounts receivable. Duke Energy Ohio mitigates this
credit risk by requiring customers to provide a cash depasit or letter of
credit untit 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 Ohic and are typicaily recovered through the retail rates.
Management continually monitars customer charge-offs and payment
pattemns 1o ensure the adeguacy of bad debt reserves. Duke Energy
Ohio sells certain of its accounts receivabie and related collections
through Cinergy Recelvables, 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 Note 17 to the Consalidated Financial Statements,
“Variable Interest Entities.”

Wholesale Sales.

To reduce credit exposure related to wholesale sales, Duke
Energy Ohio seeks to enter inte netting agreements with
counterparties that permit it o offset receivables and payables with
such counterparties. Duke Energy Chio atternpts to further reduce
credit risk with certain counterparties by entering into agreerments that
enable it to abtain collateral or o tarminate or reset the ferms of
transactions after specified time periods or upon the occurrence of
credit-related events. Where exposed to credit risk, Duke Energy Chio
analyzes the counterparties’ financial condition prior to entering into
an agreement, establishes credit fimits and monitars the
appropriateriess of thase limits on an ongoing basis. Duke Energy
Ohic's industry has historically operated under negotiated credit lines
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for physical delivery contracts. Duke Energy Ohio may use master
coliateral agreaments to mitigate certain credit exposures. The
collateral agreements provide for a counterparty to post cash or letters
of credit 10 the exposed party for exposure in excess of an established
thresheid. The threshold amount represents an unsecured credit limit
determined in accordance with the corperate cradit policy. Collateral
agreements also provide that the inability to post coliateral is sufficient
tause 0 tferminate contracts and liguidate ali positions.

Based on Duke Energy Ohio's policies for managing credit risk,
its exposures and its credit and other reserves, Duke Energy Ohio
does not currently anficipate a materially adverse effect on its
financial position, resuits 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 o cuisourcing arrangements and commodity purchases.
Duke Energy Ohio credit exposure 1o such vendors and suppfiers may
taka the form of increased costs or project delays in the event of
non-pefformance.

+

Duke Energy Indiana
Retail.

Credit risk associated with Duke Energy Indiana's service to
residential, commercial and Tndustrial customers is generally limited
to outstanding accounts receivable. Duke Energy Indiana mitigates
this credit risk by reguiring customers to provide a cash deposit or
letter of credit until a satisfactory payment histery s established, at
which ime the deposit is typicaliy refunded, Charge-cffs for the retail
custorners have historically been insignificant to the operations ¢f
Duke Energy Indiana and are typically recovered thraugh the retail
rates, Managemant continually monitars cugtomes chaggeffs 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 consclidated
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 Ohlo, Duke Energy KentLicky and
Duke Erergy Indiana. See Note 17 to the Consolidated Financial
Statements, "Variable Interest Entities.”

Wholesale Sales.

To reduce credit exposure related to bi-lateral sales, Duke
Energy Indiana seeks ta enter into netting agreements with
cournterparties that permit it to offset raceivahies and payahles with
such counterparties. Duke Energy Indiana attempts to further reduce
credit risk with certain counterparties by entering into agreements that
enable it to oblain coliateral or 1o terminate or resef the terms of
transactions after specified time periods or upon the occurrence of
credit-related events. Where exposed to credit risk, Duke Energy
Indiana analyzes the counterparties’ financial condition pricr to
entering into an agreement, establishes credit limits and monitors the
appropriateness of those limits on an cngging basis. Duke Energy
Indiana’s industry has historically operated under negotiated credit
fines for physical delivery contracts. Duke Energy Indiana may use -
master collateral agreements 1o mitigate certain credit exposures. The
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coliaieral agreements provide for a counterparty to post cash or fetters
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 aiso 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 consclidated
results of operations, cash flows or financial position as a result of
non-performance by any counterparty.

Duke Eneargy Indiana 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 arangements, major construction
projects and commodity purchases. Duke Energy Indiana credit
expesre 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 resuiting 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 interast rate exposure by limiting variatle-rate exposurss ta a
percentage of total capitalization and by monitoring the affects 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 fock agreements to manage and
mitigate interest rate risk exposure, See Notes 1, 6, 14, and 15 to the
Consalidated Financial Staterments, “Summary of Significant ‘
Accounting 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.
Cormparatively, based on a sensitivity analysis as of December 31,
2009, had interest rates averaged 1% higher (lower) in 2010 than in
2003, it was estimated that interest expense, net of offsetting impacts
in interest income, would have increased {decreased) by $19 million,
These amounts ware 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
Cecember 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 floating to fixed and
increased cash balances. ff 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
wulid 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

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 $2 million
Comparatively, based on a sensitivity analysis as of December 31,
2009, had intersst rates averaged 1% higher {lower) in 2010 than in
2008, it was estimated that interest expense, net of offsetting impacts
in interest income, would have increased (decrezsed) by $5 million.
These amounts were estimated by censidering the impact of the -
hypothetical interest rates on variable-rate securities outstanding,
adjusted for interest rate hedges, shart-term and long-term
investments, cash and cash equivalents outstanding as of
December 31, 2010 and 2809, The decrease in interest rate
sensitivity is primarily due to a decrease of cash and short-term
investments and decrease in floating-rate pollution control bonds, If
interest rates changed significantly, management would likely take
actions to manage its exposure to the change, However, due ta the
uncertainty of the specific actions that would be taken and their
possible effects, the sensitivity analysis assurmes 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 (lower)
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 miilion.
These amounts were estimated by considering the impact of the
hypothetical inferest rates on variable-rate securities oufstanding,
including money pool balances, adjusted for interest rate hedges and
cash and cash equivalents outstanding as of December 31, 2010
and 2009. The decrease in interest rate sensitivity is primarily due ta
an increase in cash. if interest rates changed significantly,
management would likely take actions to manage its exposure to the
change. Howsver, due 1o the uncertainty of the specific actions that
wolld be taken and their possible effects, the sensitivity analysis
assumes no changes in Duke Energy Chio'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 offseting 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 {lower) 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 sersitivities were estimated by considering the impact of the
hypothetical interest rates on variable-rate instruments outstarding,
including maney pocl balances, adjusted for cash and cash
aguivalents oltstanding as of December 31, 2010 end 2003. There
were 1o Open interest rate hedge positions as of December 31,
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2010. The slignt decreass in interest rate sensitivity is primarily due
to an increase in cash. If interest rates changad significantly,
management would likely take actions to manage its exposure to the
change. However, due o the uncertainty of the specific actions that
wolid 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 Consclidated Financial
Statements, “Investments in Debt and Equity Securities,” Duke
Energy invests in debt and equity securities as part of various
investrnent portfolios ta fund certain obligations of the business. The
vast majority of the investmenls 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 investmants to help fund the costs of
providing non-contributory defined benefit retirement and other post-
retirement benefit plans. Thase investments are exposed to price
fluctuations in equity markets and changes in interest rates. Duke
Energy has established asset aliocation targets for its pension plan
haidings, which take into consideration the Investment objectives and
the risk profile with respect to the trust in which the assets are held.
Duke Energy's target asset allocation 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 ¢r geographic region. A significant decline in
the value of plan asset haldings could require Duke Energy to
increase its funding of the pension plan in future periods, which
could adversely affect cash flows in those periods. Additicnally, a
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 periods, which could adversely affect
Duke Energy’s results of operations in those periods. During 2010,
Duke Energy contributed $400 million to its qualified pension plan.
See Note 21 to the Consclidated Financial Statements, “Employes
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 Staternents, “Asset
Retirement Cbligations”). As of December 31, 2010, these funds
were invested primarily in domestic and internationa! 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 refated 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
Operaticns as changes in the fair value of these investments are
deferred as regulatory assets or regulatory liabilities pursuant to an
Order by the NCUC. Eamings or fosses of the furd will ultimately
impact the amount of costs recovered through Duke Energy Carolinas'
rates. '

In 2005 and again in 2009 and 2010, the NCUC and PSCSC
approved a $48 million annual amount for contributions and
expense levels for decanmmissioning. In each of the years ended,
December 31, 201Q, 2009 and 2008, Duke Energy expensed $48
million and cortributed cash of $48 millian to the NDTF for
decornmissioning costs. The balance of the NDTF was $2,014-
million and $1,76% million as of December 31, 2010 and 2CG9,
respectively. .

As the NCUC and the PSCSC require that Duke Energy update
its cost estimate for decommissioning its nuclear plants every five
years, new site-specific nuclear decammissioning cost studies were
completed in January 2009 that showed total estimated nuciear
decommissioning costs, including the cost to decormmissicn plant
componants not 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
decormnmissioning costs related to their ownership interests in the
station. Duke Energy 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. Both the NCUC and the PSCSC approved
the existing $48 million annual funding level for nuclear
decornmissioning costs.

Both the NCUC and the PSCSC have allowed Duke Energy to
recover estimated decommissioning costs through retail rates over the
expectad ramaining service periods of Duke Energy's nuclear stations.
Duke Energy believes that the decommissioning costs being
recovered through rates, when coupled with expected fund eamnings,
will be sufficient to provide for the cost of future decomimissioning.

The following table provides the fair value of investments held in
the NO'TF at December 31, 2010

Fair Value at
{in millions} December 31, 2010
Equity Securities $1,365
Corporate Debt Securities 227
U.S. Government Bonds 224
Municipal Bonds 43
Other 155
Tatal $2,014

Pension and Other Post-Retirement Benefit Plans.

The Subsidiary Registrants’ proportionate share of Duke Energy’s
costs of providing non-contributory defined beneflt retirement and
other post-retirement benefit plans are dependent upon a number of
factors, such as the rates of return on plan assets, discount rate, the
rate of increase in health care costs and contributions made to the.
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plans. in 2010, Duke Energy contributed $400 million to its
qualified pension plans, of which $158 milfion 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 Staternents, "Empiloyee Benefit Plans,” for
additional information on pension plan assets.

Foreign Currency Risk

Duke Energy {5 exposed to forelgn currency tigk from
investments in international affiliate businesses owned and operated
in foreign countries and from certain commodity-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.5. Dellarinflation rates and/or local inflation rates, or investments
may be naturally hedged through dent dencminated or issued in the
foreign: cumency. Duke Energy may also use fareign currency
derivatives, where possible, to manage its risk related to foreign
curency fluctuations. To maoniter its currency 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 cunency rate exposure
is to the Brazilian Real. A 10% devaluation in the currency exchange
rates as of Decernber 31, 2010 in all of Duke Energy’s exposure
currencies would result in an estimated net pre-tax lgss on the
transiation of local currency eamings of $20 million to Duke Energy’s
Consolidated Statements of Operatians in 2011, The Consalidated
Balance Sheet would be negatively impacted by $180 million
currency translation through the cumulative translation adjustment in
Accurmulated Other Comprehensive Income (AOCI) as of
December 31, 2010 as a result of a 10% devaluation in the
currency exchange rates. For comparative purposss, as of
December 31, 2009, a 10% devaluation in the currency exchange
rates in all of Duke £nergy’s exposure currencies was expected o
result in an estimated net pre-tax loss on the translation of local
currency earnings of $20 million to Duke Energy’s Consolidated
Statements of Operations and a reduction of $160 million currency
translation through the cumulative transtation adjustment in ACQCI 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 guidelines, was 3.6 times for 2010, and 3.5
times for both 2008 and 2008. For Duke Energy Ohio, for the years
ended December 31, 2010 and December 31, 2009, earnings were
insufficient to cover fixed charges by $317 million and $244 millian,
respectively, due primarily to non-cash goodwill impairment charges
of $677 million and $727 million, respactively. For the year ended
December 31, 2008, Duke Energy Ohio’s fixed charges coverage
ratio was 4.5 times. Duke Energy Indiana’s fixed charges coverage
ratic, 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.

Aithaugh there is stilf much o leam about the causas and long-
term effects of climate change, many, including the Duke Energy
Registrants, advocate taking steps now to begin reducing greenhouse
gas (GHG) emissions with the long-term aim of stabilizing the
atmospheric concentration of GHGs.

The U.S. Enviranmental Protection Agency (EPA) publishes an
inventory of man-madce U.S. GHG emissions annuaily. Carbon
dioxide (CO,), a byproduct of ali sources of combustion including
fassil fuel combustion and matcr vehicle aperations, currently
accaunts for abaut 85% of total U.S. GHG emissions. The Duke
Energy Registrants’ GHG emissions consist primarily of CO, and most
come from its fleet of coal-fired power plants in the U.S. In 2010, the
Duke Energy Registrants’ U.5. power plants emitted approximately
G7.5 million tons of C0,. The CQ, emissions from Duke Energy's
international electric operations are iess than 3 million tons annuatly,
The Duke Energy Registrants’ future CO, emissions wili be influenced
by varfables including new regufations, econarmic conditions that
affect electricity demand, and the Duke Energy Registrants’ decisions
regarding generation technologies deployed ta meet customer
electricity needs.

on June 28, 2009, the U5, 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 appraximately 85% of the GHG emissions in the U.S.
economy, including emissions from the electric utility sector. On
Novermnber 5, 2009, the U.S. Senate Environment and Public Warks
Committze passed and sent tc the Senate floor S. 1733 — the Clean
Energy Jobs and American Power Act of 2009. The Senate’s
legislation includer an economy-wide cap-and-trade program similar
fo the one contained in ACES. However, the 1114 Congress
adjourned on January 3, 2011, without passage of H.R 2454 cor any
cther legislation mandating the control or rectuction of GHG
emissions. This means that any potential effort by the 112t Congress
to pass legislation mandating GHG emission reductions would have
to start anew hecause legislation that is not passed in a previous
Congress does not carry over to the next. ’

The Duke Energy Registrants believe that it is highly unlikely
that legislation mandating reductions in GHG emissions will be-
passed by the 11 2% Congress which ends at the end of 2012,
Beyond 2012 the prospects for enactment of any legislation
mandating reductions in GHG emissions is highly uncertain. While
the Duke Energy Registrants continue to believe that Congress will
eventualty adopt same form of mandatory GHG emission reduction
legislation, management cannot predict if or when such legislation
might be enacted, what the requirements 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
Endangerment Finding did not impose any regulatory requirements
on the electric utility industry, but it was a necessary prereguisite for
the EPA to be able to finatize several subsequent GHG rules. A
subsequent EPA regulation of GHGs fram mobile sources issued in
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2010 resuited in GHGs being pollutants subject to regulation under
the CAA, thereby subjecting newly constructed and modified
stationary sources ta CAA's Prevention of Significant Deterioration
(PSD) permitting program for increases in GHGs. Without any
changes, the CAA requirements would have subjecied tens of
thousands of additional stationary sources to PSD permitiing
requiremnents. Ta avoid this resuit, the EPA issued the Tailoring Rule
on June 3, 2010. Under the Tailoring Rule, which went into effect
on January 2, 2011, new major staicnary sources of GHGs and
existing major stationary sources of GHGs that undertake a
modification that will rasult in a net GHG emissicns 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 petform 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. (n each of the states in which the Duke Energy Registrants
operates major stationary sources of GHG emissions, the state is the
permiitting authority for the PSD program. This means that the states
will ultimately determine the BACT requirements that will apply in the
event the Duke Energy Registrants trigger PSD permitting
requiraments for GHG emissians at any of its facifities.

Greenhouse gas PSD permitting requirements ang the
application of BACT to limit GHG emissions do not apply to any
existing source that does not undertake a modification resulting in a
net GHG emissions increase of at least 75,000 tons per year, While
the Cuke 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 currently under construction, if
it were 1o do so, management does not believe that it would have a
materiai impact on the Duke Energy Registrants’ future rasults of
operations.

Numerous entities have filed petitions with the D.C. Circuit
Court of Appeals for review of EPA's Endangarment Finding and
Taitoring Rule. Management cannot oredict the outcome of the
litigation and it couid be several years befora the legal challenges are
ultimately resolved.

In December 2010, the EPA announced that it had enterad into
a settlement agreement requiring it to propose by July 26,2011 and
finalize by May 26, 2012 a rule to establish GHG emission standards
(New Scurce Performance Standards) for new fossil-fueled electric
generating units and existing fossil-fueled electric generating units that
undertake a major modification. The £PA also announced that it will
issue emission 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 maodification. The
outcome of these pending EPA regulatory actions is uncertain and
management cannot determine at this time if they wil! 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 states in
which it currently operates fossil-fueled electric generating units to take
action to mandate reductions in GHG emissions from these facilites,
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The Duke Energy Registrants are taking zctions today that will
result in reduced GHG emissions over ime. These actions will lower
the Duke Energy Registrants’ exposure fo any future mandatory GHG
emission reduction requirements, whether a result of federal
fegislation or EPA regulation. Under any future scenario involving
mandatory GHG limitations, The Duke Energy Registrants would plan
to seek recovery of their compliance costs through anpropriate
regulatory mechanisms in the jurfsdictions in which it cperates.

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 results of operaticns should they cccur 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
patential changes might take place, and the inability to predict these
with any degree of accuracy, make estimating any potentiat future
financial risk to the Duke Energy Registrants’ operations that may
result from the physical risks of potential changes in the freguency
andfor severity of extrerne weather events, whatever the cause or
causes might be, impossible. Currently, the Duke Energy Registrants
plan and prepare for extreme weather events that it experiences from
time to time, suich as ice storms, tomadas, hiricanes, 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 wouid reasonably be
expected 1o help management plan and prepare for future severe
weather events to reduce, but not eliminate, the operational,
economic and financial impacts of such events, For exampie, the
Duke Energy Registrants routinely take steps to reduce the potential
impact of severe weather events on its electric distribution systems.
The Duke Energy Registrants’ electtic generating facilities are
designed to withstand extreme weather events without damage. The
Duke Energy Registrants maintain an inventory of coal and oil on site
1o mitigate the effects of any potential short-term disruption in its fuet
supply 5o 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 operations. The Duke Energy Registrants do not
currently operate in coastal areas and therefore are not exposed to the
effects of potertiai sea level rise.

In addition to regulations for GHGS, the EPA is developing
several other ervironmenial regulations that, as a group, wil affect
the electric utility industry. Included in that group are the previously
praposed Transport Rule, reguiations for coal combustion residuals
and perding proposals for Clean Water Act 216(b) 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 environmertal controls and may result in the accelerated
retirement of some clder coal-fired units. While the final requirements
for the Duke Energy Registrants from the EPA's regulatory actions will
not be known until the second half of 2011 and later, for planning
pu'rposes, the Duke Energy Registrants currently estimate the costs of
new control eguipment that may need o be instalied could total
approximately $5 hillion over the next 10 years. The Duke Energy
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Registrants expect to also incur incremental increases in operation,
maintenance, and other expenses in canjunction with the non-GHG
proposed and pending EPA reguiations. Additionally, the Duke
Eneray Registrants are evaluating the need to retire approximately
2,400 MW of coal-fired generating capacity if it is not economical to
bring these plants into compliance with the EPA regulations and for
other reasons. Until the final regulatory requirements are known and
can be fully evaluated, the potential compliance costs associated with
these £PA regulatory actions are subject to considerable uncertainty.
Therefore, the actual 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 other issues related to the Duke
Energy Registrants, ses Note 4 to the Consolidated Financial
Statements, “Reguiatory Matters” and Note 5 to the Consclidated
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, 201C:

ASC 5605 — Revenue Recognition (ASC 605). In October
2008, the Financial Accounting Standards Board (FASR) issusd new
revenue recognition accounting guidance in response to practice
concems related to the accounting for revenue arrangements with
multiple deiiverables. This new accounting guidance orimarily applies
to all contractual arrangements in which a vendar will perform
multiple revenue generating activities and addresses the unit of
accounting for arrangements involving multiple deliverables, as wel!
as how arrangement 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 not expect this
new accounting guidance to have a material impact fo its
consalidated results of operations, cash flows or financial position.

ASC 350 — Intangibles — Goodwifl and Other (ASC 350). In
December 2010, the FASB amended the accounting guidance
related to annual goodwill impairment tests. This revised accounting
guidance reguires entities which have reporting units with a Zero or
negative carrying value to assess, considering qualitative factars such
as those described in existing accounting guidance, whether is it
more likely than not that a gooctwill Impairment exists. If an entity
concludes that it is mare likely than net that a goodwill impairment
exists for the applicable reporting unit, the entity must perform step 2
of the goodwill impairment test. For Duke Energy, the ravised!
accounting guidance is effective January 1, 2011 and will be applied
prospectively. Duke Ensrgy is currently evaluating the potentiai
impact of the adcption of this revised accounting guidance on its
annual impairment test of goodwill and is unable to estimate at this
time the impact of adaption on its cansolidated results of operations,

cash fiows or financial pesition. Nane of Duke Energy’s reporting
units had a negative carrying value as of December 31, 2010.

ASC 805 — Business Combinations {ASC 805). In November
2010, the FASB issued new accounting guidance in response to -
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 a business
cembination occurred at the beginning of the sarliest period presented
as well as additional disclosuras describing the nature and amount of
material, nonrecurring pro forma adjustments. For Duke Energy, this
new accounting guidance is effective January 1, 2011 and will be
applied to all business combinaticns consummated after that date.

ASC 820 — Fair Value Measurements and Disclosures (ASC
820). in January 2010, the FASB amended existing fair value
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
batween 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, 2010Q, with additional disclosures effective for periods
beginning January 1, 201 1. The initial adoption of this accounting
guidance resulted in additional disclosure in the notes to the
consolidated financial statements but did nat have an impact on the
Duke Energy Registrants’ consolidated results of operations, cash
flaws or financial position. The adoption of the remaining portions of
this accounting guidance wili result in additional disclosure in the
notes to the consalidated financial statements but is not expected to
have an impact on the Duke Energy Registrants’ consolidated 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
te address concerns abaout the sufficiency, transparency, and
robustness of credit risk disclosures for finance receivables and the
related allowance for credit iosses. This revised accounting guidance
requires disclosure information at disaggregated levels and requires
roll-forward schedules of the allowance for credit losses and
nformation regarding the credit quality of receivables. For the Duke
Energy Registrants, certain partions 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 adoption 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'
consalidated results of operations, cash flows or financial pasition.
The adoption: of the remaining pertions of this revised accounting
guidance may resuit in additiona! disclosure in the notes to the
consoli¢ated 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 “Managemant’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 censolidated balance sheets of Duke Energy Corporation and subsidiaries (the “"Cormpany”} as of
December 31, 2010 and 2008, and the related consolidated statements of operations, equity and comprehensive income, and cash flows for
each of the three years in the perfod ended Decernber 31, 2010, Our audits also included the financial statement schedules listed in the Index
at ttem 15, We also have audited the Company's internal contre! over financial reporting as of Decernber 31, 2010, based on the critetia
established in Internaf Control — Infegrated 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 matntaining effective internal
control over financial reporting, and for its assessment of the effectivenass of internal control over financial reporting, included in the
accompanying Management's Annual Report On Internal Control Over Financial Reparting. Our responsilility is to express an opinicn on these
financial statements and financial statement schedules and an opinion an the Company's intemal control over financial reporting based on cur
audits. '

We conducted cur audits in accardance 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 materia!
misstatemnent and whether effective intarnal control over financial reperting was maintained in all material respects. Qur audits of the financial
statements included examining, on & test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made by management, and evaluating the averall financial staterment presentation. Our
audit of intemal contral ovar financial teparting included abtaining an understanding of intemal contral aver financial reporting, assessing the risk
that a material weakness exists, and testing and evaluating the design and cperating effectiveness of internal control based on the assessed risk.
Our audits also included performing such other procedures as we considered necessary in the circumstances. We believe that our audits provids
a reasonable basis for our opinions. ‘

A company's internal control over financial reporting is a process designed by, or under the supervision of, the corpany's principal
exacutive and principal financial officers, or persons performing similar functions, and effected by the company’s board of directors,
management, and other personne! to provide reasonable assurance regarding the reliahility of firancial reporting and the preparation of financial
statements for external purpeses in accordance with generally accepted accounting principles. A company's internal control over financtal
reporting Inciudes those policies and procadures that (1) pertain to the maintenance of records that, in reasonabie detail, accurately and fairly
reflect the transactions and dispositions of the assets of the company; (2) provide reasonable assurance that transactioris are recorded as
necessary to permit preparation of financial staterments in accordance with generally accepted accounting principles and that receipts and
expenditures of the company are being made cnly in accordance with authorizations of management and directors of the company; and
{3) provide reasonable assirance 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 internal control over financial reporting, Including the possibility of cefiusion or improper
management override of contrals, material misstatements due to errer or fraud may not be prevented or detected on a fimely basis. Also,
projections of any evaluaticn of the effectiveness of the internal control aver financial reporting to future periods are subject to the risk that the
controls may become Inadequate because of changes in conditions, or that the degree of compliance with the palicies or procedures may
deteriorate. ’ ‘ '

In our ¢pinicn, the consclidated financial statements referred to above present fairly, in all material respects, the financial position of Duke
Energy Corparation and subsidiaries as of December 31, 2010 and 2009, and the resLilts 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
America. Also, in our apinion, such financial statement schedules, when considered in refation 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 all
(naterial respects, effective intemal control aver financial reporting as of December 31, 2010, based on the criteria established In Internal
Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission.

/sf Delcitte & Touche LLP

Charlotte, North Carolina
February 25, 2011
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DUKE ENERGY CORPORATION
Consolidated Statements of Operations

Years Ended December 31,

(In miliions, except per-share amounts; 2010 2008 2008
Operating Revenues
Regulated eiectric $10,723 $10,033 $ 9325
Non-regulated electric, natural gas and other 2,930 2,050 3,092
Regulated natural gas 619 648 790
Total operating revenues 14,272 12,731 13,207
Operating Expenses
Fuel used in electric generation and purchased power—regulated 3,345 3,246 3,007
Fuel used in elactric gerieration and purchased power—non-regulated 1,199 785 1,400
Cost of naturai gas and coal scld 381 433 613
Operation, maintenance and other 3,825 3,313 3,351
Depreciation and amortization 1,786 1,656 1,670
Property and other taxes 702 685 639
Goodwill and other impairment chargas 726 420 85
Total operating expenses 11,964 10,518 10,765
Gains on Sales of Other Assets and Other, net 153 36 69
Operating income 2,461 2,249 2,511
Other Income and Expenses '
Equity in earnings (losses) of unconsolidated affiliates 116 70 {102)
Gains (losses) on sales and impairments of uncansolidated affiliates 103 21 )]
Other income and expenses, net 370 284 232
Total other income and expenses 589 333 121
Interest Expense 840 751 741
Incorne From Continuing Operations Before Income Taxes 2,210 1,831 1,891
Income Tax Expense fram Continuing Operations 890 758 616
Income From Continuing Operations 1,320 1073 1,275
Inceme From Discontinued Opetations, net of tax 3 12 16
Income Before Extraordinary ltems 1,323 1,085 1,291
Extraordinary [tems, net of tax — — &7
Net Income 1,323 1,085 1,358
Less: Net Income (Loss) Attributable to Noncontrolling Interests 3 10 (4)
Net Income Attributable to Duke Energy Corporation $ 1,320 $ 1075 $ 1,362
Eamings Per Share - Basic and Diluted : .
Income from continuing operations attributable to Duke Energy Corporation commaen shareholders
Basic $ 100 $ 08 % 101
Diluted $ 100 $ 082 % 101
Income from discantinued operations attributable to Duke Energy Corporation common shareholders
Basic $ — % ©01 % 002
Diluted $ — % 001 % 001
Earnings per share (before extraordinary items)
Basic $ 100 $ 083 % 103
Diluted $§ 100 & 083 & 102
Earnings per share (from extraordinary items)
Basic % — % — % 005
Dituted $ — % — $ 05
Net income attributable ta Duke Energy Corporation common sharehalders .
Basic $ loo % 083 3 1.08
Diluted $ 100 % 083 § 107
Dividends per share $ 097 $ 094 % 090
Weighted-average shares outstanding
Basic 1,318 1,293 1,265
Diluted 1,319 1,294 1,267

See Notes to Cansolidated Financial Staterments
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DUKE ENERGY CORPORATION
Consolidated Balance Sheets
December 31,
{In millions) : 2010 2009
ASSETS
Current Assets ‘
Cash and cash equivalents $ 1,670 $ 1,542
Receivables (net of al'owance for doubtful accounts of $34 at December 31, 2010, and $42 at December 31, 2008) 855 845
Restricted receivables of variable interast entities (net of allowance for doubtful accounts of $34 at December 31, 2010 and $6 at
December 31, 2006) 1,302 896
Invertory 1,318 1,515
Other 1,078 968
Total current assets 6,223 5766
Investments and Other Assets
Investments in equity method uncanselidated affiliates 444 436
MNuclear decommissioning trust funds 2,014 1,765
Goodwill 3,858 4,350
Intanginles, net ' 467 593
Notes receivable 42 45
Restricted other assets of variabie interest entities 139 92
Other 2,300 2,526
Total investments and other assets 9,264 9,807
Property, Plant and Equipment
Cost 57,597 55362
Cost, variable interest entities 942 —
Less accumulated depreciation and amortization ’ 18,195 17,412
Net property, ptant and equipment 40,344 37,950
Regulatory Assets and Deferred Debits
Deferred debt expense ) 246 258
Regulatory assets related 1o income taves : 780 557
Other 2,233 2,702
Total regulatory assets and deferred debits 3,259 3,517
Total Assets : $53,090 5$57,0420

See Notes to Consolidated Financial Statements
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DUKE ENERGY CORPORATION
Consolidated Balance Sheets—(Continued)
December 31,
{In mlllicns, except per-share amounts) 2010 2009
LIABILITIES AND EQUITY
Current Liabilities
Accounts payable $ 1,587 3 1,380
Nan-recourse nates payable of varlable 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 liakilities 3,897 4,088
Long-term Debt 16,959 15,732
Nan-recourse long-termn debt of variable interest entities 876 381
Deferred Credits and Other Liabilities
Ceferred income faxes 6,978 5615
Investment tax cradits 359 310
Asset retirement okfigations 1,816 3,185
Other 5,452 5,843
Total deferred credits and ather fiabilities 14,605 14,953
Commitments and Contingencies
Equity
Cammon Stock, $0.001 par value, 2 billicn shares authorized; 1,329 million and 1,309 million shares outstanding at
Decamper 31, 2010 and Dscamber 31, 2009, respactively 1 i
Additional paid-in capital 21023 20661
Retained earnings 1,496 1,460
Accumulated other comprehensive income (oss) 2 (372}
Tatal Duke Energy Corparation shareholders’ equity 22,522 21,750
MNoncontraliing interests 131 136
Total equity 22,653 21,886
$59,020 $57040

Total Liahilities and Equity

See Notes 1o Consalidated Financial Staterments
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DUKE ENERGY CORPORATION
Consolidated Statements of Cash Flows

Years Ended December 31,

(In millions) 2010 2009 2008
CASH FLOWS FROM OPERATING ACTIVITIES
Net income $1323 $1085 $1,358
Adjustments i reconcite net income 1o net cash provided by operating activities:
Depreciation and amortization (Including amortization of nuclear fuel) 1,994 1,846 1,834
Equity component of AFUDC (234) (153) (148)
Extraordinary items, net of tax —_ — {67)
Gaing on sales of ather assets {268} (4dy (9%)
Impairment of goodwill and other iong-lived assets 738 449 94
Deferred Income taxes 741 941 485
Eguity in {earnings) loss of unconsolidated affiliates (116} {70 102
Contributions to qualified pension plans (400) (800} —
(Increase) decrease in
Net realized and unrealized mark-to-market and hedging transactions 15 4 (33)
Receivables 19 (38) 189
Inventory 198 (298) (209)
Other current assets 227 277 {449)
Increase {(decrease) n
Actounts payable 167 80 (136)
Taxes accried 30 52 47
Qther current liabilities 43 70 {88)
Other, assets 157 144 384
Dther, liabilities (123) 78 60
Net cash provided by operating activities 4,511 3,463 3,228
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-far-sale securities (2,166} (3,013} {7,353
Proceeds from sales and maturities of available-for-sale securities 2,261 2,988 7,454
Net proceeds from the sales of equity investments and other assets,
and sales of and collections on notes receivable 406 70 a2
Purchases-of emission aliowances (14) (93) (82
Sales of emission allowances 24 67 104
Change in restricted cash (75} 58 115
Other 4) (12} {39)
MNet cash used in investing activities (4,423) (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 related to emplayee benefit pians 302 519 133
Payments for the redemption of long-term debt (1,647) (1,533) (2,130)
Notes payable and commercial paper (55} (548) (73)
Distributions to noncontrafling interests (10} (37) (2)
Contrinutions from noncontrolling interests — — )
Dividends paid (1,284) (1,222) (1,143}
Other (4} 3} 6
Net cash provided by financing activities 40 1,585 1,591
Net increase in cash and cash equivalenis 128 556 308
Cash and cash equivalents at beginning of period 1,542 986 678
Cash and cash equivalents at end of period $1670 $1542 % 986
Supplemental Disclosures
Cash paid for interest, net of amaunt capitalized $ 795 § 688 $ 677
Cash paid (refunded} for Income taxes $ 64 & (4190 § 322
Significant nen-cash transactions:
Accrued capital expenditures $ 361 3 428 § 378
Dabt associated with the consolidation of variable interest entities $ 342 3% — % -

See Notes o Consofidated Financial Statéments
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DUKE ENERGY CORPQORATION
CONSOLIDATED STATEMENTS OF EQUITY AND COMPREHENSIVE INCOME
Duke Energy Corporation Sharehelders
Accumutated Other Comprehensive Incarne (Loss)
MNet Gains Pension and
Cormmon Additional Foreign  (Losses) on OPEB Related Common
Stock Common  Paid-in - Retained Currency  Cash Flow Adjustments Stockholders’ Moncontrolfing Total
(In millions) Shares  Stock  Capital Eamings Adjustments Heriges  Other o AQCI Equity Interests Equity
Balance at Decemnbar 31, 2007 1,262 $1 9518933 $1398 & O $54) ¢ 2 $ (74) $21,199 $181 $21,380
Net income — — — 1,382 — — — _— 1,362 (4 1,358
Other Comprehensive Income
Foreign currercy translation adjustments - — — — (299) — — — (299 (16 (315}
Net unrealized gains on cash flow hedgest — — — — — 10 — — 10 — 10
Reclassification into earnings from cash flow 7
hedgest® — — —_ — - 3 — — 3 - 3
Pension and OPEB related adjustments ta
AQCI — - — — — — — 3 3 —_ 3
Net actuarial lpssfe — — —_ — — — — 1280) (280} — (280)
Urireatized loss on investmants in auction
rate secuntjest — — — — — — (28 — (28) — (28)
Reclassification of losses on investments in
auction rate securities and other
available-for-sate securilies into earningst®! — — — — — - a — ) — a
Unrealized lass on tnvestmants in
avallable-for-sale securities® — — —_ — — — (10 — {10} — {10}
Total comprehensive Incame 769 (20) 743
Common stock issuances, including dividend
reinvestrnent and employee benefits 10 — 173 — — — — — 173 — 173
Comman steck dividends — - — 11,143 — — - — (1,143) —_ (1,143
Additional amounts related to the spin-off of
Spectra Energy — — — [818) - — — — 10 2 {8}
Balance at Decembar 31, 2008 1,272 $1 3$20106 %1807 $(306) $(41)  $(2B) (38D $20,988 $163 $21,151
Net incoma 1,075 1,075 10 1,085
Other Comprehensive Income
Foreign currency transation adjustments —_ — — — 323 — — — 323 18 341
Hat unrealized gain an cash flow hedges —_ -— — — - 1 — — 1 — 1
Reclagsification into earnings from cash flow
hedgesit — — — — — 18 — — 18 — 18
Pansion and OPEB refated adjustments to
AQCIE — — — — — — — 36 3G — 3G
Net actuarial loss — — — — - — - 21) 21) - (21}
Unrealized loss on investments in auction
rate securitiest® — — — — — — 6} — (8) — &)
Reclassification of gains on investments in
available-for-sale securilies into eamings's — — — — — — (5 -— (5) — (5]
Unrealized gain on investments in
available-for-sate securitiest — — — —_— — — g - a — 8
Total comprehensive income 1,429 28 1457
Common stock issuances. including dividend
reinvastment and employes benefits 37 — 546 — — — — — 546 — 546
Purchases and other changss in noncenirolling
interest in subsidiaries — — 14 _ — — — — 14 {55} (41)
Common stock dividends — - —  (1,222) - — — _ {1,222) — {1,222
Cther — -— (5 — — — — )] — )]
Balance at December 31, 2009 1,309 $1 $20661 $1480 § 17 $22) %31 $(336) $21,750 $136 $21,386
et income — — — L3 — — — — 1,320 3 1,323
Other comprehensive income — —
Forelgn currency translation adjustments — — — — 20 — — — . 80 (1) 79
Pension and OPEB related adjustments to
AGClg — — — — — — — 276 276 — 278
Net unreaiized gain on cash fow hedgasi — -— — — — 1 — - 1 — 1
Reclassification into earnings fram cash flow
hedgeste) — — — — - 3 — - 3 — 3
Unrealized gain on investments in auction
rate securities'? — — — — — — 14 — 14 _ 14
Total comprehensive income 1,654 2 1,656
Common stock issuances, including dividend
reinvestment and employes benefits 20 — 362 —_ — —_ — — 362 - 362
Common stock dividends — — — {1,782 — — — — 1,284) — 11,284)
Changes in nancontrotling interest in
subsidiaries — — — — — — — — — (7) (7)
Balance at Decemnber 31, 2010 1,329 $1 $21,023 %1496 § 97 $18) (17 % (60 $22,522 $131 $22,653

(a) Netof £1 tax expense in 2010 and $1 tax expense in 2009 and $6 tax benefit in 2008,

(b)  Net of insignificant tax expense in 2010 and $10 tax expensa in 2009 and $2 tax expense in 20C8.
() Netof $12 tax benefit in 2009 and $159 tax benefit in 2008,

d} MNetof 38 tax expense in 2010, $4 tax benefit in 2009 and $18 tax bereftt in 2008.

(e) Metof $2 tax expense in 2009 ang $5 tax expense in 2008.

(N Netof $4 tax expense in 2000 and $8 tax benefit in 2008,

(g Netof $150 tax expense in 2010 and $16 tax expense in 2009,

See Motes to Consolidated Financial Staternents
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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 consolidated balance sheets of Duke Energy Carolinas, LLC and subsidiaries (the “Company™ as of
December 31, 2010 and 2009, and the related consolidated staternents of operations, member's eguity and comprehensive income, and cash
flows for each of the three years in the period ended December 31, 2010. Qur audits also included the financial statement schedule listed in
the Index at lterm 15. These financial statements and financial staterment schedule are the responsibility of the Campany's management, Our
responsibility is to express an opinicn on these financial statements and financial statement schedute based on our audits.

We canducted aur audits in accordiance with the standards of the Public Company Accounting Qversight Board (United States}, Those
standards reguire that we pian and perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstaternent. The Company is not required to have, nor were we engaged to perform, an audit of its interna! centrol over financial reporting,
Our audits included consideration of intemal control aver 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 aver financial reporting.
Accordingly, we express no such opinion, An audit also includes exarnining, on a test basis, evidence supporting the amounts and disclosuras
in the financial statements, assessing the accounting principles used and significant estimates made by management, as well as evaluating the
overall financial staternent presentation. We believe that cur audits provide a reascnable basis for our apinion.

In our opinicn, the consolidated financial staternents referred to abave present fzirly, in all materiaf respects, the financial position of Duke
Energy Carolinas, LLC and subsidiaries at December 31, 2010 and 20C9, and the results of their operations and their cash flows for each of
the years in the three-year period ended December 31, 2010 in conformity with accounting principles generally accepted in the United States of
America. Also, in our opinion, such financial statement schedule, when considered in relation to the basic consalidated financial statements
feken as a whole, presenis fairly in alt meterial respects the information set forth therein.

/s/ Deloitte & Touche LLP

Charlette, North Carolina
February 25, 2011
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DUKE ENERGY CAROLINAS, LLG
Consolidated Statements of Operations

Years Ended Decamber 31,

(in miltions) 2010 2009 2008
Operating Revenues-Regulated Electric $6,424 $5495 $5,903
Operating Expenses
Fuel used in electric generation and purchased power 1,944 1,597 1,844
Operation, maintenance and other 1,807 1,609 1,721
Depreciation and amortization 737 692 730
Property and other taxes 348 334 316
Total operating axpenses 4986 4,232 4pll
Gains on Sales of Other Assets and Othey, net 7 24 3
QOperating Income 1,445 1,287 1,295
Other Income and Expenses, net 212 122 98
Interest Expense 362 330 331
Incomne Before Income Taxes 1,295 1,079 1,062
Income Tax Expense 457 377 a7z
Net Income $ 838 § 702 § B9

See Motes to Consolidated Financial Statements
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